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Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(r) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement: 

The monthly managerial reports providing financial results of 
operations f o r  the twelve (12) months in the test period. 

Response: 

See attached. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

April 30,2008 

Prepared by Regulatory Accounting and Reporting 
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L.ouisville Gas and Electric Company 
Trial Ualancc 
April 30,2008 

Account - Subsidiarv Account 

Utility Plant 
At Original Cost 

Eleclric . .  

Gas 
Common 
Amortization of Plant 
Electric . . . . ,  

Gas , ,  , , 

Common , ,  

Rescrvcs for Depreciation and Amortization , ,. 

. . .  . ,  

, , ,  , ,  . 

Investments -a t  Cost , , , , ,  , 

, , ,  Nonutility Propcrty , , ,  

Nonutility Property Reserve 
Ohio Valley Electric Corpontion 

Prepaid Pension 
Special Funds . , , . ,  . . ,  , 

Cash 

Special Deposits ., , , , . , , , 

Margin Account. . , , . . . . . , , . ,  , 

MAN Margin Call , . ,  ., 

Tcmponry Cash Invesunenls 

Accounts Receivable - Less Rcscrve.. , , , ,  . ,  , ,  , . , ,  

Working Funds , . . , . .  , , . .  . .  
Customcn -Active , , , , . ..,. . . . . .  

Wholesale Sales , , ,  , . , . . . , , 

Transmission Sales ., , , ,  . ,,,,. 

Unbilled Revenues. . . , , , , , , , . . . , ,  

Employee Compurer Loans 
Damage Claims . , , . . , , . . . , , ,, , ,  , ,  

RAR Settlements . , , . . . . ., . ,  , ,  , ,  , .  

Officers and Employees , 

MEA , . ,, , . , . . . . , . ,,  , , . .. . , . . . . , . , 

IMPA . , ,  . . . . . , .. . , . , , .. 
Olhcr , , .,,, . , ... . 

Reserves for Uncollectiblc Accounts 
Utility Customcn 
Reserve . , , , . , . , , ,  . . , ,  

Accrual. , . . , . . , . , , , , ,  . .  
ChargedOfl: . . , , , ,. , . , , , ,  

Rccovcrics ,, . ,  ,." , , . , . , , , ,  . , ,, , , , , . . ,  . 
AIR Miscellaneous . . , , ., , . ., . , 

Other 

.. . . . . . . . . . , , , . , . , 

. . , , ,  , ,  

, .  . ,  

, ., 

, , , , , ,  . , ,  . 
LEM Reserve, . , . . , , .  , , , , ,. . , ,  ., 

interest and Dividends Receivable 
Rcnts Receivable ,, , , ,  , , ,  . , , ,  

.. .. . . ,  

Accounls Receivable from Associa . .  

E ON US Scrvices/KenNcky y, , , . , , , , . , . . , 
,.. .., , , , , . .. , , .  . ." . . . ,  Fuel . , , , . .. , , . . ., , . , , , 

Coal 1,021,495 09 Tons @ $37 73; MMBN 23,107,543.98 @ 166 7911 . . , ,  , ,  , ,  .,, 

Fueloil 175,782Gallons@21778~ , , , , ,  . . . .  ,. . . . , , , , ., , 

Gas Pipeline 21 1,276 Mcf@ $12 79 , . , . , . . , . , . .  ,, 

I 

Bnlancc Balance as Shown on 
Subsidiary Account Balance Sheets 

4,378,886.316 00 

(1,603,776,389 79) 
(21 1,008,962 50) 
(64,680,200 23) 

(10000) 
(800 00) 

(19,315,198 39) 

75,239 56 
(63,360 36) 
594,286 00 

27,638,933 84 
14,921,226 00 

1,491,264 02 

1,538,604 93 
58 14 

36,31025 

21,280 00 
84,948,838 51 
6,118,590 75 

31 1,026 82 
34,887,000 00 

93,396 74 
632,792 98 

1,038,234 00 
300 00 

2,635,898 79 
2,738,859 06 

12,789,902 02 

(838,182 00) 
(475,465 59) 

1,341,853 90 
(866,388 31) 

(1,093,042 00) 
(4,167 53) 

203.329 43 
415,10751 

3,145,552 87 

38,540,209 47 
382,816 36 

2,702,995 52 

4,378,886,316 00 
( I  ,898,781,650 9 I )  

43,166,325 04 

1,491,264 02 

1,538,663 07 

36,310 25 

144,899,165 08 

3,145,552 87 

41,626,021 35 



L.ou1sviilc Gns nnd Electric Company 
Trial Balancc 
April 30,2008 

Account - Subsidiary Accounl 

Plant Mntcrials ond Opcnting Supplies . . .  

Regular Materials and Supplies 
Limcslonc 28,908 91 Tons @ $7 07 

Stores Expense , ,  

Gas Stored Underground - Currcnl , , , .  

Storcs Expcnsc Undistributed 

Gas St Undcrground*2,258,779 Mcf (14 73 psia) @ $7 23 

Allowance Invcnlory 
Prepayments , . .  .. . ,  , ,  

lnsurancc . . .  . .. 

Taxes 
Franchises , , , ,  , . ,  , 

Riglils of Way 
Risk Manngeemcnt and Workers Compensation 
Vehiclc Licensc . , . ,  

Othcr . , . , , , , , 

Unamonizcd Debt Expense , , . . , , . , . . . 

Jefrcnon County 2000 Series A 05/01/00 Due 05/01/27 VaPh 
Trimble County 2000 Series A 08/01/00 Due 08/01/30 VaPh 

Jcfferson County 2001 Series A 03/06/01 Due 09/01/26 VaPh 
Trimble County 2001 Scries A 03/06/01 Due 09/01/26 VnPh 
Jcfrerson County 2001 Series B 03/2U01 Due 11/01/27 VaPh 
Trimble County 2001 Series B 03/2UOI Due 11/01/27 Val%., 

L.ouisville Mcm 2003 Scncs A 11/20/03 Due 10/01/33 VaPh 
Trimble County 2007 Scries A 04/26/07 Due 06/01/33 VaPh . , . , 

Jefferson County2001 Scrics A 09/11/01 Due 09/01/27 VaPh . ,  , 

, , , 

Trimble County 2002 Series A 10/23/02 Due 10/01/32 VaPh. .. , .  

, 

Unamortized L.oss on Bonds . , , . . , . . .  . ., , . , , ,,, 

Accumulalcd Dcfcrrcd Income Taxes ,. , . . , ,  

Federal 
Elccvic, . . , , , . , . .. ., . . . . . . . . .. . .. .., , . . .  
Gas . . . . , ,  . , ., , ., , . . ., ., , , .  

sl3tc 
Elccvic , , ,  , ,  . , , , , , , , , . , , , , 

Gas 

Refinanced and Called Bonds , . ,  , 

Dclerred Rcgulatory Asscls , , , ,  , ,  , 

Asscl Retircmcnt Obligations 
Elecvic , , , , . , , . . , , , .  ., . , ,  

Gas . . , , ., ., , " .  ,. . . .  . , . . . . . , , , ,  

Common . .  . , . , , . . , ,  . , " .  . . , . . , , . 
Pensionand PosectircmcntBenefils , . . , . , , .  

ECRAsh Hauling , . , . , .  , 

MIS0 Exit Fcc , . .  

OUier Dcfcrrcd Debits 

*Excludes: s Mcf 
Non-recoverable Base Gas 9.648.855 00 7.880.000 

Balance Balance as Shown an 
Subsidiary Account Balance Sheets 

26,612,701 77 
26,408,3 I6 59 

204,385 18 

4,486,000 95 
4,486,000 95 

16,329,064 58 
16,329,064 58 

10.618 57 l0,6 I8 57 

4,000,140 28 
2,156,721 88 

323,231 21 
242,675 49 
280,000 03 
90,000 00 
42,954 40 

864,557 21 

454,042 49 
851,67099 
383,556 00 
180,990 36 
196,869 23 
213,459 02 
213,492 67 
899,398 48 

2,985,973 75 
1,191.608 96 

20,952,676 78 

7,571,061 95 

20,952,676 78 

52,590,459 57 

36,776,902 33 
7.444.969 22 

7,174,558 71 
I , I  94,029 3 I 

150,694,189 56 

19,496.950 88 
5,348,398 40 

23,644 81 
109,420,059 00 

4,033,077 33 
12,372,059 14 

38,251,267 75 38,251,267 75 

Recoverable Base Gas 2.139.99000 2.930.000 
11,788,845 00 10,810.000 

Tola1 Assels and Othcr Debits 3,037,506,148.53 3,037,506.148.53 
8 



Louisville C a s  and Electric Company 
Trial Balance 
April 30, 2008 

Account - Subsidiarv Account 
Balance 

Subsidiary Account 

Common Equity 
Common Stock 425,170,424 09 
Retained Earnings 674,663,583 01 
Common Stock Expense (835,888 64) 
Paid-In Capital 60,000,000 00 
Other Comprehensive Income (14,701,983 08) 

Bonds 
Pollution Control Bonds - Net of Reacquired Bonds 468,104,000 00 

410,000,000 00 Long-term Notes Payable to Associated Companies 

Short-term Notes Payable to Associated Companies 
Money Pool Payable 158,075,200 00 

Accounts Payable . , .  , . ,  

Rcgular . ,, , . ,  90,742,007 45 
Salaries and Wagcs Accrued , . , . , , . . . , , , , , , 2,070,438 24 
Tax Collections - Payable . .  . .  , , , , , , , , 857,445 85 

Accounts Payable to Associated Companics, , , . ., , . . . . 

E,ON US Services/Kentucky Utilities Company , . ,  . 19,666,353 44 

Customers' Deposits , , , , . , . , 20,064,241 24 

Taxes Accrued. , . , . . , . , . , ,  7,299.525 53 

Interest Accrued . . . . . . , , , ,  . , , . . . . .  " , . . , .  

Jefferson County 2000 Series A 05/01/00 Due 05/01/27 Var% , , , 191,406 25 
Trimble County 2000 Series A 08/01/00 Due 08/01/30 Var% , , . . 144,581 61 
Jefferson County 2001 Series A 09/11/01 Due 09/01/27 Var% , , 1,474 07 
Jefferson County 2001 Series A 03/06/01 Due 09/01/26 Var% . ,  , 293,109 82 

358,245 30 
,Jefferson County 2001 Series B 03/22/01 Due 11/01/27 Var% . .  " .  458,780.51 
Trimble County 2001 Series A 0,3/06/01 Due 09/01/26 Var% .. . ,  

Trimble County 2001 Series B 03/22/01 Due 11/01/27 Var% , 

Louisville Metro 2003 Series A l1/20/03 Due 10/01/3.3 Var% . . . , ,, , 

Louisvillc Metro 2005 Series A 04/13/05 Due 02/01/35 Var% 
L.ouisville Metro 2007 Series A 04/26/07 Due 06/01/33 Var% , ., , .  

Louisville Metro 2007 Series B 04/26/07 Due 06/01/33 Var% 

Interest Rate Swaps . .  ., . . . .  . ,  

Customers' Deposits , , , . , , , . , ,  , . "  

Short-tcrm Obligations under Capital L.cases , , , ,  

Miscellaneous Current and Accrued Liabilities, , . , .  , .  

. , 

Trimble County 2002 Series A 10/23/02 Due 10/01/32 Var% . , , , , , , , , ,  

, .  

Trimble County 2007 Series A 04/26/07 Due 06/01/33 Var% . , . , . , . , , ., , 

Fidelia . ,  , .  , . .  , , ,  . ,  

Customer Overpayments . . . . , , , 

UK Emission Research Grant . , , . . . . , , , . , , . . . ,  

Vacation Pay Accrued , . . . , . , , . , , . , . , ,, . . . .  , 

Derivative Liabilities - Non-Hedging ., , . , .  , 

Postretirement Benefits - Current . . , , ., , . , . , ,  . , 

Othcr . , . . . . . , , .., , . . , , . . 
9 

Balance as Shown on 
Balance Sheets 

1,144,296,135 38 

468,104,000 00 

410,000,000 00 

158,075,200 00 

93,669,891 54 

19,666,353 44 

20,064,241 24 

7,299,525 53 

7,649,936 48 

458,780 82 
90,736 34 
22,808 84 
69,180 37 
48,964 80 
55,598 72 

149,999 98 
434,586 21 

3,020,800 48 
850,882 36 

275,441 25 275,441 25 

I 1,902,402 67 
3,122,073 57 

250,000 00 
5,260,881 59 

(0 03) 
3,061,339 00 

208,108 54 



Louisville Gas and Electric Company 
Trial Balance 
April 30,2008 

Account - Subsidiary Account 

Customers' Advances for Construction , .  

Line Extensions 
E 1 e c t r i c 
Gas . .  

Customer Advances ~ Arena 

Assct Retirement Obligations 
Electric , ,  

Gas 
Common 

Other Deferred Credits , . . , .  , , , ,  , 

Regulatory Liabilities 
Asset Retirement Obligations 
Electric , ,  

Gas , ,  

Deferred Taxes 
, , , .  

Federal 
Electric , . . , . , . . , , . . . , , . . , , , . , , , 

Gas , . , .  , ,  

State 
Electric . . , . , .  , . , .  ., , 

Gas , .  , ,  , .  . . . . ,  . ,  , ,  

MIS0 Schedule I O  Charges , , , . . , , 

Investment Tax Credit, ., , , . . ,  , , .  . , . , ,  

Job Development Credit 
Electric . , , , , . , . . , . , . . . . , . , . . ., ,, . , . 

Gas ~ . . , , . . , .. , ,  . , , , ., , , . , , , , ., , , , , ,  , 

Advanced Coal Credit . ,  . , . , ,  . , 

Accumulated Deferred Income Taxes , , ,  , . , ,  

Federal 
Electric . , . .  , . , . . , . . , , , . , , 

Common , . . . , . , ,  ., , ,  , ,  

Electric , , , , . ,  . ,  , . , . . . . . , , . . . 

Gas . , . , ., ,. . , . . . . . , . . , , , , 

State 

Miscellaneous L.ong-term Liabilities , .  , , , , . . , , . , . 

Workers' Compensation . . , . . , .  , . ... , .  

Uncertain Tax Positions , . , , . . , ,  , , ., , 

Long-term Derivative L.iabilities - SFAS 133 ., , 

Accumulated Provision for Benefits., . , , , , . , . 
Pension Payable . .. . . .  , . . , . ,  , ., , . , , . . . .  

Postretirement Benefits - SFAS 106 , . . , , , . , , , . , . , , . , . , , ., , , 

Post Employment Benefits Payable , . , . ., , , . ., , .., . . , . , . 

Post Employment Medicare Subsidy , , , , , , , , , ,  

Total Liabilities and Other Credits 
10 

Balance Balance as Shown on 
Subsidiary Account Balance Sheets 

20,132,319 04 

808,279 89 
8,042,634 46 

11,281,404 69 

30,186,557 26 
22,238,887 74 

7,921,466 27 
26,203 25 

20,151,668 85 20,151,668 85 

54,711,741 54 

233,950 3 1 
128.566 48 

25,792,713 75 
1,770,696 50 

18,484,585 00 
2,731,315 50 
5,569,914 00 

46,094,972 04 

31,721,091 14 
1,094,254 90 

13,279,626 00 

398,795,538 80 

289,63 1,425 29 
51,350,987 50 

(1 00) 

49,474,892 34 
8,338,234 67 

5,581,407 38 
29,044 00 

25,399,096 00 

31,009,547 38 

95,420,676 09 
13,347,081 00 
78,455,708 57 
3,762,588 00 
(144,701 48) 

3,037,506,148.53 3,037,506.148.53 



Louisville Gas and Electric Company 
Statement of Cash Flows 

April 30, 2008 

Cash Flows from Operating Activities 
Net income 

Year to Date 
2008 2007 

24,702,192 81 

Items not requiring (providing) cash currently: 
., , ,  40,067,662 57 Depreciation 

Amortization . .  . ., , , ,  1,762,468 67 
Deferred income taxes - net ., . . , ,  , ,  . ,  248,667 57 
Investment tax credit - net , , .  . .  , ,  (3,990 16) 

Change in receivables , ,  . .  . 40,533,911 30 
Change in inventory . . . . ,  . .  . ,  69,052,262 08 
Change in allowance inventory . ,  , ,  840 90 
Change in payables and accrued expenses . , . ,,  . , , , . , ., . (7,745,961,41) 
Change in other regulatory assets ., ., ., , , , , , .  , 327,859 72 
Change in other regulatory liabi sties , , . , . . . . . , . , , , (403,796 08) 
Change in other deferred debits . , , . . , ., , (5,530,562,03) 
Change in other deferred credits . , ,  , , ,  . ,  , (20,710,584 56) 
Other . ., , , . , ,  , . , . , , , , . , , . , . 11,239,259 81 

Net cash provided (used) by operating activities , . . , , , .  l52,410,114 18 

Other . . , .  , . , ,  , ,  (1,130,117 01) 

36,822,987 81 

39,194,325 27 
2,102,813 96 
2,927,077 07 
1,276,720 60 
(318,963 61) 

45,878,175 83 
52,158,750 72 

1,386 72 
(62,593,059 09) 

( I  .204,3 10 91) 
(152,262 08) 

(7,792,045 42) 
(18,033,587 28) 

4,620,869 21 
94.888.878 80 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expcnditures . .  (72,973,917 58) (42,815,722.73) 
Gross additions to common utility plant - construction expenditures (9,484,055 18) (3,181,947 74) 
Change in long-term investments . ., , ,. . , ., . . . , , ,  , 385,022.65 583,258 87 
Change in restricted cash , , . . . . ,. . , . . . , , , , .  (8,737,689 ,82) (9,813,300 62) 

Net cash provided (used) by investing activities.. , , . , , (90,810,639 93) (55,227,712.22) 

Cash Flows from Financing Activities 
Proceeds from issuance of long-term debt . . , , .  . , , . .  , 

Net increase in short-term debt . . , . ., . , ., . , . , . , . ,  , 

Payments for reacquisition of long-term debt. . ,,  , ., , ,  

Net increase in derivative liabilities , , . . ,  , . , , . . ,  

Payments for retirement of preferred stock. . . , , . , , , , .  . . . ,  

Net decrease in short-term debt. . . ., , ,  . ,., . , .  . . , , , , , 

Net decrease in short-term capital lease obligations . . . , , ., , . ,,  ,,, 

Net decrease in long-term capital lease obligations. , , , , , . 

Change in restricted cash,  . , , , ,., . . , . ., , . , . .  
Dividends on preferred stock , . . , . .  . ~ ,  , . . , , ,  

Dividends on common stock ., ,. .,. . . , , ., . , , ... . . , 

Net cash provided (used) by financing activities , , ., , ., . " ,  

(8,927 49) 136,033,320 39 
79,834,000 00 

( 1  06,200,000 00) 
3,906,160 00 

(91,643,112 GO) 
(46,791,000 00) 

(129,996 44) 
(23,649 00) 

(1,797,905 93) 
(4,416,711 93) 

(40,000,000.00) (35,000,000.00) 
- (64,420,3 18.86) (41,817,504.14) 

Net Increase (Decrease) in Cash and Cash Equivalents , , . . . . , , , , (2,820,844 61) (2,156,337 56) 

Cash and Cash Equivalents at Beginning of Period . , , .  4,348,418.88 9,448,987.03 

Cash and Cash Equivalents at End of Period, . ., . , , . ,  , 1.527,574.27 7,292.649.47 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

March 3 1,2008 

Prepared by Regulatory Accounting and Reporting 
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Lauirvillc Gas nnd Electric Company 
Trial Balance 

March 31.2008 

Accounl - Subsidiarv Accounl 

Utility Plan1 
A1 Original Cost 
Resmes for Dmrcciatian and Amonizatian 
Electnc 
Gus 
Common 

Arnoilmlm of Plant 
Elcctnc 
Gas 
Common 

lnvcstments - atCos1 
Nonutilily Properly 
Nonutilily Properly Resmc  
Ohio Vallcy Electnc Colponlion 
Special Funds 
Prepdid Pasion 

Cash 

Special Depostts 
Margin Account 
MAN Margin Call 

Iemporary Cash lnvcstmcnts 
Other 

Accounls Receivable - Less Reserve 
Working Funds 
Customers - Active 
Wholesale Sales 
Transmission Sales 
Unbillcd Revenues 
Employee Computer Laans 
Damage Claims 
RAR Seltlcments 
IMEA 
IMPA 
Othu 
Rcl;-es for Uncollectiblc Accounts 
Utility Customers 
RCSWVC 
A C C N ~  
Charged Off 
Recovmcs 
AIR Miscellnneaus 

LEM Rescrvc 
Interest and Dividends Reccivnble 
Rents Reccwable 

Accounts Reccivnble from Associaled Companies 
E ON US ServeesIKcntucky Ulililies Company 

Coal917.69795 Tons@S37 16, MMBlu20.794,21542@ 16401$ 
FuelOd I80,667Gallons@21821~ 
Gas Pipelme 201.098 Mcl@ $10 13 

Fuel 

1 

Balancc as Shown on 
Balance Siiccls 

Balvnce 
Subsidiary Account 

4,364.001.781 02 4,364,001.78i 02 
(1.889.111.25034) 

(1,596,287,092 78) 
(209,798,049 91) 
(64.166,411 66) 

(100 00) 
(800 00) 

(18,858,795 99) 

75,239 56 
(63.360 36) 
594,286 00 

13,401,863 28 
l4,921.22600 

3.065,365 54 

1,543,666 79 
198 89 

29.019.254 48 

3,065,365 54 

1,543,865 68 

36.237 89 
36.237 89 

179,360,457 36 
21,280 00 

101.914.121 97 
8,844,204 06 

217.869 21 
46,882,000 00 

98,445 79 
658.881 32 

1,038,234 00 
2.61 1,506 08 
2,717,887 72 

15,849,359 50 

(920.496 00) 
(394,483 40) 
1,095,544 12 
(701,060 72) 

(1,093,042 00) 
(10.175 05) 
91,565 I O  

438,815 66 

5,011,422 99 

34,103,585 40 
394,233 80 

2,037,530 72 

5.01 1,422 99 

36,535,349 92 



Lauisvlll~ Gas and Elcctrlc Company 
Trial Balanr~ 

March  31, zoo8 

Account - Subsrdiarv Account 

Plant Matmals and Opmating Supplies 
Regular Maraids and Supplies 
Limeslonc33,49791 1ons@$7 1 1  

Stores Expense 
Slores Expcnse Undistnbuted 

Gas Storcd Underground - Culrenr 

Allowance Inventory 

Insurance 
Taxes 
Franchises 
lllghtsofWay 
Risk Management and Workers Cornpensahon 
Vehicle License 
Other 

Gas% Undnground*3,231,186Mci(14 73psia)@$723 

PrepllpEXll5 

Unamortized Deb1 Expense 
Jcffmon County 2000 Sma A 05/01/00 Due 05/01/27 Vnryb 
Tnmble County 2000 Smes AOB/Ol/OO Due 08/01/30 Vm% 
JcffmsanCounty2001 SmesA09/11/01 Dae09/01/27VaP? 
Jcflmson County 2001 Sen- A 03/06/01 Due 09/01/26 Va% 
Tnrnblc County 2001 Smes A 03/06/01 Due 09/01/26 VaPA 
lcffnson County 2001 Sma B 03/22/01 Due 11/01/27 Vw% 
Tnmble County 2001 Smes B 03/22/01 Due 11/01/27 Vnr% 
Tnmble County 2002 Smes A 10123102 Due 10/01/32 Var% 
Louisville Mcbo 2003 Smes A 11/20103 Due 10/01/33 VUI% 
Lauisville Mcbo 2007 Smes A 04/26/07 Due 06/01/33 VaPA 
Louavdle Mebo 2007 Smes B 04/26/07 Due 06/01/33 Vm?? 
lnmblc County 2007 Senes A 04/26/07 Due 06/01/33 VnPA 

Rcfinanccd and Callcd Bonds 
Unamortized Loss on Bands 

Accumulated Defmed Income Iaxes 
Fedml 
Elrclnc 
Gas 
slate 
Elcctnc 
Gns 
Common 

Deferred Reylatory Asses 
Asset Rebrement Obligations 
Eiccmc 
Gar; 
Common 
Pension and Posbctircment Benefits 
ECR Ash Hauling 
MISO Exit Fce 

Ohm Deferred Debre 

* Excluda $ Mcf 
Non-recoverable Base Gas 9,648.855 00 7,880,000 
Rccovmblc Base Gas 2.139.990 00 2,930.000 

I 1,788,845 00 10.810,ooo 
Tau1 Ass& and 01Iim Debts 

8 

Balance Balance as Shown on 
Subsidiary Accounl Balance Shees 

26,609,496 65 
26.371.246 72 

238,249 93 

4,537,670 78 
4,537.670 78 

23,358.692 02 
23,358,692 02 

10,786 27 10.786 27 

4,769,645 77 
2,491,702 30 

286,010 40 
280,000 03 
90,000 00 

1,090,226 77 

484,846 93 

46.859 34 

8,812,72951 
456,034 49 

385,209 00 
181,813 36 
197,764 23 
214,371 02 
214,404 67 
902,468 48 

2,995,732 91 
625,855 44 
588,673 20 

1,195,541 66 

854,860 99 

19,822,969 17 
19,822,969 17 

53,881,247 57 

37,650,256 33 
7,663.309 22 

7,333,831 71 

0 00 
1,233,850 31 

150,457,746 on 

19,362,579 32 

23,5 16 93 
109,420,059 00 

3,954.279 77 
12,386,562 30 

32,083,332 41 32,083,332 41 

5.310.748 76 



Loiiisville Cas and Electric Company 
Trial Balance 

March 31,2008 

Account - Subsidiary Account 

Common Equity 
Common Stock 
Retained Earnings 
Common Stock Expense . ,  , .  

Paid-In Capital , .  

Other Comprehensive Income 

Bonds , . . , . , , . . 

Pollution Control Bonds - Net of Reacquired Bonds , ,  

L.ong-term Notes Payable to Associated Companies . ,  . 

Short-term Notes Payable to Associated Companies 
Money Pool Payable 

Accounts Payable, , .  

Regular , . , . . .  

Salaries and Wages Accrued . , , . . .  

Tax Collections - Payable . . , . , , . , . , , . , 

Accounts Payable to Associated Companies . . , . , . .  , . " ,  . 

E ON US Services/Kentucky Utilities Company . . , , .  , 

Customers' Deposits . ,  , , .  . 

raxes Accrued , . . , .  . . .  . . , .  . ,  

interest Accrued , . . . , . . . , . . . . ., . . . , . , , 

Jefferson County2000 Series A 05/01/00 Due 05/01/27 Var% . , 

Trimble County 2000 Series A 08/01/00 Due 08/01/30 Var% . 

Jefferson County2001 Series A 09/11/01 Due 09/01/27 Var% , , , . . ., 

Jefferson County 2001 Series A 03/06/01 Due 09/01/26 Vaf% 

,Jefferson County2001 Series B 03/22/01 Due I1/01/27 VaPA . , . . . . , . 

Trimble County2001 Series B 03/22/01 Due 11/01/27 Var% , . 

Trimble County 2002 Series A 10/23/02 Due 10/01/32 Var%. . 
L.ouisville Metro 2003 Series A 11/20/03 Due 10/01/33 Var% 
L.ouisville Metro 2005 Series A 04/13/05 Due 02/01/35 Var% . . . ., , 

L.ouisville Metro 2007 Series A 04/26/07 Due 06/01/33 Var% . , , . ., 

Louisville Metro 2007 Series B 04/26/07 Due 06/01/33 Var% , , , ., , 

Trimble County 2007 Series A 04/26/07 Due 06/01/33 Var% 
Interest Rate Swaps, . . ,  ., , . , ,  . 

Fidelia , , , , , , , , , , , ,  , , , . .  , 

Customers' Deposits . , ., , , . , . .  ., , ., . .  , 

Short-term Obligations under Capital Leases 
Miscellaneous Current and Accrued L.iabilities , . , ,  ., . . ,  , 

Customer Overpayments , . . , , ,  . ,  

UK Emission Research Grant, , ,  . ,  . .  . , ,  , .  , ,  

Vacation Pay Accrued , , , , , . , . . , , . ., . . . , . . , . , , . . ,  

Derivative L.iabilities - Non-Hedging, , , . , , , .  . , 

Postretirement Benefits - Current, , , , . .  

Other , . , , , , . . . , . , . , , . , , , . , , 

. . 

, , 

Trimble County 2001 Series A 03/06/01 Due 09/01/26 Var% . .  

, 

, , , . ., , 

. . , . .. 

. ,  

, . , . . , . , , . , 

9 

Balance Balance as Shown on 
Subsidiary Account Balance Sheets 

1,138,879,561 09 
425,170,424 09 
671,274,440 27 

(835,888 64) 
60,000,000 00 

(16,729,414 63) 

534,304,000 00 

410,000,000 00 

108,086,200 00 

103,215,020 75 
2,083,981 17 
1,336,793 57 

10,177,711 89 

19,91 1,316 55 

11,035,882 29 

27,343 75 
228,254 58 

4,913 63 
233,695 67 
285,628 01 
365,784 46 
365,784 77 
129,431 28 
77,290 66 
19,759 60 
24,455 60 
27,768 92 

919,999 98 
333,540 94 

7,584,225 49 
829,502 21 

341,988 62 

3,224,489 85 
250,000 00 

5,260,881 59 

3,061,339 00 
235.479 24 

(0 03) 

534,304,000 00 

410,000,000 00 

108,086,200 00 

106,635,795 49 

10,177,711 89 

19,911,316 55 

11,035,882 29 

11,457,379 55 

341,988 62 

12,032,189 65 



Louisville Gas and Electric Conipany 
Trial Balance 

March 31,2008 

Account - Subsidiary Account 

Customers' Advances for Construction 
Line Extensions 
Electric 
Gas 
Customer Advances - Arena 

Asset Retirement Obligations 
Electric 
Gas 
Common 

Other Deferred Credits 

Regulatory Liabilities 
Asset Retirement Obligations 
Electric ., . .  

Gas . ,  

Deferred Taxes 

Electric 
Gas , .  . ,  

Electric , . . ,  , .  . , ,  . .  , . .  . ,  . .  

Gas, . . . . .  , .  , ,  

Federal 
. . . . . . . . . . . .  ., , 

State 

. .  . ,  

MIS0 Schedule 10 Charges . 

.Job Development Credit 

. 

, .., . Investment Tax Credit , , , ,  . . , , . , . . 

Electric , . , . , . . , , ., . . . . . . . .  

Gas. ., , , . . . . . . . .  . . . . . . . . . .  . . . . .  

Advanced Coal Credit , , . ,  , .  . . , .  

Federal 
Accumulated Deferred Income Taxes . , . , . , , . . .  

. . . . . . . . . . . .  . . .  . ,  Electric . .  

G a s ,  . 
Common . , ., , . , . . . . .  

. . , , , , . , ,, , , . . . ,  , , . . . . . . . . .  

. . . . . . .  

Balance Balance as Shown on 
Subsidiary Account Balance Sheets 

807,830 41 
8,378,506 65 
1,543,666 79 

22,137,261 2.6 
7,884,574 71 

26,078 23 

20,943,851 27 

231,83024 
123,974 82 

25,792,713 75 
1,770,696 50 

18,484,585 00 
2,731,315 50 
5,291,418 00 

32,030,430 14 
1,107,492 90 

13,279,626 00 

28963 1,425 29 
51,350,987 50 

0 00) 

10,730,003 85 

30,047,914 20 

20,943,851 27 

54,426,533 81 

46,417,549 04 

398,795,538 80 

State 
Electric 49,474,892 34 

. . . . . . . . . . . . . . . . . . .  , , . . ,  . Gas . .~ . .  

Miscellaneous Long-term L.iabilities , . . . . . . .  , . , ., . , . . , , . 
Workers' Compensation. . , , . , , . , . . , ., 

Uncertain Tax Positions . . , . , . , . , . . , ,  

L.ong-term Derivative L.iabilities ~ SFAS 133. , , , , . 
Accumulated Provision for Benefits . . . . . . . . . . . . .  

. . . . . . . .  

, ,  , 

. ,  

Pension Payable . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

Postretirement Benefits - SFAS 106 . , , , , ,  . . . . . . . .  

Post Employmen! Benefits Payable . . . . . . . . . . . .  , , . ., . , . . 

Post Employment Medicare Subsidy, . . , . , , . , , , , . , , 

Total Liabilities and Other Credits 
10 

8,338,234 67 

34,210,904 38 
5,581,407 38 

29,044 00 
28,600,453 00 

13,347,081 00 
78,474,689 29 

3,762,588 00 
(21 1,878 00) 

95,372,480 29 

____ 
3,053,806,800.77 3,053,806,800.77 



Louisville Gas and Electric Company 
Statement of Cash Flows 

M a r c h  31, 2008 

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

Items not requiring (pro 
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  

Amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes - net 
Investment tax credit - net ............................. . . . . . . . . . . . . . . . .  
Other. . . . . . . . . . . . . . . . . . . . .  .............................................. 

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

............ Change in receivables, . . . . . . . . . . . . . . . . . . .  
Change in invent0 ry.... .............................................. 
Change in allowance inventory., ................................... 
Change in payahles and accrued expenses ............................................... 

Change in other regulatory liabilitie 
Change in other deferred debits. . . . . . . . . . . . . . . .  

Change in other deferred credits ........................................ 

Change in other regulatory assets ............................................................... 
......................................... 

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

.......................... ...................... Other. 
Net cash provided (used) by operating activities , .. 

Year to Date 
2008 2007 

21,3 13,050 07 

30,l 11,478.,36 
1,306,066.27 

(1,042,12043) 
318,586.,84 

(4,313,653.,67) 
4,206,748 90 

67,064,841 36 
673.20 

3,251,963.14 
564,303 20 

(689,003.81) 
2,711,301.44 

(19,918,402.14) 
557,691.71 

105.443524 44 

Cash Flows From Investing Activities 
Gross additions to utility plant - construction expenditures ............................... 
Gross additions to common utility plant - construction expenditures .................... 

Change in restricted cash ...................................................................... 3,606,272.20 

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

(60,529,052.,28) 
(7,Ol 8,001,36) 

Change in long-term investments , , . .  .................................... 385,022.62 

(63,555,758.82) 

Cash Flows from Financing Activities 
Net increase in short-term debt. ........................................................ 29,845,000 00 
Payments for reacquisition of (40,000,000.00) 
Net increase in derivative li .................... 7,107,5 17.00 

Net decrease in short-term debt ......................... 
Net decrease in short-term ca (63,449.07) 
Net decrease in long-term capital lease obligations ................................................. (23,649 00) 

Dividends on commnn stuck ............................................... (40,000,000.00) 

Dividends on preferred stock .............................................. 

Net cash provided (used) by financing activities .... ...................... (43,134,581.07) 

Net Increase (Decrease) in Cash and Cash Equivalents. ..................................... (1,246,815.45) 

Cash and Cash Equivalents at Beginning of Period .................................. 

Cash and Cash Equivalents at End of Period, ,  ......................................... 

4,348,418.88 

3, IO 1,603.43 

I 1  

3 1,447,424.93 

29,354,599.68 
1,574,707, IO 
2,959,680 07 
1,605,962.60 

( I  ,012,057.,70) 
29,330,867 62 
48,521,608 95 

1 ,I 25.45 
(42,903,79 1.02) 

(808,371 "87) 
(437,469.,81) 

(3,669,726.61) 
(14,960,092.26) 

4,162,493.75 
85,166,960,88 

(32,323,996 12) 
(1,895,993 72) 

345,371 69 

(7,084,886 26) 

(40,959,504 41) 

(43,707,000.00) 

(906,341 IO) 

(44,613,341. IO) 

(405,884 63) 

6,608,687.22 

6,202,802.59 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

February 29,2008 

Prepared by Regulatory Accounting and Reporting 
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Liiuirvillc Gar and Electric Company 
Trial Bnlance 

February 29,2008 

Account - SubsldlnN Account 

Ullllly Plant 
A1 Orlgmvl Cost 
R ~ S C N C S  lor Dcprcctstion and Amontalion 
Elcclnc 
GO5 

Common 
Amontation 01 Plant 
Elcctric 
Gar 
Common 

Invcsmcnls - 01 cost 
Nonulilily Propcny 
Nonutilily Propcny Reserve 
Ohm Valley Elcclric Corpomtlon 
Special Funds 
Prcpaid Pension 

Cash 

Othcr Special Dcpasils 
Margin A C C O U ~ ~  
MAN Margin Call 

lcmponry Cash Inveslmcnlr 
Olhei 

Accounlr Rcceivablc -Less Reserve 
Working Funds 
Customers-Active 
Wholesale Sales 
Innsmission Sales 
Unbilled Revcnues 
Employcc Computer Loans 
Damage Claim 
RAR Scttlemcnts 
Tax Refunds 
IMEA 
lMPA 
Other 
R~SCNCS for Uncollectible Accounts 
lllility Cuslomcrs 
R C S C N ~  
Accrual 
Charged ON 
Rccovenes 
NR Miscellaneous 

LEM R ~ S C N C  
lnleiest and Dividends Rccetvvblc 
Rents Receivable 

Accounts Rcccivable from Associated Cornpanics 
E ON US Scrviccflcmucky Utilities Company 

Coal 965.278 94 Tons @! $36 77. MMBTU 22,008.712 32 @! 161 256 
Fuel 011 227,526 Gallons @! 224 156 
Gas Pipeline l9i,747Mcf@ $942 

FUCl 

1 

Balance Bnlancu as S h o w  an 
Subsidiary Account Bulancr: Shea 

4,352,224,585 33 

(1,588,479,966 35) 
(208.607.044 19) 
(63,642,613 99) 

(10000) 
(800 00) 

(18,397,603 04) 

75.239 56 
(63,360 36) 
594,286 00 

13,457,300 44 
14.152.203 00 

8,000,648 77 

2,043.048 40 
310.589 73 

36,14756 

21.28000 
116,535.027 68 

3,920,177 89 
259,651 50 

58,731,000 00 
99,366 43 

617.59094 
1,038.234 00 
1,860,522 77 
2,415,947 30 
2.514,955 14 
7,271.981 13 

(856,425 00) 
(333,635 38) 
828.453 24 

(494.817 86) 
(1.081.869 00) 

(21,905 77) 
34,088 18 

451.153 07 

8.158.985 37 

35,489,818 65 
509,994 96 

1,806,992 45 

4,352,224.585 33 
(1.879.128.127 57) 

28,215,668 64 

8,000,648 77 

2.353.638 13 

36,14756 

193,810.776 26 

8,158,985 37 

37,806,806 06 



L.oulrvillc Gar and Elcclric Company 
Trial Balance 

February 29,2008 

Account - Subsidiom Accounl - 

Plant Malcnala and Operaling Suppllcs 
Rcgular Materials and Suppllcs 
Limcrlonc35.24891 Ions@S7 I2 

Stairs Expense 
Storcs Expcnre Undistnbuled 

Gas Storcd Underground - Currcnt 
GasSI Undciground'5.183 586Mcf(1473 p~1.)@$723 

Allowvncc lnvcnlory 

Prcpayncnls 

AIlow~nrr  lnvmlory 

lnsunnce 
Taxes 
h"CI , !SCS 

Rights 01 Way 
Rlsk Managcmcnl nnd Workers Compensullon 
Vr1,zcle License 
Othcr 

M!sccIlvncaur Currcnt Assels 
Dcnvalive Asscl - Nan-tIcdglng 

lcffccron County2000 Series A due May 1 2027 
Tnmblc County 2000 Serlcs A due Aug I. 2030 
Jefferson County 2001 Senes A due Scp I ,  2027 
Jcllerson County 2001 Scrics A due Scp I, 2026 
Trimble County 2001 Scrlcs A duc Sep I ,  2026 
Jetrerson County 2001 Senes B duc Nov 1.2027 
Trimble County 2001 Series B due Nov I, 2027 
Tnmblc Counly 2002 Scncs A due OCt I. 2032 
L o u w ~ l l e  Meha 2003 Series A due Ocl I, 2033 
Lou~sv!lle Mcrro 2005 Scnes A due Feb I, 2035 
L D W S V I I I ~  M C I ~ O  2007 Scncs A due Jun 1.m 
Lou~rville Metra 2007 Scncs B due Jun I. 2033 
rrimblc County2007 Scncs A due Jun 1,2033 

Refinanccd and Called Bonds 

llnamortizcd Debt Expnse 

Unamortized Loss on Bonds 

Olhcr Dcrcrrcd Dcblts 

Dcfcrred Rcgulalary Asrcts 
Asscl Retirement Obligauons 
Elecrnc 
C h S  

Common 
Pension & Postrctircmcnt Bcnefilr 
ECR As11 Hauling 
MIS0 Exit Fce 

Accumulalcd Defcned Income Taxes 
Federal 
Elcclnc 
Gas 
Slalc 
Elcclnc 
Gas 

* Excludes 5 Mcf 
Non-recovenblc Bast Gar 9,648,855 00 7,880,000 
Recovcnblc Barc Gas 2.139.990 00 2.930.000 

Balance 
Subsidiary Accounl 

26,353,604 27 
251,102 91 

4,550,706 09 

37,472,781 86 

11,01667 

2,826,682 72 
646,462 59 
330.789 80 
280,000 03 

90,000 00 
4,003 18 

1,301,28504 

12,813 18 

458.026 49 
858,05099 
386,862 00 
182.636 36 
198,659 23 
215.283 02 
215,316 67 
905,538 48 

3,005,492 19 
984,89440 
627.914 17 
590,609 62 

1,199,47436 

18 926.828 13 

18.493.763 78 

Balancc as Shown on 
Balance SImi 

26,604,707 18 

4,550,706 09 

37,472,786 86 

I 1,016 67 

5.479,223 36 

12.813 18 

9,829,757 98 

18.926.828 13 

18,493,763 78 

I5 I ,5 19.144 63 

19,228,207 69 
5,273.101 44 

23.389 05 
109,983,623 00 

3,871,80705 
13,139,016 40 

53,391,727 03 

37,418,076 79 
7,491,223 98 

7.279.957 83 
1.202.468 43 

11,788,845 00 10,810,000 
3,077.771.603.44 



Louisville Gas and Electric Compnny 
TriJl Balance 

February 29,2008 

Account - Subsidiarv Account 

CommonEquity . . . . . .  . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  . . , , ., , . 

Common Stock. . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

Retained Earnings. . . . . . . . .  
Common Stock Expense . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Paid-In Capital. . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other Comprehensive Income, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pollution Control Bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. , ., , . , . . , , , , . . , . ., , ,, , 

., . . , ,  

Bonds., . . . . . . . . . . . . . . . . .  ....................................................................... 

Long-term Notes Payable to Associated Companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Short-term Notes Payable to Associated Companies.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Money Pool Payable . . . . . . . . . . . . . . . . . .  

Accounts Payable., ................................................................. 
............................. . . . . . . . . . . . . . .  

Salaries and Wages Accrued ................. 
Tax Collections - Payable . . . . . . . . . .  ....................... 

E.ON US Senices/Kentucky Utilities Company. .......... 

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

Accounts Payable to Associated Companies. 

'ustomers' Deposits "., .. , . ,,, , ., " _ .  ., ,, ., ,, . ., , .." I_ , ,  ., . 

I axes Accrued. 

Interest Accrued. .................................................... ................... 

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

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

. . . . . . . . . .  ............................................ ., . , ., ., , , . ., . 

Jefferson County 2000 Series A due 

.Jefferson County 2001 Series A du 
Trimble County 2000 Series A due 

Jefferson County 2001 Series A due Sep I ,  2026.,,. ........................................... 
Trimble County 2001 Series A due Sep. I ,  2026 .......................................... 

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

Jefferson County 2001 Series B due Nov. I ,  2027.,., ............................... 
Trimble County 2001 Series B due 
Trimble County 2002 Series A due 
L.ouisville Metro 2003 Series A due Oct, 1, 203.3 __._ . . . . . . . . . . . . . .  ...._... 

L,ouisville Metro 2007 Series A due .Jun 1,  2033 ..................................... 
Louisville Metro 2001 Series B due Jun 
Trimble County 2007 Series A due Jun. 1,2033 
Interest Rate Swaps ..................... ...................... 

Customers' Deposits., ............................................................... 

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

....................... 
L.ouisville Metro 2005 Series A due Feb. I ,  2035 ...................................................... 

. . . . . .  

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

Fidelia. . . . . . . . . . . . . . . . .  .................................................. 

Short-term Obligations under Capital L.eases.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
...................................... 
........................... 

............................................ 
Vacation Pay Accrue ........... .... ~ ............................................ 
Derivative Liability - Non-Hedging ......................................... 
Postretirement Benefits - Current. .............................................. 

9 
.......................... - , . ,  . ". 

Balance Balance as Shown on 
Subsidiary Account Balance Sheet 

l,l72,12I,l13~81 
425,110,424 09 
702,850,076 36 

(835,888.,64) 
60,000,000.00 

(15,063,498 00) 

574,304,000 00 

410,000,000,00 

46,l 89,200 00 

112,247,316 84 
1,376,821 .I2 
1,600.1 00.99 

14,326,007,49 

19,647,757.55 

15,917,145 76 

54,687.50 
280,010 24 

4,058,43 
172,301 .05 
210,590.14 
269,688 54 
269,688.85 
158,805.1 I 
165,226.66 
47,i 1 1,14 

6,458 37 
7,582.70 

689,999.98 
428,560.91 

5,163,450.50 
81 7.1 3 1.54 

382,051 84 

2,752,809.8 1 
250,000.~00 

4,682,762.12 
6,473,45 

3,061,339.00 
334,310.97 

574,304,000.00 

410,000,000 00 

46,189,200 00 

115,224,238.95 

14,326,007 49 

19,647,751 55 

15,917,145 76 

9,345,351 72 

382,05 1.84 

1 1,087,695 35 



Louisville Gas and Electric Company 
Trial Balance 

February 29,2008 

Account - Subsidiarv Account 

. . . . . . . . . . . . . .  ........ Customers' Advances for Construction . .,. , . , , 

Line Extensions 
. . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Customer Advances - Arena . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Electric.. , , , , . , , ,, . , . , . "., . . , . . . . . . . . . . . . .  
Asset Retirement Obligations 

Gas. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Common.,.. . . . . . . . . . . . . .  . ., . ., , ., 

Other Deferred Credits., , ,  ,,. . . . . . . . . . . . . . . . . . . . . . . . . . . .  ................... 

Regulatory Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ., . ......................... 

Asset Retirement Obligations 
Electric.. . . . . . . . . . . . . .  
Gas . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred Taxes 

. . . . . . .  , ,  , .......................... 

Federal 
.............................. . . , , , .  .................................. 

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

State 
Electric. .......................... ................................................. 

................................... 
Investment Tax Credit ... . . . . . . . . . . . . . . . . . . . .  ................................. 

Job Development Credit 
................................................... 

............................................ 
Advanced Coal Credit ................................ 

Federal 
............................................ Accumulated Deferred Income Taxes.. . . . . . . . . . . . .  

. , ., Electric.,,,. ......................... ............................................ 
Gas ,".., 

Common, ................................................... .............................. 
............................ ........................................... 

State 
.............................. ............................................... 

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

Miscellaneous Long-term L.iabilities ......................................... 
......................... Workers' Compensatio ......................................... 

Uncertain Tax Positi ......................... ....................... 

Pension Payable ............................ ....................................................... 
Postretirement Benefits - SFAS 106 

................................... Accumulated Provision for Benefits.. ... 

... ..........................I ................... 
Post Employment Benefits Payable .................................................. 
Post Employment Medicare Subsidy.. ......................... 

Total Liabilities and Other Credits .............................. 
10 

Balance Balance as Shown on 
Subsidiary Account Balance Sheet 

14,848,047.29 

807,830 41 
8,282,013 28 
5,758,203 60 

29,895,387 98 
22,021,751.62 

7,847,683.15 
25,953.21 

41,436,114.02 41,436,114.02 

55,685,953 08 

229,710.17 
l19,383,16 

26,900,418 75 
1,984.3 1 1 S O  

18,695,556.00 
2,743,651.50 
5,012,922,OO 

45,453,808.20 

32,352,758 25 

11,979,626.00 
1,121.42.3.95 

398,118,545.69 

289,426,453.33 
5 1,049,674,87 

11 00) 

49,370,709.4.3 
8,271,709 06 

6,203,202,79 
5,650,000.79 

553,202.00 

97,585,981.92 
13,141,622 ,OO 
80,893,649.92 
3,762,588.00 
(21 1,878.00) 

3,077,771,603.44 3,077,771,603.44 



Louisville Gas and Electric Company 
Statement of Cash Flows 

February 29,2008 

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

Items not requiring (providing) cash currently: 
. .  Depreciation. ., . , . . . . ., . , . . . . . , . , . ,, , ,., . . .,, ,,, . . 

Amortization . . . , . , ., , , ., . . ,, . , . . , .., , , , . . , , , . . 
Deferred income taxes - net . ,,., , ,  ., ~ . .,~..... . , ,  , ,  . 

Investment tax credit - net , ,  , ,  . . .. ,., ." ., ,.,.. ,,, .. . . .. ,., 

.. ... , , . , ,  . ,. , . , , ., .. 
, , ., . . . . . . . . 

Other. ., . . , , , , . , , , . . . ,,, , , "  ,.,. .. ., ,,, .... , ,  ,. , . ., , . , ,. , ,. ,, , I ,.,.,. .,.., ., , ,  ., 

Change in receivables , ,,,., ., .. ., . ... ,.,. .,, . ,.. ,. .. , , , , ,  ., . , .," .,, , ..,, ., 

Change in inventory., .. , .. ., . ,.... ,., , . ,  , ,  , 

Change in allowance inventory .., . ,. , .. ..,......., ,,., . . . .  

Change in payables and accrued expenses ,... ., ,. ., , ,  . 
Change in other regulatory assets ., . .., ... .,,,,, . ,  .. 

, ., , , . , . . . . . . , . . ,., .. .., , , ,, . . ., ., , ., , ., 

,, , . ,..,.. ". 
. ,. ,. .., . ...,. ,... ." .., . 

.. . , , . "  . . , . . , , , , . , . , "  .... 

Change in other regulatory liabilities.. ..,.,, . _ _  ,., .. .. .," ..., . ~..,~...... ".,. ,., 

Change in other deferred debits ... .. ,., .....I ,. .," .,, , ,  ..,...., .. .. .,, ,. ., . .. I..,.., , ,  .,,.,. . 

Change in other deferred credits.,,, , , .  ",...,. ..,, . ....,......, , , , ,  ,,, .., .., "...., .,, .. ,.. 

Other .... , ,, .,,."."". ... .,,, .. .".. .,., ,., ,.,....,.... ,. , , . ,  ,, ,..",",, ,,..,. ., ,,, ,., , , "  ,.....,..., . , , , ,  ,., 

Net cash provided (used) by operating activities .""... , ,.,, ,, . , ., . , _ I , I ,  ., ,.,,, , . 

Year to Date 
2008 2007 

Cash Flows from Investing Activities 
Gross additions to utility plant - construction expenditures ,,.... "..".." ,,, 
Gross additions to common utility plant - construction expenditures .,, .,,,,, . , , . , . I , .  

Change in long-term investments.. .".".. ,., ..... ,. ~..,~~....,...,. . , ,~ . ,  ., . , ~ . . ~ .  .~..  . ,.,, 

Change in restricted cash., ,,.,, .,,, I ,  ..,.,... " . ,  ...,,, . .. . ~. 

Net cash provided (used) by investing activities ,. .. "__..  . " .  . , , , , , , . ,I, ,,,,, , ,  ,, 

Cash Flows from Financing Activities 
Net decrease in short-term debt 
Net decrease in long-term capital lease obligations .."., ,,,,,. ,,,,, I_ ,,...., ,.,,, . . , ,. ., ."... 
Net decrease in long-term capital lease obligations, .,, ,,, ,,, ., ,."."", .. ""...,, 
Dividends on preferred stock. .".,""..,. ,.,, ., . ~ . , .~ .~ .  .._, .,, ,.,,. ..~..~. .,, .., ., ,.,, 

Dividends on common stock ."..... ,.,, ,.,, , 

. ..,, ,,, , ,  .,," ........, .. ,., .,,, 

. " , .  

, ..,,,, ̂ "  ,...,, , , .  .,, .,, . 
Net cash provided (used) by financing activities , _ _ . _ , , .  ,.,,, .. .., ., 

Net Increase (Decrease) in Cash and Cash E,quivalents 

Cash and Cash Equivalents at Beginning of Period. 

Cash and Cash Equivalents at E.nd of Period 

, , , , . ,  ~ _ _ l _ . _ _ l  , ,  ,. ., "...""..,.,. 

12,888,686,16 

20,038,956 68 
844,873 32 

(1,229,593 00) 
(645,154 00) 

(1,359,535 71) 
(12,622,109 38) 
5 1,67 1,044 54 

442 80 
(24,837,570 50) 

(497,095 35) 
570,415 46 

13,052,597 42 
573,860 61 

8,682,178.58 
67,13 1,997.63 

(30,190,921 37)  
(3,984,726.55) 

2,831,062.59 

(31,344,585.33) 

(32,052,000 00) 
(23,385 85) 
(23,649 00) 

(32,099,034.85) 

3,688,377.45 

4,348,418.88 

8,036,796.33 

20,873,735,13 

19,520,977 59 
978,852 79 

(649,867 00) 
(658,484 00) 
(435,226 90) 

(7,105,11408) 
44,769,768 58 

748 80 
(37,629,189 95) 

(492,758 06) 
570,415 46 

(1,416,362 56) 
(10,111,485 02) 

6,314,172.09 
34,530.1 82.87 

(16,234,152 96) 
481,203 98 

(281,694.61) 
(7,006,288.29) 

(23,040,93 1.88) 

(9,426,000.00) 

(906,341 .lo) 
- 

(1 0,332,341 .IO) 

1,156,909.89 

6,608,687.22 

7,765,591.11 

11 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

January 3 1,2008 
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L.OUISVILLEGASAND E L E C l R l C  COMPANY 
TIUAL UALANCE 
JANUAKY 31.2008 

BALANCE BALANCE AS StIOWN 
ACCOUNT - SUBSIDIARY ACCOUNI SUBSIDIARY ACCOUNl ON BALANCE SHEET 

UTlLlIY PLAN1 
At Onglnvl Cost 
RCICNEI for Depwetsliun and Amanmtion 
Elcctnc 
Gns 
C0-Q" 

Elcctne 
Gus 
Common 

A ~ M ~ w I ~ ~ ~ ~  o r P i m  

INVESTMENTS - AI COST 
Nonuuluy Propeny 

Ohio Vvllcy Elecmc Carpontian 
N O ~ U I C I U Y  propcfiy ncscve 

spcc~ni r u m  
Prcpvld Pcnrlon 

CASH 
JP Mar@" Chase 
BB&T 
Bonk of AmcnCP 
lorn and Country Bank 
US Bunk 
Bedford Lam and Dcporil Bank 
Fomcn Bank 
Mcadc County Bunk 

OIHERSPECIAL DEPOSTTS 
Morgin Account 
MAK Murgin Call 

TEMPORARY CASH INVESIMENTS 
OlhW 

ACCOUNTS RECEIVABLE. LESS RESERVE 
Working Funds 
Curtamen-Aellvc 
Wholesale Sdcs 
Innsm,saon SdCl 
Unbrllcd Rcvcnucs 
Ernploycc Computer b n n s  
Damage Clnims 
RAR Sctllcmcnls 
OEcm md Employccr 
Tax Rcfmdr 
IMEA 
TMPA 
Other 

Uulily Customcn 
R C L C N e  

Accmal 
Charged OfT 
ReC0"c"CS 

LEM R C S ~ N ~  
lnlerest and Divldcndr Rcecivnblc 
Rcnli Rcccivnblc 

nercNcs rar undicwbic  ACCDU~U 

m M ~ ~ ~ ~ I I ~ ~ c o u ~  

ACCOLNTS RECEIVABLE FROM ASSOCIATED COMPANIES 
E ON US ScrvlFcdKentucky Utilities 

Cool 1,077.947 73 Tanr @ $36 5 5 .  M M B N  24.776.61 I 21 @ I59 036 
Fuel 011 230223 Gnllonz @ 224 396 
GusPipehnc 167,717 M C r @ $ 8 9 l  

FUEL 

7 

4.330.005.720 I I 

(1,580.777.429 54) 
(207,407.189 04) 

(63,047.973 07) 

(10000) 
(800 00) 

(17.979.830 95) 

75.239 56 
(63.36036) 
594.286 00 

13,415,069 22 
14.152.203 00 

13,226 35 
1 I 670 09 

8.959.949 51  
22,61797 

2 626.898 24 
10000 

10 000 00 
77.058 85 

5,831.19209 
815,763 79 

36,045 74 

21,28000 
116,353.750 87 

8,771.293 82 
251.431 36 

68 666,000 00 
106,026 83 
687,478 82 

1.038.234 00 
9 96 

1,860,522 77 
2,214,615 03 
2,282.11307 

13.060.088 80 

(712.97800) 
(77.687 69) 
316,051 30 

(238,361 69) 
( I  .08 1.869 00) 

(35.866 12) 
43.732 39 

430,653 56 

76.673 84 

39.402.873 83 
516.607 08 

1,494,470 72 

4.330.005.720 I I 
(1.869.213.322 60) 

28.174.237 42 

11.721.521 01 

6.646.955 08 

36,045 74 

213,964,518 16 

76,673 84 

41.413.951 63 



L.OUISVILLE GAS AND El .ECIRICCOMPAN\ 
INAL. BALANCE 
JANUARY 31,2008 

ACCOUNT -SUBSIDIARY ACCOUNI 

PLANT MAIEIUAlS AND OPERATING SUPPLIES 
Regulor Mnlcnolr and SUQQ~W 
Limcrlone44 76391 Tonr@S701 

STORES EXPENSE 
Storcr E X Q ~ X C  Undistnbutcd 

GAS S70REDUNDERGROUNO-CURRENT 
G% st ~ ~ d ~ ~ p 0 ~ n d v . 9 0 4  no7 M c i  (14 73 p w )  57 22 

ALLOWANCE INVENIORY 
Allowanc~ Invcntoty 

PREPAYMENIS 
l"5"El"CC 

T.lXCS 

bdlts Of w a y  
bsk Mnnugcmeni nnd Workcn COmQcnSMlOn 
Vehicle Liccnre 
Olhcr 

MISCELLANEOUS CURRENT ASSETS 
Mirccllnncous Cumnt  ASSeU 

Dcnvotive Assci - Nan-Hedging 

UNNvlORIlZED DEB1 EXPENSE 
lcffcnon County 2000 Sencs A duc May I ,  2027 
lnmblc County 2000 Scncr A due Aug I ,  2030 
Je(Tcnon County 2001 Scncs A duc Scp I .  2027 
Icffcnon County 2001 Scncr A due SCQ I 2026 
Tnmblc Couttty 2001 Scner A duc Scp I 2026 
lcffcnon County 2001 Sener B due Nav I ,  2027 
Tnmble County 2001 Sencs B due Nov I ,  2027 
Tnmblc County 2002 Scncr A due Oct 1 2032 
buisvil lc Mcm 2003 Scncr A duc Oel I ,  2033 
Louisville Mclm 2005 Sencs A duc icb 1 2035 
L ~ U V I I I ~  ~ c t m  2007 sencs A due lun I ,  2033 
b u ~ r v l l l c  Mcm 2007 Scncs B due lun I 2033 
TnmblcCounly2007 Scncr Adue lun I 2033 

Refinanced and Cnllcd Bonds 
UNNvlDRIlZED LOSS ON BONDS 

OIWER DEFERRED DEBITS 

DEFERRED REGULATORY ASSETS 
 SIC^ Reuremce Obligatmr 
Elcctnc 
GW 
Common 
Penstan & PosUcIt1cmc"t Bcncfils 
ECR Ash I4nuling 
MISO  EX,^ ree 

ACCUMULAIED DEFERRED MCOMETAXES 
iedcrnl 
Eleclnc 
GW 
swtc 
Electnc 
OW 

BALANCE BAl ANCE AS SHOWN 
SUBSIDIARY ACCOUNT ON BALANCE SHEET 

26.423.150 50 
26.109.340 12 

313.n103n 

4.5n6.w 26 

57.041.051 06 

11.19661 

3.161.663 14 
aon.07n 2s 
2nn.000 03 

90.000 00 
n 006 36 

1.471.661 17 

3.834 01 
313.769 41 

460,018 49 
n61.24099 
3nn.sisoo 
in3.45936 

216.27.n 61 
9on.6on 48 

988,946 40 

199.554 23 
216.19502 

3,018.251 41 

629,912 90 
592.54604 

1203.407 06 

19.013.m 44 

22,363,742 91 

4,586,865 26 

57.041.051 06 

11.19661 

s.ni9.40n95 

317.603 42 

9,863,944 05 

1 9 . 0 1 3 . s ~  44 

22.363.742 91 

151.230.126 53 

3.754.937 96 
13.139.01640 

7.336.136 83 
1.216.51143 

* Endudcr: 5 MCF 
Nan.rrcovcnbie BWC GW 9.un.nss 00 7.nn0,ono 
Rccovcmbic B X ~ G W  z . I ~ ~ . ' J ~ o . o o  LW.,Q& 

I 1.7nn.n4s 00 1o.nio.noo 
Tom1 Asscts and Othcr Debits , .  3.1 13.343.919.95 3. I 13.343.9 19.95 

8 



LOUISVILLE CAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

JANUARY 31,2008 

BAL.ANCE BALANCE AS SHOWN 
ACCOUNT - SUBSIDIARY ACCOUNT SUBSIDIARY ACCOUNT 

COMMON EQUIIY . ,  

Common Stock , , , , . . , , . ,  

Retained Earnings . , , , . ,  , ,  

Common Stock Expense , ,  

Paid-In Capital . , .  ., . , .  

Other Comprehensive Income , .  

Pollution Control Bonds , . . .. , , . , , .  . ,  

. ., ., , , , BONDS. . , . , . . . , .  

L.T NOTES PAYABL.E TO ASSOCIATED COMPANIES 

ST NOTES PAYABLE TO ASSOCIATED COMPANIES 

ACCOUNTS PAYABLE. ., ., . , , , . , ,  , .  . .  

. ,  

Money Pool Payable 

Regular. , , , . . . , , .  . . . . , . . , , . , ., , . 

Salaries and Wages Accrued. . , , . ,  , .  

Tax Collections - Payable. ,". , . , . . ., , . ., , , . ., , , , , . .  . 

E ON US Sewices/Kentucky Utilities. . . , . ., . . . , . , , . . , ,  

ACCOUNTS PAYABL.E TO ASSOCIATED COMPANIES , ,  , . . 

CUSTOMERS DEPOSITS , , . , , , . . . , . , . , ,  

iAXES ACCRUED, , , , . . , . . , , . . ,. , , , . , . , , . . , , .  

INTERESTACCRUED.. . . . . ., , , . , . , , , . . . , . . . . , 

Jefferson County 2000 Series A due May I ,  2027 . , , , , . . ,, ., . . 

Trimble County 2000 Series A due Aug 1,2030 , , , . , . , . , , . , 

Jefferson County 2001 Series A due Sep 1,2027., ., , 

Jefferson County 2001 Series A due Sep 1,2026. ., , , , , . . . ,  , 

Trimble County 2001 Series A due Sep 1,2026. . . . , , 

.Jefferson County 2001 Series B due Nov 1,2027 . , , , .. , , . , . .  , 

Trirnble County2001 Series B due Nov 1,2027 , , . , , , . . . , , , , . . , , 

Trimble County 2002 Series A due Oct I ,  2032., . , . , , , , . , . ,  , ,  

L.ouisville Metro 2003 Series A due Oct 1, 2033 , .  ., . . . . . . . ,  

L.ouisville Metro 2005 Series A due Feb I ,  2035 , . . . . ., . , , .. , ., . , , , 

L.ouisville Metro 2007 Series A due .lun 1, 2033 , . . . . . , . , , 

Louisville Metro 2007 Series B due .lun I ,  2033 , . , . . ,  , . ,  

Trimble County 2007 Series A due Jun. 1,2033 , . . . , . , , , . , 

Interest Rate Swaps . , . , , , , . , , . . ,  . .  . ,  

Fidelia . ,., 

Customers' Deposits . . , . , , . , , . . . . , , . . . , , . , 

. ,  

. . , .  , . 

, , , . . , . , , 

ST 0BL.lGATlONS UNDER CAPITAL L.EASES . , . , , .  , .  

MISCEL.L.ANEOUS CURRENT AND ACCRUED L.IABILITIES 
Customer Overpayments. , , . . , . . . ... . . . . , ,  

UKEmission ResearchGrant . , , , . , , , , , , , , , . ,  

Vacation Pay Accrued. . , . . . , ., , .. . . , , . . . . , . , , . . , . . . , , . 

Derivative Liability - Non-Hedging ., . . , . , . 
Postretirement Benefits - Current . , , ., , . , . .  , ,  

Other . , , , , , . . , , , . ,  , , . . . , . , . , . ,  

9 

. .  

425,170,424 09 
699,697,229 78 

(835,888 64) 
60,000,000 00 

(15,778,594 00) 

574,304,000 00 

410,000,000 00 

73,151,200 00 

105,526,881 08 
3,555,709 87 
1,760,157 74 

31,497,479 78 

19,505,748 17 

12,880,809 1 1  

39,062 50 
18,065 19 
3,494 29 

114,867 37 
140,393 43 
179,792 35 
119,792 66 
10,245 48 

221,555 55 
15,111 14 
28,631 97 
32,511 14 

459,999 98 
213,013 28 

6,597,675 5 1  
804,106 48 

429,086 69 

2,757,935 22 
250,000 00 

4,682,762 12 
695,938 82 

3,061,339 00 
375,806 62 

ON BALANCE SHEET 

1,168,253,171 23 

574,304,000 00 

410,000,000 00 

73,151,200 00 

110,842,748 69 

31,497.479 78 

19,505,748 17 

12,880,809 11 

9,064,318 32 

429,086 69 

11,823,781 78 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

JANUARY 31,2008 

ACCOUNT - SUBSIDIARY ACCOUNT 

LT OBLIGATIONS UNDER  CAPITAL^ LEASES 
CUSTOMERS ADVANCES FOR CONSTRUCTION . , .  

Line Extensions 
Electric , ,  , , 

Gas . .  , . .  

Customer Advances - Arena . , . 

Electric , .  

Gas , ,  . ,  , ,  

Common . . . . . . . . .  , , . ,  , . .  

. .  , . , .  

. ,  . , , ,  

ASSET RETIREMENT OBLIGATIONS 
, .. . . .  

. ,  ., , 

OTHER DEFERRED CREDITS . . 

REGUL.ATORY LlABLlTlES . . , . .  , .  , 

Asset Retirement Obligations 
Electric , , , ,  , "  . , 

Gas , , . , , . . , . . ., . , , , ,  

Deferred Taxes 

, ,  . ,  ., 

Federal 
E 1 e c t ri c , . . ,  . , . ,, . , ., 

Gas. 
State 

Electric . , , , . , , . , , . . 

Gas . ., , , .  

. .  , ,  

. . . . . . . . .  , , .  

. . .  . ,  , .  . ,  

. , . , , . , . . , . . . . . . .  

MIS0 Schedule I O  Charges , , , , . , , ,  . .  

WESTMENT TAX CREDIT . . . . . . . . . . . . .  . , ,  .. , ., 

Job Development Credit 
Electric . . ,  

Gas. , , 

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

. . . . . . . . . . . . . . . . . . . . . .  , , . . , . . , , , .  

Advanced Coal Credit . . . . . . . . . . . . . . . .  , , , ,, , . . 

ACCUMUL.ATED DEFERRED INCOME TAXES . .  ., , . 

Federal 
Electric 
Gas 

BALANCE BALANCE AS SHOWN 
SUBSlDlARY ACCOUNT ON BALANCE SHEET 

0 00 0 00 
14,867,336 36 

799,072 49 
8,325,995 68 
5,742,268 19 

29,740,138 90 
21,903.519 12 
7,810,791 59 

25,828 19 
43,880,187 91 43,880,187 91 

55,400,745 35 

227,590 IO 
114,791 50 

26,900,4 I8 75 
1,984,311 50 

18,695,556 00 
2,743,651 50 
4,734,426 00 

45,776,385 20 

32,662,097 25 
1,134,661 95 

11,979,626 00 
398.1 18,545 69 

289,426,453 33 

, . ,  . , , ,  , . . ,  Common . , . . , ., , . , ,  . , . , , , "  . ,  . , 

Electric . . . . . . . . . . .  . . . . . . . . . . . . . . .  

Gas., , .., . , 

State 
. . . . . . .  

., . . , , ., . , . . . . . . . . . . . . . . . .  

MlSCEL.LANEOUS L.ONG-TERM L1ABlL.lTlES , . . ,  , . , .  

Workers' Compensation . . . . . . . . . .  . . . . .  , , ,  , 

Uncertain Tax Positions . . . . . . . . . . . . . . . . . . . . .  , .  , .., 

Pension Payable . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , ,  . . . . . . . .  

Postretirement Benefits - SFAS 106 
Post Employment Benefits Payable., , , . , , , . ., 
Post Employment Medicare Subsidy , , . , , . .  

. . ,  

ACCUMUL.ATED PROVISION FOR BENEFITS . ,  , , , ,  , , ,  

. . . . . . . . . . .  . . . . . . . . . . . . . .  
. ., . . . . . . . . . . . . . . . .  

Total L.iabilities and Other Credits 
10 

51,049,674 87 
(1 00) 

49,370,709 43 
8,271,709 06 

6,203,202 79 
5,650,000 79 

553,202 00 

13,141,622 00 
80,912,701 98 
3,762,588 00 

97,605,033 98 

(21 1,878 00) 

3,l 13,343,919.95 3,l 13,343,919.95 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

JANUARY 31,2008 

CASH FL,OWS FROM OPERATING ACTIVlT1E.S 
Net income ........................................... . . . . .  

Items not requiring (providing) cash currently: 
Depreciation, . , . ,, ,, .I. , , . ,, , . , . . , , , , . . . . . . . . . . . . . . . . . . . . . . .  

Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ........................... 
Deferred income taxes -net, ...................... 
Investment tax credit - net ......................... 
Other. . . . . . . . . . . . . . . . . . .  

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

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

Change in receivables .......... ............................. 
Change in inventory ,..,., .................... 

Change in allowance inventory ........................ 
Change in payables and accrued expenses ....... 
Change in other regulatory assets .............................................................. 
Change in other regulatory liabilities.. 
Change in other deferred debits. ,.,, 
Change in other deferred credits 

Net cash provided (used) by operating activities .......................... 

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

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

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

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

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

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant - construction expenditures ............................... 

Change in long-term investments.,, .., , .", . 

Change in restricted cash., ..................... 

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

Gross additions to common utility plant - construction expenditures ................. 
.............................................. 

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

CASH FL.OWS FROM FINANCING ACTIVITIES 
Net increase in short-term debt .............................. 
Net increase in short-term capital lease obligations ..................................... 
Net decrease in short-term debt. .,. ,.,., . ,  .. .......................................... 
Net decrease in long-term capital lease obligations.,, ............................... 
Dividends on preferred stock .,., 

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

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

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

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGJBNING OF PERIOD 

CASH AND CASH EQUIVALENTS AT END OF PERIOD. ....................... 

YEAR TO DATE 
2008 2007 

9,735,839 58 

10,108,110 89 
427,101 23 

(1,684,866 00) 
(322,577 00) 

(2,368,895 59) 
(24,693,539 75) 
28,641,032 28 

262 86 
(14,770,881 47) 

(208,077 25) 
285,207 73 

10,717,652 47 
3,017,934 50 
6,973,872.57 

25,858,177.05 

(10,417,843.76) 
(l,520,361.,48) 

(1,420,823.94) 

(13,359,029.l8] 

23,649.00 
(5,090,000.00) 

(23,649.00) 

(5,090,000.00) 

7,409,147.,87 

4,348,418.88 

11,757,566.75 
E 

11,122,813 95 

9,707,161 83 
489,656 78 

1,094,143 00 
(329,242 00) 

1,721,155 77 
(2,932,980 45) 
23,077,833 76 

388 98 
(57,342,104 49) 

(98,311 67) 
285,207 73 
635,584 59 

(4,236,695 85) 
4,660,368.1 1 

(12,145,019.96) 

(5,898,643 87) 
(90,089 51) 

(1,566,648 87) 
(2,838,404.98) 

(10,393,787.23) 

24,189,000.00 

(906,34 1.11) 
23,282,658.89 

743,851.70 

6,608,687.22 

7,352,538.92 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

December 3 1,2007 

Prepared by Regulatory Accounting and Reporting 
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Account . Subvdiarv Accounl 

UTILITY PLANT 
A1 Onginal Can 
RCEENCS for Deprec!auan and Amoniwlion 
Elcclnc 
Gar 
Common 
Amaniralion of Plnnt 
Elcclnc 
Gas 
Common 

M V E S I M E N I S - A I C O S I  
Nonutilily Properly 
Nonulilily Propcny Reserve 
Ohio Vsllcy Elccinc Colponlion 
Spccivl Funds 
Prepaid Pcnrton 

JP Morgan Chnsc 
BB&I 
Bank of Amcnca 
Town and Counlry Bank 
US Bank 
Bcdlord Lam and Dcporil Bank 
Farmers Bank 
Mcrdc County Bank 

OlHERSPECML DEPOSIIS 
Mnrgln Account 
MAN Msrgin Call 

Olhcr 

CASH 

IEMPORARY CASH MVESIMENTS 

ACCOUNTS RECENABLE - LESS RESERVE 
Working Funds 
Cuslomcn-Acwe 
Wholcralc Sale5 
Innsmwon Sales 
Unbillcd Rcvcnucr 
Employcc Compuler Lam 
Damage Claims 
RAR Selllcmene 
Iax Refunds 
IMEA 
lMPA 
Other 
R ~ S C W C S  ror uncoiiccilbte AWMW 
Uuhly Cuslomcrr 
RC*CWC 

NR Miscclluncous 
LEM Rcreivc 
lnlercsl and Divldcndr Receivable 
Rcnls Rceeiwblc 

ACCOUNIS R E C E N U L E  FROM ASSOCMTED COMPANIES 
E ON US Sc~ceriKcnlucky Uullllcs 

Cod 1,229,990 82 Tans @ $38 92, MMBW 28 300,189 23 @ 186 I O $  

Gus Pipelinc 130,403 MCF@ S9 31 

FUEL 

rue1 011 238,024 ~ a l ~ o n s  @ 225 17$ 

PLANT MATERINS AND OPERATING SUPPLES 
Rcgulur Mvlcnalr and Supplies 
Limcrlonc 52 837 91 Tons @ $6 88 

7 

BdIl"W 
Suhridiarv Account 

4.319.126.191 i n  

(1.573.660.109 49) 
(206.165.663 12) 

(62.468.310 94) 

(10000) 
(800 00) 

(I 7.552.729 72) 

Balvncc 8s S h o w  
On Balance Shccl 

4.319.126.191 I8 
(1,859.n47.713 27) 

26,480,396 1 I 
75,239 56 

(63.360 36) 
594,286 00 

11.722.027 91 
14.182.203 00 

4.312.502 37 
18,809 42 
I 1.674 46 
8.987 48 

22.61797 
4.163.284 I9 

100 00 
10,000 00 
77.058 88 

6.919.973 25 
6,748,440 82 

171.532 43 

35,916 51 

21,28000 
87.821.416 07 
8,919,479 37 

208.069 76 
64.669.000 00 

104.772 29 
713,019 29 

1.860.522 77 
3,232,631 25 
3,370,11493 

18,490.796 59 

1,038,234 00 

(67 1.396 00) 
(I ,081,869 00) 

(37,205 81) 
220,495 73 
438.308 69 

32.982 02 

44,175.77445 
535.965 01 

1,214,06749 

35.91681 

189,314,670 23 

32,982 02 

45,925,806 98 

26.407.266 82 
26,045.705 04 

361.86l 78 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE ~ GENERAL LEDGER 

DECEMDER 31.2007 

Accouni . Subadianl Account 

STORES EXPENSE 
Storcs Expense Undirtnbuled 

Gas St Underground.1 I 253,000 MCT (14 73 psli) @ 57 21 
ALLOWANCE INVENTORY 

Allowance lnvcnlary 

GAS STORED UNDERGROUND - CURRENT 

PREI'AYMEN IS 
I"S"lX"CC 

raxcs 
RigIiL! of Wny 
Ibrk Mansgemcnt and Workcrr Compensation 
Vehiclc License 
Other 

MISCELLANEOUS C U R N N I  ASSETS 
Miiccllincour Current Assets 
Denvillive ASSC~ - Nan-Hedging 

UNAMORTIZED DEBT EXPENSE 
Pollution Conlral Scncr Y due May I ,  2027 
Pollution Control Scncs Z due Aug I ,  2030 
Pollution Control Scner M due Sept I, 2027 
Pollution Control Scncs BB due SCQI I .  2026 
Pollution Control Scncs CC duc Scpt I ,  2026 
Pollution Control Scncr DD due Nov I 2027 
Pollution Conuol Scncs EE duo Nov I ,  2027 
Pollution Control Scncs FF due Oct I ,  2032 
Pollution Conhol Sener GG duc Ocl I 2033 
Pollution Control Scnes HH due Fcb I ,  2035 
Pollutm Conhol Bands due Jun I, 2033 
Pollution Control Bonds due Jun I 2033 
Polluuon Control Bonds duc Jun I ,  2033 

Refinanced and Cvllcd Bonds 
UNAMORIlZED LOSS ON BONDS 

OlHER DEFERRED DEBlIS 

DEFERRED REGULATORY ASSET 
Asset Rctircmcni Obltgatlons 
Elcclnc 
Gar 
Common 
Pcnston Br Postrciircmcnt Benefits 
ECR Ash Hauling 
MISO Exit Fec 

Fedcnl 
Elccmc 
GlS 

SWte 
Elccmc 
Gar 

ACCUMULAIED DEFERRED INCOME TAXES 

* Excludes S MCF 
Nonmrovemble &Ire Gas 9.648 855 00 7.880.000 

Total AsscL! and Othcr Dcbiis 
8 

Balsncc Balancc as Shown 
Suhridiaw Account On Balsnee Shcct 

4,584,567 70 

8 I ,I 88,407 26 

11.45947 

2,554,589 G I  
969,693 91 
280.000 03 
90,000 00 
12,009 54 

I ,433,064 00 

3.834 01 
537.978 71 

462,01049 
801.43099 
390,168 00 
184.282 36 
200,449 23 
217.10702 
217,140 67 
911.67848 

3.025.01063 
991.99840 
632,031 63 
594,482 46 
1.207.339 76 

19.100.230 75 
35,204,527 20 

4,584.569 70 

81,188,407 26 

11,459 47 

5.339.357 09 

541.81272 

9,898,130 12 

19,100,230 75 

35,204,527 20 
151,022,049 28 

18,959,464 59 
5,197,802 26 
23.133 29 

109.983.623 00 
3,719,00974 
13.I39.016 40 

52.162.134 03 

36,586.125 79 
7,283.234 98 

7,128,235 83 
1,164,53743 

3.1 17.760.669.79 3.1 17,760,669.79 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

DECEMBER 31,2007 

Account - Subsidiarv Account 

COMMON EQUITY , ,  

. ,  Common Stock. , ,  

Retained Earnings .. , , . ,  

Common Stock Expense . , 

Additional Paid-In Capital 
Other Comprehensive Income 

Pollution Control Bonds , , .  , . .  

, ,  . .  , ,  BONDS , . . ., . , , , , . , , 

LT NOTES PAYABL.E TO ASSOCIATED COMPANIES ., 

ST NOTES PAYABL.E TO ASSOCIATED COMPANIES 
Money Pool Payable . .  , 

Regular. , , ,  . . . . ,  . .  , . 

Salaries and Wages Accrued, . . , . . , , . . . . .  , .  

Tax Collections - Payable , , . .  

ACCOUNTS P.4YABL.E TO ASSOCIATED COMPANIES , ,  , .  . 

E ON US Services/Kentucky Ut , , ,  , 

ACCOUNTS PAYABLE ., . . .  . .  . . , ,  

CUSTOMERS' DEPOSITS 
. . . .  , ., , .  AXES ACCRUED.. . , . , , .  , .  , ,  . 

INTEREST ACCRUED , , , . , . . . . . . , . , . , , 

L.oan Agreement - Pol, Cont Bonds 2000 Series A , ., , ., 

Loan Agreement - Pol Cont Bonds 2000 Series A-TC . , . . . , .  

L.oan Agreement - Pol Cont Bonds 2001 Series A , , , , , ,  

L.oan Agreement - Pol Cont Bonds 2001 Series A . . . . . , . ,  

Loan Agreement ~ Pol. Cont, Bonds 2001 Series A-TC 
Loan Agreement - Pol. Cont, Bonds 2001 Series B . , . , . , . . . .  , .  

L,oan Agreement - Pol Cont Bonds 2001 Series B-TC , ., , ., . 

Loan Agreement - Pol, Con1 Bonds 2002 Series A-TC 

Loan Agreement - Pol Cont., Bonds 2005 Series A . . . . . . 

Loan Agreement - Pol Cont Bonds 2007 Series A . , . . . .  , 

L.oan Agreement - Pol, Cont Bonds 2007 Series A ,  , , , .  , , . ,  

Interest Rate Swaps . , , , . . . , .  , , . ,  

Fidelia. , . . ., . . ,  ., . , . . , , , , , 

Customers' Deposits .. . , .  . , . .  

, . , ,  

, , .  , 

. , .  

. .  

L.oan Agreement ~ Pol,, Cont Bonds 2003 Series A . . . . , . .. . , 

. , , , .  . 

L.oan Agreement - Pol Cont Bonds 2007 Series B . . . ,  . , . . . , . , , . . 

. , ,  . 

. ,  . ,  . . . .  

ST OBLIGATIONS UNDER CAPITAL. L.EASES , , ., . 

MISCEL.L.ANEOUS CURR.ENT AND ACCRUED LIABLITIES 
Customer Overpayments , . . , . . . . . , . . , . ,  , ,  , 

UK Emission Research Grant . , , ,. . ., ,. , , ,  

Vacation Pay Accrued.,. . . . . . . . . 

Postretirement Benefits - Current, , , , , ,  . . . , , .  . . , 

Other 

. .  . . .  . ,  

, . , . , , , , , . ,  . . "  

9 

Balance 
Subsidiarv Account 

Balance as Shown 
On Balance Sheet 

l,l6l,l63,74l 65 
425,170,424 09 
689,961,390 20 

(835,888 64) 
60,000,000 00 

(13,132,184 00) 

574,304,000 00 
574,304,000 00 

410,000,000 00 410,000,000 00 

78,241,200 00 
78,241,200 00 

116,607,085 85 
112,159,705 53 

3,001,064 47 
1,446,315 85 

51,450,063 89 
51,450,063 89 

19,373,313 09 

4,221,592 94 

52,777 78 
65,973 56 

7,15699 
53,472 75 
65,355 56 
83,696 43 
83,696 74 
32,532 94 

302,222 22 
4,111 14 

14,638 92 
15,644 47 

237,666 65 
145,078 42 

5,318,150 52 
789,759 90 

405,437 69 

2,925,300 19 
250,000 00 

4,682,762 12 
152,956 06 

3,061,339 00 
438,266 I8 

19,373,313 09 

4,221,592 94 

7,271,934 99 

405,437 69 

11,510,623 55 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE -GENERAL LEDGER 

DECEMBER 31,2007 

Account - Subsidiarv Account 

L.T OBLIGATIONS UNDER CAPITAL. L.EASES 
CUSTOMERS ADVANCES FOR CONSTRUCTION . . .  

L.ine Extensions 
Electric . ,  . .  

Gas 
Customer Advances - Arena . ,  , ., . ,  

Electric . ,  , . ,  , 

Gas 
Common. . . "  . . .  ., . .  . , , ,  

ASSET RETIREMENT 0BL.lGATIONS 

, .  . , ,  

. ,  

OTHER DEFERRED CREDITS . ,  ., 

REGULATORY L.lABlL.ITIES . , .., . ., , , ,  , ,  . . ,  

Asset Retirement Obligations 
Electric , . , . . , . . , , , . , , .  

Gas . , ,  , 

Deferred Taxes 
, ,  

Federal 
Electric, . , ., . , , , . , , . , , , , . , , , .  . ,  

Gas .. , 

Electric, . . , . . ,  , .  . . , . , . , 

Gas , , . . , . , . , . , , . . . . ., . . , ,  

. , .  . , ,  , .  

State 

MIS0 Schedule IO Charges , .  . ,  . ,  

INVESTMENT TAX CREDIT , , .  . ., , , , . . , , . . , . . . . . . , 

lob Development Credit 
Elcctric , , . . . . , . . . . . , , . , . , , . . . 

Gas , . ., ~ , ~ .  , , ., ., . . , . , . , , , , . , 

Advanced Coal Credit . , . . , . . , , . . . , . . , , 

, . , . , , . , . . , 

ACCUMULATED DEFERRED INCOME TAXES , , . , . . , , .  , .. 

Electric . . . , . , . , , , ." . , , . , . , . . . , . . . ,, , 

Gas . . , , . . ~ , , . , , . , . , , , . . , , , . . ,  . . , .  

Common . , , . , , . , . . . , ,, . , . , , ,  . .  . . , 

Electric . , , . , , . . .., . ., , , . , . .., . , . , , . , . , , . , . , , . 
Gas, , , . . . , . . . . , . ., . , , , , , , . ,,. . . , . , . . . , . ,  

MlSCEL.LANEOUS LONG-TERM L.IABILITIES . , , , , , . . ,  , . ,  , 

Workers' Compensation , , , , , , . . , , , , , . , , . . , . . , . ., 

Uncertain Tax Positions , , . , . , . , . . . . , . , . ,  .. . , ,  

ACCUMUL.ATED PROVISION FOR BENEFITS . , ., . . . . , , , . . . 

Pension Payable., . 

Post Employment Benefit Payable. . , , , ., . . , , . . . . . , ., ., , . , . , 

Post Employment Medicare Subsidy . , . ., , ., , , , , . , ,  

Federal 

State 

., . . , . , . . . . . , , . . , , . 

Postretirement Benefits - FAS 106 . ,. . , , . . . , . , ., , . , . , . . . , ,. . . , 

Total L.iabilities and Other Credits 
10 

Balance Balance as Shown 
Subsidiarv Account On Balance Sheet 

23,649 00 23,649 00 

9,612,516 23 

799,072 49 
7,966.552 87 

846.890 87 

21,783,072 49 
7,773,900 03 

25,703 17 

40,862,253 41 

29,582,675 69 

40,862,253 41 

55.1 15,537 62 

225,470 03 
110.199 84 

26,900,418 75 
1,984,311 50 

18,695,556 00 
2,743,651 50 
4,455,930 00 

46,098,962 20 

32,971,436 25 
1,147,899 95 

1 1,979,626 00 

398,118,545 69 

289,426,453 33 
51,049,674 87 

( 1  00) 

49,370,709 43 
8,271,709 06 

6,154,355 80 
5,601,153 80 

553,202 00 

97,643,180 50 
13,141,622 00 
80,950,848 50 
3,762,588 00 
(21 1,878 00) 

3,117,760,669.79 3,1 17,760.669.79 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

DECEMBER 31,2007 

Y ear to Date 
2007 2006 

CASH FL.OWS FROM OPERATING ACTIVITIES 
Net income . ,  

Items not requiring (providing) cash currently: 
Depreciation . .  

Amortization , .  . ,  . 

Deferred income taxes - nct 
Investment tax credit - net 
Other , .  

, .  . .  . .  

, ,  . , ,  

. ,  Change in receivables . ,  . ,  , .  

Change in inventory . ,  . .  , 

Change in allowancc inventory . . . . . , , . . .  , ,  

Change in payables and accrued expenses , ,  . .  . , . ,  

Change in other regulatory assets . . . . , . , ,  , , , , ,  

Change in other regulatory liabilities . . , , , . . . ,  

Change in other deferred debits . . . , , . , . . , . . , ,  ., . .  , ,  

Change in other deferred credits , , , , . , ,  , , ,  

Net cash provided (used) by operating activities , 

. . .  , ,  , Other . .., , . . . . . ., , . . . 

, , , ,  

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to  utility plant - construction expenditures. . , .  

L.oss on disposal of property , . , , , , . . 

Change in long-term investments . , , . . ,  , . ,  

Change in restricted cash . . . . . , , . . , . . , , 

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

CASH FL.OWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt , , , , ., 

Net increase in short-term debt . . . . , , . . . . . , , , . . , , , 

Net increase in short-term capital lease obligations . , , 

Net increase in long-term capital lease obligations . , . . , , .  , , 

Payments for retirement of long-term debt . . 
Payments for retirement of preferred stock , , ., , .  

Net decrease in short-term debt. . ., , , , , , , , . .. . , ,  , 

Contributed capital . , . . . . , . , . . 

Dividends on preferred stock . . , , , . . . . , . , . . . . , . 

Dividends on common stock. . , . , ,  

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

, 

. . , ., . ., . ,  . , 

. ,  

. " , .  . ,  , . ,  

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 

CASH AND CASH EQUIVALENTS AT END OF PERIOD 

120,383,368 22 

119,873,064 67 
6,199,962 23 

13,357,917 59 
5,028,725 06 

(2,185,254 71) 
(18,938,353 71) 
(7,710,191 80) 

3,943 53 
(82,471,108 83) 
12,597,654 26 

(255,033 24) 
2,025,609 22 

(10,415,781 88) 
(1 3,291,884.28) 
143,902,633.33 

(197,717,056.72) 
(357,016 26) 

(3,036,153-251 
(20l,l10,226.23) 

308,320,562 59 
10,417,200 00 

405,437 69 
23,649 00 

(I26,000,000 00) 
(91,643,112 60) 

20,000,000 00 
(4,416,711 93) 

(65,000,000.00) 
52,107,024.75 

(5,100,568 15) 

9,448,987.03 

4,348,418.88 

116,828,596 00 

1 1  7,982,270 26 
5,867,355 52 

10,896,096 35 
(1,021,661 44) 
85,820,436 40 
83,007,631 20 
40,854,977 46 

6,039 76 
(49,625,726 32) 

(136,100,208 06) 
13,477,152 76 
30,668,917 19 

9,643,840 07 
(647,874.66) 

327,657,842.49 

(146,347,665 30) 

(2,721,342 85) 
(2,947,699.96) 

(152,016,708.1 I )  

(1,965 17) 

(1,250,000 00) 
(73,421,000 00) 

(3,617,864 66) 
(95,000,000.00) 

( I  73,290,829.83) 

2,350,304 55 

7,098,682.48 

9,448.987.03 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

November 30,2007 

Prepared by Regulatory Accounting and Reporting 
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1.OUISVIL.L.E GAS AND ELECTRIC COMPANY 
TRIAL BAl ANCE - G E N E M L  LEDGER 

NOVEMBER SO, 2007 

Account - Subsidtaw Account 

UllLlTY PLANI 
A i  Onanal Cost 
Rcrcrvcs for Dcprectvtion and Amonmtion 
Eleclnc 
Gas 
Common 
Amonizman of Plant 
ElCEt"C 
Gas 
Common 

Nonutility Prapcny 
Nonulility Piopcny Reserve 
Ohio Valley Eluctnc Carpamtion 
Specid Funds 

I P  Morgan Chase 
BB&I 
Bank ofhmcnca 
Town and Country Bank 
US Bank 
Bcdford Laan and Dcporlt Bank 
Farmers Bank 
Meade County Bank 

OIHERSPECLU DEPOSITS 
MN'I Maran Call 

Othcr 

Working Funds 
Customen-Active 
Wholcsalc Salcs 
Tnnrmirrion Svlcs 
Unbillcd Rcvenucs 
Employee Computer Loans 
Dnmnge Claims 
RAR Seltlcmenu 
l ax  Rcflindr 
IMEA 
IMPA 
Other 
Rcservcr for Uncollccliblc Accounts 
Utilty Customcrs 
R C W W  

Accnrvl 
Charged OR 
Recovcnes 
Am Mtscellrncaus 

INVESIMENIS - A I  COS1 

CASH 

TEMPORARY CASH INVESTMENTS 

ACCOUNlS RECEIVABLE - LESS RESERVE 

lnicrrsl and Diwdcnds Reccivvble 
Rcnts Rcccivablc 

ACCDUNTS RECEIVABLE FROM ASSOCIATED COMPANlES 
E ON US SemcesiKentucky Utilities 

FUEL 
coal 1,226 249 48 ions a s35 79. MMBTU zs,290,866 98 a 15s 136 
Fuel 011 166.49) Gallons a201 83C 
GasPipclmc 131,307 00MCF@S8 01 

PLANI MAERIALS N'ID OPERATING SUPPLIES 
Regular Melenrlr and Supplicr 
Limcrtone 48.042 91 Ions @ S6 87 

7 

Balancc 
Subridiarv Account 

(01,7si,rn53 86) 

(10000) 
(800 00) 

(21.105.646 30) 

75.239 56 
(63,360 36) 
594,286 00 

20,0m1,92m 30 

15.077 30 
11.678 54 
99.491 72 
22.617 97 

3,168,182 21 
I0000 

10,000 00 
77.058 85 

599.714 04 

35.779 47 

21.280 00 
68,499,791 95 

164.616 40 
50.885,000 00 

96,958 19 
847.061 59 

1,038,234 00 

3,343.715 33 
3,504.455 49 
6,759,407 72 

4.086.690 70 

I . ~ ~ o , s z ~  77 

(678.087 00) 
(1.975.7~8 88) 
4,232,668 S6 

(2,256,939 48) 
(1.1 16.76600) 

7,71641 
373.394 69 

544.17002 

43,887,637 14 
336,039 54 

1.052.063 16 

Bulance as Sliow 
On Bslancc Shcct 

4.285.008,067 81 
(1.859.538.295 78) 

20,688.093 50 

3.404.206 59 

599,71404 

35,779 47 

139,693.992 24 

544,17002 

45,275,739 84 

26,354,029 35 
26,023.81049 

330.218 86 



1.OUISVIllEGASAND E l E C I R l C  COMPANY 
TRIAL BALANCE-GENEKAI LEDGER 

NOVEMBEll30,2007 

Acraunl - Suhrtdinrv Accoanl 

STORES EXPENSE 
Stores Expense Undislnbaled 

Gas St Undcipound*13,617 514 MCr (14 73 PIXI) @ 57 21 

ALLOWANCE INVENIOllY 
~llowance lnvcniary 

PREPAYMENlS 
Insurance 
TWC5 

Rights of Way 
Rtsk Management and Workers Compcnralion 
Vchiclc Liecnsc 
Other 

GAS SIORED UNDEUGIIOUNO -CURRENT 

MISCELLANEOUS CURRENT ASSETS 
M,sccllaneour. Curienl Assets 
Denvativc Asrct - Nun-lledging 

UNAMORTIZED DEBT EXPENSE 
IWlulmn Conliol Scncs Y due Mny 1,2027 
Pollution Control Scncs Z due Aug I 2030 
Pollution Control Scncs AA duc Sepl I, 2027 
Pollullon Conlrol Scncr BB due Sept I 2026 
Pollution Contml Sene5 CC due Sepl I ,  2026 
Pollution Control Scncr DD due Nov 1,2027 
Pollution Connol Scnca EE duc Nov I, 2027 
Pollution Connol Scncs FF due Ocl I 2032 
Polluiion Conlrol Smcr GG due Ocl I, 2033 
Pollution Control Scncs HH due Fcb I 2035 
Pollutton Coniiol Bonds due lun I 2033 
Pollution Connol Bonds duc lun I, 2033 
Polluiion Control Bontlr due lun I, 2033 

UNAMORTIZED LOSS ON BONDS 
Rcfmanced and Callcd Bonds 

OTHER DEFERRED DEBl7S 

DEFERRED REGULAIORY ASSEI 
Asset Rcllnmcnl Ohligvlions 
Elcmc  
Gar 
Common 

Pcnrton Poruelircmcnt Bcnefits 
ECR Ash Hauling 
MISO Extt Fee 

ACCUMULAIED DEFERRED INCOME TAXES 
Federal 

ElCCUlC 

Gas 
setc 

Elednc 
Gas 
Excludcs $ MCF 

Nan.recovcrablc Bast Car 9 648 855 W 7.880.000 

low1 ASSCU and Olhci Dcbtts 
8 

Bala"CC 
Subsidiary Account 

4.552.901 38 

98.1 16.21 8 34 

I 1,790 49 

2.770.328 14 
1.13 1.309 57 

280.000 03 
90.000 00 
16.012 72 

1.346.576 48 

3.834 01 
619,999 15 

464,002 49 
867,620 99 
391.821 00 
185.105 36 
201.344 23 
218,019 02 
218.052 67 
914.748 48 

3.034.769 85 
995,050 40 
590.082 04 
552,410 56 

I ,165,709 91 

19.186.932 06 

33,402,091 56 

Ralvncc as Shown 
On Bvlvncc Shcct 

4.552.901 38 

98.1 16.218 34 

11.790 49 

5.634.226 94 

623,833 46 

9,798,737 06 

19,186,932 06 

33.402.091 56 

166.87335 88 

18,832.220 34 
5.162.140 55 

23,012 30 
126.288.471 00 

3,428.495 29 
13.139.016 40 

55.486.371 60 

39,383,565 02 
7.638.457 16 

7.335.462 S I  
1,128,886 61 

3.055.751,955.85 3.055.751.955.85 __ 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

NOVEMBER 30,2007 

Account - Subsidiaw Account 

. . . . . . . . . . . .  COMMON EQUITY . . . . . . . . . . . .  
Common Stock ..................... 
Retained E,arnings ...................... 
Common Stock Expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Additional Paid-In Capital,. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other Comprehensive Income. . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  

...................................................................... 
ds .................................................................. 

L.T NOTES PAYABLE TO ASSOCIATED COMPANIES 

ST NOTES PAYABLE TO ASSOCIATED COMPANIES 
Money Pool Payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

ACCOUNTS PAYABLE ........................................................................ 

d. ...................... 
..................... 

ACCOUNTS PAYABL.E TO ASSOCIATED COMPANIES.,. 
........................ 

TAXES ACCRUED ..................................................... 

. . . . . . . . . .  

L.oan Agreement - Pol. 
L.oan Agreement - Pol, 
L,oan Agreement - Pol 
Loan Agreement - Pol., Cant Bonds 2001 Series A-TC ........................................... 
L.oan Agreement - Pol. Cont. Bonds 2001 Series B ................................................... 
Loan Agreement - Pol. Cant. Bonds 2001 Series B-TC ............... 
L.oan Agreement - Pol. Cont Bonds 2002 Series A-TC 
L,oan Agreement - Pol. Cont. Bonds 2003 Series A ........ 
L.oan Agreement - Pol., Cant. Bonds 2005 Series A ,  ........................................... 
L.oan Agreement - Pol. Cant. Bonds 2007 Series A ................................................ 

., . 

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

L.oan Agreement - Pol. C 
L.oan Agreement - Pol. 
Interest Rate Swaps. " "  

Fidelia ...................... . . . . . . . . . . . . . . . . . . .  
Customers' Deposits .................. ................ ................................. 

. , . . , , , . . 

ST OBL.lGATlONS UNDE 

MlSCELL.ANEOUS CURRENT AND ACCRUED L.lABILlTlES 
Customer Ovelpayments.. .... . . . . . . . . . . . . . . . . . . . . .  
UK Emission Research Grant .............................................. 
Vacation Pay Accrued ., ,. . .................... ........................................ 
Derivative Liabilities - Non-Hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Postretirement Benefits - Current, ......................................................... 
Other.. .......................................................................... . . . . . . . . . . . . .  

9 

Balance 
Subsidiarv Account 

425,170,424 09 
676,342,157 54 

(835,888 64) 
40,000,000 00 

(13,933,101 00) 

574,304,000 00 

410,000,000 00 

90,115,000 00 

73,334,877.57 
2,708,458.44 

914,181.58 

29,032,909 38 

19,305,082 59 

23,564,776 20 

55,902 78 
92,594.46 
4,602.92 

196,680.84 
240,387.,67 
308,421.90 
305,948 23 
48,514.0.3 

298,666.61 
19,722.25 
3,435 86 
3,911.14 

I ,4 10,666.65 
199,150,62 

3,497,375 5 3  
772,132.52 

420.1 19 91 

2,989,725 19 
250,000 00 

4,642,413.83 
365,794 80 

2,248,334 00 
340,160 62 

Balance as Shown 
On Balance Sheet 

1 , I  26,743,591 .,99 

574,304,000 00 

410,000,000 00 

90,115,000 00 

16,951,5 17.59 

29,032,909 38 

19,305,082.59 

23,564,776.20 

7,458,114 07 

420,119 91 

10,836,428 44 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

NOVEMBER 30,2007 

Account - Subsidiarv Account 

L.TOBLlGATIONSUNDER CAPITAL.LEASES . . . . . . . . . . . . . . . . . . . . . . . . . .  

CUSTOMERSADVANCES FORCONSTRUCTION ...................................... 
L,ine Extensions 

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

................................... 
Customer Advances - Arena., . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  

ASSET RETIREMENT 0BL.tGATlONS 
Electric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  

Common . . . .  ....................... ., . . , ,, . , . , . . "  

OTHER DEFERRED CREDITS.. . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

REGUL.ATORY LIABILITIES .................................................................. 
Asset Retirement Obligations 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . .  ., . . . . . . . . . . . . . . . . . . . .  

Deferred Taxes 
Federal 

Electric , , , ,.,I. ., . ., , . . ,". ................................................................ 
................................................................. 

State 
............................... 

..................................... ................. 
MISO Schedule 10 Charges ...................................................... 

INVESTMENT TAX CREDIT ............. ............................................................ 
Job Development Credit 

.............................................. ................. ........... Electric, ., 

Advanced Coal Credit., . . . . . . . . . . . . . .  ........................................ 

Federal 
ACCUMULATED DEFERRED MCOME TAXES ...................................... 

Electric .................................................. . ., ., . . ................... 

Common ................... ............................................................... 
State 

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

Uncertain Tax Positions. ............................... 

ACCUMUL.ATED PROVISION FOR BENEFITS ...................................... 
Pension Payabl ................................................................................ 

Post Employment Benefits Payable .............. 
Postretirement -FAS 106 ................. 

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

Balance 
Subsidiarv Account 

47.299.00 

799,012 49 
8,221,529.65 
7,531,743 19 

21,706,008 94 
7,738,996 35 

25,585 04 

49,965,155 65 

223,349.96 
105,608,18 

26,695,003 75 
1,705,343 50 

18,829,272 00 
2,697,123.50 
4,177,434.00 

33,281,558 30 
1,160,794 99 

1 1,779,626.00 

292,562,346.0 1 
43,927,433 65 

(1 .OO) 

49,863,054 87 
6,906,557 50 

6,030,948 00 
554.983.00 

(3,967,637 00) 
90,826,183 16 

3,620,043 00 

Balance as Shown 
On Balance Sheet 

47,299,OO 

16,552,345.33 

29,470,590 3.3 

49,965,155 65 

54,433,134 89 

46,221,979 29 

393,259,391.03 

6,585,93 1.00 

90,478,589.16 

Total L.iabilities and Other Credits ............................................................................... 3,055,751,955.85 3,055,751,955.85 
10 



LOUISVILLE GAS AND ELECTIUC COMPANY 
STATEMENT OF CASH FLOWS 

NOVEMBER 30,2007 

CASH FL.0WS FROM OPERATING ACTIVITIES 
Net income, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Items not requiring (providing) cash currently: 

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

Amortization. 
Deferred income taxes 
Investment tax credit - net ....................................................................... 
Other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ............................. 

Change in receivables .............................................................................. 
Change in invent0 ry.... ..... 

Change in payables and accrued expenses 
Change in other regulatory assets,, ............................................................................ 

Change in other deferred d 

.......................................................................................... 
Net cash provided (used) by operating activities ............................................. 

CASH FLOWS FROM INVESTING ACTIVITIES 
....................... Gross additions to utility plant - construction expenditures,.. 

Change in restricted cash ........ 

.... 
Change in long-term investments, ............................................................................... 

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

CASH FLOWS FROM FINANCING ACTIVlTlES 
Proceeds from issuance of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net increase in short-term capital lease obligations ............................................................ 
Net increase in long-term capital lease obligations ................................................... 
Payments for retirement of long-term debt , .  

Net increase in short-term debt.., .............................................................................. 

,"." , , ,,, , 

Payments for retirement of preferred stock. 
Net decrease in short-term debt ..................................................................................... 
Dividends on preferred stock ............ _. ............................................................................ 
Dividends on common stock.,, ............. 
Net cash provided (used) by financing activities. , .  

%T INCREASE (DECREASE) IN CASH AND CASH EQUNALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 

CASH AND CASH EQUNALENTS AT END OF PERIOD 

Year to Date 
2007 2006 

106,764,132 56 

109,395,691 35 
5,728,988 46 
5,174,525 36 
5,151,742 15 

(10,824,298 26) 
44,323,339 28 

(23,903,029 98) 

(100,191,434.23) 
(3,253,652.34) 

3,612 51 

(937,43S 97) 
248,226 45 

(1,312,879 64) 
(2,268,737.81) 

134,098,789.89 

( I  79,190,190.,80) 
5,458.27 

(5,075,794.43) 

( I  84,260,526.96) 

308,454,141 72 
22,291,000 00 

420,119 91 
47,299 00 

(126,000,000 00) 
(91,643,11260) 

(4,4 16,7 1 1 93) 
(65,000,000.00) 
44,152,736.10 

(6,009,000.97) 

9,448,987.03 

3,439,986.06 

101,900,480.64 

107,689,513 80 
5,387,11059 

(8,882,923 05) 
(3,697,902 17) 
(5,548,236 61) 

110,037,195 83 
25,162,804 61 

5,542 34 
(77,695,909 25) 

(8,931,826 05) 
6,426.38 I 03 
4,627,439 01 

35,642,207 74 
( I  ,253,210.89) 

290,868,667.57 

(132,715,758 81) 
(1,856,855.45) 

(488,842.03) 

( 135,061,456.29) 

( 1,250,000 00) 
(58,8 12,000.00) 

(3,617,864 65) 
(9S,000,000.00) 

( 1  58,681,829.82) 

(2,874,618 54) 

7,098,682.48 

4,224,063.94 
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1.OUISVILlE GAS AND ELECIRIC COMPANY 
IlUAL BALANCE ~ GENERAL LEDGER 

OCIOBER31,2007 

Accouni - Subridlaw Account 

U l l l l l Y  PLAN1 
At Original Coil 
Rcscrves for Dcprecimon and Amanmuon 
Elcelnc 
G a l  
Common 
Amonmiion of Plant 
E l C C t W  
Gas 
Common 

INVESTMENIS - A r  c o s 1  
Nonutilily Property 
Nonutilily Property Reserve 
Ohio Valley Elccmc Carponlion 
Special Funds 

JP Morgan Chase 
BB&I 
Bank of Arncnca 
Town and Country Bank 
US Bank 
Bcdford Lam and Deposit Bnnk 
Famcrs Bank 
Mcadc County Bank 

0711ER SPEClAL DEPOSlIS 
MAN Margin Call 

Othcr 

Working Funds 
Curlomcn-Active 
Wholcrale Sales 
Innsmtssion Sales 
Unbillcd Revenues 
Employee Computer Loans 
Damage Claims 
lux Refunds 
IMEA 
MPA 
Olhcr 
Rcscrves lor Uncollcctihlc Accounts 
Utlhty customers 
ResWVL? 

Accrual 
Charged ON 
Recovencs 
NR Misccllancous 

CASH 

TEMPOMRY CASH INVESTMENTS 

ACCOUNTS RECENABLE - LESS RESERVE 

lntcrcsl and Owtdcnds Rcceivvblc 
Rents Rcceivablc 

EON US ServiccrlKcnrucky Utilities 

Coal 1.21 1.450 90 Ions @ 135 32. MMBIU 27,940,247 65 @ 153 13$ 
Fuel Oil 164.959 Gallons @ 177 661 
Gas Pipclinc 129,060 00 MCr@ SI44 

ACCOUNTS RECENABLE FROM ASSOCIATED COMPANIES 

FUEL 

PLANT MArERIALS AND OPERATING SUPPLIES 
Rcgulsr Matcnalr and Suppllcr 
Ltmestonc 36,053 91 Tons @ $6 66 

7 

Bvlancc 
Subsidiorv Account 

4,271,033,669 56 

(1,561,882,619 70) 
(205.535.748 86) 
(66,651,627 52) 

(10000) 
(800 00) 

(20,604296 53) 

75.239 56 
(63,360 36) 
594.286 00 

18,926,435 46 

11.643 75 
11,682 90 
29,367 89 
22,617 91  

2,459,857 49 
100 00 

10,000 00 
77.058 85 

1,219.155 66 

35,642 67 

21,280 00 
64,934,202 28 
6,671,092 35 

184.545 93 
37,402.000 00 

94,419 70 
839,679 53 

3,095,494 57 
3,574,163 75 
3,755.604 60 
2363.372 09 

(767,962 00) 
(1,837.671 67) 
3.856.901 24 

(2,019,229 57) 
(1.1 16,766 00) 

686 24 
408,684 20 

74.186 13 

Balance as Shown 
On Balance Sheer 

4,271,033,669 56 
(1,854,675,192 61) 

19,532,600 66 

2.622.328 85 

1,219,155 66 

35,642 67 

121,960,497 24 

74.186 I3 

44,038,169 I2 
42,784.309 87  

293,062 75 
960,796 50 

26,234,921 95 
25,994.680 89 

240,241 06 



LOUlSVlLLEGAS ANDELEC?RlCCOMPANY 
1RIAL BALANCE -GENERAL LEDGER 

OCTOBER 31,2007 

Balance 
Suhstdianl AEEOEIII~ Account - Subsidtan, Account 

SlORES EXPENSE 
Starer Expense Undistnbulcd 4.570.683 69 

102511.42041 Gus St Undeig~ound'14.249 946 MCF (14 73 PSI.) @I 57 19 

Allowance lnvcntory 12,078 67 

GAS STORED UNDERGROUND - CURRENT 

ALLOWANCE INVENTORY 

PREPAYMEN IS 
1ns"nnce 287,504 01 
r m n c t m  001 
'laxer 1,292,925 23 
Rights of Way 280,000 03 
Risk Mansgcmcnt and Workers Compensvtion 90,000 00 
Vehiclc License 20,015 90 
Other 1.546.192 95 

MISCELLANEOUS CURRENT ASSETS 
Mircellsncour Cuncnt Asrcts 3,83401 
Dcnvvtivc Asset- Non-Hedging 176.968 71 

UNAMORlKED DEBT EXPENSE 
Pollution Cannol Scncs Y due May I ,  2027 465,994 49 
Pollution Control Scnus Z due Aug I ,  2030 870,81099 
Pollution Control Sencr M due Scpl I ,  2027 393 474 00 
Pollutron Contml Sen= BB due Sept 1,2026 185,928 36 
Pollution Control Sener CC due Scpl I ,  2026 202,239 23 
Pollution Control Sencs DD due Nov 1,2027 218,931 02 
Pollulion Control Sencs EE due Nov I, 2027 218.964 67 
Pollution Control Senes FF due Ocl I ,  2032 91781848 
Pollution Control Scncs GG due Oct I, 2033 3,044,529 07 
Pollution Control Sencs HH duc Fcb I ,  2035 998.102 40 
Poilulion Consol Bonds due Jun I, 2033 591,997 89 
Pallutton Control Bonds duo Jun I. 2033 554,204 10 
Pollumn Control Bonds due Jun I ,  2033 1,169,494 74 

UNAMORTKED LOSS ON BONDS 
Rcfinanccd and Callcd Bands 19,273,633 37 

OTHER DEFERRED DEBITS 36,974,477 68 

DEFERRED REGULAIORY ASSET 
Asscl Retimment ObltgLions 
El%t"C 18,704,976 09 
Gar 5,126,478 84 
COmmO" 22,891 31 
Penrion & Postrenmmcnt Bcncfils 126.288.471 00 

3.262.106 46 ECR Ash llauling 
MISO EXSI rce 13,139,016 40 

ACCUMULATED DEFERRED INCOME TAXES 
Fedenl 
ElCcmc 37.236,214 02 
Gus 7,101,619 16 

Elccmc 6,943.848 81 
Gas 1,030.981 61 

Statc 

Excludes S MCF 
Nan-recovcnblo Bvsc Cis 9,648.855 00 7,880,000 
Rccovenblc B m  Gsr 2.139.990 00 2.930.000 

11,788,845 00 10,810.000 
3.027.804.807 04 Total Assclr and Other Dcbils 

8 

Bvlvncc 8s Shown 
On Balance Sheet 

4,570,683 69 

102.51 1.42041 

12.078 67 

3.516.638 13 

180,802 72 

9.832.489 44 

19.273.633 37 

36.974.477,68 
166.543.940 IO 

52.312.663 60 

3.027.804.807.04 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE -GENERAL LEDGER 

OCTOBER 31,2007 

Account - Subsidiarv Account 

COMMON EQUITY , ,  

Common Stock . , , , , , . . , 

Retained Earnings, . . .  

Common Stock Expense, 
Additional Paid-In Capital 
Other Comprehensive Income . ,  , .  

Pollution Control Bonds . . , .  , 

. . ,  . .  B O N D S , .  . . . . ~ . ., 

LT NOTES PAYABLE TO ASSOCIATED COMPANIES 

ST NOTES PAYABL.E TO ASSOCIATED COMPANIES 

. ,  

Money Pool Payable . .  

Regular . . ,,  . . . . . , . .  
Salaries and Wages Accrued , . .  , ., . . , . . , . 
Tax Collections. Payable. . . ,, " ,  . . , , .  , .  

ACCOUNTS PAYABL.E TO ASSOCIATED COMPANIES , , . ., . , , ,  

E ON US Services/Kentucky Utilities . . , . , . . , . , , , , , . , . 

CUSTOMERS'DEPOSITS ., , , , . .  , 

Customers' Deposits , , . . . . , . , , . , , , , 

TAXES ACCRUED , , . , ., , . . , .  . , .  , ,  , ,  

ACCOUNTS PAYABLE, . . . , , . , ,  . .  , .  

Taxes Accrued ., . , , . ., . ., , , , , , , . 

INTEREST ACCRUED .. ., , ., ., . , , , , .  . . ., . 

L.oan Agreement - Pol Cont Bonds 2000 Series A-TC . . . , , . , . , . 
L.oan Agreement ~ Pol Cont Bonds 2000 Series A , . , , . , . ., 

Loan Agreement - Pol Cont Bonds 2001 Series A , . , .. , ,  , , , 

Loan Agreement - Pol Cont Bonds 2001 Series A , .  , , . . . , , 

L.oan Agreement - Pol Cont Bonds 2001 Series B . . , . , . . . , . . . . 
Loan Agreement - Pol Cont. Bonds 2001 Series A-TC . , ., . , . . ,, , , . 

Loan Agreement - Pol. Cont Bonds 2001 Series B-TC. , , . , ., ., , 

L.oan Agreement - Pol Cont Bonds 2002 Series A-TC , ,  . . , , ., , , , , , 

L.oan Agreement - Pol. Cont. Bonds 2003 Series A . , , , , , . . , , , 

L.oan Agreement - Pol Cont Bonds 2005 Series A. , ,  ... . , , . , , , ., , , 

Loan Agreement - Pol Cont. Bonds 2007 Series A .  , , . , . , .. , . . . . 

Loan Agreement - Pol Cont Bonds 2007 Series B . ., , . , . . , . . . 

, , , . 

L.oan Agreement - Pol Cont Bonds 2007 Series A , . , . , , . . .  

Interest Rate Swaps . . , , . , , ,  . , . .  . , , ., , , 

Customers' Deposits ., , , , ,  . ,  , , . . . , , 

Fidelia , , . , . ,  . . , , , , , , . 

ST OBLIGATIONS UNDER CAPITAL L.EASES , . .  . .  , . ,  

MISCEL.L.ANEOUS CURRENT AND ACCRUED LIABlL.lTlES . , , , . , , ,  . , . 
Customer Overpayments . . , . , .  , ., , , , , , . , , , . 

UK Emission Research Grant , , , . ,  . . , . ,  . 
Vacation Pay Accrued. . ,,  ,. . ,,. . , , . , , , , , . . , . . , 

Derivative Liabilities - Non-Hedging , . ,, , . , , , 

Postretirement Benefits - Current , , . , . , , , , , ., . ,  , 

Other . . . . . , . . , , , . . . , . . 
9 

Balance Balance as Shown 
Subsidiarv Account On Balance Sheet 

1,128,346,729 26 
425,170,424 09 
672,960,370 81 

(835,888 64) 
40,000,000 00 
(8,948,177 00) 

574,304,000 00 
574,304,000 00 

363,000,000 00 363,000,000 00 

11  1,608,000 00 
11  1,608,000 00 

79,555,449 70 
76,832,735 98 

1,946,011 21 
776.702 51 

29,788,134 00 

19,203,998 92 

22,926,189 00 

72,916 67 
137,155 54 

2,10499 
128,071 25 
156,531 51 
200,832 86 
199,222 20 
68,490 40 

390,791 11  
11,333 35 
18,083 36 
20,533 37 

1 , I  80,666 65 
137,296 03 

1,863,294 98 
786,879 69 

434,802 13 434,802 13 

1 1,813,206 40 
3,661,87048 

250,000 00 
4,642,413 83 

652,819 84 
2,248,334 00 

357,768 25 

29,788,134 00 

19,203,998 92 

22,926,189 00 

5,374,203 96 



LOUlSVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

OCTOBER 31,2007 

Account ~ Subsidiarv Account 

L.T OBLIGATIONS UNDER CAPITAL L.EASES 
CUSTOMERS' ADVANCES FOR CONSTRUCTION . . ,  

L.ine Extensions 
Electric , . 
Gas . . . .  , . , . .  

Customer Advances -Arena , ,  

Electric 
Gas ., , .  , , ,  . 

Common ., , , .  

. .  , ,  

, ,  

. ,  . .  

ASSET RETIREMENT 0BL.IGATlONS 
, . , ,  

, ,  , ,  

OTHER. DEFERRED CREDITS 
REGUL.ATORY L.IAB1LITIES. , , , , , , .  

Asset Retirement Obligations 
Electric . . , . ,  

Gas . , . ,  . , ,  

Deferred Taxes 

, .  . , ,  . . , .  

. , . , . , , 

Federal 
. .  , . .  , Electric . . . . . .  ., ,,  , , ,  . 

Gas . , ., ~ , . . . . . . . . . .  

Electric , , ., , , .,, , . 
Gas. . , , , . . ,, 

, ,  . ,  

State 
. . . .  . . . . . . . . . .  

, , . , ., , , , , .  , 

, .  . .  MISO Schedule 10 Charges. , . ,  

INVESTMENT TAX CREDIT . . . . . . . .  . , , , , , . . , , , 

Electric . . . . . . . . . . . . . . . . . . . . . . . .  . ., ,. . , . , , , . , 

G a s , ,  , .. , ~ ~~ . , , , , ., , . , , . . ", 

Advanced Coal Credit . . . . . .  

ACCUMULATED DEFERRED INCOME TAXES . , . . . . . . . . .  

Federal 

Job Development Credit 

. . . . . . . . . . .  

. . . . . . . . . . . . . . .  , . ,  Electric, . . . . .  . , , , ., ., , . . 

Gas.. . . . . . . . . . . . . . . . . . . . . . .  ., , ., 

Common . . . . . . . . . . .  ., . , ., , , , , , . , , , . ., , . 

Electric . . . . . . . . . . . . . . . . . . . . . . . .  , , , ., , . , , , 

Gas. . . . . . . . . . . . . . .  
Common, . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  

, , ., . . , . . 

State 

, . , . ,  . .  , , . , ,  

, ,  . ,  , Netting Out Deferred Tax L.iabilities 

Workers' Compensation . , . , . , . . . .  , ,  

. . . . . . . . . . .  

MlSCELL.ANEOUS LONG-TERM L.IABIL.ITIES , , . . .  , , .  , , .  

, .,, . ,  

Uncertain Tax Positions . . . . . . . . . . . . . . . . .  , . . , , , . 

Pension Payable. , . ., , ,, ,. ., , , ,. ., , . . . . . . . . . . . . . . . . . . . .  
Postretirement Benefits ~ FAS 106 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Post Employment Benefits Payable , ,  . . . . . . . . .  . . . . . . . . .  

ACCUMUL.ATED PROVISION FOR BENEFITS , . , . . ,  . . . .  

Total L.iabilities and Other Credits . ,,  ., , . , . , . . ,  . . . . . .  
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Balance Balance as Shown 
Subsidiarv Account On Balance Sheet 

70,949 00 70,949 00 

18,161,712 8G 

799,072 49 
8,071,14660 
9,291,493 77 

21,593,764 86 
7,704,092 67 

25,466 91 

42,631,589 89 

221,229 89 
101,016 52 

26,695,003 75 
1,705,343 50 

18,829,272 OD 
2,697,123 50 
3,898,938 00 

33,597,000 30 
1,174,550 99 

11,779,626 00 

29,323,324 44 

42,631,589.89 

54,147,927 ~ 1 G 

46,551,177 29 

393,203,395 03 

292,562,346 01 
43,927,433 65 

(54,580 00) 

49,863,054 87 
6,906,557 50 

(1,417 00) 

6,585,931 00 
6,030,948 00 

554,983 00 
90,774,087 00 

(3,967,637 00) 
91,121,681 00 
3,620,043 00 

3,027.804.807.04 3.02 7.801.807.03 



LOUISVILLE GAS AND ELECTWC COMPANY 
STATEMENT OF CASH FLOWS 

OCTOBER 31,2007 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income ,.,. , , . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Items not requiring (p ing) cash currently: 
Depreciation.. . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

Amortization . . . . . . . . . . . . . . . . . . . . . . . . . .  , . . , , , ., . ............................ 
Deferred income taxes 
Investment tax credit -net...,.. 
Other. . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  

Change in receivables .... 

Change in allowance inventory ............................................................................ 
Change in payables and accrued expenses,. ........................................ 

Change in inventory ........................................................................................... 

Change in other regulatory assets 
Change in other regulatory liabili 
Change in other deferred debits.. 
Change in other deferred credits, .......................................................................... 

Net cash provided (used) by operating activities ........................................ 

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

Other.,., .................................... . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant - construction expenditures , , .  

Change in restricted cash .................................................................................. " .  
Change in long-term investments ............................ 

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

CASH FL.OWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt. 
Net increase in short-term debt. 
Net increase in short-term capit 

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

bligations.. . . . . . . . . . . . . .  

Net increase in long-term capital lease obligations 
Payments for retirement of long-term debt ..................................................... 
Payments fur retirement of preferred stock ..................................................... 

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

Net decrease in short-term debt 
Dividends on preferred stock , . . ,  

Dividends on common stock ,..", ............................... 
Net cash provided (used) by financing activities. ................................................ 

'ET INCREASE (DECREASE) IN CASH AND CASH EQUNALENTS ............. 

CASH AND CASH EQUNAL.ENTS AT BEGINNING OF PERIOD,., ............................. 

CASH AND CASH EQUNAL.ENTS AT END OF PERIOD. ..................................... 
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Year to Date 
2007 2006 

103,326,349 83 

99,433,672 94 
5,227,638 69 
8,292,237 36 
5,480,940 15 

(3,935,841 12) 
62,526,8 I8 I 7  

(26,959,336 24) 

(98,685,080 52) 
(2,924,236 56) 
(1,222,643 70) 
(1,846,272 49) 
(8,646,445 40) 

(434,3 10.56) 
139,636,814.88 

3,324 33 

(1 60,577,613.77) 

(4,539,743,211 

(165,l11,898.71) 

5,458 21 

261,454,141.72 
43,784,000 00 

434,802 13 
70,949 00 

(1 26,000,000.00) 
(91,643,11260) 

(4,416,711.93) 
(65,000,000.00) 
18,684,068.32 

(6,791,015.,51) 

9,448,987.03 

2,657,971 5 2  

95,064,808 12 

97,856,849 82 
4,905,362 53 

(7,529,474 05) 
(3,362,763 17) 
(2,954,380 16) 

116,150,350 89 
20,622,41 I 34 

5,008 24 
(91,076,831 50) 

(8,637,096 13) 
6,141,173 30 
4,479,833 37 

35,040,376 66 
(4,690,328.56) 

262,O 15,300.70 

(1  11,543,442.52) 
(1,223,934.98) 

622,811.19 

(1 12,144,566.30 

(1,965 17) 

(1,250,000 00) 
(5 1,998,000 00) 

(3,617,864.64) 
(95,000,000.00) 

(1 5 1,867,829.81) 

(1,997,095 42) 

7,098,682.48 

5,101,587.06 
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LOUlSVll LE GAS AND ELECTNC COMI'ANY 
TRIAL BALANCE-GENERAL LEDGER 

SEFTEMBER 30.2007 

Account . Subsidsaw Account 

UIILITY PLAN1 
AI onglnai cost 
Rcacrvcs for Dcprccivtion and Amonimtion 
Elcctnc 
Gas 
Common 
Amonimllon of Plant 
E lKt"C  

Gas 
Common 

INVESTMENTS - AT COS1 
Nonutilily Properly 
Nonutilily Propcrly Rcscrve 
Ohio Valley Elcclnc Corpomtlon 
Spccial Funds 

JP Morgan Chase 
BB&l 
Bank of Amciicv 
TawnundCounuyBsnk 
US Bank 
Bcdford Loan and Deposit Bank 
rarmcrs Bank 
Mcsde County Bank 

OTHER SPECIAL DEPOSlrS 
MAN Margin Call 

CASH 

TEMPORARY CASH INVESIMENIS 
OlhCf 

ACCOIMTS RECEIVABLE -LESS RESERVE 
Working Funds 
Customcis-Active 
Wl,olcrulc Sales 
lnnrmission Salcr 
Unbtllcd Revenues 
Employcc Computer b s n r  

Officers and Employees 
Tax Refunds 
IMBA 
IMPA 
Other 
Rercrvcs for Uncollcctbblc Accounls 
Utility Customers 
ReSWVC 
Accrual 
Chsrgcd Off 
RCC0"e"cs 
A/R Mmellanuour 

DamvgC C h m S  

lni~resl and Dwdcnds Rcccivable 
R e m  Rcccivablc 

ACCOUNTS RECEIVABLE FROM ASSOCIATED COMPANIES 
E ON US Sc~ceslKcntucky Ut 

FUEL 
coal 1,169,128 in  TOM ~ $ 3 4  72. MMBTU 27,047,085 94 Q 15007g 
rud 011 198,332 Gallons @ 182 206 
cas P ~ ~ ~ I ~ ~ ~  127,044 no MCFQ $644 

Rcgular Matcnals and Suppllcr 
Limestone 35.925 91 Ions Q $6 23 

PLANT I*ZI\IE~LSANDOPERI\TMGSUPPLIES 

7 

R d 8 " E C  

Suhsidivw Account 

4.24a.6112.193 18 

(204.035,049 89) 

(innno) 
(800 no) 

(20,131,786 64) 

(1.554.997.776 81) 

(66.082.052 67) 

75.239 56 
(63.360 36) 
594,286 no 

19,1nn.631 65 

12.757 82 
11.686 97 
65.064 23 
22,617 97 

2.~08.478 44 
tonno 

in.nnn no 
77,058 85 

1.195.192 73 

35,497 16 

21,28000 
90,1199.826 77 

3,288,827 09 

37.o91.000 no 
100.294 49 

600 on 
3.095.494 57 

4,076,149 25 

338.1 1 I 65 

782.331 82 

3.346.031 98 
3,505,62658 

(860.831 w) 
(1,601,878 75) 
3.418.751 02 

(1.816.872 27) 
(1.1 16.766 00) 

28.932 18 
409.914 06 

10,433,244 05 

Balance as Shown 
On Bsluncc Shcct 

4.248.602.193 18 
(1,845.247.566 01) 

19.706,796 85 

1,195,192 73 

35.497 16 

1 ~ 0 6 . 8 2 3  44 

818.416 29 

26.061.095 81 



Account - Subr8dsvni Account 

STORES EXPENSE 
Starer Expcnrc Undlstnbutcd 

GasSt Undcrground*l1,737911 MCr(14 73pslr)@%7 13 
GAS STORED UNDERGROUND - CURRENT 

ALLOWANCE INVENTORY 
Allowancc Inventory 

PREPAYMENTS 
1nB"m"Cc 
Fnnchscs 
IaXCS 
hghls 01 Way 
Rirh Managcmcnt and Workers Compensation 
Vehlclc Llccnsc 
Olhcr 

MISCELLANEOUS CURRENT ASSETS 
Mtsccllancous Current Asscls 
Dcnvvtive Asset - Non-Hedging 

UNAMORIIZED DEBT EXPENSE 
Pollution Control Scncr Y due Msy I ,  2027 
Pollution Control Scner Z duc Aug I ,  2030 
Po1l"tton Control Scncs AA due Sept I 2027 
Pollution Conwol Scncs BB duc Sept I ,  2026 
Pollution Canuol Scncs CC due Scpl I 2026 
Pollmn Control Scner DD due Nov I ,  2027 
Pollution Control Scncr EE duc Nov I ,  2027 
Pollution Control Sews FF due Oct I ,  2032 
Pollution Control Scncs GG due Oct I ,  2033 
Pollution Control Scncr HH due Fcb 1.2035 
Po1Iution Conwol Bonds due Jun 1.2033 
Pollution Control Bonds due Jun 1,2033 
Pollutm Control Bonds duc Jun I 2033 

Rcfinanccd and Called Bonds 
UNAMORTIZED LOSS ON BONDS 

OIHER DEFERRED DEBIIS 

DEFERRED REGULATORY ASSET 
ASCI Retmmcnt Obligations 
Elcctnc 
Gas 
Common 
Pcnrion 8~ Partrctiremcnt Benefits 
ECR Ash Huuling 
MlSO Exit Fee 

ACCUMULATED DEFERRED INCOME I M E S  
Fcdcml 

Elwmc 
Gar 

state 
Electnc 
G3S 

Excludcr % MCF 
Non-rceovcmblc Bssc Gw 9.M8.855 00 7.880 000 

Balance 
Subridinni Account 

4.385.536 61 

83.681.538 64 

12.373 69 

488.557 99 
20,735 84 

1,454.540 89 
280.000 03 
90,nnn no 

I ,270,939 42 

3.834 ni  

24,019 08 

528.818 92 

467.986 49 
n74.000 99 
395,127 on 

203,134 23 
219.843 02 

920,888 48 
3,054,288 29 
1,no1,15440 

186.751 36 

219.876 67 

592.562 24 
554.294 31 

1.172.06251 

19,360,334 68 

40,493,172 85 

Balancu as Shown 
On Balance Shect 

4.385.53661 

83,681.538 64 

12,373 69 

3.628.793 25 

532.652 93 

9.861.96999 

19.360,334 68 

40,493,172 85 

166.250.119 76 

10,577,731 84 
5.090.817 13 

22,770 32 

I 3. I 39.01 6 40 

126,288.471 00 
3,131,31307 

51,018,618 60 

I o w l  ASICQ and Othcr Deblls 3.029.594.418 59 3,029.594.410 59 
8 



LOUlSVlLLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

SEPTEMBER34 2007 

Account - Subsidiaw Account 

COMMON EQUITY 
Common Stock , . ,  . 

Retained Earnings 
Common Stock Expense 
Additional Paid-In Capital. , ., 

Other Comprehensive Income 

Pollution Control Bonds . .  . ,  . ,  . 

. , .  . ,  BONDS . ., . ,  

L.T NOTES PAYABLETO ASSOCIATED COMPANIES 

ST NOTES PAYAB1.E TO ASSOCIATED COMPANIES 
Money Pool Payable . ,  

Regular, . , , , , ,  , 

Salariesand Wages Accrued , . , , , , .  , . , .  , 

Tax Collections - Payable, . , , .  , , , , .  

E ON US Services/Kcntucky Utilities. , , ,  , . . .  

Customers' Deposits , . . . , ,  , .  . ,  . , . 

. .  . .  , , , ,  , . " ACCOUNTS PAYABLE . ,  

. ,  

ACCOUNTS PAYABLE TO ASSOCIATED COMPANIES . , , , , , , ,  , ,  

CUSTOMERS'DEPOSITS, . . , . . . . .  . 

TAXES ACCRUED. . , . , . , . ., , , , . , , . , . . . 

Taxes Accrued , . . . , . , , . . ., , , . , . .  

NTEREST ACCRUED. , . , , . , . , . . , , , , .  , , .  

Loan Agreement. Pol, Cont. Bonds 2000 Series A-TC , . . , . . , , ,  

L.oan Agreement - Pol Cont Bonds 2001 Series A ., , , . . . ,. , . . , , . . 

Loan Agreement - Pol Cont Bonds ZOO1 Series A , , , ,  . 

1.oan Agreement - Pol Cont Bonds ZOO1 Series A-TC . . ,  . , ,. , . . , , 

L.oan Agreement - Pol Cont, Bonds 2001 Series B ,. ,. , ,  , ,  , , . . . ,,  . ,  ., . 

L.oan Agreement - Pol Cont Bonds 2001 Series B-TC . , , . . . ,,  , , , 

Loan Agreement - Pol Cont Bonds 2002 Series A-TC . , , , . . , ,  . , ., 

L.oan Agreement - Pol Cont Bonds 2000 Series A , , . , , ., . . ., , 

. , , ., . . ., . , 

L.oan Agreement ~ Pol Cont. Bonds 2003 Series A , . , . , . , , , .  , 

L.oan Agreement - Pol. Cont. Bonds 2005 Series A , , , , , .  . , . .  , .  

L,oan Agreement - Pol Cont Bonds 2007 Series B 

Interest Rate Swaps . , , , .  . . .  , .  

Customers' Deposits. ,. . ,  

L.oan Agreement - Pol Cont Bonds 2007 Series A, , . . ,, , . , , , , . 

L.oan Agreement - Pol Cont Bonds 2007 Series A , . , ., , . . . ,,  , . 

Fidelia . .  

, , .  

. .  , ,  , , .  . ,  . .  

ST 0BL.IGATIONS UNDER CAPITAL. L.EASES , , , , , . , , 

MlSCELL.ANEOUS CURRENT AND ACCRUED 1.IABlL.lTIES ., . . , ., . , . . 
Customer Overpayments . , . . . , . . , ,  . . ,  , 

UK Emission Research Grant , . ,  . . , , ,  , , 

Vacation Pay Accrued , ., , . , . . . ., . , , . . . , . , . . . ,,  , ., , 

Derivative Liabilities - Non-Hedging , . ., , , . , , . ., 

Postretirement Benefits - Current. , . ,, . , , , . , ., , . , . . . . 

Other . . . , , ,  . . ,  . ,, , , , ,  ,., 

9 

Balance Balance as Shown 
Subsidiaw Account On Balance Sheet 

1,126,335,041 21 
425,170,424 09 
670,172,687 76 

(835,888 64) 
40,000,000 00 
(8,172,182 00) 

574,304,000 00 
574,304,000 00 

363,000,000 00 363,000,000 00 
105,533,000 00 

105,533,000 00 

89,265,726 81 
86,427,921 50 
1,721,055 03 
1,116,75028 

29,601,712 83 

19,059,437 62 

22,994,312 06 

86,666 67 
182,526 82 
6,988 60 
57,174 67 
69,880 14 
89,657 52 
88,938 64 
9 1,092 24 
439,882 66 
29,166 68 
9,945 86 
11,293 37 
942,999 98 
96,748 61 

6,650,753 32 
772,563 06 
464,166 57 

2,33 1,104 20 
250,000 00 

4,642,413 83 
306,839 57 

2,248,334 00 
389,242 47 

29,601,712 83 

19,059,437 62 

22,994,312 06 

9,626,278 84 

464,166 57 
10,167,934 07 



LOUISVlLLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

SEPTEMBER 30,2007 

Account - Subsidiarv Account 

LT OBLIGATIONS UNDER CAPITAL. LEASES 
CUSTOMERS' ADVANCES FOR CONSTRUCTION , , 

L.ine Extensions 
Electric. . , .  , 

Gas , . . , .  

Customer Advances - Arena . ,  

ASSET RETIREMENT 0BL.lGATIONS 
Electric , , , . , ,  

Gas 
Common , . , , , ,  . ,  

OTHER DEFERRED CREDITS , .  . , 

REGULATORY L.lABlL.ITlES . , .  

, ,  

. , .  

. ,  , ,  

, .  

, ,  

. ,  

Asset Retirement Obligations 
Electric , , 

Gas . . .  , , . 

Deferred Taxes 

. , . .  . .  

, ,  

Federal 
, , , , .  . . .  , . ., , . Electric . , . .  ., 

Gas , , , ,  

Electric . . .  . , . , .  . 

Gas ., . . . . ,  . 

, , ., . , , . , ,  . , .  

State 
. , . . ., , . , . ,  

, .  , ., . , .  

MISO Schedule 10 Charges . , , . , ,  , , ,  

, ,  , .  , INVESTMENT TAX CREDIT. . , ,  . . ,,  . ,,  

Job Development Credit 
.. . ,, . , . . . . ,  . , , .  , . .  Electric. , , .  

Gas,  . ,,  . , .  . , . . . , . . , . ., , . 

, . ,, . . .  . , ,  AdvancedCoal Credit .. , , . 

ACCUMULATED DEFERRED INCOME TAXES . . , . ., . . ,,  . , ., , , , , 

Electric, . , . ., ,. . ., , . . . , . ,  , ., ., ., , ," . , , , , . ., . ,. . 

Gas, , . . . ,, . . 

Common. , ,  , ., . , . , 

Electric , , . , , . . , . , , , , ., . , . . . . , , . 

Gas . , . . , , , , , ,  , . . , ,, , , . , , . ,, . . . 

Federal 

, . .,, , , .  , ., , , , , ., , . , 

, , . ,  . ,,  . 

State 

, ,  . , 

, , ., . . . . Common , ., ,. , , . . , . , ,, ,., ., ., , ., , , ., , ,  . . , 

, ,  . . .  . Netting Out Deferred Tax L.iabilities 
MlSCEL.L.ANEOUS L.ONG-TERM L.IABILITIES. . . ., . ., , , , , , , , . 

Workers'Compensation , , , . , . , . . . . , . . . . , , . . . ., . . . , 

ACCUMUL.ATED PROVISION FOR BENEFITS.. . , , . , . ,  " . ., 

. ., 

Uncertain Tax Positions , . .., , . . ., . .. . ,, , .,., , . , , , ,  ", ,, , , ,  , . 

. , .  , , .  . , ,  Pension Payable , ,  . . .. ., , ,  . . ., , ., . ., , , ,  

Postretirement Benefits - FAS 106 . ., . , , , ., , , ,  , , ,., ,, , ., , ,  , ,  . .. , . 
Post Employment Benefits Payable , ,  . , ,.., , . . . , ,  , , , , .  

Total Liabilities and Other Credits 

Balance Balancc as Shown 
Subsidiarv Account On Balance Sheet 

118,249 00 1 18,249 00 

16,627,256 05 

799,072 49 
8,083,864 8G 
7,744,3 18 70 

21,504,191 76 
7,669,188 99 

25,348 78 
41,95 1,720 60 

219,109 82 
96,424 86 

26,695,003 75 
1,705,343 50 

18,829,272 00 
2,697,123 50 
3,620,442 00 

33,912,442 30 
1,188,306 99 

11,779,626 00 

292,562,346 01 
43,927,433 65 

(54,580 00) 

49,863,054 87 
6,906,557 50 

( I  ,4l 7 00) 

29,198,729 53 

41,951,720 GO 

53,862,719 43 

46,880,375 29 

393,203,395 03 

6,607,120 00 
6,030,948 00 

576,172 00 
90,793,243 65 

(3,967,637 00) 
91,140,837 65 

3,620,043 00 

3,029,594,418.59 3,029,594,418.59 
10 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

SEPTEMBER 30,2007 

CASH FLOWS FROM OPERATING ACTlVlTlES 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .......................................... 

Items not requiring (providing) cash currently: 
Depreciation. . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Amortization, . . . . . . . . . . . .  , . . ,, , ., ., , . ............... 

Deferred income taxes - net . . . . . . . . . .  ............................ 

Investment tax credit ~ net ................................................................................. 
Other., ...................................................................................................... 

Change in receivables ....... 
Change in inventory. ........... ................................... 
Change in allowance invent 
Change in payables and acc 
Change in other regulatory assets.. .................................................................... 
Change in other regulatory liabilities.., .............................................................. 

Change in other deferred credits,, . . . . . .  , ,  , .  

Change in other deferred debits. .............................................................. 

......................................................................... 
Net cash provided (used) by operating activities.., ................. 

Year to Date 
2007 2006 

CASH FL.OWS FROM INVESTING ACTiVlTIES 
Gross additions to utility plant - conshuction expenditures . . . . . . . . . .  . . . . . . . .  
Change in long-term investments,,. ................................... ....I.. ........................... 
Change in restricted cash .................... . , , ,  

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

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt.., . . . . . . . . . . . . .  
Net increase in short-term debt ........................................................................................... 
Net increase in short-term capital lease obligations ................................................. 

, . , . ., ., ., . ., . .................... 

Net increase in long-term capital lease obligations . . . . . . . . . . . . . . .  
Payments forretirement of long-term debt . . . . . .  
Payments for retirement of preferred stock 
Net decrease in short-term debt ................................................................................................... 
Dividends on preferred stock ............................................................................................. 
Dividends on common stock. . 

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

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

'ET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS .......................... 

CASH AND CASH EQUIVAL.ENTS AT BEGINNING OF PERlOD ........... 

CASH AND CASH EQUIVAL.ENTS AT END OF PERIOD ................................ 

11 

100,538,666.78 

88,845,503 22 
4,755,128 80 
8,786,282 36 
5,810,138 15 

(3,535,573 04) 
29,921,434 05 
(5,500,578 23) 

3,029 31 
(86,609,671 27) 
(2,630,416 22) 
(1,507,851 43) 
(4,055,956 40) 
(9,326,314 69) 
(2,750,849.63) 

122,742,971.76 

(137,354,183 74) 

(4,689,976.47) 

(142,038,701.94) 

5,458.27 

26 1,458,4 13.55 
37,709,000 00 

464,166.57 
11 8,249 00 

( I  26,000,000.00) 
(9 1,643, I 12.60) 

(4,416,711.93) 
(65,000,000.00) 
12,690,004.59 

(6,605,725.59) 

9,448,987.03 

2,843,261.44 

90,3 15,369,22 

87,899,758 86 
4,380,864 19 

(7,042,849 05) 
(3,027,624 17) 
(1,563,130 60) 

130,941,027 29 
32,057,275 21 

4,463 50 
(67,270,783 71) 

(8,520,169 99) 
5,855,965 57 

(62,158 83) 
32,977,424 97 
(7,652,964.64) 

289,292,467.82 

( 1  04,061,755.28) 
(79,826.21) 
665,502.14 

( I  03,476,079.35) 

(1,821 17) 

( 1,250,000.00) 
(88,908,000.,00) 

(2,625,273.5 1)  
(95,000,000.00) 

(1 87,785,094.68) 

(1,968,706.21) 

7,098,682.48 

5,129,976.27 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

August 3 1,2007 

Prepared by Regulatory Accounting and Reporting 



I 

- 8PP19'PI I'OZ 

8VPI9'PI 1'02 

8VP19'PII'OZ 

OE'8OlPPZ'P 

L1'61 l'E9P 
IFOLO'OZI 
2281 FZ99'E 

SLZZL'09E'PZ 

6CZEZ'L88 
6C~OGVFLP'EZ 

9SSPI'Z90'16 

EI'IPE'8PI 

OE'Zi 

(00001) 

8861 

88'61 

P29f 

IrEZL 
PLO 
EZPZ 

sp'zz 

(681) 

L9L 

(9LI) 
00001 
99Ei 
9L9 
SSPZ 
00001 
00001 

(00001) 
(00001) 

169 
ZOO 

(Lr.11 
6FE 

% 

ELZOI'L99'1 

(EZE98'0EE) 

OEGEZ'9CE'E 

OSGEZ'9EE'f 

08'E9E'6ZI'l 

I V I98'9Ob 
88'088 
ISli9'1ZL 

OI'E09'S9P'P 

(POP8P'I I I'll 
PE'L8O~LLS'S 

(OPESO' I SUI) 

EZ'OLS'OI 

0OL68'S 
009Z9'6L6 
E9PPE'SOP 
8ZLP0'61 I 
Z I 'LEL'SPb I 
PB'OOZ'P98 
WS9281P'S 

(OOSOZ'196) 
(00 I8L'SL6'9) 

(09S29'01) 
OE'G01 

(LVZZ0'9L) 
(9 I 'OPG'POO' 1) 
(I 1'6LZ'196'Z) 
W9Eb'P9P 

(SSIZO'OS9'Z) 
61'L8S'SL9'Z 

PFCEOPZS'E 

(192 18'05 I I 
LS9P8'9LG'E 

lNn0WV 

86PLE%LL'91 

05PPLL91 l'f 

YLLSZ'PS 
WO61'611 
lL96Z'IP6'Z 

8P611'568'61 

EV9IL'866'1 
SOEOP'968'LI 

96861'f18'Z6 

OFOLL'LCI 

S1'09O'f 11'1 
OI'S86'09L'I 
OFZEP'PZCL 

(SE'IOP'ZSI) 
6SL91'61S 
92LSG'OPS'G 
9P99ZX60'9 
LSOPP'C96'L I 
SE'SSCEPG'S 
GSEOL'618'L 
PV66S'PZS'EE 

lOZ09'60L'OI I 

8SLZ6'PIO'l I 
EPP19'P69'66 

1NnOWV 
W3hLSV-l 

(OOZP2'6Zf) 
009Z96L6 

PB'OOZ'P98 
EP59Z'EI P'S 

(00'502'196) 
(0018LSL6'9) 

(569Z0C91) 
6B'9LZ'61S 
GLbEG'P91'6 
OE'9ZE'880'5 
91191'20O'S1 
08 I GL'LOP'9 
POZ89'6ZZ'S 
E9981'0OZ'9E 

SFSC9'5~5'PI I 

S6PI I'P98'01 
001ZZ'IL9'EOI 

DUlOW 
W3.x SEI1 

KINOW 1mn3 

LOOZ'IE Lsn3nv 
311103NI SO LN31USLVLLS 3AkLWVdWO3 

ANVdiUOJ 31)313313 (INV SV'3 3111AS11301 

.. '""suammbay puap@!a ~UJJX~ 

.................................................. amom[ ,a,q 

"'XgL JO 1SN a8WqJ8UtlUno33V JO lJJJJJ DnllElnwnJ 

..-.-.. rxusdxa iraaiq iaqio 
3uadx-J qqjo UOIICZIUIO~ 

-,q~a UW~~U~ UO~~~~~UI 

.................... SJaISil> 1SaZlUl aOJ38 31uO3Ul 

............................ ruoW"pa(lE9q awoJ"1 laylo 
awow1 Suvcl~do i+~ ........................................... 

............................................ mJdq uoiia~~y 
...................... r2>"nmo[,"Jo "0!,!50&!~ ucq urn09 
....... ""I!p2J> X?L lUJU482AUI JO UOIICZIUOUIV 
.............................................. l!PaL'3 xu1 ,ualulsJn"1 
................................. '"lq1Op"cLuuodold 

p>lPmrlq - ~lUO~Ul a1"S 
psawnq - JW0,"l [w>py 

>>N - awmq PUJJJO 

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

................................. 
IJN - JWO3Ul Icl2pY PWlU;lJaa 

........................................................ aWoq alms 
>wo,q papa, 

SJVoL 

-!pa3 .Wcin5w 

........ 

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

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

........................................................... a>"r"Jl"bEW 

... rasuadq uwcldo ityio 

............................................... 
JsnqJlnd ,>*,Od 

JUrJWJOj cnrl ... 

.....................................  mua am^ Sunclad0 1em~ 

.................................. rmu~nav SuiicladO "3 
rinuonay Sunclad0 mntia ................................. 





E 

L982Z'SZI'1ZI 

ZYOP8'8L1'Z 

6Z690'POf'EZl 

6Z'690'POCfZI 

9L906'166'9P 

ZS'IOL'896'P 
P8866'OEP'I 
01'90Z'266'0P 

509L6'562'OL I 

(SZ6t.6'8 15) 
Of526'PI S'OL 1 

9L'S26'122'921'1 

(01'6) 

PB'ZL9'6PZ'PZ 
t89OLZ'028'1) 
(LZLESLYP'ZE) 

68601'IPP'I I 
92ZE0'095 
080S8'E 12'1 
OZ'LLS'P88'9 

LSS60'166'51 I 

bZ911'6E5'C 

1811Z'OES'61 I 

OSILS'IZP'L 

I E'ESL'I 56'921 

Pf6PZ'ELC6E 

IP'9ZZOZL'P 
OZ9EO'OfP'I 
EL'986'22Z'EE 

~9~~0'5~~~99 I 

69L85'9L6 
96PPP'SPC'S9 I 

LO888'6iS19Z'l 

PZ'S66'PEE'I 
tLO909'POO'I) 
tLSS69'9SO'P) 

PC06f'LSI'OOE 

rOrr~'888'9z~'i 

ZP'096'l L9'fYP 
192LE'9IZ'f96 

EVLPS'PL 
f9182'591'Z 
b1'9E0'6SL'8 
XO960'OPL'L 
PLBOL'PE 8'1 P 

(98'581'1 EE'Z) 
OE'ZLO'SOE'9 
1~'rso'968'81 I 
ZOYP6'PO9'LL 
IS'ZPCY86'6LI 
6L'869'018'SPZ 
61'LE8'196*56 
9251 ~'09y'ri r 

9OI58'910'L62'1 

P1'86SlOf'SPE 
ZFZSZ'S~L'IS~ 



a
 
i
 

m - 



~ 

61'16P'SI 1'258'2 

LL'OXP'ZLX'LIL 

8('OZE'500'65 
OPESX'S~~'~~ 
sl~zPz's 10'1 L 
6L'I98'0OS'Li 
RESEP'9L8'6 

P8'P06'iCI'E61 

56286'SZE'X 

9V92C199 
9080('ZP9'S 
rv I ~Z'PLZ'OP 
ZL'PRO'SS6'LI 
561C8'26L'SC 
12'6L9'681'68 

(00000'8S6T) 

00'000'022'1 

XS'I11'601'6~6'1 

00000'000~522 
00000'05L'81 
owoowtorws 

SOP6S'PZP'OL 

rsLi S'OE~'OSO'I 

LZ'LXZ'POZ'IP9 
(61'5OC'806'PS) 
00'000'000'0P 

(~9'888'~~~) 
60PZP'OL I'SLP 

UV3A lSVl 

5 
.............................. swa mtto puv msv Imoi I 1'5s1'OL0',66'Z 61'L6P'SI 1'258'2 

L2'59E'LL8'802 66106'296'582 .................................... 1m4L 

......................................... n!w wva wo S8126'956'8C 
szi rz'osG'sgi nxsv &oioln%n paugaa 

ZS'6FZ'POP'69 

saml auro~ul pamjxj paiapuomv 
65'82I'PPE'ZZ 

rpuog "0 rrq pmu0Wc"n 
62'616'968'88 L5'86Z'XZ8'15 

Jruadxg 1qaa pazluomun 
665CO'LPP'61 

P8092'892'8 

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

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

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

EO'LIE'E~~'GI 
riPrP'o8~'6 

mqto PUC n!qq pwajaa 

................................................................. I@Pl iVi6S'98P'P62 EYE~O'~~O'SIE 

PI'PZ9'Z69'1 L 
SOL88'PSZ'P 

62'91 l'086'1P 

09651'6CP'Zi 

26 IZP'EWPZ 

P2'8L5'PL9'021 

91'59~'9r9'~ 
8P'IZI'E 

IF'86C196'5 

............ SIJPPV ptlumv g iuwnj m.melpx!~ 
nmluhrdad ....................................................... 

EI'F~E'P~S'I 
~T'ZOOPPI'~ 

oo96r'9r6'89 

LYEIE'OZZ'PE 

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

90'0L9'2 I 

996ZZ'IP9'P 
POSPL'6P0'92 

............ sJmodrno3 '2orrv rnmg qqmm2~ SJION 

amsn rrq.alqcmmn nunomy 

RCZO9'LCP'X 

........................... svzsr'sc 

.................................................................. Y'C3 
01'510'02 
LP'ZFP'ZPE'C 

1'131Dv pJN>JV PUC IUJIlnJ 

........ SE'PP9'LZ8'02 O~OOO'OOL)'~~~ BJIUEd11103 pJlerJoraV (It J@C& %TON J.7 oma0'8~8 

00'000'POC'PLS 

............. d qqmJJpan loicpuoly 
................................................................. ..... --'ZpUOg ~a4UOJ OollnllOd JaYlO 

spun3 pads 
xduasal( rrq4uuadwd &!I!~~uoN 

....................................................... LZ'PEO'PPI SE'6LP'I 22'02 

0098i'PGS 00982'P65 

................................................. 
......................... UOilclOdiOJ DUI3Jla r(WCA O!gO 

IIWSPJUaJJld CSLC9'6FI 026L8'11 

....... 1503 tv - ou3unranu1 PS'Lr0'915's1 

............................................. duiwr~a pmmy 
........... ............................................... ......................... PIOl PI.510.c6L'26~'2 

OL'650'529'5E8'1 
P8PLo.xI~.x22'P 

f aniruaqadrnog mq10 61'0P0'16Z'LZC'Z 

9EZLS'2SL'99L'l 
55'2 I9'EbO'PbO'P 

6ErPP'oOx'xs9 
(00' lP6'819'L) 
00000'000'0P 

(P9888'SEE) ..................................... uoircriuornv g uoscmadaa JOJ mman rrq 
a03 ISUIaUO 1c 1"Sld nl!l!ln ............................... 60'PiP'OLI'EZP 

uomqnidcg Wold r(l!l!lfl 



0000 I 

98'E 
00001 t.1'96 

89L1 ooz I 

SG'LZ 069Z 

lVLldV3 Lma us 
78 lVLldV3 

1VLO.L A0 LN33Wd 

P8'LEO'SSZ'SE I 'Z 

00000'5EP'ZS 
PS'LEO'OZS'Z5O'Z 

00'000'000'E9f 

OO'OOO'POE'PL5 

00000'000'09 
00000'00Z'5E 
00000'000'1 E 
00000'000'0P 
00000'000'8z 1 
00000'599'1P 
00000'000'5E 
00000'000'5E 
00'000'005'LZ 
00000'005'ZZ 
00000'P01'01 
00000'5EE'E8 
00000'000'5Z 

9 

PS'LE0'915'5 I 1'1 

GE'EWP'008'859 
(00lPG'819'L) 
00000'000'0P 

(P9888'SES) 
60PZP'OL I'SZP EZZ'P6Z'IZ 000'000'5L 

LOOZ '[E isnmv 
L93a MIX3L-LXOHS aNV NOILVZ17VLldV3 tI0 LN3W3LVLS 

hNVdMO3 3RlJ.3373 aNV SV3 3771ASlnO7 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE -GENERAL LEDGER 

AUGUST 31,2007 

Accau~~m - Subridiarv Accou! 

UTILITY PLANT 
A1 Onginal Cost 
Rcrcrvcs lor Dcprccialion and Amonl7utlon 
E l C C l X  

Gar 
Common 
Amsnmlion of Plant 
Elcctnc 
GnE 
Common 

INVESTMENTS - A i  COST 
Nonutilily Propeny 
Nonuttlity Properly Rcrcrve 
Ohio Vallcy Elcclnc Corporatian 
Special Funds 

IF Morgan Chsrc 
CASH 

BB&T 
Bank of Amcncd 
Town and Country Bank 
US Bank 
Bcdford Lam and Dcpostt Bank 
Famen Bank 
Meade Caunly Bank 

OTHER SPECLAL DEPOSlTS 
MAN Margin Call 

TEMPORARY CASH INVESIMENTS 
Olhei 

ACCOLINIS RECEIVABLE - LESS RESERVE 
Working rundr 
Customen-Active 
WhhOlCSdC saicr 
lmnrmirrion Svlcr 
Unbillcd Revenues 
Employcu Campuler lams 
Damvgc Claim$ 
Ofiiccn and Employccs 
Tan Refunds 
IMEA 
IMPA 
O h  
Rcscrvcs far Uncollccublc Accaunlr, 
Ulilily Customers 
RCSWW 

Accrual 
Charged OK 
REE0W"CS 

MI Miscellaneous 
Inifwst and Dividends Rcccivablc 
Rcnlr, Rwcivablc 

ACCOUNlS RECENABLE FROM ASSOCIATED COMPANIES 
E ON US S c r v ~ c e ~ c n l u c ! q  U l 1 l l i 1 ~ ~  

Coal 1.00089625 1~~@$3601,MMBTU23,07420249Q l5620$ 
Fuel 011 166,045 Gallons @ 155 83!! 
Gar Pipeline ( I  1,536 00) MCF Q (166 88) 

FUEL 

PLANT MATERIALS AND OPERATING SUPPLES 
Regular Malcnsls and Supplics 
Limcilonc 44.057 91 ions Q $6 69 

7 

Bvlancl! 
Subsidivw Accounl 

4.228.418.074 84 

( I  ,547.649.817 4 I )  
(202,623,944 06) 
(65.496.235 29) 

(l0000) 
(800 00) 

(19.654.162 94) 

75,239 56 
(63.360 36) 
594,286 00 

20.221.479 35 

324.232 52 
11.695 39 

734.661 85 
22,61797 

2.162.065 89 
100 00 

10.000 00 
77,058 85 

20.015 10 

35.352 45 

21.28000 
78.276.907 94 
2,656.298 53 

236,841 47 
49,119,000 00 

103,971 68 
715.872 81 

600 00 
3.016.535 57 
2,114,471 93 
2.194.387 27 
4,813,087 74 

(946,931 00) 
(1,374,772 91) 
3.002.871 31 

(1.628.098 40) 
(589,623 00) 

2,278 46 
374.961 34 

8,437.602 78 

36.041.372 90 
258.750 81 
(79.310 04) 

Bvlancc PE Sll0,Vn 
On Bslancc Sheet 

4.228.418,074 84 
(1,832.625.059 70) 

20,827,644 55 

3.342.432 47 

20.015 10 

35.352 45 

142,109,940 74 

8.437.602 78 

36,220,813 67 

26.049.745 04 
25,755,084 07 

294.660 97 



LOl i lSV I I  I IIGAS A N U E I  LCIIllCCO\II',ANI' 
IRIAI D,\ l  ANCL - CESEIL4I I EDGER 

Aucusr 31,2007 

Accoimt - Suhridiaw Account 

STOIES EXPENSE 
Stores Expense Undirtnbuted 

GAS STORED UNDERGROUND. CUIRENT 
GasSt Undcrground*94I8651 MCF (1473paIa)@%732 

ALLOWANCE INVENTORY 
Allowvncc Inventory 

PREPAYMENTS 
l"S"E?"CC 

rnnchlrcr 
I 2 X U  
Rights of Way 
Risk Management and Workcn Compcnsallon 
Vehxlc Ltccnsc 
Other 

MISCELLANEOUS CURRENI ASSETS 
Mircfllsncous Cumcnt Assets 
Denvatwc Asset - Nan-Hedging 

UNAMORIIZED DEBT EXPENSE 
P ~ I I ~ ~ ~ ~ ~  control sene5 Y ~ U C  M ~ Y  I 2027 
P ~ I I ~ ~ ~ ~ ~  C O ~ I T O I  Scncs z due Aug I ,  2030 

~ o ~ ~ u t r o n  conirol Scner nn duc SCQI 1, 2026 
Polluuan Control Scncs M due Scpt I ,  2027 

Pollution Control Sencr CC duo Scpl 1,2026 
Pollution Connal Scncr DD due Nov I ,  2027 

Pollution Control Scner FF duc Ocl I ,  2032 

Pollution Connal Sencs HH due Fcb I. 2035 

Pollutton Control Bonds duc J u n  1 2033 

P ~ I I ~ ~ ~ ~ ~  connoi S C ~ E  EE due NOV I 2027 

P ~ I I ~ I ~ ~ ~  controi sw rxj doc OCI I ,  2033 

~ d ~ u t t o n  conuol Bonds duc Jun 1, 2033 

~olluiion conuol Bonds due Jun I .  2033 

UNAMORTIZED LOSS ON BONDS 
Refinanccd and Called Bonds 

OIHER DEFERRED DEBITS 

DEFERRED REGULATORY ASSEI 
AISCI Relircmcnt Obbgations 
Elccmc 
Gm 
Common 
pension & rosmtmmcnt n d i s  
ECR Ash Hsulmg 
MISO Exit Fcc 

ACCUMULAIED DEFERRED INCOME TAXES 
Fedcnl 

Electnc 
c n s  

statc 
Electnc 
Gas 

Excludcs: 5 MCF 
Nan-recovcnblc Base Gas 9.M8.855 00 7,880,000 

4.641.229 66 

68,936,396 nu 

12.670 06 

62.207 5 I 

2a0,nnn 03 
90,ow no 
28.022 26 

1,616,15655 

224.985 89 

383401 
1.530.559 12 

469.918 49 
877.19099 
396,780 no 

204,029 23 
220,755 02 
220,788 67 

3.nm.047 51 
1,004,2064n 

522,610 17 
1,125,041 07 

187.574 36 

923,958 48 

563.453 94 

19,447.035 99 

18,956,921 85 

Balance 8s Show 
On Bilancc Shcct 

4.011.229 66 

68,936,396 no 

12.670 06 

3.146.002 33 

1,534.393 13 

9,780,414 33 

19,447,035 99 

38.956.921 85 

165,950,231 25 

18.450.487 59 

126,288,471 no 
2,994,451 51  

13.139.016 40 

51.828.298 57 

37,260,419 77 
6,667,754 98 

6,948,263 25 
951.860 57 

Reeovenblc Base Gar 2.139.990 00 2.930.000 
11.788845nn in,8in,nnn 

Iowl Asses m d  Ohher Dcbils 2.994.070.155 I I 2.994.070.155 I I 
8 



LOUISV1L.L.E GAS AND ELECTRIC COMPANY 
TRIAL BALANCE -GENERAL LEDGER 

AUGUST 31,2007 

Account - Subsidiarv Account 

COMMON EQUITY , ,  

Common Stock , .  , ,  

Retained Earnings 
Common Stock Expense , .  

Additional Paid-In Capital 
Other Comprehensive Income 

Pollution Control Bonds . . ,  . . ., . ,  

BONDS , .  . . , ,  

LT NOTES PAYABL.E TO ASSOCIATED COMPANIES 

ST NOTES PAYABL.E TO ASSOCIATED COMPANIES 
Money Pool Payable . , 

ACCOUNTS PAYABLE 
Regular , . .  , , ,  , ,  ., . . , 

Salaries and Wages Accrued . , , , ., , , , . , , 

Tax Collections - Payable , . , ., , . . , . ,  , , , . ,  . . ,  

E ON US ServicedKentucky Utilities. . , . ., ., . , . . , , . ,  , 

Customers' Deposits . ,,  , , . , , . . . , ., , . , .  , 

Taxes Accrued. , . . . ,  . . .  . , ,  , , 

ACCOUNTS PAYABLE TO ASSOClATED COMPANIES., , . , , , 

CUSTOMERS DEPOSITS . ,,  . . , ,,  . . . , , , , . , ,  

TAXESACCRUED . ,, , , . , , , , .. , , , , . . , , , 

INTEREST ACCRUED , . . . , . . . ., . , , , . .. , , . . . . , , 

. .. . ., ., , L.oan Agreement - Pol Cont Bonds 2000 Series A ., , , , , . 

Loan Agreement - Pol Cont Bonds 2000 Series A-TC , . , . . , ., , , . 

L.oan Agreement - Pol Cont Bonds 2001 Series A . . . . . , , . ,, . , 

L.oan Agreement - Pol Cont Bonds 2001 Series A , . . , . , , . ., 

Loan Agreement ~ Pol Cont Bonds 2001 Series A-TC . . , . ,, ., 

L,oan Agreement - Pol Cont Bonds 2002 Series A-TC , ,  ,, . ., . , ,  , ,  

L.oan Agreement - Pol, Cont Bonds 2008 Series A . , . . ., . . , . , ,  

L,oan Agreement - Pol. Cont Bonds 2007 Series A. . .. . , , , , , ,  

L,oun Agreement - Pol Cont Bands 2007 Series E.. . , , , , ., , . , .  . 

Interest Rate Swaps , ,  , ,  ., , , , ,  , . , .  

Customers' Deposits, . ., , , , . , . , ., , 

Loan Agreement - Pol Cont, Bonds 2001 Series B ., . . ,. . , , , , , .,. 

L.oan Agreement - Pol Cont Bonds 2001 Series B-TC . . , , , ,, . , . 

L,oan Agreement - Pol Cont Bonds 200.3 Series A . , ., , . , , , 

L.oan Agreement - Pol Cont Bonds 2007 Series A , . ., , , ,. . , , , , 

Fidelia . ,  , .  , . . ,  . .  . 

ST OBLIGATIONS UNDER CAPITAL. L.EASES. , , , , , .  , ,  

MlSCEL.L.ANEOUS CURRENT AND ACCRUED LIABILITIES. ., . , .  . , 

Customer Overpayments , , . , , , . . . , , , , ,  ., , 

UK Emission Research Grant . . ,  . .  . , ,  , , , ,  . ,  , .  

Vacation Pay Accrued , , , . . . .. . . ., , ,  , , .. , , , , , ,  , , 

Postretirement Benefits - Current , , . ,  , . , , , , , ,. . 
Other . , . . , , ,  , , , , . , , , , , , , . . ,  

. . . , ., . 

es - Non-Hedging , . .. .. , , ,  , . , . . , , , , ,  

9 

Balance Balance as Shown 
Subsidiarv Accounl On Balance Slicel 

1,118,816,037 84 
428,170,424 09 
658,800,443 39 

(838,888 64) 
40,000,000 00 
(7,618,941 00) 

874,304,000 00 
574,304,000 00 

363,000,000 00 363,000,000 00 

82,438,000 00 
82,438,000 00 

91,272,839 30 
88,614,323 55 

1,458,301 47 
1,200,21428 

18,567,980 27 

18,808,737.62 

28,474,991 88 

5,416 67 
200,004 02 

4,546 80 
280,484 81 
342,778 09 
293,597 25 
293,891 88 
104,10842 
39,989 33 
20,833 34 

3,358 36 
3,81336 

712,999 98 
118,464 15 

5,084,Ol 1 66 
757,578 82 

478,848 37 

2,490,569 48 
800,000 00 

4,799,673 82 
785,982 20 

2,248,334 00 
489,845 GI 

18,867,980 27 

18,808,737 62 

28,474,991 88 

8,232,849 31 

478,848 37 

11,314,105 08 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

AUGUST 31,2007 

Account - Subsidiarv Account 

LIT 0BL.IGATIONS UNDER CAPITAL. L.EASES 
CUSTOMERS ADVANCES FOR CONSTRUCTION . .  

Line Extensions 
Electric , .  , 

Gas, , ,  

Customer Advances - Arena . . . .  

ASSET RETIREMENT OBLIGATIONS 
Electric 
Gas , . .  

Common . .  

, .  . . ,  

. ,  , .  

, .  

. ,  

OTHER DEFERRED CREDITS , , , ,  , , , .  . , ., 

REGUL.ATORY L.IABlL ITIES 
Asset Retirement Obligations 
Elecmc , . . 

Gas . , ,  . 

Deferred Taxes 
, .  . ,  , , , 

Federal 
, .  , , , , . .  Electric , . , .  

Gas .  . 

Electric , . ., . . . . . . . . .  

Gas, . , . ,  , . ,  , 

. , , .  . . . . . . . . . . . . . . . . .  

State 
. . . . . .  

. ,  , ., , ,  , , . ,  

MISO Schedule I O  Charges , , , ,  . . . . .  

, , , , ,, . , , , , , ., , INVESTMENT TAX CREDIT . . . . . .  

Investment Tax Credit (prior law) 
Electric, . , . " " .  . ., ., ., ., , . .  

lob Development Credit 
Electric. . . . . . .  . ., . ., . 

Gas . , ,  , ,  

, ,  . . . . . . . . .  
. . . . . . . . . . . . . . . . . . .  . .  

Advanced Coal Credit , .  , , , . , , . , 

ACCUMUL.ATED DEFERRED INCOME TAXES., . , , , , . , , . , , , ,  . , 

Federal 
, . , . . , , . . . . . . . . . .  Electric , ,  , . , . . , ,  , . , ., 

Gas. . . .  
Common . , . .  , 

Elecbic . , . ,. , , , , ,, . . . . . . . . . . . . . .  
Gas , , . , . " . ., . ,,  ., , . , . , . "  . . , . . ,  

Common , ,  . . , , . 

. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. , .  . . . . . . . . . . .  

State 

,. . 

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

. . ,  . Netting Out Deferred Tax Liabilities 

Workers' Compensation . . . . . .  

. . . . .  

MlSCEL.LANEOUS LONG-TERM L.IABlL.lTIES , , ,  , , .  . , ,  

, , ,  , . . ,  , . ,  

Uncertain Tax Positions . , ., ,," , ., , ,  . . . . . . . . . . . . . . . . . . . . .  

ACCUMUL.ATED PROVISION FOR BENEFITS , , , , ,  ., . . . . . . . . . . . .  
Pension Payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , , ,  . , 

Postretirement Benefits - FAS 106 , , , . , . , ,. , . . , . , , , , . . , . ., . 

Post Employment Benefits Payable . . . . . . . . . . . . . . . . . . . . . .  

Balance Balance as Shown 
Subsidiarv Account On Balance Sheet 

141,899 00 141,899 00 
21,321,522 21 

799,072 49 
7,965,680 18 

12,556,769 54 
29,231,141 22 

21,518,225 26 
1,634,285 31  

25,230 65 

36,105,080 91 

216,989 15 
91.833 20 

27,846,617 75 
1,650,050 50 

18,994,203 00 
2,664,816 50 
3,341,946 00 

36,105,080 91 

54,806,456 70 

44,603,304 42 

(88 00) 

34,222,564 37 
1,201,202 05 
9,119,626 00 

395,539,339 04 

292,826,012 73 
45,689,880 68 

(54,580 00) 

49,861,439 79 
7,212,002 84 

( l ,4l  7 00) 

6,098,714 04 
577.308 00 

(3,967,637 00) 
93,581,293 93 
3,620,043 00 

6,616,022 04 

93,233,699 93 

Total L.iabilities and Other Credits 2,994,070,155.11 2,994,070,155.1 1 
IO 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

AUGUST 31.2007 

CASH FL.OWS FROM OPERATING ACTIVITIES 
Net income .................................. .., . 

Items not requiring (providing) cash currently: 
............................... 

Depreciation., . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Amortization .................................................................................. 
Deferred income taxes -net ........................................................ 

Investment tax credit - net,.. . . . . . . . . . . . . . . . .  
Other , , . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

Change in receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  

Change in inventory . . . . . . . . . . . . . . . . . . . . . . . . .  

Change in payables and accrued expenses., .................................... 
Change in other regulatory assets. ,.,.. , , 
Change in other regulato ................. 

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

Change in allowance inventory.,. , , .  . ................................................................... 
..................... 

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

Change in other deferred debits,.. ..................................... 
Change in other deferred credits ..................................................... 
Other . . . . . . . . . . . .  

Net cash provided (used) by operating activities ............................ 

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant - construction expenditures .................................................... 
Change in long-term investments ......... . . . . . . . . .  ...................................... 

Change in restricted cash ............ ...................................................................... 

Net cash provided (used) by investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt . . . . . . . . . . . . .  . .  . 
Net increase in short-term debt. .......... 
Net increase in short-term capital lease 
Net increase in long-term capital lease obligations . . . . . . . . . . .  
Payments for retirement of long-term debt ................................................. 

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

Payments for retirement of preferred stock .................................................. 
Net decrease in short-term debt.., .. ............................................................ 
Dividends on preferred stock .................... 

.I ........... 

.................. 
Dividends on common stock. ......................................................... 

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

E T  INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS. 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD., ........................ 

CASU AND CASH EQUIVAL.ENTS AT END OF PERIOD,.,.,.,,., . . . . . . . . . . . . . . . . . . .  

11 

Year to Date 
2007 2006 

89,166,422 41 

79,030,441 65 
4,277,505 IO 

11,112,54640 
3,533,067 28 
(178,479 94) 

34,013,958 02 
14,547,674 56 

2,732 94 
(84,995,901 70) 
(2,330,527 71) 

(564,114 16) 
(4,806,494 90) 

(15,172,954 38) 
3,732,590.16 

131,368,465.73 

(122,555,l IO 23) 
5,458 27 

(4,635,646.54) 

( I  27,185,298.50) 

261,573,707 82 
14,611,000 00 

478,848.37 
141,899 00 

(126,000,000 00) 
(91,643,112.60) 

(4,416,711 93) 

(6,071,202.11) 

9,448,987.03 

3,377,784.92 

82,690,949.12 

78,116,628 18 
3,839,788 32 

(12,317,367 07) 
(2,703,864 79) 
(1,305,661 82) 

114,455,394 90 
48,369,786 99 

4,003 88 
(50,799,895 40) 

5,175,366 89 
1,945,065 84 

(6,204,561 37) 
29,381,346 93 

(605,251.96) 
290,041,728.64 

(84,129,351 96) 
(147,427.67) 

2,18 1,382.98 

(82,095,396.65) 

(I,250,000,00) 
(l45,203,000.00) 

(2,625,273.5 1) 
(60,000.000.00) 

(209,080,094.68) 

(1,133,762 69) 

7,098,682.48 

5,964,919.79 
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Monthly Report to KPS 



LOUISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

July 3 1,2007 

Prepared by Regulatory Accounting and Reporting 
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LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE -GENERAL LEDGER 

I UL Y 31,2007 

Balance 
Subsidiary Account Account - Subsidtaw Account 

UllLlTY PLAN1 
AI Original Cost 4 209,174,420 04 

Rcscrves for Dcprcciatlan and Amortiwfion 
(1,540,391,851 29) Elcctnc 

Gas (201,735,951 98) 
Common (65.087.924 I 1) 
Amortiwtian ol Plant 
Elecmc (100 00) 
Gas (800 00) 
Common (19,134,886 05) 

INVESIMENTS-A1 COST 
Nonutilily Property 75,239 56 
Nonutilny Property Rescrvc (63,36036) 
Ohm Valley Elcctnc Corporation 594.286 00 
Special Funds 19,313,753 I5 

JP Morgan Chase 3,260,739 57 
BB&T 11,69539 
Town and Country Bank 22.617 97 
US Bank 1,202.586 91 

100 00 

Meade CounIy Bank 77.058 85 

CASH 

Bcdford Loan and Dcjmstt Bank 
Farmers Bank 10,000 00 

OTHER S P E C M  DEPOSITS 
MAN Margin Call 974.186 65 

Olhcr 35,201 68 
TEMPORARY CASH INVESTMENTS 

ACCOUNTS RECEIVABLE. LESS RESERVE 
Working Funds 21.280 00 
Culomcn-Active 75,742.180 IO 
Wholesale Sales 5,439.640 78 
lnnsmirston Sales 216.090 53 
Unbilled Revenues 41,520,000 00 
Employec Computer b a n s  104,566 18 
Damage Claim 585,21525 
Tax Refunds 3,040.438 57 
IMEA 3,224.198 52 
IMPA 3,373,641 56 
Other 3,280,789 14 
Rescrvcs for Uncallcctiblc Accounrs 
Ulility Cuslomcrs 
Rcscrve (969,853 00) 
Accrual (1,058,783 75) 
Charged 011 2,490,044 33 
ReC0"C"CS (1.43 1,260 58) 
NR Mirccllancous (589,623 00) 

Intcrcst and Dividends Receivable 1.651 76 
Rents Receivable 41 1.800 84 

ACCOUNIS RECENABLE FROM ASSOCLUED COMPANIES 
E ON US ScrvlceslKcntucky UU ltlcs 

Coal 1,092,21978 Ions@$36 IO, MMBTU25.288,027 91 @ 155 926 
Fuel Dl1 189.227 Gallons @ 158 766 
Gas Pipeline (76,943 00) MCF @ (SI I 66) 

PLANT MATERLALS AND OPERATING SUPPLIES 

40,234,999 26 

FUEL 
39,428,243 08 

300,41629 
(897.021 14) 

25.577313 76 
223,689 85 

Regular Malenals and Supplies 
Lm~cstonc 33,238 91 Tons @ $6 73 

7 

Balance 3s Shown 
On Balance Shcct 

4,209,174,420 04 
(I ,826,351.5 I3 43) 

19,919,918 35 

4.584.798 69 

974,18665 

35,201 68 

135,402,017 23 

40,234.999 26 

38,831,638 23 

25,801.503 61 



LOUISVILLE GAS AND ELECTRIC COMPANY 
IRlAL BALANCE - GENERAL LEDGER 

JULY 31,2007 

Accounl - Subvdzaw Account 

STORES EXPENSE 
Slorcs Expcnsc Undatnbuled 

Gas SI Underground'6,550,310 MCF (14 73 psla) @ $7 52 

A I  1 OWANCE MVEN I ORY 
Allowancc Inventory 

lnwance 
Fnnchiscs 
T a m  
Rights of Way 
Risk Managcmcnl and Workers Cornpcnsatlon 
Vchicle License 
Olher 

GAS STORED UNDERGROUND -CURRENT 

PREPAYMENTS 

MISCELLANEOUS CURRENT ASSETS 
Misccllancous Cuncnl Assets 
Dcnvativc AsscI - Non-Hedging 

UNAMORTIZED DEBT EXPENSE 
Pollu~ion Control Sencs Y due May 1.2027 
~olluiion Control Scnes Zdue Aug 1.2030 
Pollution Control Senes An due Scpt I, 2027 
Pollutm Control Senes BB due Sepl I ,  2026 
Pollution Control Senes CC due Scpt I ,  2026 
Pollu~ion Control Scncs DD due NOV I ,  2027 
Pollui~on Control Senes EE due Nov I 2027 
Pollution Conlrol Sene9 FF due Ocl 1,2032 
Pollution Conlrol Sene5 GG due Ocl 1,2033 
Pollut~on Control Sencs HH due Fcb I, 2035 
Pollution Control Bonds due Jun I, 2033 
~ollutmn Control Bonds due Jun I, 2033 
PoIIuI~o~ Conlrol Bonds due Jun I ,  2033 

UNAMORTIZED LOSS ON BONDS 
Refinanced and Called Bonds 

OIIiER DEFERRED DEBIIS 

DEFERRED REGULATORY ASSET 
Asset Rcliremenl Obligations 
Electric 
Gas 
Common 
~ c n s ~ o n  & Postrclirerncnt Bencfits 
ECR Ash Hauling 
MIS0 Exit Fec 

ACCUMULAIED DEFERRED INCOME TAXES 
Fcdenl 

EICCrnC 

GUS 

Slate 

Gas 
Elecmc 

Excludes s MCF 
Nan-iecovcnblc Base Gar 9,648,855 00 7.880.000 
Recovcnblc Bast Gas 2.139.990 00 2.930.000 

BSlla"Ce 
Subridiani Accounl 

4.626.793 2 5  _- 
49.279.1 57 8 9  

13.059 58 

1,200,702 19 
105,061 56 

I 777,772 21  
280,000 0 3  

90,000 00 
32,025 44  

423,342 36 

3,834 01 
402.038 2 7  

471,97049 
880,380 9 9  
398,433 00 
188.397 36 
204.924 2 3  
221,66702 
221,700 6 7  
927,028 48  

3,073.806 73 
1.007.258 4 0  

521,931 77 
480,956 6 7  

1,054,324 9 6  

19,505.157 30 

40,215,104 00 

18,323.243 34 
5.019.493 71 

22.528 34 
126,288,471 00 

2,922,589 0 7  
13,139,016 40  

37,362,120 7 7  
6528.973 98 

7,108.685 25 
887,296 57 

Bvlancc 8s Show 
On Bvlvncc Shcct 

4,626.193 25 

49,279,157 89 

13.059 58 

3,908.903 79 

405,872 28 

9,652.780 77 

19.505.157 30 

40.21 5,104 00 

165,715,341 86 

51.887.076 57 

Total Assets and Other Debits 
11,788,845 00 10,810,000 

2.993.8 16.4 11.60 2.993,816,417 60 
8 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

JULY 31,2007 

Account - Subsidiarv Account 

COMMON EQUITY , ,  . 

Common Stock . ., . .  

Retained Earnings , ,  

Common Stock Expense ,. , . ,  

Additional Paid-In Capital 
Other Comprehensive Income 

Pollution Control Bonds . . , ., , ., 

BONDS , . , . , ., , , . . 

LT NOTES PAYABL.E TO ASSOCIATED COMPANIES, , , 

ST NOTES PAYABL.E TO ASSOCIATED COMPANIES 
Money Pool Payable , . , .  

Regular. , , . ,. . ., . . , , . . 

Salaries and Wages Accrued . , . ., , . . , , , ,  . . . ,  

Nonqualified Savings Plan . ,. , , . . , ,. , , . . . . , . , , 

Tax Collections - Payable , ,  , . .  . . ,  

ACCOUNTS PAYABLE TO ASSOCIATED COMPANIES ., . , , . , ,, . , 

E,ON US ServicesKentucky Ut . , , , . . . . , , , , , , 

CUSTOMERS DEPOSITS . , . . , . , . . , . . ,  

Customers' Deposits , ,  , . , . ,  . , ., . ,  

TAXES ACCRUED, , , .  , ,  , ., . ., ., , . . . , , .. , , ,  

Taxes Accrued , , , , , . , . ,  , , , . . , . , . , , 

MTEREST ACCRUED, . . , , ,. ,. , , , ., . . , . , . , .. . , . , ,  

Loan Agreement - Pol Cont. Bonds 2000 Series A . . . . , , ,  

ACCOUNTS PAYABL.E 

Loan Agreement. Pol Cont. Bonds 2000 Series A-TC , . , , , . ,  , 

L,oan Agreement - Pol Cont Bonds 2001 Series A . , , , , , . , , , . , 

Loan Agreement - Pol Cont Bonds 2001 Series A , . , ,  , ,  , . 

Loan Agreement - Pol Cont Bonds 2001 Series €3-TC. .. . , . , , ,  

, . , ,  

Loan Agreement - Pol Cont Bonds 2001 Series A-TC ., , . , , ,. . , . . , ,, 

Loan Agreement - Pol. Cont Bonds 2001 Series B . . ., , . , ., , . 

L,oan Agreement -Pol Cont,, Bonds 2002 Series A-TC . . , . , , 

Loan Agreement - Pol Cont Bonds 2003 Series A , , . . , ,  . 

Loan Agreement - Pol Cont Bonds 2005 Series A , , . . , . . . . ., , 

L,oan Agreement - Pol. Cont Bonds 2007 Series B . .. . ,  . , . , , . . . . , , 

, , . ,  . , . . ,,  

Loan Agreement - Pol Cont Bonds 2007 Series A . , .. . . , . ,  , 

L.oan Agreement  pol Cont Bonds 2007 Series A . , . ., , . " .  

Interest Rate Swaps . . . , . , . , , . . . , , , , , , , ,  

Fidelia , .  . . .  . . "  , , ,  , . ,  

Customers' Deposits . . , ., , . . . . . , , ., . , , , , . .  

ST 0BL.ICATlONS UNDER CAPITAL. L.EASES , , . , , ., , ,  . 

M1SCEL.L.ANEOUS CURRENT AND ACCRUED LlABlL.lTIES . . ., , , 

Customer Overpayments ., . . , .  , . , ,  

UK Emission Research Grant. ,,. , . . , ,  , , , . , ., , .... . . .  . . 
Vacation Pay Accrued .. . .. . , , ,  . . , . . , , . , , ,  ., .. , . . , , , 

Derivative L.iabilities - Non-Hedging. , . . , . ., , , , . . , . , . . , , 

Postretirement Benefits ~ Current . . ,  . .., , .,, , , , . . , , , , 

Other , . . .  . , . . ,  , , ., , , , , 

9 

B a 1 an c e Balance as Shown 
Subsidiarv Account On Balance Sheet 

1,097.71 1,386 36 
425,l 70,424 09 
638,685,828 91 

(835,888 64) 
40,000,000 00 
(5,308,978 00) 

574,304,000 00 
574,304,000 00 

363,000,000 00 363,000,000 00 

101,592,000 00 
101,592,000 00 

75,875,938 81 
71,332,943 56 
3,040,199 42 

353,869 81 
1,148,926 02 

54,007,480 79 

18,648,232 30 

14,838,261 54 

1541 6 67 
240,629 83 

1,052 50 
208,602 75 
254,958 91 
181,23287 
181,233 17 
(31,163 14) 
88,355 55 
7,888 89 

15,284 74 
17,355 59 

475,333 31 
1 16,3 17 49 

6,I 12,270 00 
753,662 14 

485,798 37 

2,558,201 70 
500,000 00 

4,799,673 82 
409,262 92 

2,248,334 00 
414,650 18 

54,007,480 79 

18,648,232 30 

14,838,261 54 

8,638,431 27 

485,798.37 

10,930,122.62 



1,OUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

JULY 31,2007 

Account - Subsidiarv Account 

L.T OBLIGATIONS UNDER CAPITAL. LEASES , ,  , .  

CUSTOMERS' ADVANCES FOR CONSTRUCTION 
L.ine Extensions 
Electric , ,  

Gas 
Customer Advances - Arena , , .  

Other . . ,  , .  , , ,  . 

. ,  , .  

, ,  . .  

ASSET RETIREMENT 0BL.lGATlONS 
Electric , ,  ., , 

Gas , . .  

Common , ,  , ,  

. ,  . ,  . .  

. , ,  , . ,  , 

OTHER DEFERRED CREDITS . , . .  , .  

REGULATORY LIABIL.lTIES ., , . , . . , , . ,, 

Asset Retirement Obligations 
Electric . ,  

G a s , .  , , ,  

Defcrred Taxes 
, ,  

Federal 
. .  , ,  . , , ,  , Elechic , . ,  

Gas . . , ,  , , . , ,. . , , , . , , , . , , . 

Electric ., . . , . . , . , , . , . , ., . ,,  , . , 

Gas . .  

,. , , . 

State 
, ,  

, .  , . ,  . . .  . ,  . , ,, . , , , 

. ,  . . , ,  MISO Schedule IOChargcs, . . .  , ,  

INVESTMENT TAX CREDIT , . , ., , , , , , . , .. . , . . , , ,, 

Elechic . , . . .. . . , ,, , , ., , , , , . , , , , , . ,. 

Electric,, , , . . . , . . . . . . , 

Gas . . , . . . , , , . . . . ., . 
Advanced Coal Credit , . . .  

Federal 

Investment Tax Credit (prior law) 

Job Development Credit 
, . . . . , . 

. , , . . , . , . , . 

, . . , , , , . , . . . . 

ACCUMUL.ATED DEFERRED INCOME TAXES, , . , . . . ,. , . , .,, 

. . . , . .  ,.. Electric . , , , . . , , ,  . . . .. 
Gas . , . , , . , , , , 

Common, . . , ., . , .  , 

Electric , . . ., , , . . ., . , , 

Gas, , , 

Common , , . , , , . ., . , , . , . . . , . , , . . ,, . , 

MISCEL.L.ANEOUS L.ONG-TERM L.lABlLlTlES . , , , . . . . . .  

Pension Payable . . . , . ,  ., . , , . . , . . ., . . . , . , , 

Workers' Compensation, , , , , , , , . . , . 

Post Employment Benefits, , .  , . , 

Uncertain Tax Positions., , ,  , ., .., ,,. ,. ,. , ,, ., . , ., ,,  , , . , . " . .  . ,  . .  

ACCUMUL.ATED PROVISION FOR BENEFITS . . , , ,  . . ,. , , . , , ., . 
Postretirement Benefits . . , . , , . . , , . , , , ., ., 

, , .  ., . . , , , 

, , , . , . . . . , , , ,  

Stale 
, . . , , , . 

, , . ., , . , 

, . , . ,  , ., . ,, , 

Balance Balance as Shown 
Subsidiaw Account On Balance Sheet 

134,949 00 134,949 00 
21,186,602 96 

799,072 49 
7,647,526 90 

12,470,003 57 
270,000 00 

29,090,902,14 
21,466,407 99 

7,599,381 63 
25,112 52 

34,188,420 95 34,188,420 95 

54,521,254 97 

214,869 68 
87,241 54 

27,846,617 75 
1,650,050 50 

18,994,203 00 
2,664,816 50 
3,063,456 00 

43,952,920 42 

(44 00) 

34,538,006 37 
1,214,958 05 
8,200,000 00 

390,284.623.75 

291,105,595 19 
42.768.800 77 

(54,580 00) 

49,783,036 46 
6,683,188 33 

(l,4l 7 00) 
6,824,538 04 

(3,967,637 00) 
6,098,714 04 
3,620,041 00 
1,073,418 00 

93,600,553 31 
93,600,553 31 

Total L.iabilitics and Other Credits 2,993,816,417.60 2,991,816.41 7.60 
10 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

JULY 31,2007 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income ............ .................................................... 
Items not requiring (providing) cash currently: 

Depreciation , . , ., , ,, ., . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Amortization . . . . . . . . . . . . . .  . . . . . . . . .  . . . . . . . .  

Deferred income taxes - n 
Investment tax credit - net ..................... 

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

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

Change in inventory . . . . . . . .  

Change in payables and accrued expenses.. ........................................................... 
Change in other regulatory assets ................................................................................ 
Change in other regulatory liabilities, .................................................................... 

Change in other deferred debits 
Change in other deferred credits.,. . . . . . . . . . . . . . . . .  

. . . . . . . .  

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

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

Net cash provided (used) by operating activities 

Year to Date 
2007 2006 

CASH FL.OWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant - construction expenditures, .................................... 
Change in long-term investments ............................................................................... 

Change in restricted cash . . . . . . . . . . . .  

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

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

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt ............................................................ 
Net increase in short-term debt ........................................................................... 
Net increase in short-term capital lease obligations., ............................................ 
Net increase in long-term capital lease obligations .......................... 
Payments for retirement of long-term debt 
Payments for retirement of preferred stock. 
Net decrease in short-term debt .................................................................................. 
Dividends on preferred stock ....................................................................................... 
Dividends on common stock ...................... . . , ., , ., 

Net cash provided (used) by financing activities 

. . . .  
.... 

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

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

"4ET INCREASE (DECREASE) IN CASH AND CASH EQUrvAL.ENrS ...................... 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD.. " . ~  .................... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD.. .................................... 

11 

69,05 1,807.93 

69,265,506 86 
3,758,228 21 
5,799,053 1 I 
2,882,683 28 
1,428,417 38 
8,924,485 05 

3 1,856,765 95 
2,343 42 

(78,580,121 80) 
(2,095,638 32) 

(849,315 89) 
(4,530,306 96) 

(17,089,614 34) 
3,G 15,007.00 

93,439,300.88 

(102,683,789.1 I )  

(4,682,091 39)  

(1 07,360,422.73) 

5,458.27 

261,763,212.35 
33,768,000.00 

485,798.37 
134,949 00 

( 126,000,000.00) 
(91,643,112 60) 

(4,416,711.93) 
(GS,OOO,OOO.OO) 

9,092,135. I9 

(4,828,986.66) 

9,448,987.03 

4,620,000.37 

65,912,574.1 4 

68,275,670 92 
3,320,620 73 

( 10,427,466 07) 
(2,368,725 79) 
3,212,215 87 

1 12,047,440 49 
68,788,350 74 

3,442 34 
(74,554,018 17) 

5,527,704 62 
1,938,354 I 1  

(3,321,285 18) 
26,239,277 12 
(1,104,584.04) 

263,489.57 1.83 

(72,467,673 80) 
(392,122.86) 

2,752,098.4 1 

(70,107,698.25) 

(1,821 . I  7) 

( 1,250,000 00) 
( 127,93 1,000 00) 

(2,625,273 51) 
- (60,000,000.00) 

(1 9 1,808,094.68) 

1,573,778.90 

7,098,682.48 

8,672,461.38 



11 

96094'521 'C I9 1t.S'CS I'BZ 

SOE6L'Z6P'! 

95'185'8 
29EZ2'186'1 

96ZPS'Z98'SP 

IP'OP8'191'P 

95185'8 
0('156'P28'2 
99LEL'P 
IL'8SO'C 
89'szi'c8t 
OSS81'116 

99EZL'LS6'22 

91'P69'ZPP7 

66626'020'1 

1SaalUl IEIOl ...... ..... ... ... .. .. . .. ... . 

!WL . . . . . . . . . . . . . . . . . . .. .. ... ... .. ..... ........... .......... .. 

01 iqaa uo isaiaitq 

. . . . . . . . . ............... 
silrodaa ,uawoim~ . . . . . . . . . . . . . ..... ..... ... . .. . .. .. ... .. .. . 
saamqeqJ l~a~aiul~~q~o 

"IC1O.l 

. . . . . . . .............. iqaa pmnbmalj uo so, JO 'uourv 
aruadq iqaap uorie~~uowv 

ia~ - aruadq iqaajo uaimiuoutv 
. . . . . . . . . .. .. ... ... ,. ... ..,. 

~wPu=w SLB'SS 
wp!a . . . . . . . . . . . . . . . 

""samluaqa~SalON . . . . . . . . . . . . . . . . . 
sdeq ~iw irxaiui . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

aiw ww% v raw LOOZ 
JIEB w~% B nuas LOOZ 
aiw wcueh v saw LOOZ 

aiey aiqouu v rauas EOOZ 
31 aiey wsu% v saw zooz 
31 aiey $qcucA B sailas IOOZ 

aiw w!% a iooz 
'---3~. gley alqqich v raua~ 1002 

$ley we!lu v sauas 1002 
aiw ww*,i v saw iooz 
31 wwA v saw oooz 

. . . . . . . .. . . ............ .... 
alw WCWh V SalJJS SO02 

. . . , . . . . .......... . 

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . 
. . . . . . . . . . . . . . . . . , . . . . . . . . 

(%065) V muaS 5661 
alq JWPh V SatlaS E661 

. . . . . . . . . . . .............. ... ... .. 31 We!% V SaUaS 5661 
alW!'%V SJuaS 2661 

iqaa Uual-auq uoiaiaiui 

. , . . . . . . . . .. ... .. . 

. . . . . . . . . . . . . ........ ........... ... .. . 
rpuag I0"UOJ '110d - 1"JwaaJay "CO, 

96SEP'89 

(OLLOP'8I 

L8'581'69L 
OO'lSl'ZO6 
9PSlL'L98 

18112 
00 IS 1'206 
OE661'61S l9POE'PSS 991P8'9L 

ro061mi 

IO~CI'S~ 
ZOPSO'PC 

L6PE0'8E6'2 

L9916'L6 
1OEL8'116 

L8'892'98 

OOSLb'611 

LL'ZZ9'98 
EZZS8'ZC 

PI'EIS'LZL'C 

99 lPL96S' I 
Ll'Ob8'SZl 
8WLlC'911 
89999'LEZ 
L9866'01 I 
95'0C5'96 
CVW6'Eil 
55'551'80P 
1 S660'8Cl 
6CP9E'ZI I 
6CP9E'Zl I 
81'618'L8 
9OZS8'IL 
L8'18L'Zt 
OL'Sl8'SLZ 
PB'OZS'O8 

! IZES'6ZP'! 

61'ZL9'IZO'! 
Z6658'LOP 

96LI I'OCP'I 

SZ6LS'LZO'l 
11'81S'ZOb 

IZOCE'PEB 

LOZS6'56S 
P1'8LC'8CZ 

I~L~I'PES 

02.668'109 
19892'212 

LOEPS'068'ZE 

89LIE'ZPi'l 
2 I ~OOS'ZP6'01 

85818'121 

I L'LZ8'902'1 
89985'888'1 
I 9oar'1or'! 
Zvrso'Li I~I 
~vt01'611~1 
659P6'P98 

EL'LZL'IEP'I 
PO000'8P9'P 
28'69O'SCS'l 
6f619'6LZ'l 
IZ619'6LZ'l 
56P86'0M)'l 
11'186'81 8 
avrEs'o8c 
tmPz'cLi'r 
EL'P82'916 

iZ6SP'926 
Sl'iZZ'SLE'! 
18991'828 

866P2'99L 
SP'P9S'LLP'S 

S9911'9P8 
POOO8'OPL'Z 
68'P9P'906 
L I 'L06'LPL 
88'906'LPL 
20E96'98S 

85SSO'ZZI 
PE'IP6'LIP 

IOOEO'OZ8 
91'0fL'EOL 
P98PO'bOL 
LO8L 1'58s 
08PSOWb 
Pl'Lt.1'861 
SZL8L'OE9'1 
SOOSZ'P6P 

~E'EOPZ I 
99PZL'OI I 
99PZL'Ol I 
E I 'Of8'58 
99PZZ'OL 
01'6S8'OE 
9P'O5L'PSZ 
OS'L89'6L 

08P19'011 
9OZSP'E8I 
L1'951'L6 

052P2'08P 
66S9L'IZZ 
15'906'L08'1 

P619L'SLL 

cB'ELs'oo1'1 
68'129'188'1 
81'661'586 

CI'E85'6CS 

COPPl'P69 
PE'P9L'bL I' I 
OPEI8'SI 9 

01'588'261 
II'Zfl'OLP 
IP'Z8P'OSE 

W3A SIHJ. W3A SIKL BV3A ISW BV3A SlHl 

HlNOW WZXXfl3 



-
.

 
3

;
;

 
3
.
 

P
i

 
v

j
 

-
:

 

0
.

 
e

:
 

c.5; 

Y
i

 

::i 
u

:
 

t 2 F U
 

a 2 I- I- 

- 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 





.................... ~'' "dlA%X 106801 lPW1 

..................................... "-02 
.......................................... =5 

'>"'"I3 ............................ 
sL~Ii'LOIT 
OL 009'rii'n 

106801 

........................ dbIU lW8Ol C1*1 
................................ Y-DJ 

'-mD 
"Yil93 

IWBDI 
S~Old "I YOh, Luunuu 

*-E UI wd win 

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

.......................... 
,o "0,rrOudaa ZO, maq pwi 

....................................... "-0, 

-9 
3"ilulB 

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

v*unn 1'14L 

21-s 9 mid win .............................. 
10 uasnimdaa ,Od awan )Sups plol 

................................ . '"'"aUurO> 

Fn-5 "9 
umnquina sq 

"o'rmumlm9 
pm&pun p~ols m9 

miinqu,na 
"0"mUm~ 

YO"1"P"d B910 
Yw>np"d m#.H 
"o,onpold Lyc>,s 

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

............................ PYt) UOUNLUWQ 

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

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

'-an >9c,jcs 

'' '.'',WS "I lmld *I!l!Ln ............ 
JO Younnxdi(lmd n.-ssu >J!i pi01 

............................... umo, 
onv - "-03 

umnquqa ow. m~ 
~zuo~spm&pun ow -m~ 

sq 
YD'iNLUmQ OUV-3UWl3 

"o'rmuml ow. 1UWl3 
"0"mpOld YYlO ow - '"2lu13 

.......................... -1s ow - 'mu 
3"LVIS 

......................... 
......................... 
.............. 
................................................... 
....................... 
................... 
................ 
.............................. WH ow. mal3 

.............................................. 
ahunnw 

Nnll(l30 NOIlW338d3a UOd 3AU3SXU 



Monthly Report to KPS 9 



LOIJISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

June 30,2007 

Prepared by Regulatory Accounting and Reporting 



I 

90'PLE'26P'Pl 

90'PLE'26P'P I 

E0886'LLO'I 

(68'622'21 E) 

PIYiSP'59L 

E098E'PIP'EI 

68'625'21 E 

56516'9ZL'EI 

us's 

IV92I 

61'096 
P1'0 
UZOil 

PEL2 

EZEIS'P 
SZUZ 

(EP'P) 

L9L 

128 

LI'I 

L95 
950 

P0'296'Ul 
OO'OOU'009'2 
9L'OCP'659 

6LSI 6'860'2 

OV965'9Pl'I 

6P'bLS'PW 
1612L'ISP 

.. LNnOhV 
3SVM330 80 3SVMSN1 

26516'92L'EI 

5I~lPU'510E 

E91E1'61 
E0'061'611 
6V615'958'2 

LO'LS6'1PL1'91 

wL6E'c) 
ZP'PSE'SPLPI 

8L'861'EI608 

06ULL'LEI 

(9~51 s.9~) 

88'ES9'PZP'! 
(ESPZS'OES'I) 
l9f09E'LM8'9) 
(6L'06Z'E6CZ) 
58EI E'LPS 
9E'OEI'ZLP'P 
OL'P68'560'1 I 

(SE IOP'ZSI) 
Ll'bOP'8OS 
8P'I 69'L98'6 
91%80'8SO'L 
OSEOCE91'L1 
E8'682'810'9 
SE016'OSE'8 
668i8'SLSSZ 

OZE55'859L6 

Lrzai'ziL'I I 
ES'OSP'9P6'58 

90PLE'26P'PI 

IfbbP'928'9 

91'166'91P 
L965C61 I 
MP'UP1'062'9 

LC'EL8'81E'IZ 

(69LZL'95 1) 
90 109'SL~'l z 
PSXPZ'6ZE'LL 

f I'IPE'SPI 

~2EE55~5EE~ 
00'000'009'2 
P9PMO'P80'2 

169OSE'USZ'I) 
185'0MM'tEO'9) 
(25 I U2'6P) 
(PVLE9'996) 
8092S'8IU'i 
ZL'60I'UZS'6 

K692O'E91) 
WLOE'OSS 
892L6'E6C01 
EZEOP'EE8'9 
88'62E'R21'01 
26181'1 82'8 
PPP88'P60'9 
BCLSL'PL9'LZ 

09 bPE'PO8'8 6 

98'9L9'9LCZI 
PL'ZLI'UZP'98 

ANVJIUOJ JMLJNl3 aNV SV3 NllMSlflOl 



.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
:

1
 

,
.

 
.

.
 

.
.

 
.

.
 

.
.

 
,

.
 

.
.

 
.

.
 

.
.

 
,

.
 

.
.

 
.

.
 

.
.

 
.

.
 

,
.

 

.
:

 

.
.

 
.

.
 

.
.

 
.

.
 

.
,

 
.

.
 

.
.

 
:

j
 

:
i

 
.

:
 

.
:

 
.

:
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
1

:
 

.
.

 
.

I
 

.
.

 
.

.
 

.
.

 
.

.
 

.
)

 
.

.
 

.
.

 
.

.
 

.
.

 
.

I
 

.
.

 
.

.
 

.
.

 
.

.
 

:
.

 
:

:
 

:
.

 
,

.
 

1
.

 
,

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
:ui 
:

o
 

d
-

 

:
z
 

:
Y

 

;s
 

i
3

 
- 5

2
 

2
0

 

g; 

52 

M
Y

 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

,
 

.
.

.
 

. 
.

:
 

:
:

1
 

.
.

.
 

.
.

.
 

.
.

,
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
.

.
 

.
:

.
 

:
"

.
 

:
:

 
jz i 
$
2
;
 

g5 g 

j
x

 i 

0
:
:
 

L.4 

+
P
 :: 

_owz 
Y

 E
5
 

C
b
O
 

M
L

. 

3 ;; 
E
-
"
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

1
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
:

.
 

.
.

 
.

.
 

$
2

 

g
<

 
2

e
 

6
%

 

6
s

 

r
g

 

*
"

 
4

z
 

,
P

 

1
"

 
g

E
 

0
.

w
 

n
 



E 

81'809'F19'61 I 

ZS89S'OP8'Z 

OL9LI'PSP'ZZI 

wri 1'698's 

~8z9Po'IPsl 

S8990'82E'S 

(OSILSIZP'LJ 

(59POS'E60'Z) 

8689P'P9L'S 

(PLSZI'ESI'IJ 
(92 10'1 
60'285'916'9 

EiP96'0L9'1 

(L9ZI0'E80'Zl 

(091 WPZZ'LEII 

OOLL6'FSL'S 

62IE8'9P6 
BfEIS'ISP 
OZ'PZO' I6 
00'000'002'8 
S29CZ'SL9'Z 

I Z9z0'5L 1% 
bfLOP'IC8'81 

(89590'628) 
(LZ9SL'16P'SZ) 

LS'606'262'1 I 
ELS11'81P 
8f9S8'116 
9VL89'PPPL6 

~os9s8'LP9'sPl 
(08689'LEl'PZI) 
(1 1'8EL'266'SZ) 
06988'9SP'LZ 

(09PE9'OLP'I El) 

(ITSPL'PLI'IZI) 
(66'888'562'01) 

20.56P"Ell 
089 19' 18E'C 

S8601'921'LI 1 

os1 LS'IZP'L 

Sf 189'L~S'Pzl 

PO'PLE'L06'8f 

SC'6ZO'P16'P 
9fOZ8'8ZP'l 
C~PZE'P~S'Z~ 

6fSSO'SSP'E9 I 

Zf ESE'I59 
LO'ZL9'108'Z9 I 

lSL06'699'892'1 

Pb'6LZ'9LI'I 

(ZVSP6'EL8'ZI 
(OL9E9'06P'S11 
9L99E'095'6 
I OPPZ'ZOE'PL 

tcZ~~8'509'r I) 
ZVS8i'SZ8'5 
IL'O9P'SPS'LI I 
EE'LOL'ICO'69 
FLSL8'SZE'ZZZ 
61ZL8'806'L9E 
96612% I L'LZ I 
OS~661'2L8'985 

8S6LS'ELP'ICP'! 

I SE I SPSS'S9P 
10'990'688'596 

JNllOWV 
W3h LSVI 

6L'080'10E'I 
690LL'OPi'C 
80'1OC'IOL'8 
PL'L8P'OI8'8P 

(99PE6'60E'Zl 
SI'IOP'EPZ'9 
6OLlr'i9L'81 I 
6L'P6E'9LP%L 
CZ610'8L9'6Li 
~~ZBI'ILL'EPZ 
S8 IP8'SZL'IO I 
OP'9C0'6ZE'PI E 

86PP6'ZOO'OOC'I 

06L9L'60P'PPE 
80'LLI'E6S'SS6 

u.lnOW 
wu sw 

............................. "OmOJ '0, alqCI!CnV Sz"IIIIP3 

............................ suxmnbax pwp!n!a pf~g;ud 

............................................ raruadq iz;uaiq iq10 

rqao UaL suq "0 irala,"l 

............................ rasloqJ 15;ual"I "Ope alUo>q 

.... .~WOJU~ auilwrdg IJN 

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

............................................ arusdr3 UOSU~JV 
JO uo;i!rodr!.g wog UIOD 

>WlEaAUI JO UOlleZLUllo~ 

. awmq pl'pad 

................ 2lU01", luapy 
rsxeL 

aruadq UOII~.IYOIIIV 

............................................ n!pw hIoIeln93x 

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

..................................................... parcq,,"d lrmod 
UOIIEIJUafJ JUl3Jla IOJ 

......................................... stnuan2x %usclad0 ml) 
sanuanax Suiluado xmq3 ................................. 



I 



ZL'Ll E'S60'808'Z 

POELE'SIX'PI L 

zs I BZ'ZE~'~ 9 
OP'iSS'S96'89 
51'956'PSO'S9 
6661E'SZZ'LZ 
LS6i9'19L'6 
8P'OYO'SZS'Et 
611 lE'8SO'OP 
P6'6P6'18Z'86t 

OL'iOI'LI ('08 I 

L~EIO'ESO'~ 

6968SLi6 
Z66Pl'E6Z'L 
PSZ9L'Z9L391 
SI'O9Z'P9L'LI 
P0568'519'LP 
6LIE9'1PL'LL 

00000'868 

86OP8'2b6'Z16'1 

00000'000'sZZ 
00000'000'02 
O00OO'PO('PLS 

SOP6S'PZP'OL 

E~~PZ'VIZ'EZO'I 

WL98'66 1'609 
(6 1.95 I'OZi'OS) 
00000'000~0P 

iP9888'SE8) 
60PZP'OLI'SZP 

W3h 1SVl 

5 
*i!qaa milo puc ~JZBV mol 

Ill% 

PS'PPZ'8LZ'OE6'Z 

ZL'6sP'L,P'PSZ ....................... .......................................... 

.. .. . . .. .. . . .. ................ %!pa3 WlO pur SJ!I!l!4E!l 1~101 ZL'LIE'S~~'SO~'Z PsPfZ'8LZ'Of6.Z ...................... 

OZ'ZPP'6XL'9E9 IllOJ. OSZPZ'6SL'LOZ . . , , , . . . . . . . . . . . . . . . . . . . . . . . .................................... 

swaa paualaa lay10 . . . . . . . . . . . . . . . . . . . ........... ... ........ 8S'PSZ'98L'IL OL'89I'ZPS'PP 
9P'8ZZ'oi~.s91 9CLPP'L09'1Z 

62'280'568'58 LS'806'EOZ'Sl 
EOOSL' I6S6 I E0680'PiI'OZ 

P~~s~E'~FE'~ 96ELE'6P9'6 

SXSV &OlClr%aX PSUJJJQ 

SJXCj, 2WOXlI PSUUaJ'a p2lO["~">>V 

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

zpuog uo ssq paz!uowcun 
omadr3 zg~a p~zirrouieun 

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

iaqio pun n!qw puwa 

lCW oS'ors'881'zLz ................................................................. LFZL I'BLZ'OLZ 

~L'~E~'sE~'I Z96ZP'L61 
16L99'IZP'Z 8CLIP'ZfL'Z 
IL96S'BI 
ZZ8LS'ZSZ'Oi P1'9L9'1P0'62 
EEPIE'SI 60 I W'EZS'P 
18Z89'0PZ'PZ 80'66S'OOE'SZ 

4XSV PDNJJV g 1USU"J EnOfUC[(2JE!W . . . . . . . . . . .. 
.......... nuwcbdad 

IoOI"JA", l>"emol[v 

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

. . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I I'P6E'iI 
. .. . . . . . . . . . . . . ................... 

. . . . . . . . . . ...... 
Z9 192'569'25 ZO~EOWZ~~P 

IPDJ &mhy IvrqddnS g s!nuaioW 
61'850'669'8 I OL'6SL'SPE'Zi . . . . .... urduioa  JOSE^ wny qqentama nu no>^$ 

rmodurag 'mssv wq qqmwav *>ION 
sAl293a rrq-"qP"'a,aa nmmr)>JV Eo661'8SL'8ZI ...................... L6610'6iZ'EZ I 

6VP95'6 IZ'L PL'S69'CSL 

... 

.. . . . . . . . . . . . . . . . . . . . . . . . . . 1692 woso'sr 

rSz91'09z's cs.1 F~'SZZ'S 

. . . . . . . . . . 

. . . . . . . . . . 
SJSSV paNJJv pU0 IuSUng 

1q41 .. . . . .. . . . ... . . . .. . . . .. . . . . .. .................................... L6PiS098 II'ZSP'SEP'PZ 
yJols pJUJ,a* qqcw'apaa .OOi.D"S~ 

EpUoa lau"03 uolln[[od . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . 00000'POE'PLS 
. . . . . . . . . . . . . . . . . .......................... ............ I SL~Z'ZCS'EZ 

"OIIPI.&DJ 3"12?.[3 hllOi\ "!q) . . . . . . . . . . . . . . ... . . . . . ... 
YWS PaU3JkXd LbSPZ'99Z 02'618'1 I . . . . . . . . . . . . . . . . . . . . . .... ........................ 

00982'P65 0098Z'PGS 
hlmba uolmuog [ool S1LSC'6G2's80'1 ........................................ eog IV - n"Jwran"l 

S"IU*3 pauwaa . . . . . . . . . . . . . . . . . . . .............. ............ 
10101 19108'r~Z'9LC'2 ................................................................. mo~q aniruaqaidwog mqio 8Z'L91'L61'6ZE'Z 

sruadxa pxs uowmog 9099P'L86'LPL'I 

. . . . . . . . . . . . . . . . . . . . . . . . . 
OifOP'P8Z'SZ9 

~0018S61Z'b) 
00000'000'0b 

1P9888'SES) 
60PZP'OL I'SZP 

Intdog UI-p!8d 
, . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . 

EyZii'61C918') '''''uon~z~~ow~ g umnmadaa mJ S~.AJ~S~X srq 
Xog IBU@UO iP Wold &[!In b2'PE*'ES6'Z61'P ............................... 

. . . . . . . . . . . . ......... . . . . ............ 
-"'y,ols "ounuog Prm'P8i'LLo'P ...... ........... 

uotiqmidcg IUeld h!l!ln 

xv3h SlHl sua3m X~KLO aNv sm~awi 1sm W3A SUU sima anuo aw siassv 



W
 

m
 

v
i 

'D
 

0
0

0
0

0
0

0
0

0
0

0
0

0
 
0
 

0
 

0
0

0
0

0
0

0
0

0
0

0
0

0
 

0
0
0
0
0
0
0
0
0
0
0
0
0
 

0
0

0
0

0
0

0
0

0
0

0
0

0
 

0
 

0
 

0
 
0
 
0
 
0
 
0
 
0
 
0
 
0
 
0
 
0
 
0

 
0
-
0
.
 

0
- v

i- d
 
0
- 0

- 0
. 
0
- v

i. 
0
- 0

- 0
. 
0
 

o
m

~
o

o
o

o
w

o
o

o
o

o
 0
 

0
 

'
?

y
~

o
~

w
.

o
.

q
q

N
.

q
 

m
. 

q
 

K
~

~
N

r-ln
ln

-m
o

-v
io

 g 
N

r
n

 
N

N
m

m
"

N
_

v
m

m
w

 

8 x 
2 

g 
0
 

v
i

m
 

- vi 

v
i
0

 
v
i 

r
-

0
 

v
i
0

 
v
i 

P
O

 

2. 
a 

3 
N

- 

m
 

m
 

g
g
 

m
 

0
 

m
T

o
i

;
o

 
0

w
.

0
0

-
 

". m
 0

. 
vi. ". 

0
"

"
"

~
 

-. e
 0
. 

N
. 

N
. 

*
m

o
-

m
 

N
m

O
m

O
 

r
-

r
n

o
 

v
i 

O
b

v
i

 
N
 

-
r

-
m

 
-3

 
w

 

m
 

N
 

N
. N
. - N
 

0
 

0
 

0
 

z K r- 

v
i 

P
 

m. P
 

v
i 

2 2 
m

 
0
. 
- 

c 

W
 



JUNE 30.2007 

Account - Subridinn, Account 

UllLlTY PLAN I 
At Original Cost 
R C S ~ N U  for D C ~ K C I O I ~ O ~  and ~m~rt lwttan 
Elccmc 
Gas 
romrnon 
AmortmtmI 01 Plant 
Elcctrrc 
Gar 
Common 

INVESIMENTS-AI COST 
Nonuttlity Property 
Nonuttltty Propcny RCSCNC 
Ohio Valley Elcctrlc Caipontlon 
SpccNIl Funds 

CASll 
JP Morgan Chmc 
BB&I 
Town and Country Bank 
US Bank 
Bcdrord Lodn and Deposit Bank 
Farmers Bank 
Mendc County Bank 

OTHER SPECIAL DEPOSrIS 
MAN Mwgm Call 

TEMPORARY CASH INVESTMENTS 
OLhcr 

ACCOUNIS RECEIVABLE - LESS RESERVE 
Workmg Funds 
Cwtorncrs-Active 
Wholcrale Sales 
Tnnsrn,rrmn Sales 
Unbillcd Revunucs 
Employee Computer Lonnr 
Damage Claims 
Officers and Ernployccs 
Tax Refunds 
IMEA 
IMPA 
Other 

Utility Customers 
RW%W 

Accrual 
Ch;lrpd Oli 
Rccovcries 
Am Mirccllancous 

RCSCNCS far Uncollccliblc ~ccountri 

Interest and Dividends Remvablc 
Rents Receivable 

ACCOUNTS RECEIVABLE FROM ASSOCIATED COMPANIES 
E ON US S ~ ~ i ~ ~ d K c n t ~ ~ k y  Ut 

FUEL 
coal I 273 ,97ioorons@s36 i n , ~ M ~ w 2 9 5 5 8 . 1 9 9  M @  155616 
FWI oil 205,290 Gallons @ 159 926 
GE Pipelinc (7.151 00) MCF @ $8 64 

PLAN1 MATERIALS ANDOPEMIING SUPPLIES 
Regular Mutmalr and Suppllcr 
itmcnonc32.68191 rons@$650 

7 

Balancc 
Suhridiarr AEEOU~I  

4,192,953.134 24 

(1,533,106,866 34) 

(64,374,590 63) 
~200,666,476 35) 

(ionno) 
(son on) 

(18,570,499 31) 

75,239 56 
(63.360 36) 
594,286 on 

23,832.287 51 

4,161,751 63 
11,699 45 
19,484 90 

960,562 9 1  
ino oo 

IO,OOO on 
62,032 88 

753.695 14 

35,050 76 

21.28000 

4.350,081 35 
73,762,176 37 

200,022 19 
40,668,000 00 

I 1  1,538 69 
718,874 92 

I 4 1  
3,040,438 57 
2,120,809 85 

2,508,089 28 
2,206,858 39 

(1,131,261 on) 
(819,58520) 

2,018,814 56 
(1,259,229 36) 

(589.623 00) 

741.710 67 
29,201 34 

4,192,953,134 24 
(1.816.719.332 63) 

24,438,452 71 

5,225,631 83 

753.695 74 

35,050 76 

128,758,199 03 

45,994,528 80 
328,300 38 
(61,793 16) 

25,300,599 08 
25,088,242 98 

212,356 10 



AECOUII~ - Suhvdiaiv Account 

SIORES EXPENSE 
Stores Expense Undistnbutcd 

GAS SIORED UNDERGROUND - CURRENT 
Car St Undcrground*3 700 799 MCF (14 73 prm) @ S7 85 

ALLOWANCE INVENTORY 
Allowance Inventory 

PREPAYMEN~S 
l"S"*"CC 

Fnnshiscr 
Rights of Way 
Risk Manngcmcnt and Workcn Compcnsntion 
VCh,ClC Llccnse 
Other 

MISCELLANEOUS CURRENI A S S E X  
Maccllancous Cuiient Assets 
Denvatwe Asset -Non-Hcdging 

Pollumn Control Scnes Y due May I, 2027 
Pol lu tm Control Scnes Z due Aug 1, 2030 
Pollutm Control Series M duc Scpt I, 2021 
Pollution Control Scncs BB duc Scpt I ,  2026 
Pollution Control Scnes CC due Scpt I, 2026 
Pollation Control Scncs DD due Nav I, 2027 
Palluuon Control Series EE due Nov I ,  2021 
Pollution Control Scrter FF duc Oct I, 2032 
Pallumn Control Sencs GG due Oct 1.2033 
Pollution Control Sencr HH due Fcb I 2035 
Palluuon Control Bonds due Jun 1,2033 
Pollution Control Bonds duc lun I ,  2033 
Pol lu tm Control Bonds due Jun I, 2033 

ReOnvnccd and Called Bonds 

UNAMORTIZED DEB1 EXPENSE 

UNAMORIEED LOSS ON BONDS 

OTHER DEFERRED DEBITS 

DEFERRED NGULAIORY ASSEI 
A s W  Retirrmcnt Obligations 
Elcclnc 
G B  
Common 
P c n r m  & Poinctirrment Benefits 
ECR Ash Hauling 
MISO Exit Fcc 

ACCUMULATED DEFERRED MCOME TAXES 
Fcdcnl 
Elecmc 
GaS 

statc 
Electric 
Gas 

Netting Out Dcfencd Tm Asrclr 

Excludcr S MCF 
Nan-rccovcnble Bast Gas 9.648,855 00 7,880,000 
Rccovenblc Bare GB 2.139.990 00 2.930.000 

11,788 845 00 10,810,000 
Total Asses and Othcr Dcblts 

8 

Balance 
Suhridiani Account 

4,523.641 09 

29,041,676 14 

13.394 I I 

1,556,774 29 
141.915 61 
280.000 03 

36,028 62 
621,698 83 

90,000 00 

2.746 90 
194,682 72 

473,962 49 
883.570 99 
400,086 00 
189.220 36 
205.819 23 
222,579 02 
222,612 67 
930.098 48 

3,083,565 95 
1.010,310 40 

513,625 72 
472.519 30 

1,041,403 35 

19,591,780 03 

44,542,168 10 

Bslusce as Shown 
On Balance Shcct 

4.523641 09 . 

29,041,670 14 

13.394 I 1  

2.732.417 38 

197.429 62 

9.649.373 96 

19.591.780 03 

44,542.168 70 

165,430,228 46 

18,195.999 09 
4,983,832 00 

22,407 35 
126,288,471 00 

2.800.502 62 
13,139,016 40 

15.203.908 57 

36,892,841 77 
6.41 1.654 98 

7,023.102 25 
865,901 57 

(35,989,592 00)  

2.930.278.244.54 2,930,278,244.54 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL. BALANCE - GENERAL LEDGER 

JUNE 30,2007 

Account - Subsidiarv Account 

COMMON EQUITY , ,  

CommonStock , . , . . ,  

Retaincd Earnings , , . .  , , ,  . 

Common Stock Expense , ,  

Additional Paid-In Capital 
Other Comprehensive Income. . , 

Pollution Control Bonds . ,  , ,  

. ,  . ,  BONDS . . , . . ,  

LT NOTES PAYA9L.E TO ASSOCIATED COMPANIES 

ST NOTES PAYA9L.E TO ASSOCIATED COMPANIES 
Money Pool Payable , ,  , ,  

Regular . . ,,  ,, 

Salaries and Wages Accrucd , . . ., , , ,  

Nonqualificd Savings Plan . , . . ,  . ,  , ,  

Tax Collections - Payable , ,,,. . ,,  , ,  , , .  

ACCOUNTS PAYA9L.E TO ASSOCIATED COMPANIES. , , . . .  , 

E ON US ServicedKcntucky Utilities , ,  , . , , .  

CUSTOMERS DEPOSITS . , . , .  , , . . , , , , , . . , . 

Customcrs' Deposits .. ., , , . . . . , . ,  , , , ., , . 

TAXESACCRUED . . . , . , ,  . ,  . .  , . . , , . , , ., 

Taxes Accrued ., ., . . . , ,  , , ,  . , , , , , , , 

INTEREST ACCRUED . ., . , . . , , , ,  , . , . , . . . . , . . , . , , . . . 

ACCOUNTSPAYABLE , , 

, .  . .  , 

L.oan Agreement - Pol Cont Bonds 2000 Series A , , , , , . , . ,. 

Loan Agreement - Pol Cont Bonds 2000 Series A-TC . , , . . , ,  

L.oan Agreement - Pol Cont, Bonds 2001 Scries A , , , . , . .  

L.oan Agreement - Pol. Coni Bonds 2001 Series B 

L.oan Agreement - Pol. Coni Bonds 2002 Series A-TC 
Loan Agrcemcnt - Pol. Cont, Bonds 2003 Series A , .,, , , .  

L.oan Agrccment - Pol, Coni Bonds 2005 Series A. . . ., . , , , ,  

L.oan Agreement - Pol Coni. Bonds 2007 Series A . , , , , , , 

L.oan Agrccment - Pol. Cont, Bonds 2001 Series A , , . . ., . . , ,. . 

Loan Agrcemcnt - Pol. Cont Bonds 2001 Series A-TC . , . , ,, , , , 

L.oan Agreement - Pol Cont Bonds 2001 Series 9-TC.  . , , , , ,  . . , 

, . ., . , , , . . , , 

. , . , . 
. ,  

L,oan Agreement - Pol Cont Bonds 2007 Series 9,  , , ,  , . , ,  , ., , , ,  ., , , . , ., . 

Loan Agreement - Pol. Coni Bonds 2007 Scrics A , , , . , . . . , . ., . 
interest Rate Swaps . , . , . . , , ,  

Fidclia , . , . , . . , .  , . ,  ., , . , .. 

, Customers' Deposits ., . , . , . , . . . , . . , , .  . , .  

ST OBLIGATIONS UNDER CAPITAL. L.EASES . , ,  , ,  , 

MISCELLANEOUS CURRENT AND ACCRUED LIABIL.lTIES,, ., ., . , ,. . 
Customer Overpayments , . . , ., , . , , . , . , . , 
UK Emission Research Grant , , , . ., . , . . . .  ". 

Vacation Pay Accrued ... ., . . , . , , , ., . , , , . .  . , ,  

, , ,  , ., . , .. . . . . , , , , , 

, .  , , , . , , . , , , , , 

Postretircment Benefits -Current .. , , " "  , 

Other ., . . . .  . , . . , . . . . 

9 

Balance Balance as  Shown 
Subsidiarv Account On Balance Sheet 

1,085,399,357 75 
425,170,424 09 
625,284,403 30 

(835,888 64) 
40,000,000 00 
(4,219,581 00) 

574,304,000 00 
574,304,000 00 

363,000,000 00 363,000,000 00 

87,186,000 00 
87,186,000 00 

80,305,956 7 1  
76,098,331 29 
2,554,640 54 

352,533 97 
1,300,450 97 

61,833,841 48 

18,740,803 30 

4,341,946 21 

26,041 67 
281,487 13 

5,402 84 
136,750 69 
167,139 73 
68,868 49 
68,868 79 

143,190 62 
146,666 67 
24,333 34 

6,458 35 
7,333 36 

237,666 64 
133,719 61 

5,056,778 34 
737,158 88 

388,302 00 

2,581,285 64 
250,000 00 

4,799,673 82 
309,558 50 
435,194 26 

2,248,334 00 
116,683 46 

61,833.841 48 

18,740,803 30 

4,341,946 21 

7,247,865 15 

388,302 00 

10,740,729 68 



LOUISVILLE GAS AND ELECTRIC COMPANY 
TRIAL BALANCE - GENERAL LEDGER 

JUNE 30,2007 

Account - Subsidiarv Account 

1.T 0BL.lGATlONS UNDER CAPITAL. LEASES , , 

CUSTOMERS ADVANCES FOR CONSTRUCTION . , . .  

Line Extensions 
Electric , .  

Gas , , .  , ,  

Customer Advances - Arena , .  

Other . ,  . 

ASSET RETIREMENT 0BL.IGATlONS 
Electric , , , .  

Gas , , . ,  

Common , , . ,  , 

. ,  

, , ,  

. ,  . .  . ,  , 

. ,  , ,  

OTHER DEFERRED CREDITS . .  

REGULATORY LIAB1L.lTlES , , . ,  ., , 

Other Deferred Credits . . 

Asset Retirement Obligations 
Electric , . ,  

Gas. . .  . 

Deferred Taxes 
. , ,  , . .  

Federal 
, , ,, , ., , . , . , , . ., . ,  Electric , . ,  , 

Gas , . ., , , , , . . ., ., 

Electric , , .  ., . .  , ,  , . ,  , 

Gas , , ,  . , . , . ,,  . . , . , , , , , , , . . , , . . , 

State 

MISOSchedule 10Charges , . . . . , 

Job Development Credit 
INVESTMENT TAX CREDIT. , , , .. , . , . , . , , , ,  

Electric , . , , , , ,  , , , , ,  . . ., . , , ,  . , , , , .  

G a s , .  , .  . ,. , , , . . ., . . . , , , , , . . .. 

Advanced Coal Credit , . , . , . ., , ,  . 

ACCUMUL.ATED DEFERRED INCOME TAXES, , . . , . . , , . , . , 

Federal 
Electric , , , . . . , . , , ,, . . , , .. ,, , . . ., , . , , , . , . , . 

G a s . , .  , ,  . , . ,  . . ," 

Common . , ,, . . . , . . , , , , . 

Electric . . , ,, , ,. . . , , , , , , . . . ,  . , .  

Gas . , , . ., . , ., , ., , ., . . . , . . , , , , . ., , 

Common . . , , .. . ., . .. . . ,  . .  . , . , . , , , . . 

State 

Netting Out Deferred Tax Liabilities , , . . . . , , ,  , 

MISCELLANEOUS L.ONG-TERM L.lABIL.lTlES ., , . , , . ,  . . ,  

Pension Payable . , ,, ,, , , , . . . . , ,  . 

Workers' Compensation . , . , , . . , . ." , , , ,  . , . , . , , , , 

Post Employment Benefits ., , ., . . . . , , ,  , .. , , . , . . . ,. .. . 

. , . ,  . . .  

Uncertain Tax Positions . . , . . ,  , . . .. .. . , ., , , , . . , ., , , ,  . . 

Postretirement Benefits. . , ., . . ., . , . , . . . , , , , . . , , , , , . 
ACCUMUL.ATED PROVISION FOR BENEFITS , ,  , . , . , , . , , , ,  . . . . , , , 

Balance Balance as Shown 
Subsidiarv Account On Balance Sheet 

160.832 00 160.832 00 
21,692,997 05 

799,072 49 
7,75 1,187 43 

12372,737 13 
270,000 00 

21,354,108 42 
7,564,477 95 

24,994 39 

32,734,406 37 

212,749 61 
82,649 88 

27,846,617 75 
1,650,050 50 

18,994,203 00 
2,664,816 50 
2,784,960 00 

34,853,448 37 
1,228,71405 
8,200,000 00 

28,943,580 76 

32,734,406 37 

54,236,047 24 

44,282,162 42 

354,295,031 75 

291,105,595 19 

(54,580 00) 
42,768,800 77 

49,783,036 46 
6,683,188 33 

( 1,417 00) 
(35,989,592 00) 

(3,967,637 00) 
6,098,714 04 
3,620,043 00 
1,073,418 00 

93,619,846 57 
93,619,846 57 

6,824,538,04 

Total liabilities and Other Credits 2,930,278.244.54 2,930,278,244.54 
10 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

JUNE .30,2007 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Items not requiring (providing) cash currently: 
Depreciation ..................................... . . . . . . . . . . . . . . .  
Amortization . . . . . . . . . . . . . . . . . . . . . . . . .  ............. . ., , 

Deferred income taxes - net.,.,. . 
Investment tax credit - net ....................................... 

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

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in receivables ............................................................................. 

Change in inventory . . . . . . . . .  
Change in allowance inventory, 
Change in payahles and accrued expenses, . . . . .  . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  
Change in other regulatory asse ts... .................................................................... 

Change in other regulatory liah 
Change in other deferred debits ........................................................... 

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

es. ...................................................... 

Change in other deferred credits.. .................. 

Net cash provided (used) by operating activities., ................. . , ,  , 

Year to Date 
2007 2006 

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant - construction expenditures ............................................... 

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

Change in long-term investments ................................................................................. 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt. . . . . . . . . . . . . . . . .  

Net increase in short-term capital lease obligations .............. " .. "... ". . . . . . . . . . . . . . . . .  " ....... 
Net increase in long-term capital lease obligations ......................... " ........... 
Payments for retirement of long-term debt . .  , 

Payments for retirement of preferred stock. 

.... ~ ....................................... "" . 
Net increase in short-term debt ....................... "."." .................................. " .. "............ . . . . . . . . . .  

........................ " .................... 

Net decrease in short-term debt _I__". ........ "..... ............................. " ...................... 
Dividends on preferred stock ................................... ". . ."  . . . . . . . . . . . . . . . . . .  __l.l_l_. 

Dividends on common stock .......... " .... 
Net cash provided (used) by financing activities . . . . . . . . . . . . . . . . .  

E T  INCREASE (DECEASE) IN CASH AND CASH EQUIVAL.ENTS ..................... 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ....._ .............................. 

I 1  

55,650,382 32 

59,375,718 50 
3,193,841 47 
6,492,629 11 
3,211,925 28 
3,380,648 18 

23,457,542 81 
45,268,906 60 

2,008 89 
(78,307,446 54) 
(1,810,524 92) 
(1,134,523 62) 
(8,190,257 00) 

( I  8,543,628 92) 
4,068,466.52 

96,115,688.68 

(85,980,096 90) 
5,458.2 7 

(8,980,135.34) 

(94,954,773.97) 

261,799,471 38 
19,362,000.00 

388,302 00 
160,832 00 

( I  26,000,000.00) 
(91,643,112 60) 

(4,416,711.93) 
(65,000,000.00) 
(5,349,219.15) 

(4,188,304 44) 

9,448,987.03 

5,260,682.59 

50,024,801 62 

58,594,671 67 
2,817,795 84 

(9,315,530 07) 
(2,033,586 79) 
5,940,440 09 

125,651,054 38 
79,746,697 41 

2,846 05 
(70,748,559 77) 

5,912,047 72 
1.93 1,642 38 

(4,723,008 83) 
23,450,761 13 
(3,751,524.5 1 )  

263,500,548.32 

(65,770,866.62) 
(3 17,435 17) 

2,785,764.28 

(63,302,537.5 1) 

(1,821.17) 

(140,347,000 00) 

(1,687,682 38) 
(60,000,000.00) 

(202,036,503.55) 

(1,838,492,74) 

7,098,682.48 

5,260,189.74 



21 

5 I ' I 90'5 I O'E 

E91fE'6E 

~ 

OL'Z9O'ZE8'61 

OZ'BSZ'PLE'Z 

fDPLE'L06'8E 

Sf6ZO'P16'P 

ZD'EP8'ILYPP 

19E06'09L'f 

95'185'8 
IOWG'OEP'Z 
9E'EEZ'S 
I L'850'C 
89'5ZI'E8E 
62'096'626 

ILO8I'LE8'EZ 

6ZOZP'fZO'l 

95'18S'8 
EO'bZ9'LGS'l 
9SPS8'Z 
IL'85O'C 

I E'66b'9Z8'9 

91'166'91P 

W6E9 
P6Z61'6EE 
9L'SLb 
00L9Z'I 

10918'PL 

85'800'581'2 

LE'58E'69L 
00151'Z06 
06ESP'LS8 

LSEIZ 
00 ISI'ZOG 
P9'SSS'ZPP 

(I E'PEL'85O'I) 
PL'SEO'OLP 60LOO'PL 

9E'OZS'SZP'I 

12.1 89'IZO'l 
5 161 I 'LOP 

E0061'61 I 

109EI'S8 
ZOPSO'PE 

L965E'hI I 66ZE8'6ZP'l 

66Z60'9ZO'l 
OSOPL'EOP 

18769'PlL 

EV9LZ'SIS 
BE'9 I P'66 I 

90918'OlS 
Z I '*ZE'POZ 

LL'ZZ9'98 
069EL'ZE 

ZV90I ' I 8P'6E 

SZ'ZLP'EE6 

ZfP99'ZPL'9 I 

91'8IZ'PZ9 
90052'1 LP'S 

68'L59'LLl'l 

19L90'660'ZZ 

SZ'ZLh'SPC 

6V615'958'Z 

9V9EO'bOl 
lOSL8'1 I6 95'0LS'614'1 

00805'SL I 'C 
Z961L'EEI 

Cb ESI'CZL'ZI 
00 805'5Ll'C 
SP ELL'PPS'I 9L'OlP'PPI 00999'Z8L 
00000'905 
9SS6L'LEZ 
EI'EL6'EOZ 

00'000'90S 
9SS6L'LEZ 
E I 'EL6'EOZ 

OOOOO'OEZ 
Z1'1E9'801 
9089E'Sh 

9VSOP'95 1' I OVP61'PP9 
I I'EZ9'6SO'Z 
Z99Z9'L89 

ZZZLI'ZZL 
GVMP'ZEE'Z 
8E'59C'89L 

6VZPSSE9 
P8'EP1'66P 
WO61'8OP 
Z I 'P8.4'88 I 
ES'060'ZES'I 
6VZ90'6SP 

~L'ZPS'SE~ 

I1'19E'SI 1 
6665S'Z91 
6t'88Z'5Z I 

6L'LLZ'61 I 
ZZ'ZZ9'96E 

P6P89'LOI 
P6P89'LOI 
62'986'P8 
SZPCS'69 

IziPz'PrI 
ZZPES'SEL'C 
L9'28.4'092'1 
fV919~180'1 
EV999'580'l 
89PL9'818 
02'696'P89 
90: 1 LS'POE 
Ll'U9Z'EU9'Z 
SO'OSL'8PL 

C8-s85'L59'P 
OL'CLE'GZS'I 
91'6LG'LLZ'l OS'SOO'E6S 

86EZCE65 
P6LPE'GSP 
PI'OE8'SLE 

S0ZSP'801 
SOZSP'801 
6l'ZBO'PB 
IS'PGL'89 
06EPL'LZ 
LfLCO'BPZ 
105LS'IL 

8VhL6'LLZ'I 
06566'866 
IE09E'LI8 
16019'8LE 
02'18 I 'ZS I 'C 
GfISP'51 6 

PSLSb'L91 
6L9E0'9LE.I 
Ss'Z95'PIP 

EZGZS'E85 
82'21 E'966 
EZ'LS9'815 

EL'LIZ'ZE 
LI%68'C9Z 
10SZ1'8L 

ZOPLO'LEO'I 
I SPL9'8SL'I 
86251'526 

Ol'S88'ZhE 
I L'ZPI'OL9 
IP-z8P'OsE 

859t.O'LOI 
LL'8ZG'LLI 
PESL5'06 

w3A 1sv1 W3h SlHl UVM 1sv-I m3A SIHL UVX SlHl 

H1NOI"I lN3XXfl3 

LOOZ 'OE 3Nnr 
S33WH3 1SZ?I3SNI 30 SISIIWNV 



.
.

.
 

.
.

_
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
 

_
.

_
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

_
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

.
.

.
 

.
.

 
.

.
.

.
.

 
.

.
.

.
.

 

:
:

:
.

:
 

:
:

:
.

:
 

.
.

:
.

:
 

:
:

:
.

:
 

w
:

:
:

:
 

5
;

 ;
*

;
 



PI 

PZ'PE l'ES6'Z61'P S9'960'L 10'69 (08'EZS'9E I) (EO8PI'SZ8'6) SP'89L'XL6'8L 6SLE0'9E6'EZ I'P 

28'S9Z'06f'9P Z8'S9Z'06Eb9P 96'60btEL8'LIZ 8L'SL9'E9ZLP9Z 
P8'1 SE'895'8 (ZO605'911) 

L~LOZ'PES'LS I 11'6P9'9SP'EE 

98'068'P89'8 (20605'91 I) 
ELSZI'OSO'E 1 PZ'096'0 I8'PS 
11'6P9'9SP'EE 98'8SS'LLE'PS I 

L6'S80' l98'L9 EL'SZI'OSO'E I 

E 8'OE 8'929'22 (08'EZS'9E 1) (EOSPI'SZ8'6) 99Z05'88S'ZE E9 LZ9'Z90L906'E 9P'8SPL689'8Z6'E 

50' 1 ZP'OL6'E8 1 PP'Z6Ps6LZ'P (ZE'S66'985'1) 9LL8P'998'S 19826'069'6L I 
(ZE'566'985'1) 6E'9EL'68E'E PSEZP'E 18'05 I 19'P9 I'919'ZS I LO IPL'Z08'1 

PP'9SZ'PSE' I E LE' 1 SL'9LP'Z LC ISL'9LP'Z LO'SOS'LL8'8Z 

L96 19'6SE'9ZS (6 1.296'091) (8L'gZL'SE) (E9P8E'E 89'1) ZZ'6P1'8SS'I 98' I8S'OSS'9ZS 

0O066'6E I'Z 
OL'8PO'SE086 (LI'S81'1 IE'I) (E9LOP'EE) (SE'8S0'1 LS'I) I8'08Z"SZ L8'E EZ'9PE'O 1 
L0'896'SSO' I PP 69'8Ll'SE6 (51.61 E'Z) 
60'806' 106'2 I PL'9 18'1 PL'918.L SE'I60'P68'ZI 
ZE'L I S'SSZ' I9 SS'LZZ'LOZ (ZO'LLI'E9) LSPOP'OLZ LL'68Z'8PO' I9 
6VL81'1 6P'LSI'l 

00066'6EI'Z 

(9Z6P l'6b) OI'LP9'986 8C68L'OZ I'OPP 

PLL lP'6ZE'8 IZ'E 8S00€'805'8 I (ZOL6L'OOI) (8089L'PSS'9) 89S98'E9I2SZ 9 1 'L 1 1'128'66 I 'E 
Sh'XS 1'909'9 I tS86LS'OSZ) (59ZS9'9E) (Ef8S8'SLZ) E I' 1 €6'1 E 08'8EL'988'91 ~~ ~ ......... 

(9tr'ZEE'EOZ'P) ZE'ELP'BOP'P Z 1'8PLbP8Z'PSL 9O'Z6L'6ZP'PSL P6'EPO'SPI (26'960'09) 
SOOZZ'SOE'I SZ LL'PZS'LEZ'I I (IZLLI'E) (OP'PP9'E IP) 8€9PE'PS9'11 8ZS69'L9O'OPZ 

PP'I EP'EP 66'Z8LC9EP'SZZ EP'P 1 Z'OBP'SZZ PP' I EP'EP 
P0'6P1' l56'L I 69Z9Z.99 (05'9) 61'692'99 SE'988'P88'L I 
Z6'ZPSGC-SS'ZS6' I 6SL 19'96Z'L 
6ZOPE'Z 

(68'2E6' 199'1) ZZPIP'656'8 E E'SZ6'LSZ'SP6'1 (PL'E98) 
6ZOPE'Z 

3Lva OL sNouIaav ~m smgwLsnrav SLHZwmlLaI sNomaav ?lV% go LS815 
33NVlVS ISXZdSNWL 33NVTVS LZN 

LOOZ 'OE 3NflP 
33IAWS NI LNVld ALI1ILfl- LNVld ALIlILfl 30 AXV'WMIIIS 

ANVd'W03 3IXZL3313 aNV SV'3 3111ASI1101 

........... SSal%Old Ui 3lOM UOll3WSUO3 rE1O.L 

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

SSafiOId U] YlOM UOl)3NlSUO3 

........................ axuas UI iueld 1eioL 

........................... UOWWO~ pioL 
............................................. leiauag 

alq!%uclut 
UOWlUO~ 

iualm3-uoN punofiiapun palois sef) 

se9 

............................ 3wais iei0.L 
................................. 

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

............ 
........... uoqmpoid lueais 

aiq6ueiuI ....................................... 
aulaalq 

33IAXZS NI LNVTd ALLITILLI1 



.
.

 
.

,
 

.
.

 
.

.
 

.
.

 



Monthly Report to KPSC - a 



LOIJISVILLE GAS AND ELECTRIC COMPANY 

Financial Reports 

May 3 1,2007 

Prepared by Regulatory Accounting and Reporting 







1996) 

IP6oC'rzZ'l I 
ES'LLI'E61 

." INnOWV 
3Sv3uJaa XO 3SV3uDN 

Ci'OLL'965'68Z 

I CZ~SL~YLEP'I 

LL'056'009'69P 
PSI 19'990'896 

1NnOWV 
XV3A.LSV7 

19LI I'OEZ'ZIE 

BSSb9'958'86Z'I 

IP'E61'5PL'EPE 
LI'SSP'II 1'556 

1Nnom 
XV3A SW. 

................................................. amoxq laN 

-qp iaN asueq3 aulpno33vjo imfia anticgnmng 

. ....'-'9qJalJ, vja 12sfi3 mlo,nuI"J JlDjJB >"I 1q-4 

saruadxa ~zaalul mqio 
7a~ - arwdq iqaa jo uori~ztuou~v 

iqaa uua1Suo-j "(I iraaiq 

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

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

............................ rJ9,nqJ ISJ1J1"[ aaj'8 amo3q 

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

.................. saruadq Suiinmdg Iwq 

............................................ xwdq uoii~imv 

ranqp "oIlczIIIouIv 
!Pas mi iuawsanq 
uqio pucLu9dwd 

p>imw3 - auIo,u1 $I"S 
"""-p*cmlls~ - ammu1 p3py 

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

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

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

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

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

..................................................... 2mmq IclJp;rJ 
9aXcl 

ssuadxa UOIIC+IUO~V 
uaiioi>adaa 
~J"B"*"III~ 

zaruadra uoiiclado mqio 
sarusdx3 LiddnS rcg 

""'pareq%!"'$ lamod 
"Oscl~"3g mlJal3 '0, Ian2 

zanu~ns~ Suiiclado Imoi 

............................................ n!pxJ hl0lClns.g 
.............. 

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

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

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

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

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

......................................... SWW~ aUtIclado mg 
................................. rmuana)l9uuclado miqa 



.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

.
.

 
.

.
 

:
:

 



5 

28'0P8'205'OIL 

E0629'959'19 
89.LEB'E06'89 
2 I 'OOC'lSP'65 
606PS'LSO'LZ 
8E'855'15L'6 
SLOPO'ZEE'OP 
Sl~L28'POP'OP 
59860'5 l6'ZOP 

I S68E'OZ 1'89 I 

CO'069'8 I I'L 
08'680'529 
LB'ZS0'1.PE'S 
OL'L9E'P58'92 
E('ZLIPPL'LI 
IS02 1'559'6i 
56'Si6'I8P'OL 

00000'8L8'8 

00000'052'1 

56'08Z'tOZ'6 16' I 

00000'000'522 
00000'000'02 
OO'OOO'POS'PLS 

SOP68'PZP'OL 

06989'PLf'6ZO'l 

b9 I8P'ZUL'E I9 
61'0EE'SP9'05) 
00000'000'0b 

(P9888'518) 
60b2P'OLI'SZP 

W3A LSvl 

~~ 

...................... ............................. n!qaa iaqio pun nasrv !mol 

le01 

L1.6E2'5cI'IZ6'Z 

LL'OEO'E96'*81 

n!pq iaqio pur sa!i!i!qe!i imoi 821 15'958'16L'Z L1.6f2'5tl'126'Z 

099P8'9P9'899 !mol zz'P9L'oIz'zoz .............................................................. ................................................................ 

................ IL'8LS'ELf'06E -'saxcL aruo3q pwaJaQ palcl"w"3JfJ 
861Po'9Ps'99z ............................................................. JJ4i0 PUC SlIPJ13 PjnaJaO 9Z98L'IPE'ELZ "IClOl 

................................................ 88'88E'E25'912 1~101 

................... lP'656'6UL'l I 

66'506'821'9 
II'8PZ~ZIL'5I 
OE'E60'561'8 I 
8LLL2'5tO'LS 
6SP06'8ES'IL 

00000'088't I 

............................ 
................................................. pallmV s>xq 

............ ramdmog QW~~OSW 01 alqdva S~ION 

........ sawodmog pJicl3osrV 01 gqP.&Cd SaloN 1s 
..................... JeaA 1 UI ana iqaa uua1-5uq 

OO'OOO'EEO'IZ 

qli!,!qs!-J panI3,v puc 1uaung 

69EOo'596'5EO'2 ... 

00000'000'E9C ........ niucdmog pm~~arrv 01 alqdrd EWN 17 
...... 

......................... o00oo'Poc'PL5 

.......... 69E00' 199'860' I 

PZ620'26L'OP9 

i(iinb3 uomwo3 in01 

ss"LU1F3 pau1cia)l 
amom1 anlsuaqaiduio3 mqio 

...................................... 
......................... 
.......................................... I'clldC3 UI-P!Ed 

y,qs "oumo~ 

(00 195'59PW 
00'000'000'0P 

(P9888'5EB) .................................... 
60PZP'OLI'ZZP 

uoiin![eitdc3 

XV3A SlHl sua=> ~KLO am smiiiami 

W'O99'699'l 
L9PPZ'EOO'E 
00EP0'61 
66200'6i8'22 
L6625'LIE'P 
99512'9P6'EZ 
29L09'60E'ZS 

6P'EL9'LP8'IZ 

L9696'069'82 I 
1692 
LZ'6L2'9PE'L 
LI'ZES'8PE'L 

88'65P'Z I8 

58'005'1 LP'I ZI'Z 

ZS'Z88'6$'L'#L'i 
LI'EUE' I zZ'990'9 

W3A 1SVl 

IPIZO'I~~'! 
b6LP5W'C 
WZI L'EI 
LP'OEL'596'9 I 
66800'ZZP'P 
EL'ZSC'POZ'SZ 
L8'CLL'008'6P 

98'00E'LLP'61 

PE'888'08E'5I I 
15'806'PE 

19 IBE'620'5 
18'LIP'Z89'5Z 

................................................................ 02591'909 rem 

............................................................... wa 
siuar~~ sra~Uladold io!l!inuoN 
uoeclodq) ~u13a13 ~(WUA o!qo 

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

........................ 
OZ'6LS'I I 
OO'98Z'P65 

IS03 1y - nusu4ran"l 



00001 69E00'8L8'1 LO'Z 

ZL'O 00000'088'~1 
101 

00001 LZ86 
00'000'EEO'IZ 
69'E00'596'SEO'Z 

E8'LI ZSLI 00'000'000'E9E 

12'8Z ZL'LZ 00000'POE'PLS 

00000'000'09 
00000'00Z'SE 
00000'000'1 E 
00000'000'0P 
00000'000'8Z 1 
OOOOO'S99'1P 
00000'000'SE 
00'000'000'SE 
00000'00S'LZ 
00000'00S'zz 
o0ooo'PoI'oI 
00000'SEE'E8 
00000'000'Sz 

96'ES EO'ES 69E00'199'860'1 

PZ'6ZO'Z6L'OP9 
(0O'19SLS9P'9) 
00000'000'0P 

(P9'888'5E8) 
60PZP'OLI'SZP 

9 

.................................................... s2utwea pauteiax 
autoxq aAiSUatpJdutO3 iaqio 

ieilde3 UI-P!ed 
asuadxa ysois uoututo~ 

..................................... JEd IllOql!M - YJOlS UOUlWO3 

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

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

EZZ'P6Z'IZ 000'000'SL 
Limba uomuto~ 

IV.LldV3 maa us LNnONV S311VHS smws 
78 1VLIdV3 mIaNv.j.sLno 78 aanssi aamomnv 

7V.LO.L JO LN33XI3d 

LOOZ 'If AVM 
L83a WX3L-LXOHS aNV NOILVZ17VLIdV3 $0 LN3M3LVJ.S 

ANVddU103 31tlL3373 aNV SVD 371MSInO7 



LOUISV1I.LE GASANDELECIRIC COMPANY 
IIUAL BALANCE-GENERAL LEDGER 

MAY 31.2007 

Bal&lEC 
A~coimt-  Subridlaw Account Subsidinn Account 

UTILITY PLANT 
At Ongmal Carl 
Rcscives lor Dcprcc~>l~ol\ and Amonlalion 

Elcclnc (1 526,797 11626) 
Gar (199,369 606 39) 
Common (64 213.975 72) 

AmOntza110n of Plant 
ElWlrlC (inono) 
Gar (800 00) 
Common (18,020,191 67) 

4.173421 791 26 

D ~ ~ ~ C C W J ~  of Plant 

INVESTMENTS .AT COST 
N O W I ~ I I I ~  propmy 75 239 56 
N O ~ W I I I ~  rrapcny Reserve (63,360 36) 
ohm Valley Eleclnc Corporation 594 206 00 

CASH 
JP Morgan Chase 3.264 746 36 
BB&T 11.703 80 
Town and Country Bank 185 038 29 
US Bank 968,644 53 

10000 

588 348 63 

Bcdrord laan and Deposit Bank 
Farmers Bank 10,oon 00 
Mcvde County Bank 

OIllER SPEClAL DEPOSTTS 
collaicnl Dcposil - Imcresl Ratc Swaps 10911,774 98 
Othcr Special Dcposlls 1,916,242 32 
Ratnclcd Cash 12 824,400 51 

IEMPORARY CASH MVESTMENIS 
Olhcr 34.905 5 I 

ACCOUNlS RECENABLE - LESS RESERVE 
Working Funds 21 280 00 
Curtamcrr-Active 64,305,134 59 
Wholesale Sales 5 257 556 91 
lmnsrnission Sales 235,340 67 
Unbillcd Rcvcnucs 37,608,000 00 
Employcu Compulcr Loans 119,351 27 
Damage Clntmr 126 902 93 

Tax Rerundr 3 024.737 I I 
MEA 1.964 565 08 
lMPA 2,034,673 07 
Olhcr 2,002 372 65 
Rcscrver lor Uncollccltblc Accounls 
Utiltly Cuslomcis 
R W X V C  (1,284,391 00) 
Accrual (590 772 20) 
Chargcd O l l  1,698,506 59 
Rccovencs (I ,107 134 39) 
AiR Misccllancous (I,Ol1.549 00) 

lntcrm and Divldcndr Recctvublc 2 IO2 42 
Rcnls Rcecivablc 374,780 23 

Omccn and Employccr I 4 1  

ACCOUNTS RECEIVABLE FROM ASSOCIATED COMPANlES 
E ON US ServlccslKenlucky Ulililics 

Cod 1,334,265 67 Tans @ $36 10, MMBW 31.002 606 07 @ 155 36$ 
~u'uclOt1240.527 Gnllons @ 161 68$ 
Gas Pipeline 159 608 MCF @ $7 01 

19,477 300 86 

FUEL 
48 164.687 05 

388.80049 
1,247,206 33 

PLANT MATERMLS AND OPERAIING SUPPLIES 
Regular Malcnalr and SUppllcS 
Limcstonc 23,484 91 Tons @ $6 55 

25.050 475 71 
153,877 02 

7 

Balancc as Shown 
Qn Balance Shccl 

4.173.421.791 2 6  
(1,800.401,790 04) 

606.165 20 

5.029.381 61 

25,652,417 81 

34.905 5 I 

115,380,858 34 

19.477.300 06 

49,800.773 87 

25.204.352 73 



Account - SubUdlaN AccOUnl 

STORES EXPENSE 
Stoics Expcnsu Undirtnbulcd 

Gas St Undeiground.2.309 499 MCF (14 73 P s l d  0 $7 35 

ALLOWANCE MVENIORY 
Allowuncc lnvcntory 

GAS SlORED UNDERGROUND - CURRENI 

PREPAYMENIS 
1"S"FI"CC 

Fmnchbrus 
IKWS 

Righll o f  Way 
Itirk Managcmum and Workers Cornpcnsvlion 
Vehicle Ltccnsc 
Othcr 

MISCELLANEOUS CURRENT ASSETS 
Mirccllvncour Cuncnt Aarcls 
Dcnvalivc ASIC~ - Non-Hcdgmg 

Pollulion Control Scncr Y due May 1 2027 
UNAMORllZED DEBT EXPENSE 

P ~ I I ~ ~ ~ o ~  conlroi SCM z due A U ~  I ,  2030 
~oi iu t ton  control sencr AA due scpt I. 2027 
Poliulron Control Scncs BB duc Scpi I ,  2026 
Pollution Connol Scner CC due Scpl I 2026 
Pollution Conuol Scner DD duc Nav 1,2027 
Pollutton Control Sencs EE due Nov I ,  2027 
Pollution Conirol S c n c ~  FF duc Oct I ,  2032 
Pollution Control Scnes GG due Dcl I 2033 
Polluuon Control Sencr HI+ due rcb I ,  2035 
Polluiron Conno1 Bonds due Jun I .  2033 
Pollution Control Bonds duc fun I ,  2033 
Pollution Control Bonds due Jun I, 2033 

Rcfinsnccd and Called Bonds 
UNAMORTIZED LOSS ON BONDS 

DEFERRED REGULATORY ASSET 
A w l  Retiremcnt Obligations 
Elcctnc 
Gas 
Common 
Pension & Posucttrcmcni Bcncfils 
ECR Ash Hauling 
MISO Exit Tee 

ACCUMULATED DEFERRED MCDME IAXES 
Fcdcnl 
Elcctnc 
Gas 

SWtC 
Electnc 
GPI 

* Excludcs $ MCF 
Nan-rcovenbie Base G ~ S  9 MS 855 00 7.88n.nnn 

Tow1 Arrcls and Oher Debits 
8 

Bvlancc 
SubsidivN Account 

16.965.730 47 

13.71244 

1.912,846 39 
189.387 28 
158,705 97 
280.000 03 

911,nnn no 
40.031 80 

482.576 47 

2.725 04 
1.378.326 37 

475.954 49 
886.760 99 
401.739 on 
190,043 36 
206,714 23 
223,491 02 
223.524 67 
933,16848 

3,093.325 17 
1.013.36240 

473.909 62 
474,028 98 

1,003,373 44 

14,678,402 76 

41,225,032 01 

Balancc as Shown 
On Bslsncc Sheel 

4.452.nna 99 

16,965,730 47 

13.71244 

3,153,547 94 

1.381,n51 41 

9.599.395 85 

19.678.402 76 

41,225,032 01 

165.120.704 58 

18.1168.7~4 84 
4,948,170 29 

22,286 36 
126.288.471 00 

2.654.005 69 
13,139,01640 

53.339.495 57 

38,435,949 48 
6.683.543 95 

7.304.520 33 
915,481 81 

2,92I1I35.239. I7 2,921.135.239.17 



LOVISV1LL.E GAS AND ELECTRIC COMPANY 
TRIAL UALANCE - GENERAL LEDGER 

MAY 31,2007 

Accounl - Subsidiary Account 

COMMON EQUIIY 
Common Stock 
Rctnincd Earnings 
Common Stock Expcnsc 
Additional Paid-In Cnplial 
Olhci Camprchensivc Income 

Pollution Conbul Bonds 
BONDS 

LT NOTES PAYABLE TO ASSOCIAIED COMPANIES 

ST N O E S  PAYABLE 70ASSOCIAIEDCOMPANlES 
Money Pool Payable 

Notes Payablc to Other 

Regular 
Selanes 2nd Wages A C C N C ~  
Nonquahiicd Savings Plon 
Tax Collections - Payable 

E ON US ScmcesKcnlucky Utilitces 

NOTES PAYABLE TO ASSOCIATED COMPANIES 

ACCOUNTS PAYABLE 

ACCOUNTS PAYABLE ro ASSOCIAIED COMPANIES 

CUSTOMERS' DEPOSITS 

TAXES ACCRUED 

MERES1  ACCRUED 
Intcrcsi on Lang-Tcrm Deb1 
Laan Agrcemenl - Pol Conl Bonds 1992 Scnes A 
Loan Agrcemcnl -Pol Conl Bonds 1992 Senes A-TC 
Loan Agrecmcnt - Pol Conl Bonds 1993 Senes A 
Laan Agrcemenl -Pol Conl Bonds 2000 Scncs A 
Loan Agrccmcnl. Pol Conl Bonds 2000 Scncs A-TC 
Loan Agreement - Pol Cont Bands 2001 Senes A 
Laan Agrccmenl - Pol Conl Bonds 2001 Scncs A 
Loan Agrccmcnt - Pol Conl Bonds 2001 Sencs A-TC 
Loan Agreement - Pol Cant Bonds 2001 Scnes B 
Loan Agreemen1 - Pol Conl Bonds 2001 Scncs B-TC 
Loan Agrccmcnt - Pol Conl Bonds 2002 Scnes A-TC 
Loan Agreement - Pol Conl Bonds 2003 Scnes A 
Loan Agreement - Pol Con1 Bonds 2005 Senes A 
Loan Agreemcnt - Pol Conl Bonds 2007 Scnes A 
Laan Agrecmcnl - Pol Cont Bonds 2007 Scnes B 
Loan Agecmcnl - Pol Conl Bonds 2007 Scnes A 
Intcrest R a I C  swaps 
Inlercsc A C C N C ~  on Other Liabi (lies 
Fidelia 

Customers' Dcposlc; 
Olhcr 

9 

Balance 

425,170,424 0 9  
640,792,029 24 

(835.888 64) 
40,000,000 00 
(6,465,561 00) 

574,304,000 00 

363,000,000 00 

21,033,000 00 

14,880,000 00 

68,117,203 89 
2,130,313 51 

345,156 10 
946,230 19 

57.045,277 18 

18,395,093 30 

15,712,248 11 

114,698 96 
221.983 33 
130,235 14 
39,062 50 
17.592 96 
2,18920 

67,216 44 
82,153 43 

303,473 97 
303,474 27 

8,949 41 
210,488 89 

12,500 00 
63,878 95 
78,173 36 

275.999 97 
99,032 16 

3,431,207 78 
759,343 61 
(98,748 34) 

Balancc as Shown 
On Balance Shcet 

1,098,661,003 69 

574,304,000 00 

363,000,000 00 

21,033,000 00 

14,880,000 00 

71,538.904 29 

57,045,277 78 

18,395,093 30 

15,712,248 I I 

6,128,905 99 



LOUISVI1.L.E GAS AND EL.ECTRIC COMPANY 
TRIAL BALANCE - GENERAL. l .EDCER 

MAY 31,2007 

Account - Subsidisw Account 

MISCELLANEOUS CURRENl AND ACCRUED LIABILITIES 
Customer Overpayments 
UK Emission Research Gnnt  
Vacation Pay Accrued 
Dcnvalivc Llahllmcs - Nan-Hedging 
Postrciircmcnt Benefits -Current 
Other 

Line Extensions 
Elecmc 
Gas 
Customer Advances - Arena 
Otllcr 

ASSET RETIREMENT OBLlGAllONS 

CUSTOMERS' ADVANCES FOR CONSTRUCTION 

Eleclnc 
Gas 
Common 

OTHER DEFERRED CREDITS 

REGULATORY LIABILITIES 
Asset Rctiremenl Obligations 
Elecmc 
Gas 
Deferred Taxes 

Fcdcnl 
Elccmc 
Gas 

swte 
Elcctnc 
Gas 

MIS0 Schedule 10 Charges 

Invcsmcni Tax Credit (pnor law) 

Job Dcvelopmcnt Credit 

INVESTMENT TAXCREDI? 

Electnc 

Elccmc 
Gas 

Advanced Coal Credit 
ACCUMULATED DEFERRED INCOME TAXES 

Fcdnal 
Elcctnc 
Gas 
Common 

swte 
Elccmc 
Gas 
Common 

MISCELLANEOUS LONG-TERM LIABILITIES 
Pcnsion Payable 
Workers' Compensation 
Post Employment Benelils 
Unccnain Tax Positions 

ACCUMULAIED PROVISION FOR BENEFITS 
Postretirement Bcnefils 

Tow1 Liabilities and Olher Credits 
IO 

Balancc Boloncc as Shown 
Suhsidiarv Account On Balance Sllecl 

2,660,354 79 
250.000 00 

4.937.253 44 
1,573,118 71 
2,248,334 00 

120.858 47 

799,072 49 
7,716,865 57 

12,824,400 51 
270.000 00 

21,275,488 10 
7,529,574 27 

24,876 26 

29,799,259 62 

I 1,789,959 4 1 

21,610.338 57 

28,829.938 63 

29,799,259 62 

55,503,516 51 

210,629 54 
78.058 22 

28,982.470 75 
1,852,072 50 

19,198,785 00 
2,675,036 50 
2,506.464 00 

42,017,715 74 

174 88 

35,174,208 34 
1,243,332 52 
5,600,000 00 

390,473,578 71 

291,598,637 50 
42,518,366 58 

(54,580 00) 

49,786,629 88 
6,625.941 75 

(1,417 00) 

(3,967,637 00) 
6,028,377 37 
3,620,043 00 
1,072,151 00 

6,752,934 37 

93,659,564 45 
93,659,564 45 

2,921,135,239.17 2,921,135,239.17 



LOUISVILLE GAS AND ELECTRIC COMPANY 
STATEMENT OF CASH FLOWS 

MAY 31.2007 

CASH FLOWS FROM OPERATING ACTNITIES 
Net income ............. ................................................ ...................... 

I t e m  not requiring (prov 
Depreciation, .......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .................... 

Amortization.. .................................................. . . . . . . . . . . . . . . . . .  

Deferred income taxes - net 
Investment tax credit - net .......................................... .......................... . , , , ,  

Other., "I ",. ., , , , , I ,  ., , , , .. . . . . . . . . . . . . . . . . . . . . . . . .  , .  

Change in receivables. .............................................. .......................... 

Change in inventory ............. ................................................................ 
Change in allowance inventory ................................ 
Change in payables and accrued expenses 

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

. . . . . . .  

.............................................................. 
Change in other regulatory assets. ................................ 
Change in other regulatory liabilities 
Yhange in other deferred debits ...................................................................... 
,:hange in other deferred credits.,. 
Other , . , ._.".. ................. , ,. .,,. ""." .. , , , . ,  

Net cash provided (used) by op 
.............................................. 

CASH FLOWS FROM INVESTING ACTIVITIES 
Gross additions to utility plant ~ construction expenditures . . . . . . . . . . . . . . .  
Change in fong-term investments .......... .................... .................. 

Change in restricted cash .................................................................... 

Net cash provided (used) by investing activities, 

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

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

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

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from issuance of long-term debt .......................................................... 

Payments for retirement of preferred stock.. ........................... 
Net decrease in short-term debt , .  . ..... ,,I^^ ...................................... 

Dividends on preferred stock ..................................................................................... 
Dividends on common stock . . . .  ..................... ............................. 

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

. . . . . . . .  

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS,. ......... .".,.. 

S H  AND CASH EQUNALENTS AT BEGINNING OF PERIOD 

Year to Date 
2007 2006 

41,158,008 26 36,297,885 70 

48,981,745 82 
2,643,533 83 
4,535,589 07 

947,478 60 
525,169 13 

49,703,342 34 
53,972,992 87 

1,690 56 
(87,981,132 34) 
(1,501,001 04) 

(7,131,018 68) 
(21,478,775 67) 

5,476,491.90 
89,987,060.30 

132,945 65 

48,726,980 19 
2,309,386 67 

(4,195,992 13) 
(1,687,071 43) 
4,748,408 66 

1 17,026,489 58 
87,838,480 15 

2,399 76 
(90,641,759 82) 

6,382,711 27 
(1,561,377 35) 
(3,630,350 89) 
17,817,104 90 

1,02 1,124.67 
220,454,419.93 

(57,242,010 43) (48,544,729.23) 
5,458 27 (81,87942) 

(8,130,327.58) 2,814,890.76 

(65,366,879.74) __ (45,811,717.89) 

135,882,186.38 (1,821 17) 
(91,643,112 60) 
(31,911,000 00) (132,370,000 00) 

(4,416,711.93) (1,687,682 38) 
(35,000,000.00) (40,000,000.00) 
(27,088,638.15) - (1 74,059,503.55) 

(2,468,457 59) 583,198.49 

9,448,987.03 7,098,682.48 

CASH AND CASH EQUNALENTS AT END OF PERIOD 
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6,980,529.44 7,681,880.97 
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Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(s) 

Sponsoring Witness: S. Bradford Rives 

Description of  Filing Requirement: 

Securities and E,xchange Commission's annual report for  the 
most recent two (2)  ,years, Form 10-Ks and an,y Form 8-Ks 
issued within the pas t  two (2) years, and Form 10-Qs issued 
during the pas t  six (6) quarters updated as current 
information becomes available. 

Response: 

The below-listed documents are provided. Please note that 
Securities and Exchange Commission (SEC) periodic reports, 
including Form 10-K, Form 10-Q and Form 8-K are provided 
through spring 2007 when LG&E terminated its status as an SEC 
registrant and ceased filing periodic reports under the Securities 
and Exchange Act of 1934. LG&E's deregistration was effective on 
April 27, 2007. LG&E's deregistration occurred in connection with 
a restructuring transaction to  refinance various issuances of secured 
debt for the purpose of converting them to unsecured debt, which 
restructuring transaction and the SEC deregistration, were 
considered by the Kentucky Commission in Case No. 2006-00445 
and discussed in the order dated January 3 1, 2007. 

2007 Annual Financial Statements and Additional 
Information 
2006 SEC Form 10 - K 
2008 1 St Quarter Financial Statements and Additional 
Information 
2007 31d Quarter Financial Statements and Additional 
Information 
2007 2nd Quarter Financial Statements and Additional 
Information 



Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

2007 1" Quarter Financial Statements and Additional 
Information 

0 SEC Form 10-Q - September 30, 2006 
SEC Form 10-Q - June 30, 2006 
SEC Form 8-K - April 18, 2007 
SEC Form 8-K - April 11, 2007 
SEC Form 8-K - March 14, 2007 
SEC Form 8-K - October 13, 2006 
SEC Form 8-K - July 7,2006 
Report of Certain Material Changes - January 2008 - 
July 2008 
Report of Certain Material Changes - June 2007 - 
December 2007 





Louisville Gas and Electric Company 

Financial Statements and Additional Information 

As of December 31, 2007 and 2006 
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Business 

GENERAL 

LG&E, incorporated in Kentucky in 1911, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. LG&E supplies 
natural gas to approximately 326,000 customers and electricity to approximately 401,000 customers in Louisville 
and adjacent areas in Kentucky. LG&E’s service area covers approximately 700 square miles in 17 counties. 
LG&E also provides natural gas service in limited additional areas. LG&E’s coal-fired electric generating 
stations, all equipped with systems to reduce SO2 emissions, produce most of LG&E’s electricity. The remainder 
is generated by a hydroelectric power plant and natural gas and oil fueled CTs. IJnderground natural gas storage 
fields help LG&E provide economical and reliable natural gas service to customers. 

L,G&E is a wholly-owned subsidiary of E.ON IJ.S., formerly known as LG&E Energy LLC. E.ON 1J.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making LG&E an indirect wholly-owned 
subsidiary of E.ON. LG&E’s affiliate, KIJ, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy in Kentucky, Virginia and Tennessee. 

OPERATING REVENUES 

For the year. ended December 3 I ,  2007, 7:3% of total operating revenues were derived from electric operations 
and 27% from natural gas operations Electric and gas operating revenues and the percentages by class of service 
on a combined basis for this pcriod were as follows: 

(in millions) Electric ___ Gas Combined ‘YO Combined 
Residential $309 $218 $ 527 41% 
Industrial 81 Commercial 382 101 483 38% 
Other Retail 75 15 90 7?4 
Wholesale - 167 3 186 14% 

Total lfi353 $1.286 100% 

See Note 1 1 of Notes to Financial Statements for financial information concerning segments of business for the 
two years ended December 3 1,2007 and 2006. 

ELECTRIC OPERATIONS 

The sources of electric operating revenues and volumes of sales for the two years ended December 3 1,2007 and 
2006, were as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (000 Mwht (millions) (000 Mwh) 

Residential $309 4,486 $272 4,018 
Industrial & Commercial 382 6,830 361 6,682 
Other Retail 75 1,342 69 1,265 
Wholesale - 167 6,186 241 7,621 

Total 2222 18.844 w 19.586 
LG&E set a new record peak load of 2,834 Mw on August 16,2007, when the temperature reached 105 degrees 
Fahrenheit in Louisville 



LG&E's power generating system includes coal-fired units operated at its three steam generating stations Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods As of December 31,2007, 
LG&E owned and operated the following electric generating stations while maintaining a 12%-14% reserve 
margin 

Summer Capability 
Rating (Mw) 

1,472 
563 

383 
Total Steam Stations 2,418 

Steam Stations: 
Mill Creek - Jefferson County, KY 

Trimble County - Trimble County, KY (a) 
Cane Run - Jefferson County, KY 

Ohio Falls Hydroelectric Station - Jefferson County, KY 

CT Generators (Peaking capability): 
Zorn - Jefferson County, KY 

Cane Run - Jefferson County, KY 
Waterside - Jefferson County, KY (b) 
E,W. Brown - Mercer County, KY (c) 

50 

14 
119 

14 
- 

190 
328 

Total CT Generators 665 
Total Capability Rating 

(a) Amount shown represents LG&E's 75% interest. See Note 10 ofNotes to 

(b) Pursuant to the Definitive Property Sale Agreement entered into with the 

Paddy's Run -Jefferson County, KY (c) 

Trimble County - Trimble County, K.Y (c) 

Financial Statements for information regarding jointly owned units. 

Louisville Arena Authority in 2006, the Waterside property will be sold to the 
Louisville Arena Authority when the relocation of the LG&E assets has been 
completed, which is expected to occur by the end of 2008. The Waterside units 
were retired in December 2006. 

(c) Some of these units are jointly owned with KU. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units 

At December 31,2007, LG&E's electric transmission system included 41 substations (27 of which are shared 
with the distribution system) with a total capacity of approximately 11,900 MVA and approximately 894 miles of 
lines. The electric distribution system included 93 substations (27 of which are shared with the transmission 
system) with a total capacity of approximately 4,940 MVA, 3,927 miles of overhead lines and 2,261 miles of 
underground conduit. 

LG&E was formerly a member of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much of the Midwest. LG&E withdrew from the MISO effective September 1,2006. 
LG&E now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator and 
Southwest Power Pool, Inc. to function as its independent transmission operator, pursuant to FERC requirements. 
See Note 2 of Notes to Financial Statements. 
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GAS OPERATIONS 

The sources of LG&E’s natural gas operating revenues and the sales volumes for the two years ended December 
3 1,2007 and 2006, were as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (000 McR (millions) (000 Mcf) 

Residential $218 19,811 $248 17,816 
Industrial & Commercial 101 10,182 119 9,621 
Other Retail 15 1,553 19 1,499 
Wholesale 13,575 9 12,149 

Total $&g 45,121 9;395 

LG&E’s natural gas transmission system includes 256 miles of transmission mains and the natural gas 
distribution system includes 4,203 miles of distribution mains. 

The natural gas utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. LG&E gas billings include a 
Weather Normalization Adjustment (“WNA”) mechanism which adjusts the distribution cost component of the 
natural gas billings of residential and commercial customers to normal temperatures during the heating season 
months of November through April, somewhat mitigating the effect of above- or below-normal weather on 
residential and commercial revenues. In October 2006, the Kentucky Commission approved LG&E’s request to 
extend the current WNA mechanism through April 30,2009. 

LG&E has five underground natural gas storage fields, with a current working gas capacity of approximately 15 
million Mcf, that help provide economical and reliable natural gas service to ultimate consumers, By using 
natural gas storage facilities, LG&E avoids the costs associated with typically more expensive pipeline 
transportation capacity to serve peak winter space-heating loads. LG&E stores natural gas in the summer season 
for withdrawal in the subsequent winter heating season., Without its storage capacity, LG&E would be forced to 
buy additional natural gas and pipeline transportation services during the winter months when customer demand 
increases and when the prices for natural gas supply and transportation services are typically at their highest. 
Currently, L,G&E buys competitively priced natural gas from several suppliers under contracts of varying 
duration. LG&E’s underground storage facilities, in combination with its purchasing practices, enable it to offer 
natural gas sales service at competitive rates. At December 3 1,2007, LG&E had an inventory balance of natural 
gas stored underground of 11 million Mcf of working natural gas valued at $81 million. 

A number of large commercial and industrial customers purchase their natural gas requirements directly from 
alternate suppliers for delivery through LG&E’s distribution system. These large commercial and industrial 
customers account for approximately one-fourth of LG&E’s annual throughput. 

The estimated maximum deliverability from storage during the early part of the heating season is expected to be 
in excess of350,000 Mcf/day. IJnder mid-winter design conditions, LG&E expects to be able to withdraw about 
300,000 Mcflday from its storage facilities. The deliverability of natural gas from LG&E’s storage facilities 
decreases as storage inventory levels are reduced by seasonal withdrawals, 

During 2007, the maximum daily gas sendout was approximately 442,000 Mcf, occurring on February 5,2007, 
when the average temperature for the day in Louisville was 14 degrees Fahrenheit. Supply on that day consisted 
of approximately 174,000 Mcf from pipeline deliveries, approximately 192,000 Mcf delivered from underground 
storage and approximately 76,000 Mcf transported for large commercial and industrial customers. 
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RATES AND REGULATIONS 

EON, LG&E.’s ultimate parent, is a registered holding company under PUHCA 2005. EON, its utility 
subsidiaries, including LG&E, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. LG&E believes that it has adequate authority (including financing authority) 
under existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In April 2007, LG&E completed a series of financial transactions that allowed it to cease periodic reporting under 
the Securities Exchange Act of 1934 See Note 7 of Notes to Financial Statements. 

LG&E is subject to the jurisdiction ofthe Kentucky Commission and the FERC in virtually all matters related to 
electric and gas utility regulation, and as such, its accounting is subject to SFAS No. 71, Accounting for rhe 
Eflects of Certain Types ojRegu(a/ion. Given its competitive position in the marketplace and the status of 
regulation in Kentucky, LG&E has no plans or intentions to discontinue its application of SFAS No. 71 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements 

COAL SUPPLY 

Coal-fired generating units provided approximately 97% of LG&E’s net Kwh generation for 2007, The 
remaining net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant, Coal is expected to be the predominant fuel used by LG&E in the foreseeable future, with 
natural gas and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. 
LG&E has no nuclear generating units and has no plans to build any in the foreseeable fbture. 

LG&E maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its 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 has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond 
and normally augments its coal supply agreements with spot market purchases. LG&E has a coal inventory 
policy which it believes provides adequate protection under most contingencies. 

LG&E expects to continue purchasing most of its coal, which has sulfur content in the 2.0% - 3.5% range, from 
western Kentucky, southern Indiana, southern Illinois, Ohio and West Virginia for the foreseeable future. This 
supply, in combination with the Company’s SO2 removal systems, is expected to enable LG&E to continue to 
provide electric service in compliance with existing environmental laws and regulations. Coal is delivered to 
LG&E’s generating stations by a mix of transportation modes including rail and barge. 

GAS SUPPLY 

LG&E purchases natural gas supplies from multiple sources under contracts for varying periods of time, while 
transportation services are purchased from Texas Gas and Tennessee Gas. 

4 



LG&E currently transports natural gas on the Texas Gas system under Rate Schedules NNS and FT service. 
LG&E’s total winter season NNS capacity is 184,900 MMBtdday and its total summer season NNS capacity is 
60,000 MMBtdday. There are three separate NNS agreements with Texas Gas which are subject to termination 
by LG&E in equal amounts during 2010,201 1 and 2013. LG&E’s total winter and summer season FT capacity is 
28,000 MMBtu/day. One of the FT agreements with Texas Gas is for 10,000 MMBtu/day (winter and summer 
seasons) and is sub,ject to termination by L,G&E during 201 1. The other FT agreement with Texas Gas is for 
18,000 MMBtu/day (winter and summer seasons) and has been terminated effective November 1,2008. 
Commencing November 1,2008, LG&E has contracted for transportation service with Texas Gas under Rate 
Schedule Short-Term Firm with a winter season capacity of 100 MMBtdday and a summer season capacity of 
18,000 MMBtdday. This new Short-Term Firm agreement is subject to termination by L,G&E during 2013. 
LG&E also transports on the Tennessee Gas system under Tennessee Gas’ Rate Schedule FT-A. L.G&E’s 
contract capacity with Tennessee Gas is 51,000 MMBtdday throughout the year (winter and summer seasons). 
The FT-A agreement with Tennessee Gas expires during 2012. 

LG&E participates in rate and other proceedings affecting the regulated interstate natural gas pipelines that 
provide it service. Both Texas Gas and Tennessee Gas have active proceedings at the FERC in which LG&E is 
participating. However, neither pipeline is hilling charges subject to refund, and neither currently has rate case 
proceedings before the FERC that would change the pipeline’s base transportation rates under which LG&E, 
receives service. 

LG&E also has a portfolio of supply arrangements of various 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. These natural gas supplies, in tandem with pipeline transportation services, provide the reliability and 
flexibility necessary to serve L.G&E.’s natural gas customers. 

For further discussion of wholesale natural gas prices, see Note 2 of Notes to Financial Statements 

ENVIRONMENTAL M A T E R S  

Protection of the environment is a major priority for LG&E. Federal, state and local regulatory agencies have 
issued LG&E permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on LG&E, which may be 
significant, cannot currently be predicted. Some states that have already deregulated have begun discussions that 
could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

LG&E had 944 full-time regular employees at December 31,2007,655 of which were operating, maintenance and 
construction employees represented by the IBEW Local 2100. LG&E and employees represented by the IBEW 
Local 2100 signed a three-year collective bargaining agreement in November 2005. The new agreement provides for 
negotiated increases or changes to wages and annual benefits re-openers. Benefits re-openers were negotiated in 
November 2006 and November 2007. 
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At December 3 1.2007 

OFFICERS OF THE COMPANY 

I .  : 

Name 

Victor A Siaffieri 

John R. McCall 

S Bradford Rives 

Martyn Gallus * 
Chris Hermann 

Paula H Pottinger 

Paul W Thompson 

Wendy C Welsh 

Michael S Beer 

Lonnie E Bellar 

Kent W Blake 

D Ralph Bowling 

L.aura G Douglas 

R W Chip Keeling 

John P Malloy 

Dorothy E O’Brien 

George R Siemens 

P. Greg Thomas 

John N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 

c* 

& 

52 

64 

49 

43 

60 

50 

50 

53 

49 

43 

41 

50 

58 

51 

46 

54 

58 

5 1  

53 

46 

51 

Chairman of the Board, President and Chief Executive 
Officer 

Executive Vice President, General Counsel, Corporate 
Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Marketing 

Senior Vice President - Energy Delivery 

Senior Vice President - Human Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and Development 

Vice President - Power Operations - WKE 

Vice President - Corporate Responsibility and 
Community Affairs 

Vice President -Communications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Regulated Generation 

Treasurer 

Controller 

Effective Date of 
Election to 

Present Position 

May 2001 

.July 1994 

September 2003 

December 2000 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

August 2002 

November 2007 

March 2002 

April 2007 

October 2007 

January 2001 

April 2007 

June 2003 

December 2000 

January 2005 

Officers generally serve in the same capacities at LG&E and its affiliates, E ON U S and KU 
*Mr Gallus is serving in a position with an international E ON affiliate, effective January 2008 
**David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008 
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Risk Factors 

LG&E is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in any 
forward-looking statements made by LCJ&E. 

The electric and gas rates that LG&E charges customers, as well as other aspects of the business, are 
subject to significant and complex governmental regulation. Federal and state entities regulate many aspects 
of utility operations, including financial and capital structure matters; siting and construction of facilities; rates, 
terms and conditions of service and operations; mandatory reliability and safety standards; accounting and cost 
allocation methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. 
Such regulations may subject LG&E to higher operating costs or increased capital expenditures and failure to 
comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge LG&E’s rate request and ultimately reduce, alter or limit 
the rates LG&E seeks, 

Changes in transmission and wholesale power market structures, as well as LG&E’s exit from the MISO, 
could increase costs or  reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of LG&E, as well as other aspects of the business, are 
subject to significant FEKC regulation. LG&E’s business is subject to extensive regulation under the FERC 
covering matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions; cerlain natural gas operations and other matters. Existing FERC regulation, 
changes thereto or issuances of new rules or situations ofnon-compliance, can affect the earnings, operations or 
other activities ofL.C&E. 

LG&E undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or cost 
overruns is subject to risks in  many areas including approval and licensing; permitting; construction problems or 
delays; increases in commodity prices or labor rates; contractor performance; weather and geological issues and 
political, labor and regulatory developments. 

LG&E’s costs of compliance with environmental laws are significant and are  subject to continuing 
changes. Extensive federal, state and local environmental regulations are applicable to LG&E’s air emissions, 
water discharges and the management of hazardous and solid waste, among other areas; and the costs of 
compliance or alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased 
capital or operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

LG&E’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect LG&E’s finances or operations by 
changing demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting 
capital markets or impacting future growth. 

LG&E is subject to risks regarding potential developments concerning global climate change matters. 
Such developments could include potential federal or state legislation or industry initiatives limiting GHG 
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emissions; establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
L,G&E’s generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

LG&E’s business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

LG&E is subject to operational risks relating to its generating plants, transmission facilities and 
distribution equipment. Operation of power plants, transmission and distribution facilities subjects LG&E to 
many risks, including the breakdown or railure of equipment; accidents; labor disputes; delivery/transportation 
problems; disruptions of fuel supply and performance below expected levels. 

LG&E could be negatively affected by rising interest rates, downgrades to company or  bond insurer credit 
ratings that could impact the Company’s bond credit ratings or  other negative developments in its ability 
to access capital markets. In the ordinary course of business, LG&E is reliant upon adequate long-term and 
short-term financing means to fund its significant capital expenditures, debt interest or maturities and operating 
needs. Increases in interest rates could result in increased costs to LG&E. 

LG&E is subject to commodity price risk, credit risk, countcrparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services or payments could result in potential 
increased costs to LG&E 

LG&E is subject to risks associated with defined benefit retirement plans, health care plans, wages and 
other employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
funding levels, returns on investments, intelest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and retain 
key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, including electric and natural gas base rate increase 
proceedings, merger surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC 
and MISO proceedings and other rates or regulatory matters affecting LG&E, see Notes 2 and 9 ofNotes to 
Financial Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in SO2, NOx and other emissions 
mandated by recent or potential regulations; items regarding other emissions proceedings and the manufactured 
gas plant sites; global warming or climate change matters and other environmental items affecting LG&E, see 
Note 9 of Notes to Financial Statements 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against L.G&E. To the extent that damages are assessed in any of these lawsuits, LG&E 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does not 
anticipate that liabilities arising out of currently pending or threatened lawsuits and claims will have a material 
adverse effect on LG&E.’s financial position or results of operations. 
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Selected Financial Data 

Years Ended December 3 1 

2007 2006 2005 2004 2003 
(in millions) 

Operating revenues $=l=JJ&= $1.173 $1.094 - 

Net operating income u $223 $179 

Net income $120 u $129 u 
Total assets $2.967 Q&&g 

Long-term obligations 
(including amounts 
due within one year) $984 $820 $821 L A 2  $798 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
con,junction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on LG&E's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are sub,ject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results may 
materially vary. Factors that could cause actual results to materially differ include: general economic conditions; 
business and competitive conditions in the energy industry; changes in federal or state legislation; unusual 
weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other factors 
described from time to time in LG&E's reports, including as noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric and gas utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Net income 

Net income related to the electric business increased $5 million and net income related to the natural gas business 
decreased $2 million in 2007 compared to 2006, resulting in an overall $3  million net income increase. Increased 
retail sales volumes associated with warmer summer weather and cooler winter weather and increased natural gas 
wholesale sales resulted in an increase in net income. Lower electric wholesale sales and lower MISO related 
revenues partially offset this increase. 

Revenues 

Electric revenues in 2007 decreased $10 million primarily due to: 
e 

0 

Decreased wholesale sales ($66 million) due to decreased volumes and lower wholesale market 
pricing 
Decreased MISO related revenues ($8 million) resulting from the exit from the MISO 

These decreases were partially offset by: 
0 increased fuel costs ($35 million) billed to customers through the FAC due to increased fuel prices 

and sales volumes delivered 
increased sales volumes delivered ($19 million) resulting from a 3% increase in heating degree days 
and a 51% increase in cooling degree days 
Increased ECR surcharge ($9 million) due to increased recoverable capital spending 

Natural gas revenues in 2007 decreased $42 million primarily due to a decrease in the average cost of gas billed 
to customers throughout the year ($71 million), partially offset by increased volumes ($19 million) and increased 
wholesale sales ($1 0 million). 
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Expenses 

Fuel for electric generation and natural gas supply expenses comprise a large component of total operating 
expenses. Increases or decreases in the cost of fuel and natural gas supply are reflected in electric and natural gas 
retail rates, through the FAC and GSC, subject to the approval of the Kentucky Commission. 

Fuel for electric generation increased $24 million in 2007 primarily due to: 
Increased cost of fuel burned ($17 million) due to higher coal prices 
Increased generation ($7 million) due to higher demand 

Power purchased expense decreased $32 million in 2007 primarily due to: 
Decreased volumes purchased ($3.3 million) due to increased internal generation 
Increased cost per Mwh of purchases ($2 million) due to higher fuel prices 

Gas supply expenses decreased $41 million in 2007 primarily due to: 
Decreased cost of net gas supply ($77 million) due to lower inventory unit cost and adjustments to the 
GSC for recoveries 
Increased volumes of natural gas delivered to the distribution system ($36 million) due to higher 
demand 

Other operation and maintenance expenses decreased $12 million in 2007 primarily due to decreased other 
operation expenses ($1 7 million), partially offset by increased maintenance expenses ($4 million). 

Other operation expenses decreased $1 7 million in 2007 primarily due to: 
Decreased VDT workforce reduction expense ($8 million) due to completion of VDT amortization in 
March 2006 
Decreased MISO Day 1 and Day 2 expense ($8 million) due to the exit from the MIS0 effective 
September 1,2006, and refunds from the MISO for certain chaiges 
Decreased steam expense ($5 million) due to lower lease expense 
Decreased pension expense ($3 million) due to a pension contribution early in 2007 
Decreased write-offs of uncollectible accounts ($3 million) primarily due to lower gas prices in 2007 
as compared with prices in the first quarter of 2006 
Increased wholesale expense ($6 million) due to a recorded credit in April 2006 for a FERC ordered 
refund from the MISO for charges assessed in excess of the rates in the MIS0 transmission tariff 
Increased scrubber reactant expense ($2 million) due to a higher priced lime contract in 2007 

Maintenance expenses increased $4 million in 2007 primarily due to: 
Increased boiler maintenance expense ($3 million) 
Increased gas main distribution maintenance and other maintenance services ($2 million) 
Decreased overhead conductor and devices maintenance ($1 million) 

Other expense - net decreased $2 million in 2007 primarily due to increased other income ($1 million) and 
decreased other expense ($1 million). 

Interest expense increased $9 million in 2007 primarily due to increased interest to affiliated companies ($8 
million) due to increased affiliate bonowings to fund the pension plan and redeem the Company’s preferred stock 
and increased interest rates on variable rate debt ($1 million). 
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CRITICAL ACCOUNTING POLICIES/ESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves,judgments regarding future events, including 
legal and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the 
financial statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, 
the financial and operating environment also may have a significant effect, not only on the operation of the 
business, but on the results reported through the application of accounting measures used in preparing the 
financial statements and related disclosures, even if the nature ofthe accounting policies applied has not changed. 
Specific risks for these critical accounting policies are described in the Notes to Financial Statements. Each of 
these has a higher likelihood of resulting in materially different reported amounts under different conditions or 
using different assumptions Events rarely develop exactly as forecasted and the best estimates routinely require 
ad,justment., 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1 , 2 , 3 , 5 , 6  and 9 ofNotes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting LG&E are detailed in Note 1 
of Notes to Financial Statcrnents 

LIQUIDITY AND CAPITAL RESOURCES 

LG&E uses net cash generated from its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. LG&E believes that such sources of 
funds will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 3 1,2007, LG&E is in a negative working capital position in part because of the classification of 
certain variable-rate pollution control bonds totaling $120 million that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt Credit facilities totaling $125 million are in place to 
fund such tenders, i f  necessary LG&E has never needed to access these facilities. LG&E expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $138 million and $320 million in 2007 and 2006, respectively 

The 2007 decrease of $1 82 million was primarily the result of decreases in cash due to changes in: 
0 

0 

0 

0 

0 

Accounts receivable ($88 million) due to higher GSC and FAC billings in December 2007, related to 
higher year end coal and gas prices 
Materials and supplies ($48 million) due to higher coal inventory at December 3 1, 2007 resulting from 
higher coal prices as well as greater volumes on hand 
GSC recovery ($40 million) due to refunds of over recoveries 
Pension and postretirement funding ($26 million) 
Accrued income taxes ($22 million) due to estimated payments during 2007 being greater than income tax 
accrued 
Property and other taxes payable ($17 million) 
Prepaid pension asset ($14 million) 

13 



These decreases were partially offset by cash provided by changes in: 
Accounts payable ($33 million) 

e ECR recovery ($13 million) 

Earnings, net of non-cash items ($13 million) 
MISO exit fee ($13 million) due to the MISO exit being completed effective September 1,2006 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities in 2007 increased $50 million in 2007 compared to 2006, primarily due to increased capital 
expenditures of $48 million and $2 million in restricted cash. Restricted cash primarily relates to cash received as 
a prepayment for equipment on order for the Louisville Arena project. 

Financing Activities 

Net cash inflows (outflows) for financing activities were $56 million and ($173) million in 2007 and 2006, 
respectively. See Note 7 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

LG&E expects its capital expenditures for the three-year period ending December 31,201 0, to total 
approximately $735 million, consisting primarily of construction of TC2 totaling approximately $85 million 
(including $25 million for environmental controls), gas main replacement initiatives of approximately $50 
million, redevelopment of the Ohio Falls hydroelectric facility totaling approximately $45 million, a customer 
care system totaling approximately $30 million and on-going construction related to generation and distribution 
assets. See Note 9 of Notes to Financial Statements for additional information. 

LG&E’s construction program is designed to ensure that there will be adequate capacity and reliability to meet 
the electric and gas needs of its service area and to comply with environmental regulations These needs are 
continually being reassessed and appropriate revisions are made, when necessary, in construction schedules. 
Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market 
entry of competing electric power generators, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. See Contractiial Obligations further below and 
Note 9 of Notes to Financial Statements for current commitments LG&E anticipates funding future capital 
requirements through operating cash flow, debt and/or infusions of capital from its parent 

Regulatory approvals are required for LG&E to incur additional debt. The FERC authorizes the issuance of short- 
term debt while the Kentucky Commission authorizes issuance of long-term debt In November 2007, LG&E 
received a two-year authorization from the FERC to borrow up to $400 million in short-term funds 

LG&E’s debt ratings as of December 31,2007, were: 

Pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moody’s ~ S&P 
A2 BBB+ 
A2 - 
- BBB+ 
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These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue bonds. 

Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 3 1,2007. LG&E 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most of LG&E's debt is variable rate. See Statements of 
Capitalization,, 

(in millions) Pavments Due by Period 
Contractual Cash Oblieations 2008 2009 2010 2017 Thereafter 

Short-term debt (a) $ 7 8  $ -  $ -  $ -  $ -  $ - $ 7 8  
Long-term debt 25 959(b) 984 

Unconditional power 

Coal and gas purchase 

Operating leases (c) 5 4 4 3 3 5 24 

purchase obligations (d) 16 18 19 19 19 322 413 

obligations (e) 245 197 200 212 67 5 926 
Retirement obligations (1) 35 35 34 34 33 167 338 
Other obligations (g) 2 26 3 - __ - 104 

cash obligations Ifi414 G&Q La3 u a L J = & g g 2 & 2  
Total contractual 

(a) Represents borrowings from affiliated company due within one year 
(b) Includes long-term debt of $120 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events Maturity 
dates for these bonds range from 2026 to 2027. LG&E does not expect to pay these amounts in 2008 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OVEC power purchase agreements through 2026 
(e) Represents contracts to purchase coal and natural gas 
(1) Represents currently projected cash flows for pension, postretirement and other post-employment benefits as calculated by 

the actuary. 
(g) Represents construction commitments, including commitments for TC2 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions ar'e recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets 
that could have a material effect on the financial statements. 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstate- 
ments. Also, pro,jections of any evaluation of effectiveness to future periods are subject to the risk that controls 
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may become inadequate because of changes in conditions, or that the degree of compliance with the policies or 
procedures may deteriorate 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 3 1, 
2007,. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
Organizations of the Treadway Commission in Internal Control - Integrated Framework ("COSO). The 
Company has concluded that, as of December 31,2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

L,G&E is no longer sub,ject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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Louisville Gas and Electric Company 
Statements of Income 

(Millions of $) 

OPERATING REVENUES: 
Electric (Note 12) . . . . .  . . . . . . . . . . .  
Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . ,, 

Total operating revenues , . , , , . , , , . . . . . . . . . .  

OPERATING EXPE.NSES: 
Fuel for electric generation . . . . . . . .  
Power purchased (Notes 9 and 12) . . , . , , , . , , ,  

Other operation and maintenance expenses 
Depreciation and amortization (Note I )  . . . . . . . . . . . .  . . . .  

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

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

Gas supply expenses . . . . . . . . . . . . . .  
.,.., 

Net operating income . , , .  . . . . . . . . . . . . . . . . .  

Other expense - net . . . . . . . . . . . . . . . . . . .  
Interest expense (Notes 7 and 8) , ,  . . . . . . . .  
Interest expense to affiliated companies (Note l2), .. . . . . . . . .  

.............. Income before income taxes , .  

Federal and state income taxes (Note 6 )  , . . ,  . . . . . . . . . .  

Net income , ,, . 

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

Years Ended December 3 1 
2007 

$ 933 $ 943 
353 395 
M 1.338 

318 294 
82 I I4 

254 295 
276 288 
126 124 
l-oJ& 1.115 

230 223 

I 3 
29 28 
2 2 

179 179 

59 62 

u u. 

Statements of Retained Earnings 
(Millions of$) 

Years E.nded December 3 1 
2007 2006 

Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $639 $62 1 
. . . . . . . . . . . . . .  ................. 120 1 I7 Add net income . . . . . . . . .  

Preferred stock buyback .. ,., . . . . . . . . . .  ....................... A*) - 
755 738 

5% cumulative preferred, . . I 
Auction rate cumulative preferred .. , ,  . , , ,  . , 3 
Common . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  65 95 

2 3 

Balance December 3 I $&Q $634 

Deduct: Cash dividends declared on stock: 

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

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

(Millions of $) 

Net income . . , . . . .  , . . . . , , . . . . , . . . , , 

Cain (loss) on derivative instruments and hedging activities, 
net of tax benefit (expense) of $2 and $ ( I )  for 2007 and 2006, 
respectively (Notes 1 and 3) , , , , , , . . , . . . . . . . . . . . 

Additional minimum pension liability adjustment, net of tax expense 
of $0 and $30 for 2007 and 2006, respectively (Note 5) . ,  .. , . .... , 

Other comprehensive income (loss), net of tax (Note 13) 

Comprehensive income . , , , ,.. , . , . , ,. , ,..,. ." 

Years E.nded December 3 1 
2007 2006 

$Izo $117 

The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Balance Sheets 
(Millions of $) 

December 3 I 

ASSE.TS: 
Current assets: 

Cash and cash equivalents (Note 1) ...................................................... 
Restricted cash (Note I) . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable ~ less reserve of $2 in 2007 and 2006 (Note 1) ................. 
Accounts receivable from affiliated companies (Note 12) . , ,  , ,  

Materials and supplies (Note I): 
Fuel (predominantly coal) , .  

Gas stored underground , , , ,.. . . . . . . . . .  , . ,  

Other materials and supplies .......................................... 
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Utility plant, at original cost (Note I ): 
Electric . ,  , . , , , . , . . . . . . . . . . . . . . . . .  
Gas , ,  ., . . .. , 

Common , , , ,  . 

Total utility plant, at original cost 

Less: reserve for depreciation . ,  , . . . . . . . . . . . . . . . . . . . . .  
Total utility plant. net 

Construction work in progress ................................................... 
Total utility plant and construction work in progress I , , , , ,  . , " ,  , ,  , , ,  . , 

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

. . , . . , . . . . . . . . . . . . . . . . . . . . . .  

Deferred debits and other assets: 
Restricted cash (Note I), , , , . , .  , , .. 

Prepaid pension assets , ,  ................................................... 
Regulatory assets (Notes I and 2): 

Pension and postretirement bencfits . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  
O t h e r . , , ,  ,, ............................................ 

Other assets .......................... 
Total deferred debits and other assets , . , ,  , , , ,, , . , . , , , , , 

Total Assets 

The accompanying notes are an integral part of these financial statements 

2007 

$ 4  
7 

I89 

46 
81 
31 
13 
371 

3,246 
5 5  1 
178 

3,915 

2,356 

344 

12 
14 

I I O  
94 
2 
242 

w 

2006 

$ 7  

I65 
19 

38 
83 
30 
2 
3 

3,200 
526 
180 

3,906 

1.534 
2,312 

217 
2.589 

16 

126 
93 
3 
244 

UJ&! 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(Millions of $) 

December 3 1 

L.lABILlTlES AND EQUITY: 
Current liabilities: 

Current portion of long term debt (Note 7) . . . . . . . . . . . . . .  
Notes payable to affiliated companies (Notes 8 and 12) 

Accounts payable to affiliated companies (Note 12) . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  ........... . . . . . . . . . . . . . . .  
es , , , , , . , , . ,  . . . . . . . . . . . . . . . . . . . . . . .  

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

Long-term debt: 
Long-term bonds (Note 7) . . . . . .  . . . . . .  
L,ong-term notes to affiliated company (Note 7) . .  . . . . . . . .  , .  . , . 

Total long-term debt . . . . . . . . .  ., . . ....................... ........ 
Mandatorily redeemable preferred stock (Note 7)  . . . . . . . . . . . . . . . . . . . . .  

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) 
Accumulated provision for pensions and relat 
Investment tax credit, in process of amortization 
Asset retirement obligations ,,, , ,., ........................... ....... 
Regulatory liabilities (Note 2 ) :  

Accumulated cost of removal of utility plant 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  

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

Other regulatory liabilities . . . . . . . . . . . . . . .  . . . . . . . . . . .  ... 
Other liabilities , , , , . . , . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  

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

Commitments and contingencies (Note 9) 

Cumulative preferred stock . . . . . . . . . . . .  . . . . . .  

COMMON EQIJITY: 
Common stock, without par value I 

Authorized 75,000,000 shares, outstanding 21,294,223 shares ,,, , .. 
Additional paid-in capital (Note 12) 
Accumulated other comprehensive income (Note 13).,. 

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total L.iabilitics and Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ...... 

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

2007 

$ I20 
78 

1 1 1  
57 
19 
34 
3 

454 
410 

864 
- 

342 
94 
46 
30 

24 I 
50 
19 

47 
2 

___ 

424 
60 

(13) 
690 
1.161 

lfiiLu 

2006 - 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(Millions of $) 
Years Ended December 3 1 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income 
Items not requiring cash currently: 

, . . . . , . . , . , , . , . . , , , , , , , . . , . . . . . . , . , , , , , , 

Depreciation and amortization . ,, ,..... " ...... , . , , , , , ,  

Deferred income taxes ~ net. . . .. . , 

Investment tax credit - net . , , , , , . 
VDT amortization. . . , , , . . . . 
Provision for pension and post 
Other .... . , . . , , , . . . . . . . , ,. , . , ,  

Accounts receivable , ,, . . . , , , , , . . . . . . . . . . , 

Materials and supplies 
Accounts payable ,. . , . , , . . . . . . . . . . . . , . 

Accrued income taxes . .. . . .. . 
Property and other taxes payable .. . .. . , , ,.. . .... ... 
Prepayments and other current assets. . , 

Prepaid pension asset , , . . .. 
Other current liabilities 

Gas supply clause receivable, net , . ,  . ,.,", 

Environmental cost recovery mechanism receivable 

. , . . . . , , , , . , . . , . . . . . . 

. , .  .., 

Change in certain current assets and liabilities: 

. . , . . . , . 

. , . . . , . . . , . 

Pension and postretirement funding, , , ,,,,,,...,... .. .,. . ... 

Fuel adjustment clause receivable, net , ,...,......,, .,.. , ,  . , .  ,......,.. 
MISO exit fee. . , ,  , , , . . .  . , . . . . . . . . . . . . . . . . . 

Other , ,  , ,  , , , . . . , . , . . . . . , , , , , , . . . , . . , . 

,.. , .  "... . ,... ~ . , . ,  

, . , . , . . . . 

Net cash provided by operating activities 

CASH FL.OWS FROM INVESTING ACTIVITIES: 
Conshuction expenditures . . . . , , , . . . , , . . . . . . . . 
Change in restricted cash , ,,. , ,,...... . , , , ,,,...... " ... 
Net cash used for investing activities , ,, , , ,  , ., . , , , . , . . 

CASH FL.OWS FROM FINANCING ACTIVITIES: 
Long-term borrowings from affiliated company (Note 7 ) .  ., .,. .... 
Short-term borrowings from affiliated company (Note 8) .........,.... ,,, 
Repayment of short-term borrowings from affiliated company . . , . . . .  

Retirement of first mortgage bonds 
Issuance of pollution control bonds. . , , , .... ,.., ..... , . , 

Retirement of cumulative preferred stock. .... , ,..... ... ... ..,,..., , , 
Retirement of mandatorily redeemable preferred stock ... , , ,  , ..,...,. 

,.,,... ..,. , . , ,  ....,., 

,. 

Preferred stock buyback adjustment .. . .. . ,  ........ , ., 

Payment of dividends 
Additional paid-in capital. .. .. , . . . . . , , , , . , . . . . . . . . , 

. , ,  , . . . . . . . . . , . . , , . . . 

Net cash provided by (used for) financing activities ., , , ,, ,,,. 

Change in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year . . . . .  

. . . . . . , . ,, , . 
. . . . . . . , . 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes . ... . . , , ,  . 
Interest on borrowed money 
Interest to affiliated companies on borrowed money ...,... 

. . . . . . . . , . . , . , . , ., , ., ,, ,, , . , 
. , . . ., , , , , . . , . . . . . . .. . .. . .. .. , 

The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Statements of Capitalization 

(Millions of $) 
December 3 1 
- 2007 zoos 

L.ONG-TERM DE,BT (Note 7): 
Pollution control series: 

S due September I ,  201 7, variable % . . . . . . . . . . . . . . . . . . . . . . . . . .  
T due September 1, 2017, variable %... . . . . . . . . .  . . . . . . . .  
U due August 15,2013, variable %o . . . . . . . . . . .  . . . . . . . . . . . . .  

Trimble Co 2000 Series A, due August I ,  2030, variable % 
Jefferson Co, 2000 Series A, due May 1, 2027, variable % . . . . . . . . . . . . . . .  

,Jefferson Co 2001 Series A environmental facilities bonds, due 
September. I ,  2027, variable % . . . . . . . . . . . . . . . . .  

leffcrson Co ZOO1 Series A pollution control bonds, due 

Trimblc Co 2001 Series A, due September I, 2026, variable % . . . . .  
Jefferson Co, 2001 Series B, due November I ,  2027, variable % ,  . . . . . . . .  
Trimble Co 2001 Series B, due November 1, 2027, variable %... . . . . . . . . . . . . .  
Trimble Co 2002 Series A, due October I ,  2032, variable %.. . . . . . . .  
L.ouisville Metro 2003 Series A, due October I ,  2033, variable % 
Louisville MeWo 2005 Series A,  due February I ,  2035, variable % 
Trimblc Co 7007 Series A, due .June 1 ,  2033, 4 60% .................... 
Louisville Metro 2007 Series B, due .June I ,  2033, variable % .................... 
Louisville Metro 2007 Series A, due June 1, 2033, variable %.., . . . . . . . . . . . .  

. . . .  , .  

September 1, 2026, variable %. ...... ........... . . . . . . .  

... 

Notes payable to Fidelia: 
Due January 16.2012,4 33%. unsecured . . . . . . . . . . . . .  
Due April 30, 2013,4 55%, unsecured . . . . . . . . . . . . . . . . . . . .  
Due August 15, 20 I i. 5 3 1 %, unsecured . . . . . . . . . . . . . . . .  
Due November 26. 2022,5 72%, unsecured . . . .  

Due April 13,2031,5 93%, unsecured.. 
Due April 13, 2037, 5 98 %, unsecured. , ,  . . .  . . . . . . . . .  

. . . . . . . . . . . . .  
,,, 

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

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

Mandatorily redeemable preferred stock: 
$5 875 series, outstanding shares of 0 in 2007 and 200,000 in 2006 . . . . . . .  

Total long-term debt outstanding . . . . . . . . . . . . .  

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .......... 

L.ess current portion of long-term debt . . . . . . . . . .  

CUMUL.ATlVE PREFERRED STOCK: 

$25 par value, 1,720,000 shares authorized - 5% series, outstanding shares o f 0  in 
2007 and 860,287 in 2006 .. . . . . . . . . . . . . . . . . . . .  . . . . .  . ., 

Without par value, 6,750,000 shares authorized -auction rate, outstanding shares 
o f 0  in 2007 and 500,000 in 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

COMMON EQIJITY: 
Common stock. without par value - 

Authorized 75,000,000 shares, outstanding 21,294,223 shares . . . . . . . . .  
Additional paid-in capital m o t e  12) . . . . . . . . . . . . . . . .  

Accumulated other comprehensive income (Note 13) . . . . . . . . . .  ........ 
Retained earnings ,. , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total common equity . . . . . . . . . .  . . . . . .  

Total capitalization . . , , , , , . . . . . . . . . . . .  . . . . . .  

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

The accompanying notes are an integral part ofthese financial statements. 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

LG&E, incorporated in Kentucky in 191 3, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. LG&E supplies 
natural gas to approximately 326,000 customers and electricity to approximately 401,000 customers in Louisville 
and adjacent areas in Kentucky, LG&E’s coal-fired electric generating stations, all equipped with systems to 
reduce SO2 emissions, produce most of LG&E’s electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled CTs. 

LG&E is a wholly-owned subsidiary of E.ON IJS.,  formerly known as LG&E Energy LLC. E.ON U S .  is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making LG&E an indirect wholly-owned 
subsidiary of E.ON. L.G&E.’s affiliate, KU, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy in Kentucky, Virginia and Tennessee. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 2007 
presentation with no impact on net assets, liabilities and capitalization or previously reported net income and cash 
flows. 

Regulatory Accounting. L.G&E. is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery from customers in hture rates to defer costs that would otherwise be charged to expense. 
L,ikewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the cument use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC or the Kentucky 
Commission. See Note 2, Rates and Regulatory Matters, for additional detail regarding regulatory assets and 
liabilities. 

Cash and Cash Equivalents. LG&E considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents. 

Restricted Cash. A deposit in the amount of $12 million, used as collateral for an $83 million interest rate swap 
expiring in 2020, is classified as restricted cash on LG&E’s balance sheet. An advance deposit of$7 million from 
the Louisville Arena Authority is also restricted for equipment purchases related to relocating transmission 
facilities. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the 
retail revenues billed over the last four months. Accounts with no payment activity are charged-off after four 
months, although collection efforts continue thereafter. 

Materials and Supplies. Fuel, natural gas stored underground and other materials and supplies inventories are 
accounted for using the average-cost method. Emission allowances are included in other materials and supplies and 
are not currently traded by LG&E. At December 31,2007 and 2006, the emission allowances inventory was less than 
$1 million. 
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Other Property and Investments. Other property and investments on the balance sheets consists ofLG&E’s 
investment in OVEC and non-utility plant. LG&E and 11 other electric utilities are participating owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate electricity, Kyger 
Creek Station in Ohio and CliAy Creek Station in Indiana, Pursuant to current contractual agreements, LG&E’s 
share of OVEC’s output is 5 63%, approximately 124 Mw of generation capacity. 

As of December 31,2007 and 2006, LG&E’s investment in OVEC totaled less than $1 million. LG&E. is not the 
primary beneficiary of OVEC; therefore, it is not consolidated into the financial statements of LG&E and is 
accounted for under the cost method of accounting. LG&E’s maximum exposure to loss as a result of its 
involvement with OVEC is limited to the value of its investment” In the event of the inability of OVEC to fulfill 
its power provision requirements, LG&E anticipates substituting such power supply with either owned generation 
or market purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
LG&E’s ownership interest and power purchase rights. 

Utility Plant. LG&E.’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates. LG&E has not recorded any allowance for funds used during construction, in 
accordance with Kentucky Commission regulations. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated service 
lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 (3.0% electric, 2.8% gas and 
7.7% common); and 3.2% in 2006 (3.0% electric, 2.9% gas and 7.8% common) ofaverage depreciable plant. Of the 
amount provided for depreciation, at December 3 1,2007, approximately 0.4% electric, 0.8% gas and 0.1 % common 
were related to the retirement, removal and disposal costs of long lived assets. Of the amount provided for 
depreciation, at December 31, 2006, approximately 0.4% electric, 0.9% gas and 0.4% common were related to 
the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight-line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accounlingfor Incoine Taxes and FIN 48, 
Accounting for. IJnceriainty in Income Taxes, an Interprelation ojSFAS No 109. In accordance with these 
statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their respective 
tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the deferred tax 
assets and liabilities are expected to be settled or realized. Significant judgment is required in determining 
the provision for income taxes, and there are transactions for which the ultimate tax outcome is uncertain. FIN 48 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed 
periodically and adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities 

24 



Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. LG&E and KU received an investment tax credit related to 
TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted fTom provisions of 
the tax law that permitted a reduction of LG&E’s tax liability based on credits for construction expenditures“ 
Deferred investment tax credits are being amortized to income over the estimated lives of the related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
LG&E accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting 
period based on allocating the daily system net deliveries between billed volumes and unbilled volumes. The 
allocation is based on a daily ratio of the number of meter reading cycles remaining in the month to the total 
number of meter reading cycles in each month. Each day’s ratio is then multiplied by each day’s system net 
deliveries to determine an estimated billed and unbilled volume for each day of the accounting period. The 
unbilled revenue estimates included in accounts receivable were $65 million and $53 million at December 31, 
2007 and 2006, respectively, 

Fuel and Gas Costs. The cost of he1 for electric generation is charged to expense as used, and the cost of natural 
gas supply is charged to expense as delivered to the distribution system. LG&E operates under a Kentucky 
Commission-approved performance-based ratemaking mechanism related to natural gas procurement activity 
See Note 2, Rates and Regulatory Matters. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting LG&E: 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Nonconfrolling 1nferesf.s in Consolidated Financial 
Sfatemenfs, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15,2008. The objective ofthis statement is to improve the relevance, Comparability and transparency 
of financial information in a reporting entity’s consolidated financial statements. The Company expects the 
adoption of SFAS No. 160 to have no impact on its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Oplionfor Financial Asset,r and Financial 
Liabilifies - Including an Amendment of’FASB Sfaiernent No 115. SFAS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by- 
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective .January 1, 2008 and had 
no impact on the statements of operations, financial position and cash flows. 
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SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measuremen/.s, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, &fecfive Date 
of FASB Sfafenierif No. 1.57, which delays the effective date of SFAS No, 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements on a recurring 
basis (at least annually), to fiscal years beginning after November 15, 2008 and interim periods within those 
fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those nonfinancial 
assets and liabilities, and had no impact on the statements of operations, financial position and cash flows, 
however, the Company will provide additional disclosures relating to its financial derivatives, AROs and pension 
assets as required in 2008. 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation o fa  tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “more likely than not” that a tax position will he sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The tax 
position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective .January 1, 
2007. The impact of FIN 48 on the statements ofoperations, financial position and cash flows was not material 

Note 2 - Rates and Regulatory Matters 

LG&E is subject to the,jurisdiction of the Kentucky Commission and the FERC in virtually all matters related to 
electric and gas utility regulation, and as such, its accounting is subject to SFAS No. 71. Given its competitive 
position in the marketplace and the status of regulation in Kentucky, LG&E has no plans or intentions to 
discontinue its application of SFAS No. 71 

Electric and Gas Rate Cases 

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in 
LG&E’s electric and natural gas rates. The revenue increases requested were $64 million for electric and $19 
million for natural gas. In June 2004, the Kentucky Commission issued an Order approving increases in LG&E’s 
electric base rates of approximately $43 million (8%) and natural gas base rates of approximately $12 million 
(3%). The rate increases took effect on .July 1, 2004. 

Final proceedings took place during the first quarter of2006 concerning the sole remaining open issue relating to 
state income tax rates used in calculating the granted rate increase. On March 3 I ,  2006, the Kentucky 
Commission issued an Order resolving this issue in LG&E’s favor consistent with the original rate increase order. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
ARO 
GSC adjustments 
MISO exit 
FAC 
IJnamortized loss on bonds 
ECR 
Other 

Subtotal 

2007 2006 
$ 24 $ 22 

I6 21 
13 13 
9 4 

19 20 
4 9 
3 4 

94 93 

Pension and postretirement benefits 110 )26 
Total regulatory assets $10_4 $219 

Accumulated cost of removal of utility plant $ 232 
Deferred income taxes - net 50 54 
GSC adjustments 10 31 
Other 3 4 
Total regulatory liabilities $310 $321 

$ 241 

LG&E does not currently earn a rate of return on the GSC adjustments, FAC and gas performance-based 
ratemaking regulatory assets, all of which are separate recovery mechanisms with recovery within twelve months. 
No return is earned on the pension and postretirement benefits regulatory asset which represents the changes in 
funded status of the plans. The Company will seek recovery of this asset in future proceedings with the Kentucky 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset against the 
associated regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. The MISO 
exit amount represents the costs relating to the withdrawal from MISO membership LG&E will seek recovery of 
this asset in future proceedings with the Kentucky Commission. LG&E currently earns a rate of return on the 
remaining regulatory assets. Other regulatory assets include VDT costs, the merger surcredit, gas performance 
based ratemaking and Mill Creek Ash Pond costs. Other regulatory liabilities include DSM and MISO costs 
included in base rates that will be netted against costs of withdrawing from the MISO in the next rate case. 

ARO. A summary ofLG&E’s net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accouniing for Conditional Asset Reiiremeni Obligations, an Interpretation ojSFAS No 143, and SFAS 
No 143, Accounting for A.s.set Refiremeni Obligaiions follows: 

ARO Net ARO 
(in millions) Assets Liabilities 

ARO accretion - 0 
As of December 3 1,2006 4 (28) 
ARO accretion (2) 
Removal cost incurred - 
As of December 3 1,2007 u U) 

As of December 3 1,2005 $ 4  $ (27) - 
- 
- 

Reeulatorv Accumulated 
I 

Cost of Removal 
$ 20 $ 3  

- __ 2 
22 3 

2 - 

___ 
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Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 million in 2007 and 2006 for the ARO accretion and 
depreciation expense. L,G&E AROs are primarily related to the final retirement of assets associated with 
generating units and natural gas wells. For assets associated with AROs, the removal cost accrued through 
depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory treatment 
prescribed under SFAS No. 71" There were no FIN 47 net asset additions during 2007. FIN 47 net asset additions 
during 2006 were less than $1 million. For the years ended December 31,2007 and 2006, LG&E recorded less 
than $1 million of depreciation expense related to the cost of removal of ARO related assets An offsetting 
regulatory liability was established pursuant to regulatory treatment prescribed under SFAS No. 71 

LG&E transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

GSC Adjustments. LG&E's natural gas rates contain a GSC, whereby increases or decreases in the cost of 
natural gas supply are reflected in LG&E's rates, subject to approval by the Kentucky Commission. The GSC 
procedure prescribed by Order of the Kentucky Commission provides for quarterly rate ad,justments to reflect the 
expected cost of natural gas supply in that quarter, In addition, the GSC contains a mechanism whereby any over- 
or under-recoveries of natural gas supply cost from prior quarters is to be refunded to or recovered from 
customers through the adjustment factor determined for subsequent quarters. 

LG&E's GSC was modified in 1997 to incorporate a natural gas procurement incentive mechanism. Since 
November 1, 1997, LG&E has operated under this PBR mechanism related to its natural gas procurement 
activities. LG&E's rates are ad,justed annually to recover (or refund) its portion of the expense (or savings) 
incurred during each PBR year (1 2 months ending October 3 1). During the PBR year ending in 200.7, LG&E 
achieved $10 million in savings, Olthat total savings amount, LG&E's portion was approximately $2 million and 
the ratepayers' portion was approximately $8 million. Pursuant to the extension of L,G&E's natural gas supply 
cost PBR mechanism effective November 1, 2001, the sharing mechanism under the PBR requires savings (and 
expenses) to be shared 25% with shareholders and 75% with ratepayers up to 4.5% of the benchmarked natural 
gas costs. Savings (and expenses) in excess of 4.5% of the benchmarked natural gas costs are shared 50% with 
shareholders and 50% with ratepayers. The current natural gas supply cost PBR mechanism was extended 
through 2010 without further modification. 

MIS0 Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, LG&E 
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit from the MISO, LG&E has been 
operating under a FERC-approved open access-transmission tariff. LG&E now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function as 
Independent Transmission Organization, pursuant to FERC requirements. 

LG&E and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, LG&E paid approximately $13 million to the MISO 
pursuant to an invoice regarding the exit fee and made related FERC compliance filings. The Company's 
payment of this exit fee amount was with reservation of its rights to contest the amount, or components thereof, 
following a continuing review of its calculation and supporting documentation. In December 2006, LG&E 
provided notice to the MISO of its disagreement with the calculation of the exit fee. LG&E and the MISO have 
resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an application with 
the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the parties' 
recalculation of the exit fee; and the approved agreement provides LG&E with an immediate recovery of less 
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than $1 million and will provide an estimated $2 million over the next eight years for credits realized from other 
payments the MISO will receive, plus interest. Orders of the Kentucky Commission approving the Company’s 
exit from the MISO have authorized the establishment of a regulatory asset for the exit fee, subject to adjustment 
for possible future MISO credits, and a regulatory liability for certain revenues associated with former MISO 
administrative charges, which may continue to be collected via base rates. The treatment ofthe regulatory asset 
and liability will be determined in LG&E’s next rate case, however, the Company historically has received 
approval to recover and refund regulatory assets and liabilities. 

FAC. LG&E’s retail electric rates contain an FAC, whereby increases and decreases in tlie cost of fuel for 
electric generation are reflected in the rates charged to retail electric customers. The FAC allows the Company to 
adjust customers’ accounts for the difference between the fuel cost component of base rates and the actual fuel 
cost, including transportation costs. Refunds to customers occur if the actual costs are below the embedded cost 
component. Additional charges to customers occur if the actual costs exceed the embedded cost component. The 
amount of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, and 
at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel ad,justment 
charge or credit to the base charges,, 

In January 2008, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the six-month 
period May 1, 2007 through October 31, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the six-month 
period of November 1,2006 through April 30,2007. Data discovery has concluded and a public hearing was held 
in October 2007, The Kentucky Commission issued an Order in .January 2008, approving the charges and credits 
billed through the FAC during the review period. 

In December 2006, tlie Kentucky Commission initiated its periodic two-year review of LG&E’s past operations 
of the fuel clause and transfer of fuel costs from the FAC to base rates for November 1,2004 through October 3 1, 
2006. In March 2007, the KIIJC challenged LG&E’s recovery of approximately $1 million in aggregate fuel costs 
LG&E incurred during a period prior to its exit from the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application of LG&E’s FAC charges and fuel procurement practices and 
indicated that LG&E was in compliance with the provisions of Administrative Regulation 807 KAR 55056. The 
Kentucky Commission further approved L.G&E’s recommendation for the transfer of fuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC’s arguments in the proceeding. In the same month, the Kentucky Commission issued an 
Order denying the KIIJC’s request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for L,G&E for the period of 
November 1,2005 through April 30,2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU’s FAC and, as part of the Order in that case, required 
that an independent audit be conducted lo examine operational and management aspects of both L.G&E’s and 
KU’s fuel procurement functions. The final report’s recommendations, issued in February 2004, related to 
documentation and process improvements. Management Audit Action Plans were agreed upon by LG&E and the 
Kentucky Commission Staff in the second quarter of 2004, and resulted in Audit Progress Reports being filed by 
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LG&E with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that L.G&E 
fully complied with all audit recommendations and that no further reports are required. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight-line method, which 
approximates the effective interest method, over the life of either replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

ECR. Kentucky law permits LG&E to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a retun of and on capital invested, through the ECR mechanism. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending October 
31,2006 and April 30,2007, respectively, ofLG&E's environmental surcharge. Data discovery concluded in 
December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights to a 
hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter of 2008. 

In .lune 2006, LG&E filed an application to amend its ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades at the Company's generating facilities. The estimated 
capital cost of the upgrades for the years 2008 through 2010 is approximately $40 million, of which 
approximately $30 million is for the Air Quality Control System at TC2. A final Order was issued by the 
Kentucky Commission in December 2006, approving all expenditures and investments as submitted. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E.'s environmental 
surcharge for six-month periods ending October 2003, April 2004, October 2004, October 2005 and April 2006, 
and for the two-year period ending April 2005. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement allowing 
LG&E to set up a regulatory asset of $141 million for workforce reduction costs and begin amortizing it over a 
five-year period starting in April 2001. Some employees rescinded their participation in the voluntary enhanced 
severance program, which thereby decreased the charge to the regulatory asset from $144 million to $141 
million, The Order reduced revenues by approximately $26 million through a surcredit on bills to ratepayers over 
the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to LG&E) of savings as stipulated 
by LG&E, net of amortization costs of the workforce reduction. The five-year VDT amortization period expired 
in March 2006. 

As part ofthe settlement agreements in the electric and natural gas rate cases, in September 2005, LG&E filed 
with the Kentucky Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In 
February 2006, the AG, KIUC and L.G&E reached a settlement agreement on the future ratemaking treatment of 
the VDT surcredits and costs and subsequently submitted a joint motion to the Kentucky Commission to approve 
the unanimous settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will 
continue at the current level until such time as LG&E files for a change in electric or natural gas base rates. The 
Kentucky Commission issued an Order in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KIJ Energy Corporation in 1998, LG&E estimated 
non-fix1 savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
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amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted LG&E’s proposal to reduce its retail customers’ bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit mechanism 
provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be provided to 
ratepayers through a monthly bill credit, and 50% be retained by LG&E over a five-year period In that same 
order, the Kentucky Commission required LG&E, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. LG&E submitted this 
filing in .January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifih- 
year gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission 
issued an Order approving a settlement agreement reached with the parties in the case. According to the Order, 
LG&E’s merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger 
savings would continue to be shared 50% with ratepayers and 50% with shareholders and LG&E would file a 
plan for the merger surcredit six months before its expiration. 

In December 2007, LG&E submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008. The Kentucky Commission has not issued a procedural schedule fol 
this proceeding. 

Pension and Postretirement Benefits. LG&E adopted SFAS No. 158, Employers’ Accounting for Defined 
Benefit Perxion and Oll7er Porfretiretnent Plaris, in 2006. This statement requires employers to recognize the 
over-funded or under-funded sta(us of a defined benefit pension and postretirement plan as an asset or liability in 
the balance sheet and to rccognize through comprehensive income the changes in the funded status in the year in 
which the changes occur Under SFAS No. 71, LG&E can defer recoverable costs that would otherwise be 
charged to expense or equity by non-regulated entities. Current rate recovery in Kentucky is based on SFAS No. 
87, Einplqyers ’ Accoirn~ing /or Pensions, and SFAS No. 106, Employer-s ‘Accounting for Postretirement Benefits 
Other than Pensions. both of which were amended by SFAS No. 158. Regulators have been clear and consistent 
with their historical trealmcnt of such rate recovery, therefore, LG&E has recorded a regulatory asset 
representing the probable recovery of the portion of the change in funded status of the pension and postretirement 
plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior service cost and 
actuarial gains and losses are recognized in net periodic benefit cost. 

Accumulated Cost of Removal of Utility Plant. As of December 31,2007 and 2006, LG&E has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $241 million and $2.32 million, 
respectively, in accordance with FERC Order No. 63 1. This cost ofremoval component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, LG&E has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing the 
regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently enacted 
tax rates for all material temporary differences between the fmancial reporting and income tax bases of assets and 
liabilities. 

DSM. LG&E’s rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows LG&E to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, LG&E and KU filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective programs. 
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The total annual budget for these programs is approximately $26 million, an increase over the existing annual 
budget of approximately $10 million. Data discovery concluded in November 2007, and the Community Action 
Council (“CAC”) for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the Kentucky Association 
for Community Action (“KACA”), filed a motion for hearing. In .January 2008, the CAC and KACA filed a 
motion with the Kentucky Commission to withdraw the request because the parties reached a settlement. The 
Kentucky Commission is allowing the current tariffs to remain in effect until a final order is issued, 

Other Regulatory Matters 

Regional Reliability Council. LG&E has changed its regional reliability council membership from the 
Reliability First Corporation to the SERC Reliability Corporation (“SERC”), effective January 1, 2007. Regional 
reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric 
supply systems in North America. 

Arena. In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for sale 
of the Waterside property to the Louisville Arena Authority. The Kentucky Commission issued an Order in 
September 2006, approving the proposed transaction. In November 2006, LG&E completed certain agreements 
pursuant to its August 2006 Memorandum of IJnderstanding with the Louisville Arena Authority regarding the 
proposed construction of an arena in downtown Louisville. LG&E entered into a relocation agreement with the 
Louisville Arena Authority providing for the reimbursement to LG&E of the costs to be incurred in moving 
certain LG&E facilities related to the arena transaction. Those costs are currently estimated to be approximately 
$63 million. The parties further entered into a property sale contract providing for LG&E’s sale of a downtown 
site to the L.ouisville Arena Authority for approximately $10 million, which represents the appraised value of the 
parcel, less certain agreed upon demolition costs. The amounts specified in the contracts are subject to certain 
acijustments. Depending upon continuing progress of the proposed arena, the transactions contemplated by the 
contracts will occur through 2008. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by LG&E and KU, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006, In August 
2006, LG&E obtained dismissal of ajudicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court’s dismissal. Both parties 
have filed for reconsideration of elements of the appellate court’s ruling. The transmission lines are also subject 
to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in LG&E’s market-based rate 
proceeding accepting LG&E’s further proposal to address certain market power issues the FERC had claimed 
would arise upon an exit from the MISO. In particular, LG&E received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market power, subject to a restriction 
that such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by 
LG&E of power at market-based rates in the LG&E/KU and Big River Electric Corporation control areas. In 
June 2007, the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, 
including restrictions similar to those previously in place for LG&E’s power sales at control area interfaces As a 
condition of receiving and retaining market-based rate authority, LG&E must comply with applicable affiliate 
restrictions set forth in FERC’s regulation. 
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FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of EON U S. and its subsidiaries, including LG&E, under the FERC’s standards of conduct and 
codes of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries’ structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON 1J.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not expected 
to have a material adverse impact on the Company’s results of operations or financial condition, 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
(“RRO) by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance with 
such standards, including promulgating new standards. Failure to comply with mandatory reliability standards 
can subject a registered entity to sanctions, including potential fines of up to $1 million per day as well as non- 
monetary penalties, depending upon the circumstances of the violation. LG&E is a member of the SERC, which 
acts as LG&E’s RRO. The SERC is currently assessing LG&E’s compliance with certain existing mitigation 
plans resulting from a prior RRO’s audit of various reliability standards. While LG&E believes itself to be in 
substantial compliance with the mandatory reliability standards generally, LG&E cannot predict the outcome of 
the current SERC proceeding or of other analysis which may be conducted regarding compliance with particular 
reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission In April 2005, LG&E and KIJ filed their 2005 joint IRP with the Kentucky 
Commission. The 1RP provides historical and projected demand, resource and financial data, and other operating 
performance and system information. The AG and the KIUC were granted intervention in the IRP proceeding 
The Kentucky Commission issued its staff report with no substantive issues noted and closed the case by Order in 
February 2006. LG&E and KU will submit the next joint triennial filing in April 2008. 

PIIHCA 2005. E.ON, LG&E’s ultimate parent, is a registered holding company under PIJHCA 2005. EON, its 
utility subsidiaries, including LG&E., and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. LG&E believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive legislation 
contains provisions mandating improved electric reliability standards and performance; granting enhanced civil 
penalty authority to the FERC; providing economic and other incentives relating to transmission, pollution 
control and renewable generation assets; increasing funding for clean coal generation incentives; repealing the 
Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC jurisdiction over 
public utility holding companies and related matters via the Federal Power Act and PUHCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the requirements 
of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and demand 
response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to conduct a 
formal investigation and issue a decision on whether or not it is appropriate to implement certain Section 1252, 
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Smart Metering standards within eighteen months after the enactment of EPAct 2005 and to commence 
consideration of Section 1254, Interconnection standards within one year after the enactment of EPAct 2005. 
Following a public hearing with all Kentucky,jurisdictional electric utilities, in December 2006, the Kentucky 
Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, Smart Metering and 
Section 1254, Interconnection standards should not be adopted. However, all five Kentucky Commission 
jurisdictional utilities are required to file real-time pricing pilot programs for their large commercial and 
industrial customers. LG&E developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. Data discovery concluded in July 
2007, and no parties to the case requested a hexing. In February 2008, the Kentucky Commission issued an 
Order approving the real-time pricing pilot program proposed by LG&E for implementation within 
approximately eight months. LG&E will notify the Kentucky Commission 10 days prior to the actual 
implementation date and will file annual reports on the program within 90 days of each plan year-end for the 3- 
year pilot period. 

As part of the LG&E 2004 rate case settlement agreements, and as referred to in the Kentucky Commission 
EPAct 2005 Administrative Order, LG&E made its responsive pricing and smart metering pilot program filing, 
which addresses real-time pricing for residential and general service customers, in March 2007. The AG and 
KIUC were granted full intervention. In .July 2007, the Kentucky Commission approved the application as filed, 
for 100 residential customers and a sampling of other customers, and authorized LG&E to establish the 
responsive pricing and smart metering pilot program, recovery of non-specific customer costs through the DSM 
billing mechanism and the filing of annual reports by April 1,2009,2010 and 201 1 .  LG&E must also file an 
evaluation of the program by .July 1,201 1. 

Hydro Upgrade. In October 2005, LG&E received from the FERC a new license to upgrade, operate and 
maintain the Ohio Falls Hydroelectric Project. The license is for a period of 40 years, effective November 2005. 
LG&E began refurbishing the facility to add approximately 20 Mw of generating capacity in 2004, and plans to 
spend approximately $45 million from 2008 to 2010. 

Gas Storage Field Matter. In March 2007, LG&E commenced a review of certain federal and state permitting, 
licensing and oversight matters relating to existing natural gas operations at its Doe Run, Kentucky storage field, 
which extends into Indiana. The review related, in part, to the applicable jurisdictional status of such operations 
under the Natural Gas Act and whether additional applications, filings or exemptions were required or advisable. 
During March 2007, L.G&E reported to the FERC the existence of possible permitting failures and in April 2007, 
filed an application for corrective Federal Power Act authorizations. In July 2007, the FERC accepted LG&E’s 
Federal Power Act filing granting appropriate permit status for retail gas activities. This corrective event places 
these activities in compliance for future periods. In August 2007, the FERC advised LG&E that it had concluded 
its investigation related to prior periods and had closed the matter with no further actions. 

Green Energy Riders. In February 2007, LG&E and KU filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing LG&E to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, LG&E filed an application with the Kentucky Commission 
for the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved LG&E’s new five-yea program as filed, effective in October 2007. The program 
terminates in September 2012, and is funded through a $0.10 per month meter charge. 
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Collection Cycle Revision. In September 2007, LG&E filed an application with the Kentucky Commission to 
revise the collection cycle for customer bill payments from 15 days to 10 days to more closely align with the KU 
billing cycle and to avoid confusion for delinquent customers. In December 2007, the Kentucky Commission 
denied LG&E’s request to shorten the collection cycle. LG&E filed a motion with the Kentucky Commission for 
reconsideration and received an Order granting approval. The Kentucky Commission issued additional data 
requests to LG&E in February 2008. No procedural schedule has been established. 

Depreciation Study. In December 2007, LG&E filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot currently 
be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of LG&E’s non-trading financial instruments as of December 3 1 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 

redemption (including current 
portion of $1 million) $ -  $ -  $ 20 $ 20 

current portion of$l20 million) $574 $571 $574 $574 
Long-term debt from affiliate $410 $438 $225 $222 

Preferred stock subject to mandatory 

Long-term debt (including 

Interest-rate swaps - liability $ 21 IF 21 $ 15 $ 15 

All of the above valuations reflect prices quoted by exchanges except for the swaps and loans from affiliate. The fair 
values of the swaps reflect price quotes from dealers. The loans from affiliate are fair valued using accepted 
valuation models. The fair values of  cash and cash equivalents, accounts receivable, accounts payable and notes 
payable are substantially the same as their carrying values. 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge exposure 
to market fluctuations in certain of its debt instruments., Pursuant to Company policy, use of these financial 
instruments is intended to mitigate risk, earnings and cash flow volatility and is not speculative in nature. 
Management has designated all of the interest rate swaps as hedge instruments. Financial instruments designated 
as cash flow hedges have resulting gains and losses recorded within other comprehensive income and 
stockholders’ equity. See Note 13, Accumulated Other Comprehensive Income. 

LG&E. was party to various interest rate swap agreements with aggregate notional amounts of $21 1 million as of 
December 3 1,2007 and 2006. Under these swap agreements, LG&E paid fixed rates averaging 4.38% and 
received variable rates based on the London Interbank Offer Rate or the Securities Industry and Financial 
Markets Association’s municipal swap index averaging 3.5% and 3.75% at December 31,2007 and 2006, 
respectively. The swap agreements in effect at December 31,2007 have been designated as cash flow hedges and 
mature on dates ranging from 2020 to 2033. The cash flow designation was assigned because the underlying 
variable rate debt has variable future cash flows. The hedges have been deemed to be highly effective resulting in 
a pre-tax loss of $6 million for 2007 and a pre-tax gain of $3 million for 2006, recorded in other comprehensive 
income. Amounts in accumulated other comprehensive income will be reclassified into earnings in the same 
period during which the hedged forecasted transaction affects earnings. The amount expected to be reclassified 
from other comprehensive income to earnings in the next twelve months is less than $1 million. A deposit in the 
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amount of $12 million, used as collateral for one of the interest rate swaps, is classified as restricted cash on the 
balance sheets The amount of the deposit required is tied to the market value of the swap 

Energy Risk Management Activities (non-hedging derivatives). LG&E conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, Accoztnringfor Derivafive Znstrumenls and Hedging Acfivifies, 
as amended 

The table below summarizes LG&E's energy trading and risk management activities: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  $ 1  

IJnrealized gains and losses recognized at contract 
inception during the period - - 

Realized gains and losses recognized during the period (5) 16 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 4 (1 7) 

& u 
1 Other unrealized gains and losses and changes in fair values I_ __ 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years, All 
contracts outstanding at December 3 1,2007 and 2006, have a maturity of less than one year and are valued using 
prices actively quoted for proposed or executed transactions or quoted by brokers. 

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31,2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. 

LG&E hedges the price volatility of its forecasted electric wholesale sales with the sales of" market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other expense - net. Pre-tax 
losses of$5 million resulted in 2007. Pre-tax gains of $16 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to 
perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to group8 of customers 
or counterparties that have similar economic or industry characteristics that would cause their ability to meet 
contractual obligations to be similarly affected by changes in economic or other conditions. 

LG&E's customer receivables and natural gas and electric revenues arise from deliveries of natural gas to 
approximately 326,000 customers and electricity to approximately 401,000 customers in Louisville and adjacent 
areas in Kentucky. For the year ended December 31,2007,73% of total revenue was derived from electric operations 
and 27% from natural gas operations. For the year ended December 3 1,2006,70% of total revenue was derived from 
electric operations and 30% from natural gas operations,. 
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Effective November 2005, LG&E and its employees represented by the IBEW Local 2100 entered into a three-year 
collective bargaining agreement The new agreement provides for negotiated increases or changes to wages and 
annual benefits re-openers Benefits re-openers were negotiated in November 2006, and November 2007. The 
employees represented by this bargaining agreement comprise approximately 69% of LG&E’s workforce at 
December 3 I ,  2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

LG&E has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees The healthcare plans are contributory with 
participants’ contributions adjusted annually LG&E uses December 3 1 as the measurement date for its plans 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ 
benefit obligations and fair value of assets over the two-year period ending December 31,2007, and a statement 
of the funded status as of December 3 1  for LG&E’s sponsored defined benefit plans: 

Other Postretirement 
(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Plan amendments 
Benefits paid, net of rclircc contributions 
Actuarial gain and other 

Benefit obligation at end olyear 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

$ 408 $ 427 
4 4 

24 23 
19 4 

(28) (29) 

$ 105 $ 106 
1 1 
5 6 

$ 356 $ 333 
26 36 
56 18 

(28) (29) 

$ 1 $ (52) 

Amounts Recognized in Statement of Financial Position. The following tables provide the amounts recognized 
in the balance sheets and information for plans with benefit obligations in excess of plan assets as of December 
31: 

Other Postretirement 
Pension Benefits Benefits 
2007 2006 2007 2006 

$ 93 $ 93 $ 17 $ 33 

(in millions) 

Regulatory assets 
Non-current assets 14 - - 
Accrued benefit liability (current) - - (3) (2) 
Accrued benefit liability (non-current) ( 1 . 9  (52) (81) (97) 
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Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

Benefit obligation $ 408 $ 408 $ 89 $ 105 
Accumulated benefit obligation 378 391 - 
Fair value of plan assets 409 356 5 6 

2007 2006 2007 2006 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic benefit 
cost for the plans: 

Other Postretirement 
(in millions) 

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

Pension Benefits Benefits 
2007 2006 2007 2006 --- 

$ 4 $ 4  $ 1 %  1 

- - Amortization of transitional obligation I 
$ 3 $  7 $ 8 $ I O  -- Benefit cost at end ofyear 

The assumptions used in the measurement of LG&E’s pension benefit obligation are shown in the following 
table: 

2007 2006 
Weighted-average assumptions as of December 3 1 : 
Discount rate - LJnion plan 6.56% 5.91% 
Discount rate - Non-union plan 6.66% 5.96% 
Rate of compensation increase 5.25% 5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, ad,justed by the basis point 
change in the Moody’s Corporate Aa Bond Rate in December. 

The assumptions used in the measurement ofLG&E’s net periodic benefit cost are shown in the following table: 
- 2007 2006 

Discount rate 5.90% 5.50% 
Expected long-term return on plan assets 8.25% 8.25% 
Rate of compensation increase 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, LG&E considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 
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The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

* A 1 YO change in the assumed discount rate could have an approximate $45 million positive or negative 
impact to the 2007 accumulated benefit obligation and an approximate $52 million positive or negative 
impact to the 2007 projected benefit obligation 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 million 
positive or negative impact on 2007 pension expense 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita cost 
of covered healthcare benefits was assumed for 2007 The rate was assumed to decrease gradually to 5% by 201 5 
and remain at that level thereafter 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1% change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase or decrease of $2 million in 
year..end 2007 postretirement benefit obligations 

Expected Future Benefit Payments. The following list provides the amount of expected future benefit 
payments, which reflect expected future service: 

Pension 
(in millions) plans 
2008 $ 2 8  
2009 27 
2010 26 
201 1 26 
2012 25 
2013-17 129 

Other 
Postretirement 

Benefits 
$ 7  

8 
8 
8 
8 
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Plan Assets. The following table shows LG&E's weighted-average asset allocation by asset category at 
December 3 1 : 

Pension Plans Target Ranee 2007 - 2006 
Equity securities 45% - 75% 57% 61% 
Debt securities 3o'Xo - 50% 43% 39% 
Other 0% - IOVO 0% 0% 
Totals - 100% 100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of the 
following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U S .  Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 
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To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion of 
the fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate sensitivity 
which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the aggregate 
shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in below 
investment grade securities provided that the overall average portfolio quality remains “AA” or better. The below 
investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar and 
emerging market debt and asset backed securities. The cash investments should be in securities that either are of 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s risWreturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments., 

The investment ob,jective for the postretirement benefit plan is to provide current income consistent with stability 
of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement funds 
are invested in a prime cash money market fund that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the 1J.S. government. 

Contributions. LG&E made discretionary contributions to the pension plan of $56 million in .January 2007, and 
$1 8 million in January 2006. The discretionary contribution made in January 2007, was slightly more than the 
$52 million accumulated benefit obligation and its prqjected benefit obligation as of December 3 I ,  2006. 

In addition, LG&E made contributions to other postretirement benefit plans of $7 million and $1 1 million in 
2007 and 2006, respectively In 2008, LG&E anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 401(h) plan 
up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally ( i )  mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. LG&E has a thrift savings plan under section 401(k) of the Internal Revenue Code. 1Jnder the 
plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to provide 
future retirement benefits LG&E makes contributions to the plan by matching a portion of the employee 
contributions,, The costs of this matching were $2 million for 2007 and 2006. 
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Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E O N  U.S.’s direct parent, E.ON lJS Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including LG&E, will calculate its 
separate income tax for the tax period, The resulting separate-return tax cost or benefit will be paid to or received 
from the parent company or its designee. LG&E also files income tax returns in various state jurisdictions. With 
few exceptions, LG&E is no longer subject to US .  federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named “Compliance 
Assurance Process”. This program accelerates the 1RS’s review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

LG&E adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, LG&E had $1 
million of unrecognized tax benefits related to federal and state income taxes. If recognized, the entire $1 million 
of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of uncertain 
tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for LG&E that may decrease within the next 12 months total less 
than $1 million and are based on the expiration of statutes during 2008. 

LG&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, L.G&E. recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption ofFIN 48, interest 
is recorded as interest expense and penalties are recorded as operating expenses on the income statement and 
accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 million was accrued for 2007 
and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. No penalties were accrued by LG&E upon adoption of FIN 48 or through December 3 1,2007 

Components of income tax expense are shown in the table below: 

(in millions) 
Current - federal 

Deferred - federal - net 

Investment tax credit - deferred 
Amortization of investment tax credit 
Total income tax expense 

- state 

- state - net 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of$9 million and $3 million at December 3 1,2007 and 
2006, respectively, as discussed below. 

In .June 2006, LG&E. and KU filed a joint application with the U.S. Department of Energy (“DOE”) 
requesting certification to he eligible for investment tax credits applicable to the construction of TC2. The 
EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax credit 
to promote the commercialization of advanced coal technologies that will generate electricity in an 
environmentally responsible manner. LG&E’s and KIJ’s application requested up to the maximum 
amount of “advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and IRS announced that 
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L,G&E and KU were selected to receive the tax credit A final IRS certification required to obtain the 
investment tax credit was received in August 2007. LG&E's portion of the TC2 tax credit will be 
approximately $25 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, LG&E recorded investment tax credits of $9 million and $3 million in 2007 and 
2006, respectively, decreasing current federal income taxes 

In September 2007, LG&E received Order 2007-00179 from the Kentucky Commission approving the 
accounting of the investment tax credit In March 2008, certain groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was violative of certain 
environmental laws and demanded relief, including suspension or termination of the program LG&E is not able 
to predict the ultimate outcome of this proceeding 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 2006 

Depreciation and other plant-related items $368 $367 
Regulatory assets and other 30 22 

6 Pension and related benefits ___ 
Total deferred tax liabilities - 403 - 395 

Deferred tax liabilities: 

- 5 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Liabilities and other 
Total deferred tax assets 

14 15 
19 21 

26 24 
62 57 
- - 
- - 

Net deferred income tax liability - $313 

Balance sheet classification 
Current liabilities 
Non-current liabilities 

Net deferred income tax liability 

$ 4  $ -  
- 342 - 333 
g$& $313 

A reconciliation of differences between the statutory U S .  federal income tax rate and LG&E's effective income 
tax rate follows: 

2007 - 2006 
Statuto7 federal income tax rate 35.0% 35.0% 
State income taxes, net of federal benefit 3.4 3.8 
Reduction of income tax accruals (0.6) (0.4) 
Qualified production deduction (1.1) (0.6) 
Amortization of investment tax credits (2.2) (2.2) 
Other differences (1.5) (1.0) 
Effective income tax rate U% 34.6% 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing at 
tax rates that differ from statutory rates and various other permanent differences. 
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H.  R. 4520, known as the “American .Jobs Creation Act of 2004”, allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law in March 
2005 This bill contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1, 2005, and a further reduction to 6% effective January 1, 
2007 As a result of the income tax rate changes, LG&E’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
rates when the deferred tax liability originated. In December 2006, LG&E received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $16 million for these net excess deferred income 
tax balances. L.G&E will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the life 
of the timing differences to which they relate. Excess deferred income tax balances related to non-depreciation 
timing differences were expensed in 2006 due to their immaterial amount. There were no additional adjustments 
in 2007. 

LG&E expects to have adequate levels of taxable income to realize its recorded deferred tax assets 

Note 7 - Long-Term Debt 

As of December 3 1,2007 and 7006, long-term debt and the current portion of lohg-term debt consist primarily of 
pollution control bonds and long-term loans from affiliated companies as summarized below 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 
Outstanding at Dcccmber 3 1,2007: 
Noncurrent portion Variable 2012-2037 $864 
Current portion Variable 2026-2027 $120 

Outstanding at December 3 1,2006: 
Noncurrent portion Variable - 5.875% 2008-20.35 $572 
Current portion Variable 2007-2027 $248 

Pollution control series bonds are obligations of LG&E issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky A loan agreement 
obligates LG&E to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
April 2007, the county’s debt was also secured by an equal amount of LG&E’s first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the county’s 
debt, but require no payment of principal and interest unless LG&E defaults on the loan agreement. 

Several of the LG&E pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 1,2007, LG&E 
had an aggregate $575 million of outstanding pollution control indebtedness, of which $394 million is in the 
form of insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an 
auction process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to 
investor concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to 
increase, and the Company has experienced “failed auctions” when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can 
be as high as 15%. During 2007, the average rate on the auction rate bonds was 3.77%, whereas the average rate 
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in .January and February of 2008 was 4,58%. The instruments governing these auction rate bonds permit LG&E 
to convert the bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates 
or intermediate-term fixed rates that are reset infrequently. In the first quarter of 2008, the ratings of the 
Louisville Metro 2003 Series A bonds were downgraded from Aaa to A2 by Moody’s and from AAA to A- by 
S&P due to downgrades of the bond insurer. In February 2008, LG&E issued a notice to bondholders of its 
intention to convert the Louisville Metro 2005 Series A, 2007 Series A and 2007 Series B bonds from the 
auction rate mode to a weekly interest rate mode, as permitted under the loan documents. In March 2008, LG&E 
will issue notices to bondholders of its intention to convert the Jefferson County 2000 Series A bonds from the 
auction mode to a weekly interest rate mode, as permitted under the loan documents. LG&E expects to purchase 
such bonds and hold some or all such bonds until a later date, including potential further conversion, 
remarketings or refinancings. Uncertainty in markets relating to auction rate securities or steps LG&E. has taken 
or may take to mitigate such uncertainty, such as additional conversions, subsequent restructurings or 
redemptions and refinancings, could result in LG&E incurring increased interest expense, transaction expenses 
or other costs and fees or experiencing reduced liquidity relating to existing or future pollution control financing 
structures. See Note 14, Subsequent Events. 

All ofLG&E’s first mortgage bonds were released and terminated in April 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain of LG&E’s variable-rate 
pollution control bonds, the bonds are sub,ject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence ofcerlain events, causing the bonds to be classified as current portion 
of long-term debt in the balance sheets. The average annualized interest rate for these bonds during 2007 and 
2006 was 3.66% and 3.50%, respectively. 

Interest rate swaps are used to hedge LG&E’s underlying variable-rate debt obligations. These swaps hedge 
specific debt issuances and, consistent with management’s designation, are accor’ded hedge accounting 
treatment. The swaps exchange floating-rate interest payments for fixed rate interest payments to reduce the 
impact of interest rate changes on LG&E’s pollution control bonds. As of December 31,2007 and 2006, 
LG&E had swaps with an aggregate notional value of$211 million. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured/ 
Year Description Amount ~ Rate Unsecured Maturity 
2007 Pollution control bonds $3 1 Variable Secured 2017 
2007 Pollution control bonds $60 Variable Secured 201 7 
2007 Pollution control bonds $35 Variable Secured 2013 
2007 Mandatorily Redeemable Preferred Stock $20 5.875% Unsecured 2008 
2006 Mandatorily Redeemable Preferred Stock $ 1 5.875% LJnsecured 2006 

LG&E did not issue any new long-term debt in 2006. Issuances of long-term debt for 2007 are summarized 
below: 

($ in millions) 
- Year Description 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 

Principal 
Amount 

$3 1 
$60 
$35 
$70 
$67 
$47 
44 

Secured/ 
- Rate Unsecured Maturity 

Variable Unsecured 2033 
4.60% Unsecured 2033 

5.98% Unsecured 2037 
5.93% Unsecured 203 1 
5.72% IJnsecured 2022 

Variable Unsecured 2033 



In January 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain financial 
transactions, including arrangements which provided a source of funds for the redemption of LG&E’s prefemd 
stock. In April 2007, LG&E redeemed all of its outstanding shares of its series of preferred stock at the 
following redemption prices, respectively, plus an amount equal to accrued and unpaid dividends to the 
redemption date: 

860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share; 
200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 
500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per 
share. 

In April 2007, LG&E agreed with Fidelia to eliminate the lien on two secured intercompany loans totaling $125 
million. LG&E entered into two long-term borrowing arrangements with Fidelia in an aggregate principal amount 
of $138 million. The loan proceeds were used to fund the preferred stock redemption and to repay certain short- 
term loans incurred to fund the pension contribution made by the Company during the first quarter. LG&E also 
completed a series of financial transactions impacting its periodic reporting requirements, The pollution control 
revenue bonds issued by certain governmental entities secured by the $31 million Pollution Control Series S, the 
$60 million Pollution Control Series T and the $35 million Pollution Control Series U bonds were refinanced and 
replaced with new unsecured tax-exempt bonds of like amounts. Pursuant to the terms ofthe bonds, an 
underlying lien on substantially all of LG&E’s assets was released following the completion of these steps, 
LG&E no longer has any secured debt and is no longer subject to periodic reporting under the Securities 
Exchange Act of 1934. 

L.ong-term debt maturities for LG&E are shown in the following table: 

(in millions) 
2008 - 201 I $ -  
2012 25 
Thereafter - 959 (a) 
Total m4 

(a) Includes long-term debt of $120 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2026 to 2027. LG&E does not expect to pay these 
amounts in 2008. 

Note 8 - Notes Payable and Other Short-Term Obligations 

LG&E participates in an intercompany money pool agreement wherein E.ON U S and/or KIJ make funds 
available to LG&E at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

Total Money Amount Balance Average 
($ in millions) 
December 3 1,2007 

- 
Pool Available Outstanding Available Interest Rate 

$400 $ 78 $322 4.75% 
December 3 1,2006 $400 $ 68 $3.32 5.25% 
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As of December 31,2007 and 2006, E.ON US.  maintained a revolving credit facility totaling $1 50 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding availability 
for the money pool. The balance is as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Available Interest Rate 
December 3 1,2007 $150 $ 62 $88 4.97% 
December 3 1,2006 $200 $102 $98 5.49% 

During June 2007, LG&E’s five existing lines of credit totaling $185 million expired and were replaced 
with short-term bilateral lines of credit facilities totaling $125 million During the third quarter of 2007, 
LG&E extended the maturity date of these facilities through June 2012 There was no outstanding balance 
under any of these facilities at December 3 1,2007. 

The covenants under these revolving lines of credit include the following: 
e 

e 

* 

The debthotal capitalization ratio must be less than 70% 
E.ON must own at least 66.667% of voting stock of LG&E directly or indirectly 
The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 
S&P and Moody’s 
A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 
2006 

Note 9 - Commitments and Contingencies 

Operating Leases. LG&E leases office space, oflice equipment and vehicles and accounts for these leases as 
operating leases. Total lease expense less amounts contributed by afliliated companies occupying a portion of the 
office space leased by LG&E, was $5 million for 2007 and 2006. The future minimum annual lease payments for 
operating leases for years subsequent to December 31,2007, are shown in the following table: 

(in millions) 
2008 $ 5  
2009 4 
2010 4 
201 1 3 
2012 3 

5 Thereafter - 
Total rs24 

Sale and Leasebaek Transaction. LG&E is a participant in a sale and leaseback transaction involving its 38% 
interest in two jointly owned CTs at KU’s E. W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, LG&E and KU entered into a tax-efficient, 1 &year lease of the CTs. LG&E and KU have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different 
than if LG&E had retained its ownership. The leasing transaction was entered into following receipt of required 
state and federal regulatory approvals. 

In case of default under the lease, LG&E is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No evenls of default currently exist with respect to 
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the lease. lJpon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to LG&E and KU. 

At December 3 1,2007, the maximum aggregate amount of default fees or amounts was $10 million, ofwhich 
LG&E would be responsible for 38% (approximately $4 million). LG&E has made arrangements with E.ON 
U S . ,  via guarantee and regulatory commitment, for E.ON 1J.S. to pay LG&E’s fidl portion of any default fees 01 

amounts 

Letters of Credit. L.G&E has provided letters of credit totaling $3 million to support certain obligations related 
to landfill reclamation and a letter of credit totaling less than $1 million to support certain obligations related to 
workers’ compensation. 

Purchased Power. LG&E has a contract for purchased power with OVEC, terminating in 2026, for various Mw 
capacities. LG&E has an investment of 5.63% ownership in OVEC’s common stock, which is accounted for on 
the cost method of accounting. LG&E’s share of OVEC’s output is 5.63%, approximately 124 Mw of generation 
capacity. Future obligations for power purchases are shown in the following table: 

(in millions) 
2008 S 16 
2009 18 
2010 19 
201 1 19 
2012 19 
Thereafter 322 
Total $413 

Construction Program. LG&E, had $104 million of commitments in connection with its construction program at 
December 3 1,2007. 

In June 2006, LG&E and K U  entered into a construction contract regarding the TC2 project, The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer’s recommenda- 
tion and upholding the permit. In September 2007, LG&E administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency decision 
on the final permit revisions may occur during 2008. The Company is currently unable to determine the final 
outcome of this matter. 
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Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted Emergency 
Temporary Standards regulations and has issued additional regulations as the result of the passage of the Mine 
Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At the state 
level, K,entucky and other states that supply coal to LG&E, have passed new mine safety legislation. These pieces 
of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. IJnder the terms of some ofthe coal contracts LG&E has in place, provisions are made to allow for 
price adjustments for compliance costs resulting from new or amended laws or regulations. LG&E has begun to 
receive information from the mines it contracts with regarding price ad,justments related to these compliance 
costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this time LG&E 
has not been notified of claims by all mines and is reviewing those claims it has received. An adjustment will be 
made to the value of the coal inventory once the amount is determinable, however, the amount cannot be 
estimated at this time The Company expects to recover these costs through the FAC. 

Environmental Matters. LG&E’s operations are subject to a number of environmental laws and regulations, 
governing, among other things, air emissions, wastewater discharges, the use, handling and disposal of hazardous 
substances and wastes, soil and groundwater contamination and employee health and safety. 

Clem7 Air. Act Requir-emnts The Clean Air Act establishes a comprehensive set of programs aimed at protecting 
and improving air quality in the United States by, among other things, controlling stationary sources of air 
emissions such as power plants. While the general regulatory framework for these programs is established at the 
federal level, most of the programs are implemented and administered by the states under the oversight of the 
EPA. The key Clean Air Act programs relevant to LG&E’s business operations are described below 

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

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern U S  to the northeastern U.S. To implement the new federal requirements, Kentucky amended its 
SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu 
on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SO2 emission reductions 
of 70% and NOx emission reductions of65% from 200:3 levels. The CAIR provides for a two-phase cap and 
trade program, with initial reductions of NOx and SO2 emissions due by 2009 and 2010, respectively, and final 
reductions due by 2015. The final rule is currently under challenge in a number of federal court proceedings. In 
2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAIR. 
Depending on the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, LG&E’s power plants are potentially subject to additional 
reductions in SO2 and NOx emissions. LG&E’s weighted-average company-wide emission rate for SO2 in 2007 
was approximately 0 50 Ibs./MMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality and the Louisville Metro Air Pollution Control District. 
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I-?azardou,s Air. Pollrtlar?ls As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions from electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and 
trade program with initial reductions due by 2010 and final reductions due by 201 8. The CAMR provides for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that 
the 201 0 mercury reduction targets will be achieved as a “co-benefit” of the controls installed for purposes of 
compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In February 
2008, a federal appellate court issued a decision in one of the proceedings vacating the current CAMR, an 
outcome that may have the effect of resulting in more stringent mercury reduction rules. However, the ruling 
could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state.requirements 
similar to those under the federal CAMR. In 2005, the local air agency in .Jefferson County, Kentucky adopted a 
regulation aimed at regulating additional hazardous air pollutants from sources including power plants. A similar 
regulation was proposed by the Kentucky air agency in 2006, but it was withdrawn in 2007. To the extent those 
rules are final, they are not expected to have a material impact on LG&E’s power plant operations. 

Acid Rain Program 1-he 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program to 
reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern 1J.S The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued its 
Clean Air Visibility Rule dctailing how the Clean Air Act’s BART requirements will be applied to facilities, 
including power plants. built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule. as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Installation ofPollrc/ion Con/r.ols Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. L,G&E had previously installed flue gas desulfurization equipment on all of its generating units 
prior to the effective date of the acid rain program. LG&Es strategy for its Phase I1 SO2 requirements, which 
commenced in 2000, is to use accumulated emissions allowances to defer additional capital expenditures and 
LG&E will continue to evaluate improvements to further reduce SO2 emissions. In order to achieve the NOx 
emission reductions and associated obligations, LG&E installed additional NOx controls, including selective 
catalytic reduction technology, during the 2000 to 2007 time period at a cost of $197 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by LG&E for these projects through the 
environmental surcharge mechanism. Such monthly recovery is subject to periodic review by the Kentucky 
Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, LG&E expects to incur 
additional capital expenditures totaling $1 30 million during the 2008 through 2010 time period for pollution 
control equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
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Kentucky Commission granted approval to recover the costs incurred by LG&E for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. L,G&E 
believes its costs in reducing SO*, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. LG&E’s compliance plans are subject to many factors including develop- 
ments in the emission allowance and fuels markets, future legislative and regulatory enactments, legal 
proceedings and advances in clean air technology. LG&E will continue to monitor these developments to ensure 
that its environmental obligations are met in the most efficient and cost-effective manner. 

Poren/ial GHG Conrrols In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The ‘ I J S  has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date In the absence o f a  program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 11 northeastern IJS.  
states and the District of Columbia under the Regional GHG Initiative program and California. Substantial efforts 
to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various courts to 
determine whether the EPA and the states have the authority to regulate GHG emissions under existing law In 
April 2007, the IJ.S Supreme Court ruled that the EPA has the authority to regulate GHG under’ the Clean Air 
Act. LG&E is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level and 
is assessing potential impacts of such programs and strategies to mitigate those impacts. LG&E is unable to 
predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, LG&E could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of LG&E, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Section 11.1 Reques/s In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Air Act requesting new source review-related data regarding certain construction and maintenance 
activities at LG&E’s Mill Creek 4 and Trimble County I generating units and KU’s Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

General Environmer7fal Proceedings From time to time, LG&E appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable 
environmental laws and regulations. Such matters include remediation obligations for former manufactured gas 
plant sites; liability under the Comprehensive Environmental Response, Compensation and Liability Act for 
cleanup at various off-site waste sites; ongoing claims regarding alleged particulate emissions from LG&E’s 
Cane Run station and ongoing claims regarding GHG emissions from LG&E’s generating stations. With respect 
to the former manufactured gas plant sites, LG&E has estimated that it could incur additional costs of  less than $1 
million for remaining clean-up activities under existing approved plans or agreements. Based on analysis to date, 
the resolution of the other matters is also not expected to have a material impact on the operations of LG&E. 

Note 10  jointly Owned Electric Utility Plant 

LG&E owns a 75% undivided interest in Trimble County Unit 1 which the Kentucky Commission has allowed to be 
reflected in customer rates Of the remaining 25% of the Unit, IMEA owns a 12.12% undivided interest, and 
IMPA owns a 12.88% undivided interest, Each company is responsible for its proportionate ownership share of 
fuel cost, operation and maintenance expenses and incremental assets. The following data represent shares of the 
jointly owned property: 
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Trimble County Unit 1 
LG&E IMPA IMEA Total 

Ownership interest 75% 12.88% 12.12% 100% 
Mw capacity 383 66 62 511 

(in millions) 
L,G&E’s 75% ownership: 
Cost $633 
Accumulated depreciation 246 
Net book value rn 
(included in above) $ 21 
Construction work in progress 

LG&E and KU have begun construction of TC2, a jointly owned unit at the Trimble County site. LG&E 
and KU own undivided I4,25% and 60.75% interests, respectively, in TC2. Of the remaining 25% of 
TC2, IMEA owns a 12.12% undivided interest and IMPA owns a 12.88% undivided interest. Each 
company is responsible for its proportionate share of capital cost during construction, and fuel, operation 
and maintenance cost when TC2 begins operation, which is expected to occur in 2010. 

TC7 - _ _  
LG&E KU IMPA IMEA Total 

Ownershiu inteiest 14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $14 $332 

LG&E and KIJ,jointly own the following CTs and related equipment: 
($ in millions) LG&E KU Total 

($) ($1 ($1 
($) Net ($) Net ($) Ne1 

Mw ($) Depre- Book Mw (S) Depre,, Book Mw ($) Depre- Book 
Ownenhip Percentage Capacity Cosl cialion Value Capacity Cosl ciation Value Capacity Cost cialion Value 
LG&E 53%, KLI 47% ( I )  146 58 (12) 46 129 51 ( 1 1 )  40 275 109 (23) 86 
LG&E38%,KU62%(2) 118 50 (IO) 40 190 78 (14) 64 308 128 (24) 104 

LG&E.37%,KU63%(4) 216 79 (8) 71 404 137 (17) 120 640 216 (25) 191 
LG&E.29%, KU71%(3) 92 32 (6) 26 228 80 (14) 66 120 I l l  (20) 92 

LG&E 29%, KU 71% (5) da 3 3 da 9 (2) 1 nla 12 ( 2 )  IO 

I )  Comprised of Paddy’s Run 1.3 and E. W. Brown 5 .  In addition to the above jointly owned utility plant, there is 
an inlet air cooling system attributable to Unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air 
cooling system 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. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility, 
4) Comprised of CT Substation 7-10 and units 7, 8 ,9  and 10 at the Trimble County facility 
5) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 
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Both LG&E,’s and KU’s participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e g., fuel, maintenance of plant, other 
operating expense) 

Note 11 - Segments of Business and Related Information 

L,G&E is a regulated public utility engaged in the generation, transmission, distribution and sale of electricity and the 
storage, distribution and sale of natural gas. LG&E is regulated by the Kentucky Commission and files electric and 
natural gas financial information separately with the Kentucky Commission. The Kentucky Commission establishes 
rates specifically for the electric and natural gas businesses. Therefore, management reports analyze financial 
performance based on the electric and natural gas segments ofthe business. Financial data for business segments 
follow: 

(in millions) 
2007 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

- 2006 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

Note 12 - Related Party Transactions 

Electric 

$ 933 
107 
54 

1 
41 

112 
2,669 

157 

$ 943 
105 
57 

I 
33 

107 
2,5 19 

111 

- Gas 

$ 353 
19 
5 

9 
8 

644 
37 

$ 395 
19 
5 

8 
10 

665 
35 

rotal 

$1,286 
126 
59 

1 
50 

120 
3,313 

194 

$1,338 
124 
62 

1 
41 

117 
3,184 

146 

LG&E, subsidiaries of E O N  U S  and subsidiaries of E O N  engage in related party transactions. Transactions 
between LG&E and EON U S .  subsidiaries are eliminated upon consolidation of E.ON US.  Transactions 
between LG&E and E.ON subsidiaries are eliminated upon consolidation of EON. These transactions are 
generally performed at cost and are in accordance with FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

LG&E and KU purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as electric operating 
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revenues and purchased power operating expense. LG&E intercompany electric revenues and purchased power 
expense for the years ended December 3 1, were as follows: 

(in millions) 
Electric operating revenues from KU 
Purchased power from KU 

- 2007 2006 
$93 $99 
46 77 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

LG&E’s intercompany interest income and expense for the years ended December 31, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2007 2006 
$ 4  $ 2  

17 I 1  

Other Intercompany Billings 

E.ON I JS .  Services pro\.idcs I..G&E with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. on behalf of LG&E, labor and burdens of E.ON 
US. Services employees performing services for LG&E and vouchers paid by E.ON 1J.S. Services on behalf of 
L,G&E. The cost of thesc scrviccs is directly charged to LG&E, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets. revenues, number of employees and other statistical information. These costs are charged 
on an actual cost basis 

In addition, LG&E and K U  provide services to each other and to E.ON U.S. Services. Billings between L.G&E 
and KIJ relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from LG&E to E.ON U.S. 
Services include cash received by E..,ON U S .  Services on behalf of LG&E, primarily tax settlements, and other 
payments made by LG&E. on behalf of other non-regulated businesses which are paid through E.ON IJS. 
Services 

Intercompany billings to and from LG&E for the years ended December 31, were as follows: 

(in millions) - 2007 2006 

LG&E billings to KIJ 12 53 

LG&E billings to E.ON U S .  Services 12 7 

E.ON U.S. Services billings to LG&E $385 $230 

KU billings to LG&E 6 56 

In December 2007, L.G&E received a capital contribution from its shareholder, E.ON U S .  in the amount of $20 
million. 
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Note 13 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability 

(in millions) Adjustment 
Balance at December 3 1,2005 R77) 

Minimum pension liability adjustment 77 
Gains (losses) on derivative instruments 

designated and qualifLing as cash flow 
hedging instruments __ 

Balance at December 3 I ,  2006 

Gains (losses) on derivative instruments 
designated and qualifLing as cash flow 
hedging instruments __ 

L Balance at December 3 1,2007 

Accumulated 
Derivative 

Gain or Loss 
$(18) 

3 
(15) 
- 

A xu 
Subsequent to the application o€ SFAS No 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities As a result, there are no adjustments to the minimum pension liability recorded in 
accumulated other comprehensive income at December 3 1,2007 or 2006. 

Note 14 -Subsequent Events 

On .January 18,2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30,2007 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by L.G&E, for implementation within approximately eight months, for its large commercial and 
industrial customers 

On February 7, 2008 and February 25,2008, the ratings of the Louisville Metro 2003 Series A bonds were 
downgraded from Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades of the bond insurer. 

On February 26,2008, L.G&E commenced steps, including notice to relevant parties, to convert the Louisville 
Metro 2005 Series A bonds from the auction rate mode of interest to a weekly interest rate mode. Such 
conversion is scheduled to occur on March 24,2008. 

On February 27,2008, LG&E commenced steps, including notice to relevant parties, to convert the Louisville 
Metro 2007 Series A and 2007 Series B bonds from the auction rate mode of interest to a weekly interest rate 
mode., Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of the 
bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.77%, whereas the average rate in .January and February of 2008 was 4.58%. 
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On March 4,2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides LG&E with an immediate recovery of less than $1 million and an estimated $2 million over the next 
eight years for credits realized from other payments the MISO will receive, plus interest. 
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Report of Independent Auditors 

To the Shareholder of Louisville Gas and Electric Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Louisville Gas and Electric Company at December 31,2007 and 2006, and the results of its operations and its 
cash flows for the years then ended in conformity with accounting principles generally accepted in the Ilnited 
States of America. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. We conducted our 
audits of these statements in accordance with auditing standards generally accepted in the [Jnited States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporling the amounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, and evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Louisville Gas and Electric Company changed the manner in 
which it accounts for defined benefit pension and other postretirement benefit plans as of December 31,2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18,2008 
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PART I 
Item 1. Business. 

LG&E is a subsidiary of E.ON U.S. LLC (E.ON U.S .) (formerly known as LG&E Energy LLC and LG&E 
Energy Corp.). E.ON US.  is a subsidiary of E.ON AG (E.ON), a German corporation. E.ON acquired LG&E 
Energy through its July 1,2002 acquisition of Powergen plc, now Powergen Limited, a United Kingdom 
company and holding company for E.ON UK plc, E.ON's United Kingdom market unit operating parent. As 
contemplated in their regulatory filings in connection with the E.ON acquisition, E.ON, Powergen and E.ON 
US.  completed an administrative reorganization to move the E.ON U S .  group from an indirect Powergen 
subsidiary to an indirect E.ON subsidiary. This reorganization was effective in March 2003. In early 2004, 
E.ON US.  began direct reporting anangements'to E.ON. 

LG&E is now an indirect subsidiary of E.ON., As a result of these acquisitions and otherwise, E O N  and E.ON 
US.  registered as holding companies under PUHCA 2005 in June 2006, and were formerly registered holding 
companies under PUHCA 1935. 

LG&E's affilitate, KU, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy in Kentucky, Virginia and Tennessee. 

In order to comply with PIJHCA 1935, E.ON U.S. Services (formerly LG&E Energy Services), which was 
formed as a subsidiary service company of E.ON US., provides services to affiliated entities, including LG&E, 
at cost as permitted under PUHCA 1935 and PUHCA 2005., 

LON, its utility subsidiaries, including LG&E, and certain of its non-utility subsidiaries are subject to certain 
regulation by the FERC under the Federal Power Act, PUHCA 2005 and the EPAct 2005, including with 
respect to record-keeping and reporting, acquisitions and sales of utility securities and properties, financial 
matters and intra-system sales of goods and services. LG&E believes that it has adequate authority (including 
financing authority) under existing FERC orders and regulations to conduct its business. LG&E will seek 
additional authorization when necessary. 

LG&E has continued its separate identity and its preferred stock and debt securities were not affected by these 
transactions. 
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General 

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility that supplies natural gas to approximately 
324,000 customers and electricity to approximately 398,000 customers in Louisville and adjacent areas in 
Kentucky. LG&E’s service area covers approximately 700 square miles in 17 counties and has an estimated 
population of one million. Included in this area is the Fort Knox Military Reservation, to which LG&E 
transports natural gas and provides electric service, but does not provide any distribution services. LG&E also 
provides natural gas service in limited additional areas. LG&E’s coal-fired electric generating stations, all 
equipped with systems to reduce SO2 emissions, produce most of LG&E’s electricity. The remainder is 
generated by a hydroelectric power plant and combustion turbines. Underground natural gas storage fields help 
LG&E provide economical and reliable natural gas service to customers. See Item 2, Properties. 

Operating Revenues 

For the year ended December 31,2006,70% of total operating revenues were derived from electric operations 
and 30% from natural gas operations. Electric and gas operating revenues and the percentages by class of 
service on a combined basis for this period were as follows: 

(in millions) 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 
Gas transported 
Miscellaneous 

Total 

Electric 
$272 

227 
134 
3 

702 
224 

17 
$943 

- 

___. Gas 
$248 

103 
16 
3 

386 
1 
5 

3 

Combined % Combined 
$ 520 48% 

330 30% 
150 14% 
88 8% 

1,088 100% 
225 

5 
2 
$A-33Jj 

See Note 11 of Notes to Financial Statements under Item 8 for financial information concerning segments of 
business for the three years ended December 31,2006. 
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Electric Operations 

The sources of LG&E’s electric operating revenues and the sales volumes for the three years ended December 
31,2006, were as follows: 

(in millions) 
ELECTRIC OPERATING REVENUES 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 
Provision for rate collections (refimds) 
Miscellaneous 

Total 

(Thousands of Mwh) 
ELECTRIC SALES 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 

Total 

2006 

$272 
227 
134 
69 

702 
224 

- 
2 
$943 

2006 

4,O 18 
3,614 
3,068 

11,965 
7,621 
19.586 

- 2005 

$276 
221 
128 
66 

69 1 
259 

37 
I 

-- 
$987 

- 2005 

4,265 
3,682 
3,017 

12,292 
1.268 

8.704 
20996 

2004 

$241 
202 
120 
62 

625 
185 
(11) 

__12 
$816 

2004 

3,923 
3,534 
3,019 
1,248 
11,724 
7.819 

_I__ 

LG&E set its annual peak load of 2,729 Mw an August 3,2006, when the temperature reached 94 degrees 
Fahrenheit in Louisville LG&E’s record peak load of 2,754 Mw occurred in July 2005. 

The electric utility business is affected by seasonal weather patterns. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. See Results of Operations under 
Item 7 

LG&E currently maintains a 12% - 14% reserve margin range. At December 31,2006, LG&E owned steam and 
combustion turbine generating facilities with a net summer capability of 3,083 Mw and an 80 Mw nameplate- 
rated hydroelectric facility on the Ohio River with a net summer capability of 48 Mw. See Item 2, Properties 
LG&E also obtains power from other utilities under bulk power purchase and interchange contracts. At 
December 31,2006, LG&E’s system net summer capability, including purchases from others and excluding the 
hydroelectric facility, was 3,207 Mw. 

LG&E uses efficient coal-fired boilers, fully equipped with SO2 removal systems, to generate most of its 
electricity. LG&E’s weighted-average system-wide emission rate for SO2 in 2006 was approximately 0.50 
lbs.lMMBtu of heat input, with every generating unit below its emission limit established by the Kentucky 
Division for Air Quality. 

LG&E and 11 other electric utilities are participating owners of OVEC, located in Piketon, Ohio OVEC owns 
and operates two power stations that bum coal to generate electricity, Kyger Creek Station in Ohio and Clifty 
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Creek Station in Indiana. LG&E owns 5.63% of OVEC’s common stock. Pursuant to current contractual 
arrangements, LG&E’s share of OVEC’s output is 5.63%, approximately 124 Mw of generation capacity. 1 

LG&E was formerly a member of the MISO, a non-profit independent transmission system operator that serves 
the electrical transmission needs of much of the Midwest. Following receipt of applicable FERC, Kentucky 
Commission and other regulatory orders, LG&E withdrew from the MISO effective September 1,2006. 
Specific proceedings regarding the costs and benefits ofthe MISO and exit matters had been underway since 
July 2003. Since its exit from the MISO, LG&E has been operating under a FERC-approved open access- 
transmission tariff. LG&E further contracted with the Tennessee Valley Authority to act as its reliability 
coordinator and Southwest Power Pool, Inc. to fimction as its independent transmission operator, pursuant to 
FERC requirements, with respect to transmission matters. 

LG&E has changed its regional reliability council membership from the Reliability First Corporation to the 
SERC Reliability Corporation, effective January 1, 2007. Regional reliability councils are industry consortiums 
that promote, coordinate and ensure the reliability of the bulk electric supply systems in North America. 

Gas Operations 

The sources of LG&E’s natural gas operating revenues and the sales volumes for the three years ended 
December 31,2006, were as follows: 

(in millions) 
GAS OPERATING REVENUES 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 
Gas transported 
Miscellaneous 

Total 

(Millions of cu. ft.) 
GAS SALES 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 
Gas transported 

Total 

- 2006 

$248 
103 

16 
19 

386 
1 
5 

3 
w 

17,816 
8,130 
1,491 

28,936 
149 

1.499 

12.ooo 
41.085 

- 2005 

$265 
108 

19 
19 

41 1 
19 
5 

2 
$431 

__ 

20,801 
9,131 
1,711 
1.574 
33,217 

2,652 
12,549 
48.418 

$223 
89 
15 

3 
342 

7 
6 
2 
$311 

2 1,402 
9,144 
1,736 
1,646 
33,928 

1,221 
13.692 
g&!!&IJ 

The natural gas utility business is affected by seasonal weather patterns.. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. While natural gas usage pattetns \ 
are seasonal, LG&E received approval from the Kentucky Commission for a WNA mechanism. The WNA 
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mechanism adjusts the distribution cost recovery component of the natural gas billings of residential and 
commercial customers to normal temperatures during the heating season months of November through April, 
somewhat mitigating the effect of weather extremes. In October 2006, the Kentucky Commission approved 
LG&E’s request to extend the current WNA mechanism through April 30,2009. See Results of Operations 
under Item 7. 

LG&E has five underground natural gas storage fields that help provide economical and reliable natural gas 
service to ultimate consumers By using natural gas storage facilities, LG&E avoids the costs associated with 
typically more expensive pipeline transportation capacity to serve peak winter space-heating loads LG&E 
stores natural gas in the summer season for withdrawal in the subsequent winter heating season. Without its 
storage capacity, LG&E would be forced to buy additional natural gas and pipeline transportation services 
during the winter months when customer demand increases and when the prices for natural gas supply and 
transportation services are typically at their highest. Currently, LG&E buys competitively priced natural gas 
from several large suppliers under contracts of varying duration. LG&E’s underground storage facilities, in 
combination with its purchasing practices, enable it to offer natural gas sales service at competitive rates. At 
December 3 1,2006, LG&E had an inventory balance of natural gas stored underground of approximately 1 1.6 
million Mcf of working natural gas valued at approximately $83 million. 

A number of industrial customers purchase their natural gas requirements directly fiom alternate suppliers for 
delivery through LG&E’s distribution system These large industrial customers account for approximately one- 
fourth of LG&E’s annual throughput 

During 2006, the maximum daily gas sendout was approximately 380,000 Mcf, occumng on December 7,2006, 
when the average temperature for the day was 19 degrees Fahrenheit Supply on that day consisted of 
approximately 226,000 Mcf from purchases, approximately 84,000 Mcf delivered from underground storage 
and approximately 70,000 Mcf transported for industrial customers. For a further discussion, see Gas Supply 
under Item 1. 

Rates and Regulation 

E.ON, LG&E’s ultimate parent, is a registered holding company under PUHCA 2005 and was a registered 
holding company under PUHCA 1935. As a registered holding company, E.ON, its utility subsidiaries, 
including LG&E, and certain of its non-utility subsidiaries have been subject to extensive regulation by the SEC 
and the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. LG&E believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

In August 2005, President Bush signed into law the EPAct 2005, significantly changing many federal statutes, 
repealing PUHCA 1935 as of February 8,2006 and enacting PUHCA 2005. As part of the repeal of PIJHCA 
1935, the FERC was given more authority over the merger and acquisition of public utilities and more authority 
over the books and records of public utilities. Despite these increases in the FERC’s authority, LG&E believes 
that the repeal of PUHCA 1935 will lessen its regulatory burdens and provide more flexibility in the event of 
expansion. 

Besides repealing PUHCA 1935, the EPAct 2005 is also expected to have substantial long-term effects on 
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energy markets, energy investment and regulation ofpublic utilities and holding company systems by the FERC 
and the DOE. The FERC and the DOE are in various stages of rulemaking in implementing the EPAct 2005. I 
While the precise impact of these rulemakings cannot be determined at this time, LG&E generally views the 
EPAct 2005 as legislation that will enhance the utility industry going forward. 

The Kentucky Commission has regulatory jurisdiction over LG&E’s retail rates and service, and over the 
issuance of certain of its securities. The Kentucky Commission has the ability to examine the rates LG&E 
charges its retail customers at any time. 

Pursuant to Kentucky law, the Kentucky Commission has established the boundaries of the service temtory or 
area of each retail electric supplier in Kentucky (including LG&E), other than municipal corporations. Within 
this service territory each such supplier has the exclusive right to render retail electric service,. 

LG&E’s retail electric rates contain an FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric customers,. The Kentucky Commission requires 
public hearings at six-month intervals to examine past fuel adjustments, and at two-year intervals to review past 
operations ofthe fuel clause and transfer ofthe then current fuel adjustment charge or credit to the base charges 
The Kentucky Commission also requires that electric utilities, including LG&E, file documents relating to fuel 
procurement and the purchase of power and energy from other utilities. 

Prior to 2004, LG&.E’s retail electric rates were subject to an ESM which set an upper (12.5%) and lower 
(10.5%) limit for rate of return on equity,, Any earnings excess or deficiency was shared 40% with ratepayers 
and 60% with shareholders, LG&E filed its final 2003 ESM calculations with the Kentucky Commission in 
March 2004 and applied for recovery of $13 million which was challenged by intervenors. In June 2004, the 
Kentucky Commission issued an Order largely accepting proposed settlement agreements by LG&E and the 
intervenors regarding the ESM. Under the settlements, LG&E continued to collect the $13 million ofpreviously 
requested 2003 ESM revenue through March 2005. As part ofthe settlements, the parties agreed to a 
termination ofthe ESM relating to alf periods after 2003. For discussion of current ESM matters, see Note 2 of 
Notes to Financial Statements under Item 8. 

In June 2001, LG&E filed an application (“VDT case”) with the Kentucky Commission to create a regulatory 
asset relating to first quarter 2001 charges for a workforce reduction program In December 2001, the Kentucky 
Commission approved a settlement in the VDT case and allowed LG&E to establish a regulatory asset of‘s141 
million for the workforce reduction costs and begin amortizing these costs over a five year period starting in 
April 2001. The settlement reduced revenues by approximately $26 million through a surcredit on bills to 
ratepayers over the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to LG&E) of the 
stipulated savings, net of amortization costs, of the workforce reduction. For discussion of current VDT matters, 
see Note 2 of Notes to Financial Statements under Item 8. 

LG&E’s retail rates contain an ECR surcharge which recovers costs incurred by LG&E that are required to 
comply with the Clean Air Act and other environmental regulations. See Note 2 of Notes to Financial 
Statements under Item 8. 

LG&E’s natural gas rates contain a GSC, whereby increases or decreases in the cost ofnatural gas supply are 
reflected in LG&E’s rates, subject to approval by the Kentucky Commission. The GSC procedure prescribed by 
Order of the Kentucky Commission provides for quarterly rate adjustments to reflect the expected cost of 
natural gas supply in that quarter. In addition, the GSC contains a mechanism whereby any over- or under- 
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recoveries of natural gas supply cost kern prior quarters are to he refunded to or recovered from customers 
through the adjustment factor determined for subsequent quarters. 

Integrated resource planning regulations in Kentucky require LG&E and the other major utilities to make 
triennial filings with the Kentucky Commission of various historical and forecasted information relating to load, 
capacity margins and DSM techniques. LG&E filed its most recent IRP in April 2005. The AG and KJUC were 
granted intervention in the IRP proceeding. The Kentucky Commission issued its staff report with no 
substantive issues noted and closed the case by Order in February 2006,, 

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in 
LG&E’s electiic and natural gas rates. In June 2004, the Kentucky Commission issued an Order approving 
increases in LG&E’s annual electric base rates of approximately $43 million (7.7%) and annual natural gas base 
rates of approximately $12 million (3.4%). The rate increases took effect on July 1,2004. 

Subsequently during 2004 and 2005, the AG conducted an investigation regarding the proceedings resulting in 
the rate increases., The AG requested infomation from LG&E and the Kentucky Commission and its staff 
regarding alleged improper communications between LG&E and the Kentucky Commission related to the rate 
proceedings. The AG also requested rehearing of the rate increase orders on the basis of these allegations, as 
well as calculational aspects of the increased rates. In February 2005, the AG submitted a confidential report on 
its investigation with the Kentucky Commission and filed a motion summarizing the report as containing 
evidence of improper communications and record-keeping errors by LG&E in respect of its activities with state 
governmental agencies, including the Kentucky Commission., 

In December 2005, the Kentucky Commission issued an Order noting completion of its inquiry, including 
review of the AG’s investigative report.. The Order concluded that no improper communications occurred 
during the rate proceedings. Final proceedings took place during the first quarter of 2006 concerning the sole 
remaining open issue relating to state income tax rates used in calculating the granted rate increase. In March 
2006, the Kentucky Commission issued an Order resolving this issue in LG&E’s favor consistent with the 
original rate increase order. 

In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for sale of the 
Waterside property to the Louisville Arena Authority, a non-profit corporation, in connection with the 
development and construction of a new multi-purpose arena in downtown Louisville. The Kentucky 
Commission issued an Order in September 2006, approving the proposed transaction., In November 2006, 
LG&E entered into a definitive relocation agreement with the Lnuisville Arena Authority providing for the 
reimbursement of the costs to be incurred in moving certain facilities related to the arena transaction. Those 
costs are currently estimated to be approximately $63 million. The parties further entered into a definitive 
property sale agreement providing for the sale of LG&E’s downtown site to the Louisville Arena Authority for 
approximately $1 0 million, representing the appraised value of the parcel, less certain agreed upon demolition 
costs. The amounts specified in the agreements are subject to certain adjustments. Depending upon continuing 
progress of the proposed arena, the transactions contemplated by the agreements are anticipated to occur 
between2006and2010, 

For a further discussion of regulatory matters, see Note 2 of Notes to Financial Statements under Item 8. 
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Construction Program and Financing 

LG&E’s construction program is designed to ensure that there will be adequate capacity and reliability to meet 
the electric and natural gas needs of its service area. These needs are continually being reassessed and 
appropriate revisions are made, when necessary, in construction schedules. LG&E’s estimates of its 
construction expenditures can vary substantially due to numerous items beyond LG&E’s control, such as 
changes in interest rates, economic conditions, construction costs and new environmental or other govemmental 
laws and regulations. 

During the five years ended December 31,2006, gross property additions amounted to approximately $872 
million. Internally generated funds and external financings for the five-year period were utilized to provide for 
these gross additions. The gross additions during this period amounted to approximately 21% of total utility 
plant at December 31,2006, and consisted of$698 million for electric properties and $174 million for natural 
gas properties. Gross retirements during the same period were $171 million, consisting of$138 million for 
electric properties and $33 million for natural gas properties. 

Capital expenditures during the three years ending December 31,2009, are estimated to be approximately $665 
million. The major expenditures during this period relate to the development and construction of TC2, of which 
LG&E’s portion totals approximately $150 million (including $40 million for environmental controls), other 
environmental control equipment of approximately $80 million and approximately $30 million for the 
redevelopment of the Ohio Falls hydro facility. 

Coal Supply 

Coal-fired generating units provided approximately 97% of LG&E’s net kilowatt-hour generation for 2006. The 
remaining net generation for 2006 was provided by natural gas and oil-fueled combustion turbine peaking units 
and a hydroelectric plant. C.oal is expected to be the predominant fuel used by LG&E in the foreseeable future, 
with natural gas and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in 
emergencies. LG&E has no nuclear generating units and has no plans to build any in the foreseeable future. 

LG&E maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its 
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 has entered into coal supply agreements with various suppliers for coal deliveries for 2007 and beyond 
and normally augments its coal supply agreements with spot market purchases. LG&E has a coal inventory 
policy which it believes provides adequate protection under most contingencies. A coal inventory of 
approximately one million tons, or a 47-day supply, was on hand at December 3 1,2006. 

LG&E expects to continue purchasing most of its coal, which has sulfur content in the 2% - 3.5% range, from 
western Kentucky, southern Indiana, southern Illinois, Ohio and West Virginia for the foreseeable future. This 
supply, in combination with the Company’s SO2 removal systems, is expected to enable LG&E to continue to 
provide electric service in compliance with existing environmental laws and regulations. 

Coal is delivered to LG&E’s Mill Creek station by rail and barge, Trimble County station by barge and Car: 
Run station by rail. 

I 
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The historical average delivered cost of coal purchased and the percentage of spot coal purchases were: 
2006 2005 2004 

Spot purchases as % of all sources 8% 14% 7% 

Per ton $34.83 $30.,37 $26.25 
Per MMBtu $1.51 $1.,32 $1.15 

Gas Supply 

LG&E purchases natural gas supplies from multiple sources under contracts for varying periods of time, while 
transportation services are purchased &om Texas Gas and Tennessee Gas. 

LG&E transports natural gas on the Texas Gas system under Rate Schedules NNS and FT service. LG&E’s 
winter season NNS levels are 184,900 MMBhdday and its winter season FT levels are 28,000 MMBtdday. 
LG&E’s summer season NNS levels are 60,000 MMBhdday and its summer season FT levels are 28,000 
MMBhdday. Each of the NNS agreements with Texas Gas is subject to termination by LG&E in equal portions 
during 2008,2010 and 201 I .  Each of the FT agreements with Texas Gas is subject to termination by LG&E 
during 2008 and 201 1.  LG&E also transports on the Tennessee Gas system under Tennessee Gas’ Rate 
Schedule FT-A. LG&E’s contract levels with Tennessee Gas are 51,000 MMBhdday throughout the year. The 
FT-A agreement with Tennessee Gas expires during 2012. 

LG&E participates in rate and other proceedings affecting the regulated interstate natural gas pipelines that 
provide it service. Both Texas Gas and Tennessee Gas have active proceedings at the FERC in which LG&E is 
participating. During 2005, Texas Gas filed an application with the FERC to increase its base rates. Texas Gas 
began billing its rates subject lo refund in that same year, pending approval of final rates by the FERC. Along 
with other interested parties, LG&E participated in this proceeding. The intervening parties reached a settlement 
of the issues, and the FERC approved the settlement in 2006. Shortly thereafter, Texas Gas refunded all 
amounts collected in excess of the final approved rates and refunded the applicable amounts to all customers,. 
LG&E is in the process of rehnding its portion ofthose refunded amounts to its retail customers through the 
GSC. The rates of Tennessee Gas are not being billed subject to refund., 

LG&E also has a portfolio of supply arrangements of various 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. These firm natural gas supplies, in tandem with pipeline transportation services, provide the 
reliability and flexibility necessary to serve LG&E’s natural gas customers. 

LG&E owns and operates five underground natural gas storage fields with a current working natural gas 
capacity of approximately 15.1 million Mcf. Natural gas is purchased and injected into storage during the 
summer season and is then withdrawn to supplement pipeline supplies to meet the gas-system load requirements 
during the winter heating season. See Gas Operations under ltem 1. 

The estimated maximum deliverability from storage during the early part of the heating season is expected to be 
in excess of 350,000 Mcffday. Under mid-winter design conditions, LG&E expects to be able to withdraw in 
excess of 300,000 Mcffday from its storage facilities. The deliverability of natural gas from LG&E’s storage 
facilities decreases as storage inventory levels are reduced by seasonal withdrawals. 

LG&E relies upon its significant underground storage to mitigate the price volatility to which customers might 
otherwise be exposed. In 2000, the Kentucky Commission issued an Order establishing Administrative Case 
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No. 384 -An Investigation oflncreasing Wholesale Natural Gas Prices and the Impacts of such Increase on the 
Retail Customers Served by Kentucky’s Jurisdictional Natural Gas Distributioii Companies. Subsequent to this 
investigation, the Kentucky Commission issued an Order in July 2001, encouraging natural gas distribution 
companies in Kentucky to take various actions, among them to propose a natural gas hedge plan. LG&E 
currently operates under a hedge plan proposed by LG&E beginning with the 2004/2005 winter heating season. 
This hedge plan relies upon LG&E’s underground natural gas storage to mitigate customer exposure to price 
volatility. In 2004, the Kentucky Commission approved LG&E’s proposed hedge plan, validating the 
effectiveness of storage to mitigate potential volatility associated with high winter natural gas prices. The 
Kentucky Commission also ordered that LG&E need not file hedge plans in the future unless it intended to 
utilize financial hedging instruments. 

The average cost per Mcfofnatural gas purchased by LG&E was $7.80 in 2006, $10.23 in 2005 and $7.18 in 
2004. For further discussion of wholesale natural gas prices, see Note 2 of Notes to Financial Statements under 
Item 8. 

EnviroIunental Matters 

Protection ofthe environment is a major priority for LG&E. Federal, state and local regulatory agencies have 
issued LG&E permits for various activities subject to air quality, water quality and waste management laws and 
regulations. For the five-year period ending with 2006 expenditures for pollution control facilities represented 
$179 million or 20% of total construction expenditures. LG&E estimates that construction expenditures for 
environmental control equipment from 2007 through 2009 will be approximately $120 million. For a discussion 
of environmental matters, see Note 9 of Notes to Financial Statements under Item 8. 

In October 2006, E.ON U.S., LG&E and KU announced plans to provide up to $25 million over a period of up to 
twelve years to FutureGen Industrial Alliance, Inc. (“FutureGen”), a non-profit consortium. FutureGen will conduct 
research, development and demonstration activities relating to advanced coal technologies, including proposed 
construction ofthe world’s first coal-fired, “near zero emissions” power plant. Among the members of FutureGen 
are companies with interests in coal-fired electric power generation or coal production., FutureGen has signed an 
initial cooperative agreement with the DOE and expects to sign a full-scope cooperative agreement in 2007. 
Beyond their initial aggregate membership amount and contributions paid through 2006 of approximately $1 
million, E.ON U.S., LG&E and KU have rights at sequential future times to terminate participation prior to 
incurring the obligation to contribute the relevant remaining contribution amounts. 

Competition 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on LG&E, which may be 
significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. 

Over the last several years, LG&E has taken many steps to maintain efficient rate structures while achieving 
high levels of customer satisfaction, including: an increase in focus on commercial, industrial and residential 
customers; an increase in employee involvement and training; and continuous modifications of its 

improvements. LG&E’s performance in national customer satisfaction surveys continues to be high. 
organizational structure. LG&E also strives to control costs through competitive bidding and process I 
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EMPLOYEES AND LABOR RELATIONS 

LG&E had approximately 917 full-time regular employees at February 28,2007. Of the total, 632 operating, 
maintenance and construction employees were represented by the IBEW Local 2100. LG&E and employees 
represented by the IBEW Local 2100 signed a three-year collective bargaining agreement in November 2005 with 
annual benefits re-openers. 

E.ON U.S. Services provides services to affiliated entities, including LG&E, at cost as permitted under PUHCA 
2005. On February 28,2007, approximately 993 employees worked for E.ON U.S. Services. 
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Executive Officers ofLG&E at February 28.2007: 

& 

Victor A.  Staffieri 51 

JohnR McCall 63 

S. Bradford Rives 48 

Paul W,. 'Thompson 50 

Cbris Hermann 59 

Wendy C. Welsh 53 

Martyn Gallus 42 

Paula H. Pottinger 50 

p: 

David A .  Vogel* 41 

Michael S. Beer 48 

George R. Siemens 5 1  

D. Ralph Bowling 49 

R. W. Chip Keeling 50 

John N. Voyles, Jr. 52 

Daniel K .  Arbough 45 

ValerieL Scott 50 

Posirion 

Chairman of the Board, 
President and Chief 
Executive Officer 

Executive Vice President, 
General Counsel and 
Corporate Secretary 

Chief Financial Officer 

Senior Vice President - 
Energy Services 

Senior Vice President - 
Energy Delivezy 

Senior Vice President ~ 

Information Technology 

Senior Vice President - 
Energy Marketing 

Senior Vice President - 
Human Resources 

Vice President -Retail 
and Gas Storage Operations 

Vice President - Federal 
Regulation and Policy 

Vice President - External 
Affairs 

Vice President - 
Power Operations WKE 

Vice President - 
Communications 

Vice President - 
Regulated Generation 

Treasurer 

ConiToller 

Effective Date of 
Election to Present 

Pasition 

May 1,2001 

July 1, 1994 

September 15,2003 

June 7.2000 

February 14,2003 

December 1 I ,  2000 

December 11,2000 

January 2,2006 

March 1,2003 

September 27,2004 

J~IIIUIY 11,2001 

August I ,  2002 

March 18.2002 

June 16,2003 

December 11,2000 

January 1,2005 

Officers generally serve in the same capacities at LG&E and its affiliates, E.ON US. and KU. 
*Mr. Vogel announced his resignation from the Company during March 2007. 
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The present term of office of each of the above executive and other officers extends to the meeting of the Board 
of Directors following the 2007 Annual Meeting of Shareholders. 

There are no family relationships between or among executive and other officers ofLG&E. The above tables 
indicate officers serving as executive officers of LG&E at February 28,2007., 

Before he was elected to his current position, Mr. Staffieri was President and Chief Operating Officer of LG&E 
Energy from March 1999 to April 2001 (including President ofLG&E from June 2000 to April 2001). 

Mr. McCall has been Executive Vice President, General Counsel and Corporate Secretary of LG&E Energy and 
LG&E since July 1994. 

Before he was elected to his current position, Mr. Rives was Senior Vice President - Finance and Controller of 
LG&E Energy and LG&E from December 2000 to September 2003. 

Before he was elected to his current position, MI. Thompson was Senior Vice President - Energy Services for 
L.G&E Energy from August 1999 to June 2000. 

Before he was elected to his current position, Mr. Hermann was Senior Vice President - Distribution 
Operations, from December 2000 to February 2003., 

Before she was elected to her current position, Ms. Welsh was Vice President - Information Technology from 
February 1998 to December 2000 for LG&E Energy. 

Before he was elected to his current position, Mr. Gallus was Vice President, Energy Marketing from August 
1998 to December 2000 for LG&E Energy. 

Before she was elected to her current position, Ms. Pottinger was Director, Human Resources from June 1997 to 
June 2002 and Vice President - Human Resources from June 2002 to January 2006. 

Before he was elected to his current position, Mr. Vogel was Vice President - Retail Services from December 
2000 to March 2003. 

In addition to being elected to his current position, Mr. Arbough has held the positions of Director, Corporate 
Finance of LG&E Energy and LG&E from May 1998 to present. 

Before he was elected to his current position, MI. Beer was Senior Counsel Specialist, Regulatory from 
February 2000 to February 2001 and Vice President - Rates and Regulatory from February 2001 to September 
2004. 

Before he was elected to his current position, Mr. Siemens held the position of Director ofExterna1 Affairs for 
LG&E Energy from August 1982 to January 2001 ,, 

Before he was elected to his current position, Mr. Bowling was General Manager Black Fossil Operations for 
E.ON 1J.K. in the United Kingdom from January 2002 to August 2002. 

Before he was elected to his current position, Mr. Keeling was Director, Corporate Communications for LG&E 
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Enexgy from February 2000 to March 2002. 

Before he was elected to his current position, Mr. Voyles was General Manager, Cane Run, Ohio Falls and 
Combustion Turbines, November 1998 to February 2003 and Director, Generation Services, February 2003 to 
June 2003. 

Before she was elected to her current position, Ms. Scott was Director, Trading Controls and Energy Marketing 
Accounting from February 1999 to Septembex 2002 and Director, Financial Planning and Accounting - Utility 
Operations from September 2002 to December 2004. 

Item 1A.. Risk Factors 

In addition to the other information in this Form 10-K and other documents furnished to or filed by LG&E with 
the SEC from time to time, the following factors should be carefully considered in evaluating the Company. 
Such factors could affect actual results and cause results to differ materially from those expressed in any 
forward-looking statements made by, or on behalf of, the Company. 

The electric and gas rates that LG&E charges customers, as well as other aspects of the business, are 
subject to significant state and FERC regulation. 

The rates that the Company is allowed to charge for its services are a primary item influencing the results of 
operations, financial position and liquidity ofthe Company. The regulation ofthe rates that are collected from 
customers is determined, in large part, by govemmental organizations outside the Company’s control, including 
the Kentucky Commission, This commission regulates many aspects of utility operations, including financial 
and capital structure matters, siting and construction of facilities, terms and conditions of service, safety and 
operations, accounting and cost allocation methodologies and other matters. While rate regulation is premised 
on recovery of prudently incurred costs and xeasonable rate ofretum on capital, such cannot be assured. 
Regulatory proceedings regarding all matters of operations can thus significantly affect the earnings, liquidity 
and business activities of the Company. 

Transmission and interstate market activities of LG&E, as well as other aspects of the business, are 
subject to significant FERC regulation. 

The Company’s business is subject to regulation under the FERC covering matters including rates charged to 
transmission users and wholesale customers, interstate market structure and design, construction and operation 
of transmission facilities, acquisition and disposal of utility assets and securities, Standards of Conduct, Codes 
of Conduct, cost allocations and financial matters. Existing FERC regulation, changes thereto or issuance of 
new rules in these areas, can affect the earnings, operations and other activities of the Company. 

LG&E’s exit from the MISO, as well as changes in transmission and wholesale power market structures, 
could increase costs or reduce revenues. 

LG&E withdrew from the MISO effective September 1,2006. The resulting changes to transmission and 
wholesale power market structures and prices are not completely estimable and may result in unforeseen effects 

1 
connection with its exit, the Company has engaged two independent third parties to perform certain oversight 
and functional control activities relating to transmission and related activities. Such activities may have an 

on energy purchases and sales, transmission and related costs or revenues. As required by the FERC, in 
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effect on the Company’s ability to access the transmission system for wholesale, native load and off-system 
power activities. The Company will save certain MISO membership costs and charges, but is subject to MIS0 
charges for off-system transactions in the MISO day-ahead and real-time energy markets as well as fees related 
to the new transmission service vendors. The Company believes that, over time, the benefits and savings from 
its exit of the MISO will outweigh the costs and expenses. However, until post-MIS0 market conditions and 
operations have matured, the effects on financial condition, liquidity or results of operations will remain 
difficult to fully predict. 

LG&E undertakes signilkant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. 

In the ordinary course of business, the Company is continually developing, permitting and constructing new 
generation and transmission facilities, as well as maintaining and improving existing facilities. The completion 
of these facilities without delays or cost overruns is subject to risks in many areas including approval and 
licensing; permitting; construction problems or delays; increases in commodity or equipment prices or in labor 
rates; contractor performance; weather and geological issues and political, labor and regulatory developments. 
Delays, additional costs or unsatisfactory regulatory treatment can result in reduced earnings. Further, if 
construction projects are not completed according to specifications, the Company may incur reduced plant 
efficiency, higher operating costs or continued capital costs. 

Projects underway at L.G&E include plans to construct a new base-load generating unit, TC2, and associated 
transmission facilities; the upgrade or construction of other transmission facilities and upgrades to emissions 
reduction equipment. These projects are in varying stages of construction, planning or regulatory approval. 

LG&E’s costs of compliance with environmental laws are significant and are subject to continuing 
changes. 

LG&E is subject to extensive federal, state and local environmental requirements which, among other things, 
regulate air emissions, water discharges and the management of hazardous and solid waste in order to 
adequately protect the environment. Compliance by the Company requires significant expenditures for 
installation of pollution control equipment, environmental monitoring, emission fees and permits at all of its 
facilities. If the Company fails to comply with environmental laws and regulations, even if caused by factors 
beyond its control, civil or criminal penalties and fines can result. Revised or additional laws and regulations 
could result in significant additional expense and operating restrictions on LG&E’s facilities or increased 
compliance costs which may not be fully recoverable from customers. The cost impact of such changes would 
depend upon the specific requirements enacted and cannot be determined at this time. 

LG&E is undertaking significant emissions construction projects relating to upcoming compliance with the 
Clean Air Act, CAIR and CAMR standards, among others. Rate recovery and other regulatory proceedings 
regarding these matters occur periodically and will continue for some time. 

LG&E’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances. 

Customer demand for electricity and natural gas is seasonal and can cause extreme variability in load due to 
higher or lower than normal temperatures. Generally, demand for electricity peaks during the summer and 
demand for natural gas peaks during the winter. As a result, LG&E’s overall operating results can fluctuate 
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substantially on a seasonal basis. LG&E maintains adequate generating and natural gas supply resources to 
accommodate system demands for electricity and natural gas. In addition, the Company has generally sold less ’ 
electricity or natural gas, as applicable, and consequently earned lower revenues, when weather conditions have 
been milder. However, the natural gas rates contain a WNA mechanism which adjusts the distribution cost 
recovery component ofthe natural gas billings of residential and commercial customers to normal temperatures 
during the heating season months ofNovember through April, somewhat mitigating the effect of weather extremes. 
Severe weather, such as tornadoes, ice storms, thunderstorms, high wind or floods could also significantly affect 
the Company’s operations by causing power outages, damaging infrastructure and requiring significant repair 
costs. Terrorism, explosions or fires pose similar risks. LG&E maintains a comprehensive storm management 
plan for efficient and timely restoration of service to customers after major storm events. 

LG&E is subject to risks regarding potential developments concerning global climate change matters. 

LG&E is exposed to risks related to possible developments concerning climate change or global warming, 
including regulations relating to GHG. Such developments could include potential federal or state legislation or 
industry initiatives limiting GHG emissions, establishing costs or charges on GHG emissions or on fuels 
relating to such emissions, requiring remediation, sequestration or generation fleet-diversification to address 
GHG emissions, promoting energy efficiency or other measures. These actions could have substantial effects on 
the Company’s financial condition or results of‘operations, including increased capital expenditures or operating 
costs and changes in rate structures, fuel prices or customer demand levels. The Company’s generation fleet is 
predominantly coal-fired and may, as a relative matter, be highly impacted by developments in this area, 

LG&E’s business is concentrated in the Midwest United States, specifically Kentucky. 

The operations of the Company are located in Kentucky and are therefore impacted by changes in the Midwest 
United States economy in general, and the Kentucky economy in particular. General economic conditions, such 
as population growth, industrial growth or expansion and economic development, as well as the operational or 
financial performance of major industries or customers in the Company’s service temtory can affect the 
demand for electricity and natural gas. 

LG&E is subject to operational risks relating to its generating plants, transmission facilities and 
distribution equipment. 

Operation of power plants, transmission and distribution facilities subjects LG&E to many risks, including the 
breakdown or failure of equipment, accidents, labor disputes, delivery/transportation problems, disruptions of 
fuel supply and performance below expected levels. Because LG&E’s transmission facilities are interconnected 
with those of third parties, the operation of‘ its facilities may be adversely affected by unexpected or 
uncontrollable events occurring on the systems of such third parties. Operation of the Company’s power plants 
below expected capacity levels could result in lost revenues or increased expenses, including higher 
maintenance costs that may not be recovered from customers. Unplanned outages may result in significant 
replacement power costs. While LG&E believes appropriate prevention or mitigation measures are in place, 
where possible, with respect to these potential business disruptions, no assurances can be given that such events 
will not occur in the future or will not negatively affect its financial condition or results of operations. 
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LG&E could be negatively affected by rising interest rates, downgrades to credit ratings or other 
negative developments in its ability to access capital markets. 

In the ordinary course of business, the Company has significant long-term and short-term financing 
requirements to fund its capital expenditures, debt interest or maturities and operating needs. If rating agencies 
were to downgrade the Company’s credit ratings, particularly below investment grade, or withdraw such 
ratings, it could significantly limit access to the capital market and the Company’s borrowing costs could 
increase. In addition, the Company’s financing costs can be affected by financial matters involving its parent 
holding company, including its overall credit rating, its provision of intra-company financing and the terms and 
rates of such financing. 

LG&E is subject to commodity price risk, credit risk, counterparty risk and other risks associated with 
the energy business. 

LG&E is exposed to market, operating and financial risks common to utility operations Although the Company 
operates largely in regulated markets, increases in the cost of power and fuel, such as coal or natural gas, as well 
as other major inputs and supplies, can affect its margins because authorized rate structures and pass-through 
cost mechanisms may include timing lags or regulatory discretion which do not lead to full cost recovery. 
Changes in the wholesale market price for electricity can impact LG&E’s financial results by altering the 
revenues from off-system sales of excess power kom period to period LG&E is also exposed to risk that 
counterparties could fail to perform their obligations to provide energy, fuel, goods, services or payments 
resulting in potential increased costs to the Company. 

LG&E is subject to risks associated with defined benefit retirement plans, health care plans, wages and 
other employee-related benefits. 

The Company’s funding obligations concerning defined benefit pension and postretirement plans are subject to 
risks relating to developments in future costs, returns on investments, interest rates and other actuarial matters 
which may differ from assumptions currently in effect for the plans and may lead to higher required funding 
outlays. Further, higher wage levels, whether related to collective bargaining agreements or employment market 
conditions, and costs of providing health care benefits to employees may adversely affect LG&E’s results of 
operations, financial position or liquidity. 

Item 1B. Unresolved Staff Comments 

None. 
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ITEM 2. Properties. 

LG&E's power generating system consists ofthe coal-fired units operated at its three steam generating stations. 
Combustion turbines supplement the system during peak or emergency periods. LG&E owns and operates the 
following electric generating stations unless otherwise stated 

Summer Capability 
Rating (Mw) 

Steam Stations: 
Mill Creek - Jefferson County, KY 

Unit 1 303 
Unit 2 301 
Unit 3 391 

Total Mill Creek 1,472 
Unit 4 3 

Cane Run - Jefferson County, KY 
Unit 4 
unit 5 
Unit 6 

Total Cane Run 

155 
168 
240 
563 

i_ 

Trimble County - 'rrimble County, KY (a) 383 

Combustion Turbine Generators (Peaking capability): 
Zorn - Jefferson County, KY 
Paddy's Run - Jefferson County, KY (b) 
Cane Run - Jefferson County, KY 
Waterside - Jefferson County, KY (c) 
E.W. Brown - Mercer County, KY (d) 
'Trimble County - Trimble County, KY (e) 

Total combustion turbine generators 

Total capability rating 

14 
119 
14 

190 
328 
665 

m 
(a) Amount shown represents LG&E's 75% interest. See Notes 9 and 10 nfNotes to Financial 

Statements under Item 8 for further discussion on ownership. 
(b) Amount shown represents LG&E's 53% interest in Unit 13 and 100% ownership of Units 11 

and 12. See Notes 9 and 10 ofNotes to Financial Statements, under Item 8 for further 
discussion on ownership,. Unit 12 was mothballed in November 2006. Life assessment (repair 
or retire) studies are ongoing., 

(c) Pursuant to the Definitive Property Sale Agreement entered into with the Louisville Arena 
Authority in 2006, the Waterside property will be sold to the Louisville Arena Authority when 
the relocation ofthe LG&E assets bas been completed, which is expected to occur by the end 
of2008. The Waterside units were retired in December 2006. 

(d) Amount shown represents LG&E's 53% interest in Unit 5.38% interest in Units 6 and 7 and 
10% of the Inlet Air Cooling system, attributable to Unit 5. See Notes 9 and 10 ofNotes to 
Financial Statements, under Item 8 for further discussion on ownership. KU operates these 
units on bebalfof LG&E. 

(e) Amount shown represents LG&E's 29% interest in Units 5 and 6 and LG&E's 37% interest in 
Units 7, 8, 9 and 10. See Notes 9 and 10 ofNotes to Financial Statements, under Item 8 for 
further discussion on ownership. 

LG&E also owns an 80 Mw nameplate-rated hydroelectric generating station located in Jefferson County, I 
Kentucky (Ohio Falls), with an expected summer capability rating of 48 Mw, operated under a license issued by 
the FERC., 
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At December 31,2006, LG&E’s electric transmission system included 41 substations (26 of which are shared 
with the distribution system) with a total capacity of approximately 11,900 Mva and approximately 894 miles of 
lines. The electric distribution system included 93 substations (26 of which are shared by the transmission 
system) with a total capacity of approximately4,940 Mva, 3,931 miles of overhead lines and 2,161 miles of 
underground conduit. 

LG&E’s natural gas transmission system includes 260 miles of transmission mains and the natural gas 
distribution system includes 4,175 miles of distribution mains 

LG&E operates underground natural gas storage facilities with a current working gas capacity of approximately 
15.1 million Mcf. See Gas Supply under Item 1. 

In 1990, LG&E entered into an operating lease for its corporate office building located in downtown Louisville, 
Kentucky. The lease was renegotiated in 2002 and is scheduled to expire July 31,2015. 

Other properties owned by LG&E include office buildings, service centers, warehouses, garages and other 
structures and equipment, the use of which is common to both the electric and gas departments. 

The trust indenture securing LG&E’s first mortgage bonds constitutes a direct first mortgage lien upon much of 
the property owned by LG&E. ln addition, Fidelia has a second secured lien on the property subject to the first 
mortgage bond lien for certain of its intercompany loans to LG&E. 
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ITEM 3. Legal Proceedings. 

Rates and Regulatory Matters 

For a discussion of cment rate and regulatory matters, including electric and natural gas base rate increase 
proceedings, the Kentucky AG investigation, VDT proceedings, TC2 proceedings, various Kentucky 
Commission, FERC and MIS0 proceedings and other rate or regulatory matters affecting LG&E, see Rates and 
Regulation under Item 1 and Note 2 ofNotes to Financial Statements under Item 8. 

Environmental 

For a discussion of environmental matters including additional reductions in SO?. NOx and other emissions .. I 

mandated by recent regulations; items regarding the Cane Run generating station, MGP sites; global warming or 
climate change matters and other environmental items affecting LG&E, see Executive Summary 
(Environmental Matters) and Note 9 of Notes to Financial Statements under Item 8. 

FERC Audit Results 

In July 2006, the FERC issued a final report under a routine audit that its Office of Enforcement (formerly its 
Office ofMarket Oversight and Investigations) had conducted regarding the compliance of E.ON U.S. and 
subsidiaries, including LG&E, under the FERC’s standards of conduct and codes of conduct requirements, as 
well as other areas. The final report contained certain findings calling for improvements in E.ON U..S. and 
subsidiaries’ structures, policies and procedures relating to transmission, generation dispatch, energy marketing 
and other practices. E.ON US.  and affiliates have agreed to certain corrective actions and have submitted 
procedures related to such corrective actions to the FERC. The corrective actions are in the nature of 
organizational and operational improvements as described above and are not expected to have a material 
adverse impact on the Company’s results of operations or financial condition. 

Employment Discrimination Case 

In October 2001, approximately 30 employees or former employees filed a complaint against LG&E claiming 
past and current instances of employment discrimination,. LG&E has removed the case to the U , S  District Court 
for the Western District ofKentucky and filed an answer denying all plaintiffs’ claims,. To date, the U.S. Equal 
Employment Opportunity Commission has declined to proceed to litigation on any claims reviewed., Through 
continuing mediation, settlements have been reached with the majority ofplaintiffs, including the lead plaintiff. 
In November 2006, LG&E obtained dismissal orders on all but two remaining plaintiffs. The complaint 
contains a claimed damage amount of $100 million as well as requests for injunctive relief; however, all prior 
settlements have been for non-material amounts and LG&E does not anticipate that the remaining outcome will 
have a material impact on its operations or financial condition.. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against LG&E. To the extent that damages are assessed in any ofthese lawsuits, LG&E 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does not 
anticipate that liabilities arising out ofother currently pending or threatened lawsuits and claims will have a 
material adverse effect on LG&E’s financial position or results of operations, respectively. 

i 
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ITEM 4. Submission of Matters to a Vote of Security Holders. 

None. 
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PART II. 

ITEM 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer 
Purchases of Equity Securities. 

All LG&E common stock, 21,294,223 shares, is held by E.ON US. Therefore, there is no public market for 
LG&E’s common stock. 

The following table sets forth LG&E’s cash distributions on common stock paid to E.ON U.S duing 2006: 

(in millions) 
First quarter $ 4 0  
Second quarter 20 
Third quarter 35 
Fourth quarter - 

LG&E paid cash distributions on common stock to E.ON US. in the amount of $39 million in 2005 and $57 
million‘in 2004. 

ITEM 6. Selected Financial Data 

Years Ended December 31 
(in millions) 

2006 2005 ___ 2004 

Operating revenues $1.338 u 
Net operating income 9i223 &=&Q u 
Net income $117 u u 
Total assets 2!2J&! w 222Lc2 

Long-term obligations 
(including amounts 
due within one year) $=!22 $821 $798 $617 

Management’s Discussion and Analysis of Financial Condition and Results of Operations and 
Notes to Financial Statements should be read in conjunction with the above information. 
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ITEM 7. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

GENERAL 

The following discussion and analysis by management focuses on those factors that had a material effect on 
LG&E's financial results of operations and financial condition during 2006,2005 and 2004 and should be read in 
connection with the financial statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such fonvard-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described from time to time in LG&E's reports to the SEC, including Risk Factors in Item 1A of this 
report on Form 10-K and in Exhibit No. 99.01 to this report on Form 10-K. 

EXECUTIVE SUMMARY 

Business 

LG&E is a wholly-owned subsidiary of E.0N US., which is an indirect subsidiary of E.ON, a German 
company. LG&E maintains a separate corporate identity and serves customers in Kentucky. 

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility that supplies natural gas to approximately 
324,000 customers and electricity to approximately 398,000 customers in Louisville and adjacent areas in 
Kentucky. LG&E's service area covers approximately 700 square miles in 17 counties and has an estimated 
population of one million. Included in this area is the Fort Knox Military Reservation, to which LG&E 
transports natural gas and provides electric service, but does not provide any distribution services. LG&E also 
provides natural gas service in limited additional areas. LG&E's coal-fired electric generating plants, all 
equipped with systems to reduce SO2 emissions, produce most of LG&E's electricity. The remainder is 
generated by a hydroelectric power plant and combustion turbines. Underground natural gas storage fields help 
LG&E provide economical and reliable natural gas service to customers. 
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CustomeIs 

The following table provides statistics regarding LG&E’s retail customers: 

Customers (in thousands) 

2006 2005 2004 Retail Customer Data ~~~ - _ _ _ _ -  

Residential 350 347 343 298 296 293 
Industrial & Commercial 42 41 41 25 24 24 
Other _I_ 6 -  6 -  6 1 1 1 

324 321 318 Total Retail ma390 - 

Mission 

Electric ___. Gas 

- - -  
- _ _ _ =  

2006% Retail Revenues 
Electric ___ Gas 

39% 64% 
51% 31% 

__ 10% __. 5% 
__ - 100% 1Qs% 

The mission of LG&E is to build on our tradition and achieve world-class status providing reliable, low-cost 
energy services and superior customer satisfaction; and to promote safety, financial success and quality of life 
for our employees, communities and other stakeholders. 

Strategy 

LG&E’s strategy focuses on the following: 

* Achieve scale as an integrated US. electric and gas business through organic growth and acquisition: 
Maintain excellent customer satisfaction; 
Maintain best-in-class cost position versus U,S. utility companies; 
Develop and transfer best practices throughout the company; 

* Invest in infrastructure to meet expanding load and comply with increasing environmental requirements; 
Achieve appropriate regulated returns on all investment; 
Attract, retain and develop the best people; and 
Act with a commitment to corporate social responsibility that enhances the well being of our employees, 
demonstrates environmental stewardship, promotes quality of life in our communities and reflects the 
diversity of the society we serve. 

Low Rates 

LG&E believes it is well positioned in the regulated Kentucky market. LG&E continues to sustain high 
customer satisfaction, ranking first among all large Midwest utilities for the seventh time in eight years in the 
J.D. Power and Associates 2006 survey of residential electric customers. This excellent performance is balanced 
with cost control. The customer benefits of the LG&E culture of cost management are evident in rate 
comparisons among U.S. utilities. As of July 1,2006, the average residential rate per thousand Kwh for LG&E 
customers was 6.54 cents versus the national average of U S .  investor-owned utilities of 10.98 cents.. 

LG&E must continue to address new cost pressures. The Kentucky Commission accepted the settlement 
agreements reached by the majority of the parties in the rate cases filed by LG&E in December 2003.. New 
rates, implemented in July 2004, produced approximately $55 million of revenue for LG&E for a full year. 
Under the settlement agreements, the C.ompany’s base electric rates increased approximately $43 million 

i 
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(7.7%) and base natural gas rates increased approximately $12 million (3.4%) annually. The 2004 increases 
were the first increases in electric base rates for L.G&E in 13 years; the last natural gas rate increase for the 
Company took effect in September 2000. Competitors also face the same cost pressures that caused LG&E to 
initiate rate cases (e.g., pensions, benefits and reliability expenditures) and many other utility companies 
recently had rate cases. Despite these increases, LG&E’s rates remain significantly lower than the national 
average. 

Commodity Prices: Fuel and Electricity 

Nationally, coal price increases continued during 2006, up approximately 10% from 2005, with modest 
increases projected over the n e a  term. Nationwide coal stockpiles grew during 2006, due to a surplus of 37 
million tons of coal production over consumption, driven by a 1.4% decline in power generation usage of coal 
and a 3% increase in coal supply 

During 2006, natural gas prices declined significantly from the record levels reached the prior year. During 
2005, natural gas prices averaged over $8/MMBtu and spiked as high as $15MMBtu in late September 
following hurricanes that interrupted natural gas production activities in the Gulf of Mexico. Prices in 2006 
averaged just over $7/MMBtu and fell as low as $4MklEHu. Price declines are in part the result of ample 
natural gas storage inventories, which are the result of a warmer-than-normal winter in 2005/2006 and the 
absence of any hurricanes during 2006 that could have otherwise disrupted natural gas supplies in the Gulf of 
Mexico. Although the supply situation has improved from 2005, the underlying and fundamental U S 
supply/demand imbalance shows no significant signs of immediate or significant improvement 

LG&E’s average coal and natural gas purchase prices for the last five years are as follows: 

2 0 0 6 -  2005 - 2004 __ 2002 
$1.51 $1.32 $1.15 $1.12 $1.11 Coal (per -tu) 

Natural gas (per MMBtu) $7.80 $10.23 $7.18 $6.30 $4 19 

Actual fuel costs associated with retail electric sales are recovered from customers through the FAC. The FAC 
allows the Company to adjust customers’ accounts for the difference between the fuel cost component of base 
rates and the actual fuel cost, including transportation costs. Refunds to customers occur if the actual costs are 
below the embedded cost component. Additional charges to customers occur if the actual costs exceed the 
embedded cost component. 

Actual natural gas costs are recovered from customers through the GSC. The GSC also contains an incentive 
component, the PBR component, which is determined for each 12-month period ending October 31 I 

Generation Reliability 

Generation reliability also remains a key aspect to meeting the Company’s strategy LG&E believes that it has 
maintained good performance and reliability in the key area of utility generation operation. While maintaining 
low cost levels, LG&E has also been able to generate increasing volumes and expect to continue high levels of 
availability and low outage levels. This performance is also important to maintaining margins fiom off-system 
sales. 
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Generation Capacity 

The installation of Trimble County Units 7-10, completed in 2004, increased LG&E's total system capability by 
9%. However, the joint IRP submitted by LG&E and KU to the Kentucky Commission in 2005, outlining the 
least cost alternative to meet Kentucky's needs, indicated the requirement for additional base-load capacity by 
2010.. Consequently, LG&E and KU have begun construction of another base-load coal-fired unit at the Trimble 
County site. LG&E believes this is the least cost alternative to meet the future needs of its customers. TC2, with 
a 750 MW capacity rating, will be jointly owned by LG&E (14.25%) and KU (60.75%) and M E A  and IMPA 
(25% owners). TC2 is expected to cost $1.1 billion and be completed by 2010. LG&E's and KU's aggregate 
75% share ofthe total TC2 capital cost is approximately $880 million, ofwhich LG&E will spend 
approximately $1 80 million through 2009. Through December 2006, LG&E's expenditures for TC2 have been 
$32 million. See Note 10 ofNotes to Financial Statements.. 

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number ofpotential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements ofthis type, 
including termination for convenience or for cause rights. 

A CCN application for TC2 construction was filed with the Kentucky Commission in December 2004, and 
initial CCN applications for three transmission lines were filed in early 2005, with further applications 
submitted in December 2005. The proposed air permit was filed with the Kentucky Division for Air Quality in 
December 2004. In November 2005, the Kentucky Commission approved the application to expand the Trimble 
County generating station,. Kentucky Commission approval for one transmission line CCN was granted in 
September 2005, and a ruling that a second transmission line was not subject to the CCN process was received 
in Febgiary 2006. The Kentucky Commission granted approval for the remaining transmission line CCN in 
May 2006. In August 2006, LG&E and KU obtained dismissal of a judicial review of such CCN approval by 
certain property owners. A further appeal of such dismissal was thereafter filed, which action remains pending. 
The transmission lines are also subject to routine regulatory filings and the right-of-way acquisition process. In 
November 2005, the Kentucky Division for Air Quality issued the final air permit, which was challenged via a 
request for remand in December 2005 by three environmental advocacy groups, including the Sierra Club. 
Administrative proceedings with respect to the challenge continued throughout 2006.. A ruling may occur 
during the first halfof2007., 

In October 2005, LG&E received korn the FERC a new license to upgrade, operate and maintain the Ohio Falls 
Hydroelectric Project. The license is for a period of40 years, effective November 2005.. LG&E intends to spend 
approximately $76 million to refurbish the facility and add approximately 20 Mw of generating capacity over 
the next six years. 

Environmental Matters 

In addition to the TC2 project, the second major area of utility investment is environmental expenditures. 
LG&E is subject to SOz and NOx emission limits on its electric generating units pursuant to the C.lean Air Act. I 
LG&E placed into operation significant NOx controls for its generating units prior to the 2004 summer ozone ',/ 

season. As o f  December 31,2006, LG&E has incurred total capital costs of  approximately $187 million since 
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2000 to reduce its NOx emissions below required levels In addition, LG&E has incurred additional operating 
and maintenance costs in operating the new NOx controls. 

In March 2005, the EPA issued the final C A B  which requires substantial additional reductions in SO2 and NOx 
emissions from electric generating units. The C A R  provides for a two-phased reduction program with Phase I 
reductions in NOx and SO? emissions in 2009 and 2010, respectively, and Phase 11 reductions in 2015. In 
March 2005, the EPA issued a related regulation, the final CAMR, which requires substantial mercury 
reductions from electric generating units. The CAMR also provides for a two-phased reduction, with the Phase I 
target in 2010 achieved as a "co-benefit" of the controls installed to meet the CAB.  Additional control 
measures will be required to meet the Phase I1 target in 2018. Both the C A R  and CAMR establish a cap and 
trade framework, in which limits are set on total emissions and allowances can be bought or sold on the open 
market, to be used for compliance, unless the state chooses another approach. LG&E currently has flue gas 
desulfurization equipment on all its units but will continue to evaluate improvements to M h e r  reduce SO2 
emissions. 

Kentucky law permits LG&E. to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism once 
approved by the Kentucky Commission. A majority of the applicable environmental costs, those related to 
servicing our native load, including investment and operating costs, are recoverable through the ECR,. The 
remaining costs, attributable to off-system sales, are not recoverable through the ECR, however, these costs are 
recoverable in coordination with a general rate case. 

COMPANY STRUCTURE 

As contemplated in their regulatory filings in connection with the E.ON acquisition of Powergen in 2002, 
E.ON, Powergen and E.ON US.  completed an administrative reorganization to move the LG&E Energy Corp. 
group from an indirect Powergen subsidiary to an indirect E.ON subsidiary. This reorganization was effective in 
March 2003. In early 2004, E.ON U.S., began direct reporting arrangements to E.ON. 

Effective December 30,2003, LG&E Energy LLC became the successor, by assignment and subsequent 
merger, to all the assets and liabilities of LG&E Energy Corp. 

Effective December 1,2005, LG&E Energy LLC was renamed E.ON US.  LLC. 

LG&E has continued its separate identity and the preferred stock and debt securities of LG&E were not affected 
by these transactions. 
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RESULTS OF OPERATIONS 

Net Income 

LG&E’s net income in 2006 decreased $12 million (9%) compared to 2005. The primary drivers ofthe decrease 
were lower wholesale and retail electric sales volumes due to cooler summer weather in 2006 and increased 
interest expense. Partially offsetting the lower revenues were lower operation and maintenance expenses 
primarily from the expiration of the VDT amortization and lower costs associated with MISO Day 2. 

LG&E’s net income related to the electric business in 2006 decreased $12 million (l0%0) compared to 2005. 
Electric operating revenues decreased $44 million (4%) primarily due to lower wholesale and retail sales 
volumes associated with cooler summer’ weather in 2006 and lower MISO revenues. Partially offsetting the 
lower revenues were lower operation and maintenance expenses of $20 million @YO) primarily f?om the 
expiration of the VDT amortization and lower costs from MISO Day 2. Combined fuel and power purchased 
expenses in 2006 also declined $15 million (4%) from 2005. Interest expense increased $3 million (10%) in 
2006. 

LG&E’s net income related to the natural gas business was unchanged from 2005. 

LG&E’s net income in 2005 increased $33 million (34%) compared to 2004. The increase resulted primarily 
from higher electric revenues due to increased retail sales volumes resulting from warmer summer weather and 
increased base rates implemented for service rendered on and after July 1, 2004. Wholesale revenues also 
increased due to higher volumes and higher prices. These increases were partially offset by increased fuel and 
power purchased costs largely due to MISO Day 2 costs. 

LG&E’s net income in 2005 related to the electric business increased $32 million (37%) compared to 2004. 
Electric operating revenues increased $171 million (21%), partially offset by higher fuel for electric generation 
and power purchased of$123 million (41%). Income tax and depreciation expense increased $12 million (25%) 
and $6 million (6%), respectively. 

LG&E’s net income in 2005 related to the natural gas business increased $1 million (1 1%) compared to 2004. 
Natural gas operating revenues increased $80 million (22%) offset by higher natural gas supply expenses of$73 
million (27%). Other natural gas operation and maintenance expenses increased $4 million (7%) and 
depreciation expense increased $1 million (6%)., 
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Revenues 

The following table presents a comparison of operating revenues for the years 2006 and 2005 with the 
immediately preceding year. 

(in millions) 
Cause 
Retail sales: 
Fuel and gas supply adjustments 
LG&E/KU merger surcredit 
Environmental cost recovery surcharge 
Earnings sharing mechanism 
Weather normalization adjustment 
Rate changes 
Variation in sales volumes and other 

Wholesale sales 
MISO Day 2 
Other 

Total 

Total retail sales 

Increase (Decrease) From Prior Period 
Electric Revenues Gas Revenues 
- 2006 ___ 2006 2005 

$ 23 
3 
3 

25 
2 

78 
73 
18 
2 - 

$171 

$20 $67 

Electric revenues in 2006 decrcased $44 million (4%) primarily due to: 
w Decreased wholesale sales ($35 million) primarily resulting from lower sales volumes due to decreased 

w Decreased MISO related revenue ($20 million) due to exit from the MISO 
Decreased sales volumes and other ($18 million) resulting from a 12% decrease in cooling degree days 
in 2006 as compared to the same period in 2005 (the number of cooling degree days in 2006 was 9% 
below the 20-year average) 

regional demand 

w Increased fuel costs ($23 million) billed to customers through the FAC 
w Increased revenue due to lower merger surcredit given to customers based on lower sales volumes ($3 

w Increased ECR surcharge ($3 million) billed to customers 
million) 

Electric revenues in 2005 increased $171 million (21%) primarily due to: 
w Increased wholesale sales ($73 million) primarily due to an 11% higher sales volume due to increased 

regional demand and a 29% increase in prices caused by higher he1 prices 
w Increased retail sales volumes and other ($27 million) primarily due to warmer summer weather result- 

ing from a 13% increase in cooling degree days (the number of cooling degree days in 2005 was 14% 
above the 20-year average) 

w Increased rates ($25 million) implemented in July 2004 
w Increased fuel costs ($2.3 million) billed to customers through the FAC 

Increased MISO related revenue ($18 million) due to the inception of MISO Day 2 on April 1,2005 
Increased ECR surcharge ($10 million) billed to customers 

w Decreased ESM revenues ($6 million) billed to customers due to termination of the ESM program 

29 



Natural gas revenues in 2006 decreased $42 million (10%) primarily due to: 
e Decreased sales volumes and other ($48 million) resulting from a 9% decrease in heating degree days ir 

2006 as compared to the same period in 2005 (the number of heating degree days in 2006 was 10% be- 
low the 20- yea^ average) 

system 
e Decreased wholesale sales ($18 million) due to limited market opportunities to sell natural gas off- 

e Increased natuIal gas supply costs ($20 million) billed to customers through the GSC 
e Increased weather normalization revenue ($4 million) 

Natural gas revenues in 2005 increased $80 million (22%) primarily due to: 
* Increased natural gas supply costs ($67 million) billed to customers through the GSC 
* Increased wholesale sales ($12 million) due to increased market opportunities to sell natural gas off- 

e Increased rates ($5 million) implemented in July 2004 
0 Decreased weather normalization revenue ($3 million) 

system 

Expenses 

Fuel for electric generation and natural gas supply expenses comprise a large component ofLG&E’s total 
operating expenses. Increases or decreases in the cost of fuel and natural gas supply are reflected in LG&E‘s 
electric and natural gas retail rates, through the FAC and GSC, subject to the approval ofthe Kentucky 
Commission. 

Fuel for electric generation increased $12 million (4%) in 2006 primarily due to: 
Increased cost of fuel burned ($15 million) due to higher prices for coal 
Decreased generation ($3 million) due to lower demand 

Fuel for electric generation increased $74 million (36%) in 2005 primarily due to: 
* Increased cost of fuel burned ($62 million) due to the MISO’s dispatch ofnatural gas-fired units and 

Increased generation ($12 million) due to increased demand and the dispatch of units for MIS0 Day 2 
higher coal and natural gas prices 

Power purchased expense decreased $27 million (19%) in 2006 primarily due to: 
Decreased volumes purchased ($35 million) due to lower demand 
Increased unit cost per Mwh of purchases ($9 million) due to higher fuel prices 

Power purchased expense increased $49 million (53%) in 2005 primarily due to: 
Increased unit cost per Mwh of purchases ($41 million) due to higher he1 prices 
Increased volumes purchased ($8 million) due to increased demand and unit outages 

o Purchased power costs from the MIS0 due to unit outages totaled $10 million 

Gas supply expenses decreased $44 million (13%) in 2006 primarily due to: 
e Decreased volumes of natural gas delivered to the distribution system ($64 million) due to milder winter 

Increased cost of net gas supply ($20 million) due to higher inventory unit cost 
weather 

30 



Gas supply expenses increased $73 million (27%) in 2005 primarily due to: 
* Increased cost of net gas supply ($62 million) due to the increase in natural gas prices 
* Increased volumes of natural gas delivered to the distribution system ($12 million) 

Other operation and maintenance expenses decreased $20 million (6%) in 2006 primarily due to decreased other 
operation expenses ($37 million) partially offset by increased maintenance expenses ($1 5 million) and property 
and other taxes ($1 million). 

Other operation expenses decreased $37 million (16%) in 2006 primarily due to: 
Decreased administrative and general expense ($21 million) primarily due to the completion of the VDT 

Decreased other power supply costs ($1 1 million) resulting from lower MIS0 Day 2 costs 
Decreased electrical transmission costs ($9 million) due to lower MISO related expenses 
Increased steam generation expense ($2 million) primarily for scrubber reactant and waste disposal 
Increased distribution operations costs ($1 million) primarily due to higher storm restoration costs 
Increased underground storage costs ($1 million) due to higher costs of materials and contractor expenses 

amortization 

Maintenance expenses increased $15 million (24%) in 2006 primarily due to: 
Increased steam maintenance ($8 million) primarily related to Mill Creek Unit 4 
Increased distribution maintenance ($5 million) primarily related to vegetation management and storm 

Increased administrative and general maintenance ($2 million) 
restoration 

Other operation and maintenance expenses increased $3  million (1%) in 2005 primarily due to higher other 
operation expenses ($1 1 million) and higher property taxes ($2 million), partially offset by lower maintenance 
expenses ($9 million) 

Other operation expenses increased $1 1 million (5%) in 2005 primarily due to: 
Increased other power supply costs ($17 million) due largely to MISO Day 2 costs ($18 million) for 

Increased steam generation expense ($4 million) primarily for scrubber reactant and waste disposal 
Increased employee benefit costs ($3 million) 
Increased customer service and collection expenses ($2 million) 
Decreased transmission costs ($1 1 million), due largely to MIS0 Day 2 ($13 million). Prior to the MISO 
Day 2 market, most bilateral transactions required the purchase of transmission; however, with the Day 2 
market, most transactions are handled directly with the MISO and no additional transmission is necessary 

administrative and allocated charges from the MIS0 for Day 2 operations 

Decreased distribution operating costs ($5 million) due to fewer storms 

Maintenance expenses decreased $9 million (13%) in 2005 primarily due to: 
Decreased distribution maintenance ($9 million) due to fewer storms 
Decreased steam generation expense ($2 million) 
Increased administrative and general maintenance ($1 million) 

Other expense (income) -net decreased $4 million in 2006 primarily due to: 
Decreased other income ($2 million) 

* Increased other expense ($2 million) 
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Other expense (income) - net increased $4 million in 2005 primarily due to: 
* Increased other income ($2 million) 
* Decreased other expense ($1 million) 

Interest expense, including interest expense to affiliated companies, increased $4 million (1 1%) in 2006 
primarily due to: 

* Increased interest rates on variable rate debt ($5 million) 
Increased interest on tax deficiencies ($2 million) 

* Decreased interest expense on swaps ($2 million) 

Interest expense, including interest expense to affiliated companies, increased $4 million (12%) in 2005 
primarily due to: 

* Increased interest rates on variable rate debt ($6 million) 
Increased borrowing from the money pool ($2 million) 

* Decreased cost of interest rate swaps ($3 million) 
* Decreased costs due to refinancing fixed rate debt with variable rate debt ($1 million) 

Details of exposure to variable interest rates on long-term debt are shown in the table below: 

2006 2005 - 2004 
$363 $363 $306 Debt exposed to interest rate risk (in millions) 

Debt exposed to interest rate risk as a percentage of long-term debt 

Weighted average interest rate on total long-term debt at year-end, 

44.3% 44.2% 35 ,.I "/a 
Weighted average interest rate on variable rate debt for the year 3.47% 2.49% 1.28% 

including expense amortization and interest rate swaps 4.33% 4.13% 3.92% 

See Note 7 of Notes to Financial Statements under Item 8. 

Variations in income tax expenses are largely attributable to changes in pre-tax income. See Note 6 of Notes to 
Financial Statements under Item 8,, 

The rate of inflation may have a significant impact on LG&E's operations, its ability to control costs and the 
need to seek timely and adequate rate adjustments. However, relatively low rates of inflation in the past few 
years have moderated the impact on current operating results. 

CRJTICAL ACCOUNTING POLICESlESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including 
legal and regulatory challenges and anticipated recovery of costs. These judgments, in and of themselves, could 
materially impact the financial statements and disclosures based on varying assumptions, which may be 
appropriate to use. In addition, the financial and operating environment also may have a significant effect, not 
only on the operation ofthe business, but on the results reported through the application of accounting measures 
used in preparing the financial statements and related disclosures, even if the nature of the accounting policies 
applied has not changed. Specific risks for these critical accounting policies are described in the following , 
paragraphs, Each of these has a higher likelihood of resulting in materially different reported amounts under 
different conditions or using different assumptions. Events rarely develop exactly as forecasted and the best 
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estimates routinely require adjustment. See also Note 1 of Notes to Financial Statements under Item 8 

Unbilled Revenue. At each month-end LG&E prepares a financial estimate that projects electric and natural 
gas usage by customers that has not been billed. The estimated usage is based on allocating the daily system net 
deliveries between billed volumes and unbilled volumes The allocation is based on a daily ratio of the number 
of meter reading cycles remaining in the month to the total number of meter reading cycles in each month. Each 
day’s ratio is then multiplied by each day’s system net deliveries to determine an estimated hilled and unbilled 
volume for each day of the accounting period. At December 31,2006, a 10% change in these estimated 
quantities would cause revenue and accounts receivable to change by approximately $5 million ($3 million for 
electric usage and $2 million for natural gas usage). See also Note 1 of Notes to Financial Statements under 
Item 8. 

Allowance for Doubtful Aceounts. At December 31,2006 and 2005, the LG&E allowance for doubtful 
accounts was $2 million and $1 million, respectively. The allowance is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the 
retail revenues billed over the last four months.. Accounts with no payment activity are charged-off after four 
months, although collection efforts continue thereafter. 

Pension and Postretirement Benefits. LG&E has both funded and unfunded non-contributory defined benefit 
pension and postretirement benefit plans that together cover substantiallqr all of its employees. The plans are 
accounted for under SFAS No. 158, Employers ‘Accounting, for Defined Benefit Pension and Other Postretirernent 
Plans, which amended SFAS No. 106, Eniployers ’ Accounting,for Postretirement Benefits Other than Pen,sion.s 
and SFAS No. 87, Employers ‘Accounting for Pensions. 

The pension and other postretirement benefit plan costs and liabilities are determined on an actuarial basis and are 
dependent upon numerous economic assumptions, such as discount rates, rates of compensation increases, 
estimates of the expected return on plan assets and health care cost trend rates and demographic and economic 
assumptions. The actuarial assumptions used may differ materially from actual results due to changing market and 
economic conditions, higher or lower health care costs or turnover or longer or shorter life spans of participants. 
These differences may result in a significant impact on the amount of expenses recorded in future periods. The 
underlying assumptions and estimates related to the pension and postretirement benefit plan costs and liabilities are 
reviewed annually. 

The assumed discount rate, expected return on assets and rate of Compensation increases generally have the most 
significant impact on the pension costs and liabilities. The discount rate is used to calculate the actuarial present 
value of the benefits provided by the plans. LG&E bases its discount rate assumption on the November Mercer 
Pension Discount Yield Curve, adjusted by the basis point change in the Moody’s Investors Services, Inc. Aa 
Corporate Bond Rate in December. The Mercer Pension Discount Yield Curve provides a more refined estimate of 
the discount by matching the plan’s specific cash flow to a spot-rate yield curve based on high-quality, k e d -  
income investments., 

The expected long-term rate of return on assets is used to calculate the net periodic pension costs for the plans. To 
develop the expected long-term rate of return on assets assumption, consideration is given to the current level of 
expected returns on risk free investments (primarily government bonds), the historical performance of the asset 
managers versus their respective benchmarks, the historical level of the risk premium associated with the other 
asset classes in which the portfolio is invested and the expectations for future returns of each asset class. The 
expected return for each asset class is then weighted based on a target asset allocation. For 2006, the actual return 
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on pension assets was favorable compared to the assumed expected rate of return. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

m A 1% change in the assumed discount rate could have an approximate $47 million positive or 
negative impact to the 2006 accumulated benefit obligation and an approximate $51 million positive 
or negative impact to the 2006 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive or negative impact on 2006 pension expense. 

m 

Compensation rate increases are used to calculate service costs and the projected benefit obligation. Such rates are 
based on a review ofLG&E's historical salaries, promotion and bonus increases. For 2006 net periodic pension 
benefit costs, LG&E used an assumption of 5.25%. 

The assumptions related to the discount rate, retirement, tumover and healthcare cost trends, which represent 
expected rates of increase in health care claim payments, generally have the most significant impact on 
postretirement benefit plan costs and liabilities. Unlike pensions, however, assumptions about per capita claims cost 
by age and participation rates also significantly impact postretirement liability computations. A 1% change in the 
healthcare cost trend rates could have a positive or negative impact on the 2006 postretirement benefit obligation 
and postretirement expense of approximately $3 million and less than $1 million, respectively. 

Additionally, demographic and other economic assumptions affect the pension and postretirement computations 
Beginning with the December 3 1,2005 liability, LG&E replaced the 1983 Group Annuity Mortality tables for 
males and females with the RP 2000 combined tables for males and females projected to 2006. These updated 
mortality tables were used for the 2006 calculation and will be used in subsequent periods. 

The benefit obligation is cornpared with the plan asset values to determine a net position. Asset values are increased 
primarily by actual rates of retum on plan assets and by employer contributions. For an explanation of the 
investment policy including targeted asset allocations, see Note 5 of Notes to Financial Statements under Item 8. 

The pension plans are funded in accordance with all applicable requirements of the Employee Retirement 
Income Security Act of 1974 and the IRC. In accordance with these guidelines, LG&E made discretionary 
contributions to the pension plans of $18 million in 2006 and $35 million in 2004. No contributions were made 
in 2005. LG&E anticipates making additional contributions as deemed necessary. Additionally, LG&E made 
contributions of approximately $1 1 million, $10 million and $9 million to the postretirement plans in 2006, 
2005 and 2004, respectively.. LG&E may continue to make subsequent contributions in accordance with the 
maximum funding limitation governed by tax laws. In January 2007, LG&E made a discretionary contribution 
to the pension plan in the amount of$56 million, which was slightly more than the $52 million accrued benefit 
liability as of December 31,2006. In 2007, LG&E anticipates making voluntary contributions to fund the 
Voluntary Employee Beneficiary Association (VEBA) trusts to match the annual postretirement expense and 
funding the 401(h) plan up to the maximum amount allowed by law. See Note 15 of Notes to Financial 
Statements under Item 8. 

As prescribed by SFAS No. 87, LG&E was required to recognize an additional minimum pension liability of $19 
million during 2005 since the fsir value ofthe plan assets was less than the accumulated benefit obligation at th 
time. This additional minimum pension liability was recorded as a reduction to other comprehensive income and 
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did not affect net income. Historically low corporate bond rates, used to determine the discount rate, significantly 
increased the potential value of the pension liabilities above the actual value of the plan assets. These provisions of 
SFAS No. 87 were not applicable to 2006 due to the implementation of SFAS No. 158. 

Should poor market conditions return or should interest rates decline, LG&E’s unfUnded accumulated benefit 
obligations and future pension expense could increase. The Company believes that such increases are recoverable 
in whole or in part under future rate proceedings or mechanisms. 

See also Notes 5 and 13 of Notes to Financial Statements under Item 8. 

Regulatory Mechanisms. Judgments and uncertainties include future regulatory decisions, the impact of 
deregulation and competition on the ratemaking process and external regulatory decisions. Regulatory assets 
generally represent incurred costs that have been deferred because they are probable of future recovery in customer 
rates. Regulatory liabilities generally represent obligations to make refunds to customers for previous collections. 
Management believes, based on Kentucky Commission Orders and historical precedents, the existing regulatory 
assets and liabilities are probable of recovery. This determination reflects the current regulatory climate in the state. 
If future recovery of costs ceases to be probable, the assets and liabilities would be required to be recognized in 
current period earnings. See also Note 2 of Notes to Financial Statements under Item 8. 

Income Taxes. Income taxes are accounted for under SFAS No 109, Accounting for Income Tares. In 
accordance with this statement, deferred tax assets and liabilities are recognized for the future tax consequences 
aCtrihutable to differences between the financial statement carrying amounts of existing assets and liabilities and 
their respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when 
the deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. 

To provide for these uncertainties or exposures, an allowance is maintained for tax contingencies based on 
management’s best estimate of probable loss. Tax contingencies are analyzed periodically and adjustments are 
made when events occur to warrant a change. In September 2005, LG&E received notice from the 
Congressional Joint Committee on Taxation approving the Internal Revenue Service’s audit of LG&E’s income 
tax returns for the periods December 1999 through December 2003 As a result of resolving numerous tax 
matters during these periods, LG&E reduced income tax accruals by $4 million during 2005. 

H. R. 4520, known as the “American Jobs Creation Act of 2004” allows electric utilities to take a deduction of 
up to 3% of their qualified production activities income starting in 2005. This deduction reduced LG&E’s 
effective tax rate by less than 1% for 2006. 

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan,” was signed into law in March 
2005 This bill contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate 
income tax rate fiom 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate change, LG&E’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences since the new statutory rates are lower than 
the rates were when the deferred tax liability originated. This excess amount is referred to as excess deferred 
income taxes. ln June 2005 and December 2006, LG&E received approval &om the Kentucky Commission to 
establish and amortize a regulatory liability ($16 million) for its net excess deferred income tax balances. Under 
this accounting treatment, LG&E will amortize its depreciation-related excess deferred income tax balances 
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under the average Iate assumption method. The average rate assumption method matches the amortization ofthe 
excess deferred income taxes with the life of the timing differences to which it relates. Excess deferred income 
tax balances related to non-depreciation timing differences were expensed in 2005 and 2006. 

LG&E expects to have adequate levels of taxable income to realize its recorded deferred taxes 

For further discussion of income tax issues, see Notes 1 and 6 ofNotes to Financial Statements under Item 8. 

RECENT ACCOLINTING PRONOUNCEMENTS 

The following are recent accounting pronouncements affecting LG&E: 

In July 2006, the FASB issued FIN 48, Accountingfor Uncertainty in Income Tmes. an Interpretation of SFAS 
No. 109. FIN 48 clarifies the accounting for the uncertainty of income taxes recognized in an entexprise’s 
financial statements in accordance with SFAS No. 109. This inteIpretation prescribes a recognition threshold 
and measurement attribute for the financial statement recognition and measurement o f a  tax position taken or 
expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “more likely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The 
tax position will be measured as the amount of potential benefit that exceeds 50% likelihood ofbeing realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006. FIN 48 was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows is not expected to 
be material. 

SFAS No. 157 

In September 2006, the FASB issued SFAS NO. 157, Fair Value Measurements. SFAS No. 157 is effective for 
fiscal years beginning after November 15, 2007. This statement defines fair value, establishes a framework for 
measuring fair value in generally accepted accounting principles and expands disclosures about fair value 
measurements. LG&E is now analyzing the future impacts of SFAS No. 157 on results of operations and 
financial condition. 

SFAS No. 158 

In September 2006, the FASB issued SFAS No. 158, which is effective for fiscal years ending after December 
15,2006 for employers with publicly traded equity securities and for employers controlled by entities with 
publicly traded equity securities, which is applicable for LG&E. This statement requires employers to recognize 
the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or a 
liability in the balance sheet and to recognize changes in that funded status in the year in which the changes 
occur through comprehensive income. This statement also requires employers to measure the funded status o f a  
plan as of the date of its year-end balance sheet. This statement amended SFAS No. 87, SFAS No. 88, 
Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for  Termination 
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Benefits, SFAS No. 106 and SFAS No. 1.32, Employers 'Disclosures about Pensions and Other Postretirement 
Benefits. 

SFAS No. 71, Accounting for the Effects of Certain Types ofRegulation, provides guidance to regulated utilities 
for deferring costs that would otherwise be charged to expense or equity by non-regulated enterprises. In 
applying the provisions of this statement to the requirements of SFAS No. 158, LG&E recorded a regulatory 
asset representing the adjustment to the pension liability in recognizing the funded status of the pension 
liability. This adjustment would have been represented in Accumulated Other Comprehensive Income without 
the application of SFAS No. 71. 

L,G&E has adopted SFAS No. 158 effective for the fiscal year ending December 31,2006. The incremental 
effects of applying SFAS No. 158 are shown in the following table: 

Before After 
Adoption Adoption 
of SFAS of SFAS 

(in millions) No. 158* Adjustments No. 158 
Accrued pension and postretirement liability-noncurrent.... $ (102) $ (47) $ (149) 

Pension and postretirement regulatory asset l...ll__...l.l._l..,.~..... 77 49 126 

* Balances before the application of SFAS No. 158 include the effects of2006 plan experience and changes in actuarial 
assumptions on the additional minimum liability, coupled with the regulatory impacts of SFAS No. 71 ,, 

LIQUIDITY AND CAPITAL RESOURCES 

LG&E uses net cash generated from its operations and external financing (including financing &om affiliates) 
to fund construction of plant and equipment and the payment of dividends. LG&E believes that such sources of 
funds will be sufficient to meet the needs of its business in the foreseeable future. 

- Accrued pension and postretirement liability-current (2) (2) 

As of December 31,2006, L.G&E is in a negative working capital position in part because of the classification 
of certain variable-rate pollution control bonds totaling $246 million that are subject to tender for purchase at 
the option of the holder as current portion of long-term debt. Backup credit facilities totaling $185 million are in 
place to fund such tenders, if necessary. LG&E has never needed to access these facilities. LG&E expects to 
cover any working capital deficiencies with cash flow from operations, money pool borrowings and borrowings 
from Fidelia. 

Operating Activities 

Cash provided by operations was $320 million, $150 million and $171 million in 2006,2005 and 2004, 
respectively. 

The 2006 increase of $170 million was primarily the result of increases in cash due to changes in: 

e 

GSC recovery ($20 million) 

Accounts receivable ($183 million) primarily &om decreased natural gas prices and milder December 
weather 
Materials and supplies ($107 million) primarily resulting from decreased natural gas prices 
Property and other taxes payable ($21 million) 

3 7 



These increases were partially offset by cash used for changes in: 
* Accounts payable ($102 million) due to lower natural gas prices 

Earnings, net ofnon-cash items ($22 million) 
* Pension and postretirement funding ($19 million) 
* Payment ofthe fee required to exit the MISO ($13 million) 
* ECR recovery ($7 million) 

The 2005 decrease of's21 million was primarily the result of decreases in cash due to changes in: 
* Materials and supplies ($61 million) largely the result of increased coal and natural gas prices 

Accounts receivable ($1 7 million) primarily due to colder December weather 
* Gas supply recovery ($13 million) primarily due to higher natural gas prices 
* ESM recovery ($8 million) due to termination ofthe ESM program 
* Property and other taxes payable ($7 million) 

* Accounts payable ($49 million) primarily fiom the increase in natural gas prices 
* Pension and postxtirement funding ($34 million) 

These decreases were partially offset by cash provided by changes in: 

Investing Activities 

LG&E's primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $146 million, $139 million and $148 million in 2006,2005 and 2004, respectively. LG&E 
expects its capital expenditures for the three-year period ending December 3 1,2009, to total approximately 
$665 million, which consists primarily of construction estimates associated with the construction of TC2 
totaling approximately $150 million (including $40 million for environmental controls), other environmental 
control equipment of approximately $80 million, redevelopment of the Ohio Falls hydro facility totaling 
approximately $30 million and on-going construction related to generation and distribution assets. 

Net cash used for investing activities in 2006 increased $9 million in 2006 compared to 2005 and decreased $21 
million in 2005 compared to 2004, primarily due to the level of construction expenditures. 

Financing Activities 

Net cash outflows for financing activities were $173 million, $12 million and $7 million in 2006,2005 and 
2004, respectively. 

Redemptions and maturities of long-term debt for 2006,2005 and 2004 are summarized below: 

($ in millions) 
- Year Descriotion 
2006 Mandatorily Redeemable Preferred Stock 
2005 Pollution control bonds 
2005 Due to Fidelia 
2005 Mandatorily Redeemable Preferred Stock 
2004 Due to Fidelia 
2004 Mandatorily Redeemable Preferred Stock 

Principal 
Amount 

$ I  
$ 40 
$ 50 
$ 1  
$ 50 
$ 1  

Securedl 
Unsecured Maturity 

5 875% Unsecured Jul 2006 
5.90% Secured A ~ I  2023 

Jan 2005 153% Secured 
5.875% Unsecured Jul 2005 
1.53% Secured Jan 2005 
5 875% Unsecured Jul 2004 
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L,G&E did not issue any long-term debt in 2006. Issuances of long-term debt for 2005 and 2004 are summarized 
below: 

($ in millions) Principal Secured/ - Year  Description Amount && Unsecured Maturitv 
2005 Pollution control bonds $ 40 Variable Secured Feb 2035 
2004 Due to Fidelia $ 25 4.33% Secured Jan 2012 
2004 Due to Fidelia $100 1.53% Secured Jan 2005 

See also Notes 7 and 15 of Notes to Financial Statements under item 8 

Future Capital Requirements 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market 
entry of competing electric power generatoxs, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. See Note 9 of Notes to Financial Statements 
under Item 8 for current commitments. LG&E anticipates funding hture capital requirements through operating 
cash flow, debt andor infusions of capital from its parent. 

LG&E has a variety of funding alternatives available to meet its capital requirements. LG&E maintains a series 
of bilateral credit facilities with banks totaling $185 million. Several intercompany financing arrangements are 
also available. LG&E participates in an intercompany money pool agreement wherein E.ON U.S. andor KU 
make finds of up to $400 million available to LG&E at market-based rates. Fidelia also provides long-term 
intercompany funding to LG&E. See Note 8 of Notes to Financial Statements under Item 8. 

Regulatory approvals are required for LG&E to incur additional debt. The FERC authorizes the issuance of 
short-term debt while the Kentucky Commission authorizes issuance of long-term debt. In February 2006, 
LG&E received a two-year authorization from the FERC to borrow up to $400 million in short-term funds. 

LG&E’s debt ratings from Moody’s Investor Services, Inc. (“Moody’s”) and Standard and Poor’s Rating 
Services (“S&P”) as of December 31,2006, were: 

First mortgage bonds 
Preferred stock 
Issuer rating 
Carporate credit rating 

Moody’s - S&P 
A1 A- 
Baal BBB- 
A2 - 
- BBB+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. 
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equipment or machinery used in the industry, as well as labor rates, in elements of its capital construction or 
operating and maintenance activities. In some cases, elements ofthese risks are mitigated via periodic rate or 
other regulatory recovery mechanisms or via the terms of applicable contractual arrangements. 

Energy & Risk Management Activities 

LG&E conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to hedge price 
risk and are accounted for on a mark-to-market basis in accordance with SFAS No. 133, Accounting for 
Derivative Instruments and Hedging Activities, as amended. Prior to the MIS0 establishing its Day 2 energy 
market in April 2005, wholesale forward transactions were primarily physically settled and thus were treated as 
normal sales under SFAS No. 133, as amended, and were not marked to market. 

The table below summarizes LG&E's energy trading and risk management activities for 2006 and 2005: 

(in millions) - 2006 - 2005 
$ 1  $ -  

1 
Fair value of contracts at beginning of period, net asset 

Fair value of contracts when entered into during the period 
Contracts realized or otheIwise settled during the period 
Changes in fair values due to changes in assumptions 

3 

3 
(6) - 

- - - 
Fair value ofcontracts at end ofperiod, net asset u u 

The fair value of LG&E's energy trading and risk management contracts as of December 31,2006 and 2005, 
was less than $1 million. No changes to valuation techniques for energy trading and risk management activities 
occurred during 2006 or 2005. Changes in market pricing, interest rate and volatility assumptions were made 
during both years,. The outstanding mark-to-market value is sensitive to changes in prices, price volatilities and 
interest rates. The C,ompany estimates that a movement in prices of $1 and a change in interest and volatilities 
of 1% would result in a change of less than $1 million. All contracts outstanding at December 31,2006 and 
2005 have a maturity of less than one year and are valued using prices actively quoted for proposed or executed 
transactions or quoted by brokers. 

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31,2006,100% ofthe trading and risk management commitments 
were with counterparties rated BBB-Baa3 equivalent or better. 

RATES ANL, REGULATION 

LG&E is subject to the jurisdiction of the Kentucky Commission in virtually all mattexs related to electric and 
natural gas utility regulation, and as such, its accounting is subject to SFAS No. 71,. Given LG&E's competitive 
position in the marketplace and the status of regulation in Kentucky, LG&E has no plans or intentions to 
discontinue its application of SFAS No. 71. See Notes 2 and 9 ofNotes to Financial Statements under Item 8 for 
a discussion ofrates and regulation. 
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FUTURE OUTLOOK 

Competition and Customer Choice 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on LG&E, which may be 
significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. 

over the last several years, LG&E has taken many steps to maintain efficient rate structures while achieving high 
levels o f  customer satisfaction, including: an increase in focus on commercial, industrial and residential customers; 
an increase in employee involvement and training; and continuous modifications of its organizational structure. 
LG&E also strives to control costs through competitive bidding and process improvements. LG&E’s performance 
in national customer satisfaction surveys continues to be high. 

ITEM 7A Quantitative and Qualitative Disclosures About Market Risk 

See Management’s Discussion and Analysis of Financial Condition and Results of Operations, Market Risks, 
under Item 7 
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Louisville Gas and Electric Company 
Balance Sheets 
(Millions of$) 

December 31 
- 2006 2005 

ASSETS 
Current assets: 

Cash and cash equivalents (Note 1) ..................................................................... 

in 2005 (Note I )  ........................................................................ 
d companies (Note 12) ..................................... 

Fuel (predominantly coal) ................ 
Gas stored underground ................................. 

Accounts receivable - less reserve of$2  million in 2006 and $1 million 

Accounts receivable 
Materials and supplies (Note I): 

Other materials and supplies , ,,. ,., . 

Prepayments and other current assets .......................................................... I 
Total current assets , , , . . ...................................................................... 

Utility plant, at original cost (Note I ) :  
Electric ............................... ............................................ 

Common ............................................ 
Total utility plant, at original cost 

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

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

Less: reserve for depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Total utility plant, net,. .................................................................................. 

.Iota1 utilityplant and consbuction work .................. 

Deferred debits and other assets: 
Restricted cash (Note 1) ........................................................... , ,  , ,  

Regulatory assets (Notes I and 2): 
.................................................................... 

i 
Pension and postretirement benefits 
Other ....................... ............................................................ 

Intangible pension asset . . . . . . . . . . . . . . . . . . . . . . . . .  .................................. 
Other assets ....................... 

Total deferred debits and other assets ...... , . , . , ,  

Total Assets ........... .............................................. 

~ ...................................... 

I 

$ 7  $ 7  

165 23 1 
19 36 

38 39 
83 125 
30 28 - 6 A 

348 - 412 

3,200 
526 a 

3,906 

2,372 

3,180 
511 
199 

3,890 

1.509 
2,381 

16 10 

126 
93 

3 
247 

a4 
31 
2 
134 

~ 

'fie accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(Millions of $) 

L.tABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long term debt (Note 7) ............................... 
Notes payable to affiliated companies (No 
Accounts payable .......................................................................................... 
Accounts payable to affiliated companies (No 
Customer deposits ............................. 
Other current liabilities . . . . . . . . . . . .  

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

Long-term debt: 
Long-term bonds (Note I )  ........................................................................ 
Long-term notes to affiliated company (Note 7) ...................................... 
Mandatorily redeemable preferred stock (Note 7 ) , , . , , , ,  ..................................... 

'Iota1 long-term debt . . , , .  , .,., .., .......................................................... 
Deferred credits and other liabilities: 

Accumulated deferred income taxes (Note 6) .................................. 
Accumulated provision for pensions and related benefits (Note 5 )  .............. 
Investment tax credit, in process of amortization.,. . .......................... 

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

Accumulated cost of removal of utility plant 
Regulatory liability deferred income taxes 

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

Other regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities., ., , .  , , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total deferredcredits and other liabilities . . . . . . .  ....................... 

Commitments and contingencies (Note 9) 

Cumulative preferred stock 

COMMON EQUITY 
Common stock, without par value - 

Authorized 75,000,000 shares, outstanding 21,294,223 shares 

. . . . . . . . . . .  

Total L.iabilities and E.quity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The accompanying notes are an integral part of these frnancial statements 

December 31 
2006 

$ 248 
68 

103 
55 
18 

-,-@ 
532 

328 
225 

-.-Q 
572 

333 
149 
41 
28 

232 
54 
35 

44 
3 

$248 
I4 1 
141 
56 
11 
17 

620 
~ 

328 
225 

20 ___ 
573 

322 
143 
42 
27 

219 
42 
20 

___ 41 
856 - 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(Millions of$) 
Years Ended December 31 

CASH FLOWS FROM OPERATING ACTMTIES: 

Investment tax credit - net ................................... .......................... 
VDT amortization ................................................... 

Accounts receivable 

Accrued income taxes ............................................................... _ _  
Property and other taxes payable ................................... ... 
Prepayments and other .................................................................. 

Pension and postretirement funding ........................................................... 
Gas supply clause re ............................................ 
Litigation settlement, 

MISO exit fee ". 

Other, ................................................................................................... 
Net cash provided by operaling activities .................................. 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Consmction expenditures ................................... . 
Change in restricted cash ............................................................................... 

Net cash used for investing activities ......................... ........ 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Long-term borrowings from affiliated company .............................. 
Repayment of long-term borrowings from affiliated company ......... 
Short-term borrowings from affiliated company. ............ I ............... 

Issuance of pollution conh.01 bonds., .................. ......... l.., ... 
Issuance expense on pollution control bonds ........ _.__l_l.,.l. ..... ............ 

Repayment of short-term borrowings from affiliated company ., . ,.,.I 

Retirement of pollution control bonds ........................................................ 
Retirement o f  mandatorily 
Payment of dividends, __".I. 

Net cash used for fina 
Change in cash and cash equ 

Cash and cash equivalents at end of year .............................. 
Supplemental disclosures of cash flow information: 

Cash and cash equivalents at beginning of year lll_ . . . . .  ._... ........................ 

Cash paid during the year for.: 
........ ........ "" ............. ""." ..... 
................................................. 

Interest to affiliated companies on borrowed money ................. 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Campany 
Statements of Capitalization 

(Millions of $) 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

S due September 1, 2017, variable % ................ 
T due September 1, 201 7, variable % ............. 
U due August 15, 2013, variable % .  

2 due August I ,  2030, variable % 

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

........................... l..l ............................. 
Y due May 1, 2027, variable % ..................................................................... 

AA due September 1,2027, variable % 
BB due September 1,2026, variable % 
CC due September 1,2026, variable % 
DD due November 1,2027, variable % . . . . . . . .  ". .................... 
EE due November 1, 2027, variable % ....................................................... 

GG due October 1, 2033, variable O h .  .................................................... 
HH due February I ,  2035, variable % . . . . . . . . . . . . . . . . . . .  

Due January 16, 2012,4.33%, secured ........................... 
Due April 30, 2013, 4 55%, unsecured. . . . . . . . . . . . . . .  

............................................. ~ " .  ........... 

FF doe October I ,  2032, variable %. ...................................................... 

Notes payable to Fidelia: 

Due August 15,2013, 5 31%,secured. , , ,  ,, ,.. 

$5.875 series, outstanding shares of 200,000 in 2006 and 212,500 in 2005 ....... 

Mandatorily redeemable preferred stock 

Total long-term debt outstanding., .,., . . . . .  ................... 

Less current portion of long-term debt 

Long-term debt .......................................................................... 

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

CUMULATIVE PREFE.RRED STOCK: 
Shares Current 

Outstandine Redemution Price 
$25 par value, 1,720,000 shares authorized - 

Without par value, 6,750,000 shares authorized - 
5% series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  860,287 $28.,00 

Auction rate ........................................... 500,000 $100 00 

COMMON EQUITY 
Common stock, without par value - 

Authorized 75,000,000 shares, outstanding 21,294,223 
Additional paid-in capital. . . . . . . . . . . . . . .  , . .,.," 

Accumulated other comprehensive incom ................................ 

Total common equity ........................................................................ 

Total capitalization . . . . . . . . . . . . . . .  . . . . .  ............................................................... 

Retained earnings ............................................................................................... 

The accompanying notes are an integral part of these fmncial  statements. 

$ 31 
GO 
35 
25 
83 
10 
23 
28 
35 
35 
42 

128 
40 

25 
100 
100 

820 

2 

21 

49 
2 
- 

424 
40 

December 31 
- 2005 

$ 31 
60 
35 
25 
83 
10 
23 
28 
35 
35 
42 

128 
40 

25 
100 
100 

21 

821 

248 

573 

- 

- 
- 

21 

424 
40 
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Louisville Gas and Electric Conipany 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. LG&E supplies 
natural gas to approximately 324,000 customers and electricity to approximately 398,000 customers in 
Louisville and adjacent areas in Kentucky. LG&E’s coal-fired electric generating stations, all equipped with 
systems to reduce SO2 emissions, produce most ofLG&E’s electricity. The remainder is generated by a 
hydroelectric power plant and combustion turbines. 

LG&E is a wholly-owned subsidiary of E.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is a 
wholly-owned subsidiary of E.ON AG (E.ON), a German corporation, making LG&E a wholly-owned 
subsidiary of E.ON. LG&E’s affiliate, KU, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy in Kentucky, Virginia and Tennessee. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2006 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. LG&E is subject to SFAS No. 71, under which costs that would otherwise be charged 
to expense are deferred as regulatory assets based on expected recovery from customers in future rates. 
Likewise, credits that would otherwise be reflected as income are deferred as regulatory liabilities based on 
expected return to customers in future rates. LG&E’s current or expected recovery of deferred costs and 
expected return of deferred credits is based on specific ratemaking decisions or precedent for each item as 
prescribed by the FERC or the Kentucky Commission. See Note 2, Rates and Regulatory Matters, for additional 
detail regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. LG&E considers all debt instruments purchased with an original maturity of three 
months or less to be cash equivalents.. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio ofthe amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the 
retail revenues billed over the last four months. Accounts with no payment activity are charged-off after four 
months, although collection efforts continue thereafter. The amounts charged to expense to accme for estimated 
bad debts were $4 million, $3 million and $2 million and the net of accounts written off against the reserve were 
$3 million, $3 million and $5 million in 2006,2005 and 2004, respectively. 

Materials and Supplies. Fuel, natural gas stored underground and other materials and supplies inventories are 
accounted for using the average-cost method. Emission allowances are included in other materials and supplies at 
cost and are not currently traded by LG&E. At December 31,2006 and 2005, the emission allowances inventory 
was less than $1 million. 

Other Property and Investments. Other property and investments on the balance sheet consists ofLG&E’s 
investment in OVEC and non-utility plant. LG&E and 11 other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio.. OVEC owns and operates two power plants that bum coal to generate 
electricity, Kyger Creek Station in Ohio and Cliity Creek Station in Indiana, LG&E’s share ofOVEC’s output I 

is 5.63%, approximately 124 Mw of generation capacity. 
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As of December 31,2006 and 2005, LG&E’s investment in OVEC totaled less than $1 million. LG&E is not 
the primary beneficiary of OVEC; therefore, it is not consolidated into the financial statements of LG&E and is 
accounted for under the cost method of accounting. LG&E’s maximum exposure to loss as a result of its 
involvement with OVEC is limited to the value of its investment. In the event of the inability of OVEC to fulfill 
its power provision requirements, LG&E anticipates substituting such power supply with either owned 
generation or market purchases and believes it would generally recover associated incremental costs through 
regulatory rate mechanisms. See Note 9, Commitments and Contingencies, for further discussion of 
developments regarding LG&E’s ownership interest and power purchase rights., 

Utility Plant. LG&E’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, 
fiinge benefits and administrative and general costs. Construction work in progress has been included in the rate 
base for determining retail customer rates. LG&E has not recorded any allowance for funds used during 
construction, in accordance with Kentucky Commission regulations. 

The cost of plant retired or disposed of in the normal course of business is deducted fiom plant accounts and such 
cost, plus removal expense less salvage value, is charged to the reserve for depreciation. When complete operating 
units are disposed of, appropriate adjustments are made to the reserve for depreciation and gains and losses, if any, 
are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated service 
lives of depreciable plant. The amounts provided were approximately 3.2% in 2006 (3.0% electric, 2.9% gas, and 
7.8% common); 3.2% in 2005 (3.,0% electric, 2,,4% gas and 8.0% common); and 3.1% for 2004 (2.9% electric, 
2.8% gas and 7.6% common), of average depreciable plant. Of the amount provided for depreciation, at 
December 31,2006, approximately 0 4% electric, 0.9% gas and 0.4% common were related to the retirement, 
removal and disposal costs of long lived assets. Of the amount provided for depreciation, at December 3 1,2005, 
approximately 0.4% electric, 0.8% gas and 0.02% common were related to the retirement, removal and disposal 
costs of long lived assets. 

Restricted Cash. A deposit in  the amount of $1 1 million, used as collateral for an $8.3 million interest rate swap 
expiring in 2020, is classified as restricted cash on L,G&E’s balance sheet.. An advance deposit of $5 million 
fiom the Louisville Arena Authority is also restricted for equipment purchases related to relocating transmission 
facilities. 

IJnamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized over the lives of the 
related bond issues 

Income Taxes. Income faxes are accounted for under SFAS No 109. In accordance with this statement, 
deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences 
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases, 
as measured by enacted tax Iates that are expected to be in effect in the periods when the deferred tax assets and 
liabilities are expected to be settled 01 realized. Significant judgment is required in determining the provision 
for income taxes, and there are transactions for which the ultimate tax outcome is uncertain. To provide for 
these uncertainties or exposures, an allowance is maintained for tax contingencies based on management’s best 
estimate of probable loss. Tax contingencies are analyzed periodically and adjustments are made when events 
occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities 
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Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. LG&E and KU received an investment tax credit related 
to TC2, for more details, see Note 6, Income ‘Taxes. 

Investment tax credits prior to 2006 resulted from provisions ofthe tax law that permitted a reduction of LG&E’s 
tax liability based on credits for construction expenditures. Defmred investment tax credits are being amortized to 
income over the estimated lives ofthe related property that gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
LG&E accrues an estimate for unbilled revenues fiom each meter reading date to the end of the accounting 
period based on allocating the daily system net deliveries between billed volumes and unbilled volumes. The 
allocation is based on a daily ratio ofthe numher of meter reading cycles remaining in the month to the total 
number of meter reading cycles in each month,. Each day’s ratio is then multiplied by each day’s system net 
deliveries to determine an estimated billed and unbilled volume for each day of the accounting period. The 
unbilled revenue estimates included in accounts receivable were approximately $53 million and $82 million at 
December 31,2006 and 2005, respectively, 

1, 

Fuel and Gas Costs. The cost of fuel for electric generation is charged to expense as used, and the cost ofnatural 
gas supply is charged to expense as delivered to the distribution system. LG&E implemented a Kentucky 
Cormnission-approved performance-based ratemaking mechanism related to natural gas procurement activity. 
See Note 2, Rates and Regulatory Matters. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets 
and liabilities and disclosure of contingent items at the date of the financial statements and the reported amounts 
of revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, 
are recorded when they are probable and estimable. Actual results could differ fiom those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting LG&E: 

In July 2006, the FASB issued FIN 48, which clarifies the accounting for the uncextainty of income taxes 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109.. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process,. The first step is recognition 
based on the determination ofwhether it is “more likely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The 
tax position will be measured as the amount ofpotential benefit that exceeds 50% likelihood ofbeing realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006. FIN 48 was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position, and cash flows is not expected 
to be material. 
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SFAS No. 157 

In September 2006, the FASB issued SFAS No 157, which is effective for fiscal years beginning after 
November 15,2007. This statement defines fair value, establishes a fiamework for measuring fair value in 
generally accepted accounting principles and expands disclosures about fair value measurements, LG&E is now 
analyzing the future impacts of SFAS No. 157 on results of operations and financial condition. 

SFAS No. 158 

In September 2006, the FASB issued SFAS No. 158, which is effective for fiscal years ending after December 
15, 2006 for employers with publicly traded equity securities, and for employers controlled by entities with 
publicly traded equity securities, which is applicable for LG&E. This statement requires employers to recognize 
the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or a 
liability in the balance sheet and to recognize changes in that funded status in the y e a  in which the changes 
occur through comprehensive income. This statement also requires employers to measure the funded status of a 
plan as of the date of its year-end balance sheet. This statement amended SFAS No. 87, SFAS No. 88, SFAS 
No. 106 and SFAS No. 132. 

SFAS No., 71, provides guidance to regulated utilities for deferring costs that would otherwise be charged to 
expense or equity by non-regulated enterprises. In applying the provisions of this statement to the requirements 
of SFAS No. 158, LG&E recorded a regulatory asset representing the adjustment to the pension liability in 
recognizing the funded status of the pension liability. This adjustment would have been represented in 
Accumulated Other Comprehensive Income without the application of SFAS No. 71. 

LG&E has adopted SFAS No. 158 effective for fiscal year ending December 31,2006. The incremental effects 
of applying SFAS No. 158 are shown in the following table: 

Before After 
Adoption Adoption 
of SFAS of SFAS 

(in millions) No. 158* Adiustments No. 158 
Accrued pension and postretirement liability-noncurrent "... $ (1 02) $ (47) $ (149) 

Pension and postretirement regulatory asset .".,,.,,""". , .,..,..l.. I ... " "  17 49 126 

* Balances before the application of SFAS No. 158 include the effects of 2006 plan experience and changes in actuarial 
assumptions on the additional minimum liability, coupled with the regulatory impacts of SFAS No., 71 

Accrued pension and postretirement liability-current, I _ _ " . . , . .  - (2) (2) 

Note 2 - Rates and Regulatory Matters 

The Kentucky Commission has regulatory jurisdiction over LG&E's retail rates and service, and over the 
issuance of certain of its securities. The Kentucky Commission has the ability to examine the rates LG&E 
charges its retail customers at any time. 

Electric and Gas Rate Cases 

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in 
LG&E's electric and natural gas rates. LG&E asked for general adjustments in electric and natural gas rates 
based on the twelve month test period ended September 30,2003. The revenue increases requested were $64 
million for electric and $19 million for natural gas. In June 2004, the Kentucky Commission issued an Order 
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approving increases in LG&E’s annual electric base rates of approximately $43 million (8%) and annual natural 
gas base rates of approximately $12 million (3%). The rate increases took effect on July 1,2004. 

During 2004 and 2005, the AG conducted an investigation ofLG&E, as well as of the Kentucky Commissioi 
and its staff, requesting information regarding allegedly improper communications between LG&E and the 
Kentucky Commission, particularly during the period covered by the rate cases. Concurrently, the AG had filed 
pleadings with the Kentucky Commission requesting rehearing of the rate cases on computational components 
of the increased rates, including income taxes, cost of removal and depreciation amounts. In August 2004, the 
Kentucky Commission denied the AG’s rehearing request on the cost ofremoval and depreciation issues and 
granted rehearing on the income tax component. The Kentucky Commission fhther agreed to hold in abeyance 
further proceedings in the rate cases, until the AG filed its investigative report regarding the allegations of 
improper communication. 

In January 2005 and February 2005, the AG filed a motion summarizing its investigative report as containing 
evidence of improper communications and record-keeping errors by LG&E in its conduct of activities before 
the Kentucky Commission or other state governmental entities and forwarded such report to the Kentucky 
Commission under continued confidential treatment to allow it to consider the report, including its impact, i f  
any, on completing its investigation and any remaining steps in the rate cases, To date, LG&E has neither seen 
nor requested copies ofthe report or its contents. 

In December 2005, the Kentucky Commission issued an Order noting completion of its inquiry, including 
review ofthe AG’s investigative report. The Order concluded that no improper communications occurred 
during the rate proceedings. Final proceedings took place during the first quarter of 2006 concerning the sole 
remaining open issue relating to state income tax rates used in calculating the granted rate increase. On March 
31,2006, the Kentucky Commission issued an Order resolving this issue in LG&E’s favor consistent with the 
original rate increase order. 

LG&E believes no improprieties have occurred in its communications with the Kentucky C.onmission and has 
cooperated with the proceedings before the AG and the Kentucky Commission. LG&E is currently unable to 
predict whether there will be any remaining actions or consequences as a result ofthe AG’s report or 
investigation,. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in LG&E's Balance Sheets as of December 31: 

(in millions) 
ARO 
Gas supply adjustments 
Unamortized loss on bonds 
MISO exit 
ECR 
Merger surcredit 
VDT costs 
Other 

Subtotal 

2006 - 2005 
$ 22 $20 

21 25 
20 21 
13 
9 2 
2 3 
- 8 
6 5 

93 84 

- __ Pension and postretirement benefits - 126 
Total regulatory assets $219 &Jg 

Accumulated cost of removal of utility plant $232 $219 
Deferred income taxes - net 54 42 
Gas supply adjustments 31 18 
Other 4 2 
Total regulatory liabilities $321 $281 

LG&E does not currently earn a rate of return on the gas supply adjustments, FAC (included in other regulatory 
assets) and gas performance-based ratemaking regulatory assets, all of which are separate recovery mechanisms 
with recovery within twelve months No return is earned on the pension and postretirement benefits regulatory 
asset which represents the changes in funded status of the plans that the Company will seek recovery of in 
future proceedings with the Kentucky Commission. No return is currently earned on the ARO asset. This 
regulatory asset will be offset against the associated regulatory liability, ARO asset and ARO liability at the 
time the underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal from 
MISO membership. L.G&E expects to seek recovery of this asset in future proceedings with the Kentucky 
Commission. LG&E currently earns a rate of return on the remaining regulatory assets. Other regulatory 
liabilities include DSM and MISO Schedule 10. See Note 1, Summary of Significant Accounting Policies. 

Pension and Postretirement Benefits. LG&E adopted SFAS No. 158 in 2006. This statement requires 
employers to recognize the over-funded or under-funded status of a defined benefit pension and postretirement 
plan as an asset or liability in the balance sheet and to recognize through comprehensive income the changes in 
the funded status in the year in which the changes occur. Under SFAS No. 71, LG&E can defer recoverable 
costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate recovery in 
Kentucky is based on SFAS No. 87 and SFAS No. 106, both of which were amended by SFAS No. 158. 
Regulators have been clear and consistent with their historical treatment of such rate recovery; therefore, LG&E 
has recorded a regulatory asset representing tbe probable recovery of the portion of the change in funded status 
ofthe postretirement and pension plans that is expected to be recovered. The regulatory asset will be adjusted 
annually as prior service cost and actuarial losses are recognized in net periodic benefit cost. 

55 



ARO. A summary ofLG&E’s net ARO assets, regulatory assets, liabilities and cost of removal established 
under FIN 47 and SFAS No. 143, Accounting,for Asset Retirement Obligations follows: 

ARO Net ARO Regulatory Accumulated 
(in millions) Assets Liabilities Assets Cost ofRemova1 
As of December 3 1,2004 $ 3  $ (11) $ 7  $ -  
FIN 47 net asset additions 1 (15) 12 3 

- 3 - ARO accretion ___ (1) - 
As ofDecember 31,2005 4 (27) 20 3 
ARO accretion (1) 2 
As ofDecember 31,2006 u $0 $22 $3 

- - - _I_ 

ARO depreciation, removal cost incurred and cost ofremoval depreciation during 2005 and 2006 and FIN 47 
net asset additions for 2006 were less than $1 million. In addition, regulatory liabilities and cost of removal 
depreciation as of December 31,2005 and 2006 were less than $1 million. 

Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of$2 million in 2006 and $1 million in 2005 for the 
ARO accretion and depreciation expense. LG&E AROs are primarily related to the final retirement of assets 
associated with generating units and natural gas wells. For assets associated with AROs, the removal cost 
accrued through depreciation under regulatory accounting is established as a regulatory asset or liability 
pursuant to regulatory treatment prescribed under SFAS No. 71 I For the years ended December 31,2006 and 
2005, LG&E recorded less than $1 million of depreciation expense related to the cost ofremoval of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71 ,. 

LG&E transmission and distribution lines largely operate under perpetual property easement agreements whicu 
do not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

Gas Supply Cost Adjustments. LG&E’s natural gas rates contain a GSC, whereby incIeases or decreases in 
the cost ofnatural gas supply are reflected in LG&E’s rates, subject to approval by the Kentucky Commission. 
The GSC procedure prescribed by Order of the Kentucky Commission provides for quarterly rate adjustments 
to reflect the expected cost of natural gas supply in that quarter. In addition, the GSC contains a mechanism 
wheIeby any over- or under-recoveries of natural gas supply cost from prior quarters is to be refunded to or 
recovered from customers through the adjustment factor determined for subsequent quarters. In late 2005, as 
wholesale natural gas prices began to decrease, a one-time interim adjustment in the GSC was requested by 
LG&E and approved by the Kentucky Commission to pass the lower natural gas Costs to the customers on a 
more timely basis. 

LG&E’s GSC was modified in 1997 to incorporate an experimental natural gas procurement incentive 
mechanism Since November 1, 1997, LG&E has operated under this experimental PBR mechanism related to 
its natural gas procurement activities. LG&E’s rates are adjusted annually to recover (or refund) its portion of 
the expense (or savings) inemred during each PBR year (12 months ending October 31). During the PBR year 
ending in 2006, LG&E achieved $17 million in savings. Ofthat total savings amount, LG&E’s portion was 
approximately $5 million and the ratepayers’ portion was approximately $12 million. Pursuant to the extension 
of LG&E’s natural gas supply cost PBR mechanism effective November 1,2001, the sharing mechanism under 
the PBR requires savings (and expenses) to be shared 25% with shareholders and 75% with ratepayers up to 
4.5% ofthe benchmarked natural gas costs. Savings (and expenses) in excess of4 5% ofthe benchmarked 
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natural gas costs are shared 50% with shareholders and 50% with ratepayers. The current natural gas supply 
cost PBR mechanism was extended through 2010 without further modification. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized over‘ the life of either replacement 
debt (in the case of refinancing) or the original life of the extinguished debt. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, LG&E 
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003., Since the exit from the MISO, LG&E has been 
operating under a FERC-approved open access-transmission tarifE LG&E has further contracted with the 
Tennessee Valley Authority to act as its reliabi.lity coordinator and Southwest Power Pool, Inc.. to function as its 
independent transmission operator, pursuant to FERC requirements, with respect to transmission matters. 

LG&E and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, LG&E paid approximately $13 million to the MISO 
pursuant to an invoice regarding the exit fee and made related FERC compliance filings. The Company’s 
payment of this exit fee amount was with reservation of its rights to contest the amount, or components thereof, 
following a continuing review of its calculation and supporting documentation. In December 2006, LG&E 
provided notice to the MISO of its disagreement with the calculation of the exit fee. LG&E and the MISO 
continue to discuss the specifics of the exit fee calculation. The outcome of these discussions and the eventual 
settlement of the disputed amount cannot be estimated at this time. Orders of the Kentucky Commission 
approving the Company’s exit from the MISO have authorized the establishment of a regulatory asset for the 
exit fee, subject to adjustment for possible future MISO credits, and a regulatory liability for certain revenues 
associated with former MISO Schedule 10 charges, which may continue to be collected via base rates., The 
treatment of the regulatory asset and liability will be determined in LG&E’s next rate case; however, the 
Company historically has received approval to recover and refund regulatory assets and liabilities. 

ECR Kentucky law permits LG&E to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism once approved by the Kentucky Commission. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E’s environmental 
surcharge. A final order was received in January 2007, approving the changes and credits billed through the 
ECR during the review period as well as approving billing adjustments, a roll-in to base rates, revisions to the 
monthly surcharge filing and a rate of return on capital. 

In June 2004, the Kentucky Commission issued an Order approving a settlement agreement that, among other 
things, revised the rate of return for‘ LG&E’s post-1995 plan. The Order also approved the elimination of 
LG&E’s 1995 plan from its ECR billing mechanism, with all remaining costs associated with that plan to be 
included in their entirety in base rates. 

In December 2004, LG&E filed an application with the Kentucky Commission to amend its compliance plan to 
allow recovery of costs associated with new and additional environmental compliance facilities, including the 
expansion of the landfill facility at the Mill Creek station. The estimated capital cost ofthe additional facilities 
over the next three years is approximately $25 million. A final Order was issued in June 2005, granting 
approval of the amendments to LG&E’s compliance plan.. 
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In June 2006, LG&E filed an application to amend its ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades at the Company’s generating facilities. The 
estimated capital cost of the upgrades for the years 2007 through 2009 is approximately $50 million, of which 
$40 million is for the Air Quality Control System at TC2. A final Order was issued by the Kentucky 
Commission in December 2006 approving all expenditures and investments as submitted. 

Merger Surcredit. As part of the LG&E Energy merger with KU Energy Corporation in 1998, LG&E 
estimated non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were 
deferred and amortized over a five-year period pursuant to regulatory orders. In approving the merger, the 
Kentucky Commission adopted LG&E’s proposal to reduce its retail customers’ bills based on one-half of the 
estimated merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved fiom the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by LG&E and KU, over a five-year 
period. The surcredit was allocated 47% to LG&E and 53% to KU. In that same order, the Kentucky 
Commission required LG&E and KU, after the end of the five-year period, to present a plan for sharing with 
ratepayers the then-projected non-fuel savings associated with the merger. The Companies submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level ofnon-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. LG&E’s merger surcredit will 
remain in place for another five-year term beginning July 1,2003 and the merger savings will continue to be 
shared 50% with ratepayers and 50% with shareholders. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement 
allowing LG&E to set up a regulatory asset of‘s141 million for workforce reduction costs and begin amortizing 
it over a five-year period starting in April 2001” Some employees rescinded their participation in the voluntary 
enhanced severance program, which thereby decreased the charge to the regulatory asset fiom $144 million to 
$141 million. The Order reduced revenues by approximately $26 million through a surcredit on bills to 
ratepayers over the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to LG&E) o f  
savings as stipulated by LG&E, net of amortization costs ofthe workforce reduction. The five-year VDT 
amortization period expired in March 2006. 

As part of the settlement agreements in the electric and natural gas rate cases, in September 2005, LG&E filed 
with the Kentucky Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In 
February 2006, the AG, KIUC and LG&E reached a settlement agreement on the future ratemaking treatment of 
the VDT surcredits and costs and subsequently submitted ajoint motion to the Kentucky Commission to 
approve the unanimous settlement agreement. Under the terms of the settlement agreement, the VDT surcredit 
will continue at the current level until such time as LG&E files for a change in electric or natural gas base rates. 
The Kentucky Commission issued an Order in March 2006, approving the settlement agreement. 

FAC. LG&E’s retail electric rates contain an FAC, whereby increases and decreases in the cost of fuel for 
electric generation are reflected in the rates charged to retail electric customers. The FAC allows the Company 
to adjust customers’ accounts for the difference between the fuel cost component ofbase rates and the actual 
fuel cost, including transportation costs. Refunds to customers occur i f  the actual costs are below the embedded 
cost component. Additional charges to customers occur if the actual costs exceed the embedded cost 
component. The amount ofthe regulatory asset or liability is the amount that has been under- or over-recovered 
due to timing or adjustments to the mechanism. 

In January 2003, the Kentucky Commission reviewed KU’s FAC and, as part of the Order in that case, required 
that an independent audit be conducted to examine operational and management aspects of both LG&E’s and 
KU’s fuel procurement functions. The final report was issued in February 2004. The report’s recommendations 
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related to documentation and process improvements, Management Audit Action Plans were agreed upon by 
LG&E and the Kentucky Commission Staff in the second quarter of 2004. LG&E filed its first Audit Progress 
Report with the Kentucky Commission Staff in November 2004., The second Audit Progress Report was filed 
May 2005. The third Audit Progress Report was filed in December 2005. In January 2006, the Kentucky 
Commission staff informed LG&E and KU that reporting on all of the original recommendations, but one, has 
been concluded,, LG&E filed another Audit Progress Report on the remaining open recommendation in August 
2006. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer ofthe then current fuel 
adjustment charge or credit to the base charges. In July 2006, the Kentucky Commission initiated a six-month 
review of the FAC for LG&E for the period of November 1,2005 through April 30,2006. The Kentucky 
Commission issued an Order in November 2006 approving the charges and credits billed through the FAC 
during the review period. 

In December 2006, the Kentucky Commission initiated a two-year review ofLG&E's past operations of the 
fuel clause and transfer of fuel costs from the FAC to base rates. LG&E anticipates Kentucky Commission 
approval of the charges and credits billed and the fuel procurement practices ofLG&E during the second 
quarter of 2007 

ESM. Prior to 2004, LG&E.'s retail electric rates were subject to an ESM which set an upper (12.5%) and lower 
(10.5%) limit for rate of return on equity. Any earnings excess or deficiency was shared 40% with ratepayers 
and 60% with shareholders. L.G&E filed its final 2003 ESM calculations with the Kentucky Coinmission in 
March 2004, and applied for recovery of $13 million which was challenged by intervenors. In June 2004, the 
Kentucky Commission issued an Order largely accepting proposed settlement agreements by LG&E and the 
intervenors regarding the ESM. Under the settlements, LG&E continued to collect the $13 million ofpreviously 
requested 2003 ESM revenue through March 2005. As part of the settlements, the parties agreed to a 
termination of the ESM relating lo all periods after 2003. 

DSM. L.G&E's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows LG&E to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

Accumulated Cost of Removal of Utility Plant. As of December 31,2006 and 2005, LG&E has segregated 
the cost of removal, embedded in accumulated depreciation, of $232 million and $219 million, respectively, in 
accordance with FERC Order No. 631. This cost ofremoval component is for assets that do not have a legal 
ARO under SFAS No. 143. For reporting purposes in the balance sheets, LG&E has presented this cost of 
removal as a regulatory liability pursuant to SFAS No. 71 ,. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

Other Remlatorv Matters 

Regional Reliability Council. LG&E has changed its regional reliability council membership from the 
Reliability First Corporation to the Southeastern Electric Reliability Council, effective January 1,2007. 
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Regional reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the 
bulk electric supply systems in North America. 

Arena. In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for sale 
ofthe Waterside property to the Louisville Arena Authority. The Kentucky Commission issued an Order in " 

September 2006, approving the proposed transaction.. In November 2006, LG&E completed certain agreements 
pursuant to its August 2006 Memorandum of Understanding with the Louisville Arena Authority regarding the 
proposed construction of an arena in downtown Louisville. LG&E entered into a relocation agreement with the 
Louisville Arena Authority providing for the reimbursement to LG&E ofthe costs to be incurred in moving 
certain LG&E facilities related to the arena transaction. Those costs are currently estimated to be approximately 
$63 million. The parties further entered into a property sale contract providing for LG&E's sale o f a  downtown 
site to the Louisville Arena Authority for approximately $10 million, which represents the appraised value of 
the parcel, less certain agreed upon demolition costs.. The amounts specified in the contracts are subject to 
certain adjustments. Depending upon continuing progress of the proposed arena, the transactions contemplated 
by the contracts will occur between 2006 and 2010. 

TC2 CCN Application. A CCN application for TC2 construction was filed with the Kentucky Commission in 
December 2004, and initial C.CN applications for three transmission lines were filed in early 2005, with further 
applications submitted in December 2005. The proposed air permit was filed with the Kentucky Division for 
Air Quality in December 2004. In November 2005, the Kentucky Commission approved the application to 
expand the Trirnble County generating station. Kentucky Commission approval for one transmission line CCN 
was granted in September 2005, and a ruling that a second transmission line was not subject to the CCN process 
was received in February 2006. The Kentucky Commission granted approval for the remaining transmission 
line CCN in May 2006,. In August 2006, LG&E and KU obtained dismissal of a judicial review of such CCN 
approval by certain property owners. A further appeal of such dismissal was thereafter filed, which action 
remains pending. The transmission lines are also subject to routine regulatory filings and the right-of-way 
acquisition process. In November 2005, the Kentucky Division for Air Quality issued the final air permit, which 
was challenged via a request for remand in December 2005 by three environmental advocacy groups, including 
the Sierra Club.. Administrative proceedings with respect to the challenge continued throughout 2006, A ruling 
may occur during the first halfof2007. 

Market-Based Rate Authority. Beginning in April 2004, the FERC initiated proceedings to modify its 
methods used to assess generation market power and has established more stringent interim market screen tests. 
During 2005, in connection with LG&E's tri-annual market-based rate tariffrenewals, the FERC continued to 
contend that the Company failed such market screens in certain regions. LG&E disputed this contention. 

In July 2006, the FERC. issued an Order in LG&E's market-based rate proceeding accepting LG&E's further 
proposal to address certain market power issues the FERC had claimed would arise upon an exit from the 
MISO. In particular, LG&E received permission to sell power at market-based rates at the interface of control 
areas in which they may be deemed to have market power, subject to a restriction that such power not be 
collusively re-sold back into such control areas. However, restrictions exist on sales by LG&E of power at 
market-based rates in the LG&E/KU and Big River Electric Corporation control areas. Certain general FERC 
proceedings continue with respect to market-based rate matters, and LG&E's market-based rate authority is 
subject to such future developments. LG&E cannot predict the ultimate impact ofthe current or potential 
mitigation mechanisms on its future wholesale power sales. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission,. In April 2005, LG&E and KU filed their joint 2005 IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 

, 
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operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff report, with no substantive issues noted and closed the 
case by Order in February 2006. 

PUHCA 2005. LON, LG&E's ultimate parent, is a registered holding company under PUHCA 2005 and was a 
registered holding company under PLJHCA 1935. E.ON, its utility subsidiaries, including LG&E, and certain of 
its non-utility subsidiaries are subject to extensive regulation by the SEC and the FERC with respect to 
numerous matters, including: electric utility facilities and operations, wholesale sales of power and related 
transactions, accounting practices, issuances and sales of securities, acquisitions and sales of utility properties, 
payments of dividends out of capital and surplus, financial matters and inter-system sales of non-power goods 
and services. LG&E believes that it has adequate authority (including financing authority) under existing FERC 
orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; providing 
economic and other incentives relating to transmission, pollution control and renewable generation assets; 
increasing finding for clean coal generation incentives; repealing PUHCA 19.35; enacting PUHCA 2005 and 
expanding FERC jurisdiction over public utility holding companies and related matters via the Federal Power 
Act and PUHCA 2005 

The FERC was directed by the EPAct 2005 to adopt rules to address many areas previously regulated by the 
other agencies under other statutes, including PUHCA 1935. The FERC is in various stages of rulemaking on 
these issues and L.G&E is monitoring these rulemaking activities and actively participating in these and other 
rulemaking proceedings. LG&E is still evaluating the potential impacts of the EPAct 2005 and the associated 
rulemakings and cannot predict what impact the EPAct 2005, and any such rulemakings, will have on its 
operations or financial position. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment of EPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. The K.entucky Commission held a public hearing in July 2006, in this proceeding with all 
Kentucky jurisdictional electric utilities. In December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection 
standards should not he adopted. However, all five Kentucky Commission jurisdictional utilities are required to 
file real-time pricing pilot programs for their large commercial and industrial customers. LG&E will develop a 
real-time pricing pilot for large industrial and commercial customers and file the details of the plan with the 
Kentucky Commission in April 2007. 

As part of the rate case settlement agreements, and as referred to in the EPAct 2005 administrative order, LG&E 
made its pilot program filing, which addresses real-time pricing for residential and general service customers, in 
March 2007. 

Hydro Upgrade. In October 2005, LG&E received ftom the FERC a new license to upgrade, operate and 
maintain the Ohio Falls Hydroelectric Project., The license is for a period of 40 years, effective November 2005. 
LG&E intends to spend approximately $76 million to refurbish the facility and add approximately 20 Mw of 
generating capacity over the next six years. 
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Note 3 - Financial Instruments 

The cost and estimated fair values of LG&E's non-trading financial instruments as of December 31 follow: , 
- 2006 - 2005 

Canying Fair Canying Fair 
(in millions) Value Value Value 

portion of$l million) $ 20 $ 20 $ 21 $ 21 

Preferred stock subject to mandatory 
redemption (including current 

Long-term debt (including 

Long-term debt 
current portion) $514 $574 $514 $514 

from affiliate $225 $222 $225 $225 
Interest-rate swaps - liability $ (15) $ (15) $ (19) $ (1% 

All ofthe above valuations reflect prices quoted by exchanges except for the swaps and intercompany loans. The 
fair values of the swaps and intercompany loans reflect pIice quotes from dealers or amounts calculated using 
accepted pricing models. The fair values o f  cash and cash equivalents, accounts receivable, accounts payable and 
notes payable are substantially the same as their canying values,, 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain o f  its debt instniments. Pursuant to Company policy, use of these 
financial instruments is intended to mitigate risk, earnings and cash flow volatility and is not speculative in 
nature. Management has designated all of the interest rate swaps as hedge instruments,, Financial instruments 
designated as cash flow hedges have resulting gains and losses recorded within other comprehensive income 
and stockholders' equity. See Note 13, Accumulated Other Comprehensive Income. Financial instruments 
designated as fair value hedges and the underlying hedged items are periodically marked to market with the 
resulting net gains and losses recorded directly into net income. Upon termination of any fair value hedge, the 
resulting gain or loss is recorded into net income. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $2 11 million as 
ofDecember 31,2006 and 2005. Under these swap agreements, LG&E paid fixed rates averaging 4..38% and 
received variable rates based on London Interbank Borrowing Offer Rate or the Bond Market Association's 
municipal swap index averaging 3.'75% and 3.15% at December 31,2006 and 2005, respectively. The swap 
agreements in effect at December 3 1,2006 have been designated as cash flow hedges and mature on dates 
ranging from 2020 to 2033.. The cash flow designation was assigned because the underlying variable rate debt 
bas variable f h r e  cash flows. The hedges have been deemed to be fully effiective resulting in a pretax gain of 
$3 million for 2006 and a pre-tax loss of less than $1 million in 2005, recorded in other comprehensive income. 
Upon expiration of these hedges, the amount recorded in other comprehensive income will be reclassified into 
earnings. The amount expected to be reclassified from other comprehensive income to earnings in the next 
twelve months is less than $1 million. A deposit in the amount of $1 1 million, used as collateral for one of the 
interest rate swaps, is classified as restricted cash on the balance sheet. The amount ofthe deposit required is 
tied to the market value of the swap. 

Energy Risk Management Activities (non-hedging derivatives). LG&E conducts energy trading and risk 
management activities to maximize the value ofpower sales &om physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, as amended. Prior to the MISO establishing its Day 2 energy 
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market in April 2005, wholesale forward transactions were primarily physically settled and thus were treated as 
normal sales under SFAS No. 133, as amended, and were not marked to market. 

The table below summarizes LG&E’s energy trading and risk management activities: 

(in millions) - 2006 2005 
Fair value of contracts at beginning of period, net asset $ 1  $ -  

1 
(6) 

u ISl 

Fair value of contracts when entered into during the period 
Contracts realized or otherwise settled during the period 
Changes in fair values due to changes in assumptions 

3 

3 
- 
- - - 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2006 or 
2005. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 31,2006 and 2005, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31,2006, 100% of the trading and risk management commitments 
were with counterparties rated BBB-Baa3 equivalent or better. 

LG&E hedges the price volatility of its Forecasted electric offkystem sales with the sales of market-traded 
electric forward contracts for periods of less than one year. These electric forward sales have been designated as 
cash flow hedges and are not speculative in nature. Gains or losses on these instruments, to the extent that the 
hedging relationship has been effective, are deferred in other comprehensive income. Gains and losses resulting 
from ineffectiveness are shown in the statements of income in other expense (income)-net. Upon completion of 
the underlying hedge transaction, the amount recorded in other comprehensive income is recorded in earnings. 
No material pre-tax gains and losses resulted from these cash flow hedges in 2006,2005 and 2004. See Note 13, 
Accumulated Other Comprehensive Income. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to 
perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of customers 
or counterparties that have similar economic or industry characteristics that would cause their ability to meet 
contractual obligations to be similarly affected by changes in economic or other conditions. 

L.G&E’s customer receivables and natural gas and electric revenues arise from deliveries of natural gas to 
approximately 324,000 customers and electricity to approximately 398,000 customers in Louisville and adjacent 
areas in Kentucky. For the year ended December 31,2006,70% of total revenue was derived from electric 
operations and 30% from natural gas operations. For the year ended December 31,2005,69% of total revenue was 
derived from electric operations and 31% from natural gas operations., 

In November 2005, LG&E and IBEW Local 2100 employees, that represent approximately 69% ofLG&E’s 
workforce at February 28,2007, entered into a thee-year collective bargaining agreement with annual benefits 
re-openers. 
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Note 5 - Pension and Other Postretirement Benefit Plans 

LG&E has both fknded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants’ contributions adjusted annually. LG&E uses December 31 as the measurement date for its plans 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ 
benefit obligations and fair value o f  assets over the three-year period ending December 31,2006, and a 
statement of the funded status as of December 31 for LG&E’s sponsored defined benefit plans: 

(in millions) Pension Benefits Other Postretirement Benefits 

Change in benefit obligation 
2006 2005 2004 2006 -. 2005 2004 

Benefit obligation at 
beginning of year $ 427 $ 402 $ 379 $ 106 $ 113 $ 108 
Service cost 4 4 3 1 1 1 
Interest cost 23 22 23 6 6 7 
Plan amendments 4 3 3 2 - 
Benefits paid (29) (30) (31) (8) (8) (7) 

- 

- Actuarial (gain) or loss and other (21) 26 25 (8) 4 
Benefit obligation at end of year $ 408 $ 427 $ 402 $ 105 $ 106 $ 113 

Change in plan assets 
Fair value ofplan assets 

at beginning of year $ 333 $ 338 $ 298 $ 3  $ 1  $ 1  
Actual return on plan assets 36 27 39 (2) 
Employer contributions 18 35 11 10 9 
Benefits paid (29) (30) (31) (8) (8) (7) 
Administrative expenses and other (2) (2) (3) 

- - 
- 

- - - -- 
Fair value of plan assets at end of year $ 356 $ 333 $ 338 $ 6  $ 3  $ 1  

Funded status at end of year $ (52) $ (94) $ (64) $ (99) $(103) $(112) 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheet and information for plans with benefit obligations in excess of plan assets as of 
December 3 1 : 

Other Postretirement 

(in millions) 
Prior to the application of SFAS No. 158: 

Benefits - Pension Benefits 
2006 2005 2006 2005 __ 

Accrued benefit liability $ (35) $ (77) $ (66) $ (67) 
Intangible asset 27 31 - 
Accumulated other comprehensive income 49 77 - - 

After the application of SFAS No. 158: 

Regulatory assets 
Accrued benefit liability (current) 
Accrued benefit liability (non-current) 

The following table shows the calculation ofthe accrued benefit liability at December 31: 

(in millions) 

Funded status 
Unrecognized prior service costs 
Unrecognized actuarial loss 
Unrecognized transition obligation 
Other comprehensive income 

Accrued benefit liability 

Other Postretirement 
Pension Benefits Benefits 
2006 2005 2006 2005 

$ (52) $ (94) $ (99) $ (103) 
NIA - NIA 10 
NIA 94 NIA 21 
NIA - NIA 5 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Other Postretirement 
Pension Benefits Benefits 
2006 - 2005 2006 2005 -- 

$ 408 $ 427 $ 105 $ 106 
391 410 - - 
356 333 6 3 
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Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 
Pension Benefits Other Postretirement Benefits 

2006 2005 2004 2006 2005 2004 

Service cost $ 4 $ 4 $ 3  $ 1 $ 1 $ 1  
Interest cost 23 22 23 6 5 6 
Expected return on plan assets (27) (26) (27) - 
Amortization of prior service costs 4 4 4 2 2 2 
Amortization of transitional asset (1) (1) (1) 1 1 
Amortization of actuarial loss 4 2 2 1 

- - 

- 
- - 

- - - - Amortization of transitional obligation - 
Benefit cost at end of vear $ 7  $ 5  $ 4  $ 1 0  $ 9  $ 1 1  

1 

The assumptions used in the measurement ofLG&E’s pension benefit obligation are shown in the following 
table: 

Weighted-average assumptions as of December 31 : 
- 2006 2005 - 2004 

Discount rate-Union plan 5.91% 550% 5.75% 
Discount rate-Non-union plan 5.96% 5.50% 5.75% 
Rate of compensation increase 5.25% 5.25% 4.50% 

The assumptions used in the measurement of LG&E’s net periodic benefit cost are shown in the following 
table: 

- 2006 2005 - 2004 
Discount rate 5.50% 5.75% 6.25% 
Expected long-term return on plan assets 8.25% 8.25% 8.50% 
Rate of compensation increase 5.25% 4.50% 3.50% 

To develop the expected long-term rate of return on assets assumption, LG&E considered the current level of 
expected retums on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for htuxe returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 10% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2006. The rate was assumed to decrease gradually to 5% by 
2015 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1% change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
million on the 2006 total of service and interest costs components and an increase ox decrease of $3 million in 
year-end 2006 postretirement benefit obligations. 

66 



Expected Future Benefit Payments. The following list provides the amount of expected future benefit 
payments, which reflect expected future service, as appropriate: 

Pension 
(in millions) plans 
2007 $ 28 
2008 $ 28 
2009 $ 27 
2010 $ 26 
201 1 $ 25 
2012-16 $124 

Other 
Postretirement 

Benefits 
$ 8  
$ 9  
$ 9  
$ 9  
$ 9  
$ 4 4  

Plan Assets. The following table shows LG&E’s weighted-average asset allocation by asset category at 
December 3 1 : 

Target Ranee 2006 2005 2004 
Pension Plans: 
Eauitv securities 45% - 75% 61% 51% 66% 
Ddbt securities 30% - 50% 39% 42% 33% 
Other 0% - 10% 3 1% 1% 
Totals m m 100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman Long Duration 
Gov/Corporate Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the US. government and its agencies The equity portion 
of the fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains “AA” or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non- 
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments 

67 



The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1 .00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio o f  
short-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. LG&E made discretionary contributions to the pension plan of $18 million in January 2006 and 
$35 million in January 2004. There were no contributions during 2005,. LG&E made an additional discretionary 
contribution to the pension plan of$56 million in January 2007, which was slightly more than the $52 million 
accrued benefit liability as of December 31,2006. LG&E does not expect to make any further contributions in 
200'7. See Note 15, Subsequent Events. 

In addition, LG&E made contributions to other postretirement benefit plans of approximately $1 1 million, $10 
million and $9 million in 2006,2005 and 2004, respectively. In 2007, LG&E anticipates making voluntary 
contributions to fund the Voluntary Employee Beneficiary Association (VEBA) trusts to match the annual 
postretirement expense and funding the 401(h) plan up to certain maximum applicable amounts under law or 
regulation. 

Pension Legislation. 'The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. While 
LG&E continues to examine the potential impacts of the Pension Protection Act of2006, its $56 million 
contribution in January 2007 was slightly more than the accrued benefit liability as ofDecember 31,2006. 

FSP 106-2. FSP 106-2, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug 
Improvement arid Modernizafion Act of2003, which provided guidance on accounting for subsidies provided 
under the Medicare Act, was effective for the first interim or annual period beginning after June 15, 2004. The 
impact of the subsidy in 2004 was a reduction in the accumulated postretirement benefit obligation of$3 
million. The effect ofthe subsidy on the measurement ofthe net periodic postretirement benefit cost was less 
than $1 million. 

Thrift Savings Plans. LG&E has a thrift savings plan under section 401(k) of the IRC. Under the plan, eligible 
employees may defer and contribute to the plan a portion of current compensation in order to provide future 
retirement benefits. LG&E makes contributions to the plan by matching a portion ofthe employee contributions. 
The costs of this matching were approximately $2 million for 2006 and $1 million for 2005 and 2004, respectively. 
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Note 6 - Income Taxes 

Components of income tax expense are shown in the table below: 

(in millions) 2006 2005 __ 2004 
Current - federal $60 $73 $34 

- state 1 1  10 13 
Deferred - federal - net (7) (12) 11 

- state - net (1) (2) (1) 
Investment tax credit-deferred 3 - - 
Amortization of investment tax credit 3) 3) 

Total income tax expense rn $65 $53 

Deferred federal income tax expense during 2004 included significant deductions attributable to federal 
bonus depreciation which ended after December 2004. 

In June 2006, LG&E and KU filed a joint application with the DOE requesting certification to be 
eligible for investment tax credits applicable to the construction of TC2. The EPAct 2005 added Section 
48A to the Internal Revenue Code, which provides for an investment tax credit to promote the 
commercialization of advanced coal technologies that will generate electricity in an environmentally 
responsible manner. LG&E’s and KU’s application requested up to a maximum amount of “advanced 
coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 15% of projected 
qualifymg TC2 expenditures 

In November 2006, the DOE and Internal Revenue Service announced that LG&E and KU were selected 
to receive the tax credit. LG&E’s portion of the tax credit will be approximately $24 million over the 
construction period of TC2 This tax credit will be amortized to income over the life of the related 
property. In 2006, based on eligible construction expenditures incurred in 2006, LG&E recorded a 
federal investment tax credit, decreasing current federal income taxes in 2006 by $3 million. 

H. R. 4520, known as the “American Jobs Creation Act of 2004” allows electric utilities to take a deduction of 
up to 3% of their qualified production activities income starting in 2005. This deduction reduced L.G&E’s 
effective tax rate by less than 1% for 2006. 
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Components of net defemd tax liabilities included in the balance sheet are shown below: 

(in millions) 2006 2005 
Deferred tax liabilities: 
Depreciation rind other plant-related items $367 $391 
Regulatory assets and other 22 23 

6 - Pension and related benefits __ ____ 
Total deferred tax liabilities 395 414 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Pensions and related benefits 
Liabilities and other 
Total deferred tax assets 

15 17 
21 17 

- 39 
__ 26 3 
- 62 3 

Net deferred income tax liability $333 $322 

A reconciliation of differences between the statutory U.S. federal income tax rate and LG&E’s effective income 
tax rate follows: 

__ 2006 2005 - 2004 
35.0% 35,.0% 35.0% Statutory federal income tax rate 

State income taxes, net of federal benefit 3..8 4.3 5.3 
Reduction of income tax accruals (0.4) (2..0) (0.7) 
Amortization of investment tax credits (2.2) (2.1) (3.6) 
Other differences (1.6) ( 1 7 )  Jb.J 

Effective income tax rate =% = 33.5% S A  

State income taxes net of federal benefit in 2006 reflect Kentucky Coal Tax Credits earned 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

In September 2005, LG&E received notice from the Congressional Joint Committee on Taxation approving the 
Internal Revenue Service’s audit of LG&E’s income tax returns for the periods December 1999 through 
December 2003. As a result ofresolving numerous tax matters during these periods, LG&E reduced income tax 
accmals by $4 million during 2005. 

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law in March 
2005. This bill contains a number o f  changes in Kentucky’s tax system, including the reduction ofthe Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a krther reduction to 6% effective January 1, 
2007. As a result ofthe income tax rate change, LG&E’s deferred tax reserve amount will exceed its actual 
deferTed tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
the rates were when the deferred tax liability originated. This excess amount is referred to as excess deferred 
income taxes. hi June 2005 and December 2006, LG&E received approval from the Kentucky Commission to 
establish and amortize a regulatory liability ($16 million) for its net excess deferred income tax balances. 
LG&E will amortize its depreciation-related excess deferred income tax balances under the average rate 
assumption method. The average rate assumption method matches the amortization ofthe excess deferred 

( 
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income taxes with the life of the timing differences to which they relate. Excess deferred income tax balances 
related to non-depreciation timing differences were expensed in 2005 and 2006 due to their immaterial amount. 

LG&E expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 31,2006 and 2005, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 
Outstanding at December 31,2006: 
Noncurrent portion Variable - 5.875% 2008-2035 $572 
Current portion Variable 2007-2027 248 

Outstanding at December 31,2005: 

Current portion Variable 2006-2027 248 

Under the provisions for L.G&E’s variable-rate pollution control bonds, Series S, T, U, BB, CC, DD aid EE, 
the bonds are subject to tender for purchase at the option of the holder and to mandatory tender for purchase 
upon the occurrence of certain events, causing the bonds to be classified as current portion of long-term debt in 
the balance sheets., The average annualized interest rate for these bonds during 2006 and 2005 was 3.50% and 
2.50%, respectively. 

Pollution control series bonds are first mortgage bonds that have been issued by LG&E in connection with tax- 
exempt pollution control revenue bonds issued by various governmental entities, principally counties in 
Kentucky. A loan agreement obligates LG&E to make debt service payments to the county that equate to the 
debt service due from the county on the related pollution control revenue bonds. The county’s debt is also 
secured by LG&E’s first mortgage bonds of an equal amount (the pollution control series bonds) that are 
pledged to the trustee for the pollution control revenue bonds, and that matches the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless L.G&E defaults on the loan agreement. 

Substantially all of L.G&E’s utility assets are pledged as collateral for its first mortgage bonds. LG&E’s first 
mortgage bond indenture, as supplemented, provides that portions of retained earnings will not be available for 
the payment of dividends on common stock, under certain specified conditions. No portion of retained earnings 
was restTicted by this provision as of either December 31,2006 or 2005. 

Interest rate swaps are used to hedge LG&E’s underlying variable-rate debt obligations. These swaps 
hedge specific debt issuances and, consistent with management’s designation, are accorded hedge 
accounting treatment. The swaps exchange floating-rate interest payments for fixed rate interest payments 
to reduce the impact of interest rate changes on LG&E’s pollution control bonds. As of December 3 1, 
2006 and 2005, LG&E had swaps with an aggregate notional value of $21 1 million., See Note 3, Financial 
Instruments. 

Noncurrent portion Variable - 5.875% 2008-2035 $ 57.3 
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Redemptions and maturities of long-term debt for 2006,2005 and 2004 are summarized below: 

($ in millions) Principal Secured 
Year Description Unsecured wt 
2006 Mandatorily Redeemable Preferred Stock $ 1  5 875% Unsecured Jul 2006 
2005 Pollution control bonds $ 40 590% Secured Apr 2023 
2005 Due to Fidelia $ 50 1.53% Secured Jan 2005 
2005 Mandatorily Redeemable Preferred Stock $ 1  5.875% Unsecured Jul 2005 
2004 Due to Fidelia $ 50 153% Secured Jan 2005 
2004 Mandatorily Redeemable Preferred Stock $ 1  5.875% Unsecured Jul 2004 

LG&E did not issue any new long-term debt in 2006. Issuances of long-term debt for 2005 and 2004 are 
summarized below: 

($ in millions) 
- Year Description 
2005 Pollution control bonds 
2004 Due to Fidelia 
2004 Due to Fidelia 

Principal Secured 
Amount &I& Unsecured Maturity 

$ 40 Variable Secured Feb 2035 
$ 25 433% Secured Jan 2012 
$100 1.53% Secured Jan 2005 

LG&E has existing $5.875 series mandatorily redeemable preferred stock outstanding having a current 
redemption price of $100 per share. The preferred stock has a sinking fund requirement sufficient to retire a 
minimum of 12,500 shares on July 15 of each year commencing with July 15,2003, and the remaining 187,500 
shares on July 15,2008 at $100 per share. LG&E redeemed 12,500 shares in accordance with these provisions 
on July 15,2006,2005,2004 and 2003, leaving 200,000 shares currently outstanding. 

Long-term debt maturities for LG&E are shown in the following table: 

(in millions) 
2007 $ 1  
2008 19 
2009-1 1 - 
Thereafter - 800 (a) 

Total $820 

(a) Includes long-term debt of $246 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range fiom 2013 to 2027. LG&E does not expect to pay these 
amounts in 2007 
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Note 8 ~ Notes Payable and Other Short-Term Obligations 

LG&E participates in an intercompany money pool agreement wherein E.ON US.  and/or KU make funds 
available to LG&E at market-based rates (based on an index of highly rated commercial paper issues) up to 
$400 million. 

Total Money Amount Balance Average 
($ in millions) 
December 3 1,2006 

Pool Available Outstanding Available Interest Rate 
$400 $ 68 $332 5.25% 

December 3 1,2005 $400 $141 $259 4.21% 

At December 31,2006 and 2005, E.ON U S  maintained a revolving credit facility totaling $200 million with an 
affiliated company, E.ON North America, Inc., to ensure funding availability for the money pool. The balance 
is as follows: 

Total Amount Balance Average 
($ in millions) 
December 3 1,2006 

Available Outstanding Available Interest Rate 
$200 $102 $98 5.49% 

December 31,2005 $200 $105 $95 4.49% 

During June 2006, LG&E renewed five revolving lines of credit with banks totaling $185 million. These credit 
facilities expire in June 2007, and there was no outstanding balance under any of these facilities at December 
31.2006 and 2005. 

The covenants under these revolving lines of credit include: 

* 

The debtltotal capitalization ratio must be less than 70%; 
E.ON AG must own at least 66.667% of voting stock of LG&E directly or indirectly; 
The corporate credit rating of the Company must be at or above BBB- and Baa3; and 
A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 
2005 

Note 9 - Commitments and Contingencies 

Operating Leases. LG&E leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. Total lease expense for 2006,2005 and 2004, less amounts contributed by affiliated companies 
occupying a portion of the office space leased by LG&E., was $5 million for 2006 and $3 million each for 2005 and 
2004. The future minimum annual lease payments for operating leases for years subsequent to December 31,2006, 
are shown in the following table: 

(in millions) 
2007 $2 
2008 2 
2009 2 
2010 2 
201 1 2 

8 Thereafter __ 

Total $1& 
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Sale and Leaseback Transaction. LG&E is a participant in a sale and leaseback transaction involving its 38% 
interest in two jointly-owned combustion turbines at KU’s E.W. Brown generating station (Units 6 and 7). 
Commencing in December 1999, LG&E and KU entered into a tax-efficient, 18-year lease ofthe combustion 
turbines. LG&E and KU have provided funds to fully defease the lease, and have executed an irrevocable notice : 
to exercise an early purchase option contained in the lease after 15.5 years. The financial statement treatment of 
this transaction is no different than if LG&E had retained its ownership. The leasing transaction was entered 
into following receipt of required state and federal regulatory approvals. 

In case of default under the lease, LG&E is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the combustion turbines, failure to insure or maintain the 
combustion turbines and unwinding ofthe transaction due to governmental actions. No events of default 
currently exist with respect to the lease. Upon any termination ofthe lease, whether by default or expiration of 
its term, title to the combustion turbines reverts jointly to LG&E and KU. 

At December 31,2006, the maximum aggregate amount of default fees or amounts was $9 million, of which 
LG&E would be responsible for 38% (approximately $3 million). LG&E has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay LG&E’s full portion of any default fees 
or amounts. 

Letters of Credit. LG&E has provided letters of credit totaling $3 million to support certain obligations related 
to landfill reclamation and a letter of credit totaling less than $1 million to support certain obligations related to 
workers’ compensation. 

Purchased Power. LG&E has a contract for purchased power with OVEC for various Mw capacities. 
LG&E has an investment of 5.63% ownership in OVEC’s common stock, which is accounted for on the cost 
method of accounting. LG&E’s share of OVEC’s output is 5.63%, approximately 124 Mw of generation 
capacity. Future obligations for power purchases are showi in the following table: 

(in millions) 
2007 $11  
2008 13 
2009 16 
2010 17 
201 1 17 
Thereafter - 328 

Total $402 

Construction Program. LG&E had approximately $180 million of commitments in connection with its 
construction program at December 3 1,2006. 

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
?Tie contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 
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Environmental Matters. LG&E’s operations are subject to a number of environmental laws and regulations, 
governing, among other things, air emissions, wastewater discharges, the use, handling and disposal of 
hazardous substances and wastes, soil and groundwater contamination and employee health and safety. 

Clean Air Act Requirements., The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory framework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 
the EPA. The key Clean Air Act programs relevant to LG&E’s business operations are described below. 

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

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO2 and NOx emissions &om power plants. In 1998, the EPA issued its final ‘NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85 percent from 1990 levels in order to mitigate ozone transport 
from the midwestern U.S. to the northeastern U S .  To implement the new federal requirements, in 2002, 
Kentucky amended its SIP to require electric generating units to reduce their NOx emissions to 0.15 pounds 
weight per MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SO2 
emission reductions of 70 percent and NOx emission reductions of 65 percent from 2003 levels. The CAIR 
provides for a two-phase cap and trade program, with initial reductions ofNOx and SO2 emissions due by 2009 
and 2010, respectively, and final reductions due by 2015. The final rule is currently under challenge in a 
number of federal court proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. Depending on the level of action determined necessary to bring local 
nonattainment areas into compliance with the new ozone and fine particulate standards, LG&E’s power plants 
are potentially subject to additional reductions in SO2 and NOx emissions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions kern electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting fhrther study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPS including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of 70 percent from 2003 levels. The EPA closely integrated the CAMR and C A R  
programs to ensure that the 2010 mercury reduction targets will be achieved as a “co-benefit” of the controls 
installed for purposes of compliance with the CAIR. The final rule is also currently under challenge in the 
federal courts. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAMR. In addition, in 2005 and 2006, state and local air agencies in K.entucky have proposed or 
adopted rules aimed at regulating additional hazardous air pollutants from sources including power plants. To 
the extent those rules are final, they are not expected to have a material impact on LG&E’s power plant 
operations. 
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Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern U.S,. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPS that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act’s best available retrofit technology (“BART”) 
requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit certain 
levels of visibility impairing pollutants. Under the final rule, as the CAIR will result in more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPS in lieu 
of controls that would otherwise be required by BART. The final rule has been challenged in the courts. 

Installation ofPollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. LG&E had previously installed flue gas desulfurization equipment on all of its generating units 
prior to the effective date ofthe acid rain program. LG&E’s strategy for its Phase I1 SO2 requirements, which 
commenced in 2000, is to use accumulated emissions allowances to defer additional capital expenditures and 
LG&E will continue to evaluate improvements to further reduce SO2 emissions. In order to achieve the NOx 
emission reductions mandated by the NOx SLP Call, LG&E installed additional NOx controls, including 
selective catalytic reduction technology, during the 2000 to 2006 time period at a cost of‘s187 million., In 2001, 
the Kentucky Commission granted recovery in principal of these costs incurred by LG&E under its periodic 
environmental surcharge review mechanisms. 

In order to achieve the emissions reductions mandated by the CAR and CAMR, LG&E expects to incur 
additional operating and maintenance costs in operating such controls. In 2005, the Kentucky Commission 
granted recovery in principal ofthese costs incurred by LG&E under its periodic environmental surcharge 
review mechanisms. LG&E believes its costs in reducing SOz, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. LG&E’s compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. LG&E will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence o f a  program at the federal level, various states have adopted their own GI-IG 
emission reduction programs. Such programs have been adopted in various states including 11 northeastern 
U.S. states under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG 
legislation are ongoing. In addition, litigation is currently pending before various courts to determine whether 
the EPA and the states have the authority to regulate GHG emissions under existing law,. LG&E is monitoring 
ongoing efforts to enact GHG reduction requirements at the state and federal level. LG&E is unable to predict 
whether mandatory GHG reduction requirements will ultimately be enacted or to determine the reduction 

i 
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targets and deadlines that would be applicable under such programs,. As a Company with significant coal-fired 
generating assets, LG&E could be substantially impacted by programs requiring mandatory reductions in GHG 
emissions, although the precise impact on the operations of LG&E cannot he determined prior to the enactment 
of such programs. 

General Environntental Proceedings. From time to time, LG&E appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable 
environmental laws and regulations. Such matters include remediation obligations for former MGP sites; 
liability under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup at 
various offkite waste sites; ongoing claims regarding alleged particulate emissions from LG&E’s Cane Run 
station; and ongoing claims regarding GHG emissions from LG&E’s generating stations. With respect to the 
former MGP sites, LG&E has estimated that it could incur additional casts of less than $1 million for remaining 
clean-up activities under existing approved plans or agreements. An accrual for this amount had been recorded 
in the accompanying financial statements at December 31,2005, which accrual was reversed as of December 
31, 2006 upon the evaluation that the likelihood of such occurrence is remote. Based on analysis to date, the 
resolution of the other matters is also not expected to have a material impact on the operations of LG&E. 

Note 10 -Jointly Owned Electric Utility Plant 

LG&E owns a 75% undivided interest in TCl which the Kentucky Commission has allowed to be reflected in 
customer rates. Of the remaining 25% of the Unit, &EA owns a 12.12% undivided interest, and LMPA owns a 
12,88% undivided interest. Each company is responsible for its proportionate ownership share of fuel cost, 
operation and maintenance expenses and incremental assets. The following data represent shares of thejointly 
owned property: 

TC 1 
LG&E IMPA IMEA Total 

Ownership interest 75% 12.88% 12.12% 100% 
Mw capacity 383 66 62 511 

(in millions) 
LG&E’s 75% ownership: 
Cost $ 604 
Accumulated depreciation /231) 
Net hook value m 

(included in above) $ 9  
Construction work in progress 
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LG&E and KU have begun construction of another jointly owned unit at the Trimble County site. 
LG&E and KU own undivided 14.25% and 60.75% interests, respectively, in TC2. Ofthe remaining 
25% of TC2, M E A  owns a 12.12% undivided interest and lMPA owns a 12.88% undivided interest. 
Each company is responsible for its proportionate share of capital cost during construction, and fuel, 
operation and maintenance cost when TC2 begins operation, which is expected to occur in 2010. 

TC2 
LG&E KU IMPA M E A  Total 

Mw capacity 107 455 9 7  91 750 

(in millions) LG&E KU 
Construction work in progress $25 $96 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 

LG&E and KU jointly own the following combustion turbines and related equipment: 

( S i n  millions) LG&E 

(S) 
( e ; )  Net 

M w  (S) Depre- Book 
Ownmhip Pncenwge Capacity Cost ciation Value -______ 

LG&E53%.KU47%(1) 146  58 (IO) 48 
LG&E 38%. KU 62% (2) 11s 46  (8) 38 
LG&E29%,KU71%(3) 92 32 (4) zn 
LG&E 37%, KU 63% (4) 236 79 (8) 7 1  
LG&E 29%. KU 71% (5) "la 3 (0) 3 

KU 

6)  
(S) Ne1 

Mw (S) Oepre- Book 
Capacity Cos1 ciation Value 

129 51 ( IO) 41 
190 72 (12) 60 

404 137 (12) 125 

---- 

228 80 (12) 68 

d a  9 (1) 8 

Iawl - 
(5) 

($) Ne1 
Mw (5) Deprc- Book 

Capacity Cost ciation Value 

275 109 (20) 8 9  

320 112 (16) 96  
640 216 (20) 196 
d a  12 ( I )  11 

---- 

308 118 (20) 98 

( I )  Comprised of Paddy's Run I3 and E W Brown 5 In addition lo the above joinlly owned utility plmt, the= is an ink1  air cooling system 
atmbuwblc to Unit 5 and Units 8-1 I P I  the E W Brown facility Ihis inlet air cooling system is no1 joinlly owncd, 
however i t  is used to incrcasc pra luc lm on the units to which it relates, resulting in an additional IOMw ofcapacity for LG&E 

(2) Comprised of mils 6 and 7 at the E W Brawn facility 
(3) Comprised afunils 5 and 6 81 the Tnmble Counly facility 
(4)Comprised ofCT Substation 7-10 and units 7 . 8 , 9  and 10 a1 the I'rirnble County facility 
(5) Comprised ofCT Subswtian 5 and 6 and C T  Pipcline at the I'rimble County facility 

Both LG&E's and KU's participating share of direct expenses ofthe joint fuel plants is included in the 
corresponding operating expenses on its respective income statement (e.g., hel ,  maintenance of plant, other 
operating expense). 
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Note 11 - Segments of Business and Related Information 

LG&E is a regulated public utility engaged in the generation, transmission, distribution and sale of electricity and 
the storage, distribution and sale of natural gas. LG&E is regulated by the Kentucky Commission and files electric 
and natural gas financial information separately with the Kentucky Commission The Kentucky Commission 
establishes rates specifically for the electric and natural gas businesses. Therefore, management reports and 
analyzes financial performance based on the electric and natural gas segments of the business. Financial data for 
business segments follow: 

(in millions) 
2006 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

2005 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

2004 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

Note 12 -Related Party Transactions 

Electric 

$ 943 
105 
57 

1 
3 3 

107 
2,520 

111 

$ 987 
106 
60 

1 
30 

119 
2,475 

97 

$ 816 
100 
48 

27 
87 

2,417 
113 

- 

- Gas 

$395 
19 
5 

8 
10 

664 
35 

- 

$437 
18 
5 

7 
10 

671 
42 

- 

$357 
17 
5 

6 
9 

550 
35 

- 

- Total 

$1,338 
124 
62 
1 

41 
117 

3,184 
146 

$1,424 
124 
65 

1 
37 

129 
3,146 

139 

$1,173 
117 
53 

33 
96 

2,967 
148 

- 

LG&E and other subsidiaries of E.ON engage in related party transactions. Transactions between LG&E and 
E.ON U S .  subsidiaries are eliminated upon consolidation of E.ON US.  Transactions between LG&E and E.ON 
subsidiaries are eliminated upon consolidation of E.ON. These transactions are generally performed at cost and 
are in accordance with FERC regulations under PUHCA 2005 and the applicable Kentucky Commission 
regulations. The significant related party transactions are disclosed below. 
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Electric Purchases 

LG&E and KU purchase energy from each other in order to effectively manage the load oftheir retail and off- 
system customers. In 2004, LG&E also had sales to LG&E Energy Marketing Inc., another E.ON U.S. 
subsidiary, of less thai $1 million. These sales and purchases are included in the statements ofincome as 
electric operating revenues and purchased power operating expense,. LG&E intercompany electric revenues and 
purchased power expense for the years ended December 31,2006,2005 and 2004 were as follows: 

, 

(in millions) 2006 - 2005 2004 
Electric operating revenues from KU $99 $92 $59 
Purchased power from KU 77 96 62 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany bonowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days,. 

LG&E’s intercompany interest income and expense for the years ended December 31,2006,2005 and 2004 
were as follows: 

(in millions) __ 2006 - 2005 2004 
Interest on money pool loans $ 2  $ 2  $ -  
Interest on Fidelia loans 11 1 1  12 

Other Intercompany Billings 

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

In addition, LG&E and KU provide services to each other and to E.ON US.  Services. Billings between LG&E 
and KU relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly-owned combustion turbines and other miscellaneous charges. Billings from LG&E to 
E,.ON U.S. Services relate to information technology-related services provided by LG&E employees, cash 
received by E.ON US.  Services on behalf of LG&E and services provided by LG&E to other non-regulated 
businesses which are paid through E.ON U,.S. Services. 

I 
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Intercompany billings to and from LG&E for the years ended December 31,2006,2005 and 2004 were as 
follows: 

(in millions) - 2006 - 2005 2004 
E.ON US.  Services billings to LG&E $230 $208 $191 

KLJ billings to LG&E 56 29 7 
LG&E billings to KU 53 101 60 

LG&E. billings to E.ON US.  Services 7 8 13 

Note 13 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
L.iability 

(in millions) Adjustment 
Balance at December 3 I ,  2003 $(4Q 

Minimum pension liability adjustment (10) 
Gains (losses) on derivative instruments 

designated and qualifying as cash flow 
hedging instruments - 

Balance at December 3 I ,  2004 ( 5 8 )  

Minimum pension liability adjustment B) 
Balance at December 31,2005 (77) 

Minimum pension liability adjustment 77 
Gains (losses) on derivative insbuments 

designated and qualifjmg as cash flow 
hedging instruments - 

Balance at December 31,2006 L 

Note 14 -Selected Quarterly Data (Unaudited) 

Accumulated 
Derivative 

Gain or Loss 

A 
(18) 

(18) 
__ 

3 - 
$LL5) 

Income 
Taxes __ Net 

$27 $137) 

4 (6) 

(30) 47 

Selected financial data for the four quarters of 2006 and 2005 are shown below. Because of seasonal fluctuations in 
temperature and other factors, results for quarters may fluctuate throughout the year. 

(in millions) 
- 2006 
Operating revenues 
Net operating income 
Net income 

- 2005 
Operating revenues 
Net operating income 
Net income 

Quarters Ended a Seutember December 

$4 13 $277 $303 $345 
50 47 71 55 
26 25 40 26 

$402 $281 $319 $422 
62 53 66 49 
34 28 42 25 
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Note 15 - Subsequent Events 

On January 16,2007, LG&E made a discretionary contribution to the pension plan in the amount of$56 
million, which was slightly more than the $52 million accrued benefit liability as ofDecember 31,2006. 

On January 31,2007, LG&E received an Order from the Kentucky Commission approving the charges and 
credits billed through the ECR during the review period as well as approving billing adjustments, a roll-in to 
base rates, revisions to the monthly surcharge filing and a rate ofretum on capital. 

On January 31,2007, the Kentucky Commission issued an Order approving LG&E’s application for certain 
financial transactions, including arrangements which provide a source of fiinds for the possible redemption of 
LG&E’s preferred stock. In March 2007, a committee of LG&E’s board authorized the redemption of the 
preferred stock, effective in April 2007, pursuant to existing redemption provisions applicable to such series. 
LG&E will redeem on such redemption date all ofits outstanding shares of its series of preferred stock at the 
following redemption prices, respectively, plus an amount equal to accrued and unpaid dividends to the 
redemption date: 

~ 

e 860,287 shares of5% cumulative preferred stock b a r  value $25 per share) at $28 per share; 
e 200,000 shares of$5,,875 cumulative preferred stock (without par value) at $100 per share; and 
* 500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per share 

Dividends on the shares of preferred stock shall cease to accumulate on the redemption date and no further 
dividends will be paid or will accrue on such preferred stock thereafter. 

On February 9,2007, LG&E filed with the Kentucky Commission an application for approval of a “green 
energy” rider. This application details LG&E’s plans to offer its customers a “green energy” program that 
contributes h d s  to the maintenance and growth of renewable energy in Kentucky and contiguous states. An 
Order is expected during the second quarter of2007. 

On March 21,2007, LG&E filed a real-time pilot program for residential and general service customers with 
the Kentucky Commission as agreed to in the Rate Case settlement agreement and in response to additional 
requirements ordered by the Kentucky Commission resulting from not adopting the Smart-Metering and 
Interconnection standards included in the EPAct 2005. An order fiom the Kentucky Commission is anticipated 
before the end of 2007. 
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Louisville Gas and Electric Company 
REPORT OF MANAGEMENT 

The management of Louisville Gas and Electric Company (“LG&E”) is responsible for the preparation and 
integrity of the financial statements and related information included in this Annual Report. These statements have 
been prepared in accordance with accounting principles generally accepted in the United States applied on a 
consistent basis and, necessarily, include amounts that reflect the best estimates and judgment of management. 

LG&E’s financial statements for the three years ended December 31,2006, have been audited by Pricewaterhouse- 
Coopers LLP, an independent registered public accounting firm. Management made available to Pricewaterhouse- 
Coopers LLP all LG&E’s financial records and related data as well as the minutes ofshareholders’ and directors’ 
meetings. 

Management has established and maintains a system of internal controls that provides reasonable assurance that 
transactions are completed in accordance with management’s authorization, that assets are safeguarded and that 
financial statements are prepared in conformity with generally accepted accounting principles. Management 
believes that an adequate system of intemal controls is maintained through the selection and training of personnel, 
appropriate division ofresponsibility, establishment and communication of policies and procedures and by regular 
reviews of internal accounting controls by LG&E’s internal auditors. Management reviews and modifies its system 
of internal controls in light of changes in conditions and operations, as well as in response to recommendations 
kom the internal and external auditors. These recommendations for the year ended December 31,2006, did not 
identify any material weaknesses in the design and operation of LG&E’s internal control structure,, 

LG&E is not an accelerated filer under the Sarbanes-Oxley Act of 2002 and associated rules (the “Act”) and 
consequently has not issued Management’s Report on Internal Controls over Financial R,eporting pursuant to 
Section 404 of the Act. 

In carrying out its oversight role for the financial reporting and internal controls of LG&E, the Board of Directors 
meets regularly with LG&E’s independent registered public accounting firm, internal auditors and management. 
The Board of Directors reviews the results of the independent registered public accounting firm’s audit of the 
financial statements and their audit procedures, and discusses the adequacy of internal accounting controls. The 
Board of Directors also approves the annual internal auditing program and reviews the activities and results of the 
internal auditing function. Both the independent registered public accounting firm and the internal auditors have 
access to the Board of Directors at any time. 

LG&E maintains and internally communicates a written code of business conduct and a senior financial officer 
code of ethics which address, among other items, potential conflicts of interest, compliance with laws, including 
those relating to financial disclosure, and the confidentiality of proprietary information. 

S. Bradford Rives 
Chief Financial Officer 

Louisville Gas and Electric Company 
Louisville, Kentucky 

Date: March 21.2007 
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Report of Independent Registered Public Accounting Firm 

To the Shareholder of Louisville Gas and Electric Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Louisville Gas and Electric Company at December 3 1,2006 and December 31,2005, and the results of its 
operations and its cash flows for each of the three years in the period ended December 31,2006 in conformity 
with accounting principles generally accepted in the United States of America. These financial statements are 
the responsibility of the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits We conducted our audits of these statements in accordance with the standards 
ofthe Public Company Accounting Oversight Board (United States). Those standards require that we plan and 
perfoIm the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, assessing the accounting principles used and significant estimates made by 
management, and evaluating the overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

As discussed in Note 1 to the financial statements, Louisville Gas and Electric Company changed the manner in 
which it accounts for defined benefit pension and other postTetirement benefit plans as of December 31,2006, 
and the manner in which it accounts for conditional asset retirement obligations as of December 31,2005. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
February 8,2007 
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

Not applicable 

ITEM 9A. Controls and Procedures.. 

Disclosure Controls 

LG&E maintains a system of disclosure controls and procedures designed to ensure that information required to 
be disclosed by the Company in reports they file or submit under the Securities and Exchange Act of 1934 is 
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange 
Commission rules and forms. LG&E conducted an evaluation of such controls and procedures under the 
supervision and with the participation of the Company’s Management, including the Chairman, President and 
Chief Executive Officer (”CEO”) and the Chief Financial Officer (”CFO”). Based upon that evaluation, the 
CEO and CFO are of the conclusion that the Company’s disclosure controls and procedures are effective as of 
the end of the period covered by this report. 

In preparation for required reporting under Section 404 of the Sarbanes-Oxley Act of 2002, the Company is 
conducting a thorough review of its internal control over financial reporting, including disclosure controls and 
procedures. Based on this review, the Company has made internal control enhancements and will continue to 
make future enhancements to its internal control over financial reporting. There has been no change in the 
Company’s internal control over financial reporting that occurred during the fiscal year ended December 31, 
2006, that has materially affected, or is reasonably likely to materially affect, the Company’s internal control 
over financial reporting 

LG&E is not an accelerated filer under the Sarbanes-Oxley Act of 2002 and associated rules (the “Act”) and 
consequently has not issued Management’s Report on Internal Controls over Financial Reporting pursuant to 
Section 404 of the Act. 

ITEM 9B. Other Information. 

Not applicable. 

PART III 

Certain information for ITEMS 10, 11, 12, 13 and 14 is omitted pursuant to General Instruction G of Form 10- 
K. The information required by ITEMS 10, 11, 12, 13 and 14 for LG&E is incorporated herein by reference to 
its definitive proxy statements and/or Form 10-WA amendments which may be filed during April 2007 with the 
SEC pursuant to Regulation 14A of the Securities and Exchange Act of 1934. Additionally, in accordance with 
General Instruction G, certain information required by ITEM 10 relating to executive officers of LG&E has 
been included in Part I of this Form 10-K. 
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PART IV 

ITEM 15. Exhibits, Financial Statement Schedules. 

(a) 1. Financial Statements (included in Item 8): 

Statements of Income for the three years ended December 31,2006 (page 44). 
Statements of Retained Earnings for the three years ended December 31,2006 (page 44). 
Statements of Comprehensive Income for the three years ended December 31,2006 @age 45). 
Balance Sheets-December 31,2006, and 2005 (page 46). 
Statements of Cash Flows for the three years ended December 31,2006 (page 48). 
Statements of Capitalization-December 31,2006, and 2005 (page 49). 
Notes to Financial Statements (pages 50-82). 
Report of Management (page 83). 
Report of Independent Registered Public Accounting Firm (page 84). 

2. Financial Statement Schedules (included in Part N): 

All schedules have been omitted as not applicable or not required or because the information required 
to be shown is included in the Financial Statements or the accompanying Notes to Financial 
Statements. 

3. Exhibits: 

Exhibit 
No. Description 

2..01 

2.02 

2.03 

3.01 

3.02 

Copy of Agreement and Plan of Merger, dated as of February 27,2000, by and among 
Powergen plc, LG&E Energy Corp., US Subholdco2 and Merger Sub, including 
certain exhibits thereto. [Filed as Exhibit 1 to LG&E’s Current Report on Form 8-K 
filed February 29,2000 and incorporated by reference herein.] 

Amendment No. 1 to Agreement and Plan of Merger, dated as of December 8,2000, 
among LG&E Energy Corp., Powergen plc, Powergen US Investments Cop.  and 
Powergen Acquisition Corp. [Filed as Exhibit 2.01 to LG&E’s Current Report on 
Form 8-K filed December 11,2000 and incorporated by reference herein.] 

Copy of Agreement and Plan of Merger, dated as of May 20,1997, by and between 
LG&E Energy and KU Energy, including certain exhibits thereto.. [Filed as Exhibit 2 
to LG&E’s Current Report on Form 8-K filed May 30,1997 and incorporated by 
reference herein,] 

Copy of Restated Articles of Incorporation of LG&E, dated November 6 ,  1996. [Filed 
as Exhibit 3.06 to LG&E’s Quarterly Report on Form 10-Q for the quarter ended 
September 30, 1996, and incorporated by reference herein.] 

I 

Copy of Amendment to Articles of Incorporation of LG&E, dated February 6,2004. 
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3.03 

4.01 

4.02 

4.03 

4.04 

4.05 

4.06 

4.07 

4..08 

4.09 

[Filed as Exhibit 3.,02 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31,2003, and incorporated by reference herein.,] 

Copy of By-Laws of LG&E, as amended through December 16,2003. [Filed as 
Exhibit 3.03 to LG&E’s Annual Report on Form 10-K for the year ended December 
31,2003, and incorporated by reference herein.,] 

Copy ofTrust Indenture dated November 1, 1949, from LG&E to Harris Trust and 
Savings Bank, Trustee. [Filed as Exhibit 7.01 to LG&E’s RegistTation Statement 2- 
8283 and incorporated by reference herein.] 

Copy of Supplemental Indenture dated September 1, 1992, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.32 to LG&E’s Annual Report on 
Form 10-K for the year ended December 31,1992, and incorporated by reference 
herein. ] 

Copy of Supplemental Indenture dated September 2, 1992, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.33 to LG&E’s Annual Report on 
Form 1 0-K for the year ended December 3 1,1992, and incorporated by reference 
herein.] 

Copy of Supplemental Indenture dated August 16, 1993, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.35 to LG&E’s Annual Report on 
Form 10-K for the year ended December 3 1, 1993, and incorporated by reference 
herein.] 

Copy of Supplemental Indenture dated August 1,2000, which is a supplemental 
instrument to Exhibit 4.,01 hereto. [Filed as Exhibit 4.38 to LG&E’s Annual Report on 
Form IOWA for the year ended December 3 1,2000, and incorporated by reference 
herein.] 

Copy of Supplemental Indenture dated September 1,2001, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.42 to LG&E’s Annual Report 
on Form 10-WA for the year ended December 31,2001, and incorporated by 
reference herein.,] 

Copy of Supplemental Indenture dated March 1,2002, which is a supplemental 
instrument to Exhibit 4.,01 hereto. [Filed as Exhibit 4.39 to LG&E‘s Annual Report 
on Form 10-K for the year ended December 31,2002, and incorporated by reference 
herein,. J 

Copy of Supplemental Indenture dated March 15,2002, which is a supplemental 
instrument to Exhibit 4.01 hereto., [Filed as Exhibit 4.40 to LG&E’s Annual Report 
on Form 10-K for the year ended December 31,2002, and incorporated by reference 
herein. J 

Copy of Supplemental Indenture dated October 1,2002, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4..41 to LG&E’s Annual Report 
on Form 10-K for the year. ended December 31,2002, and incorporated by reference 
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herein.] 

Copy of Supplemental Indenture dated October 1,2003, which is a supplemental 
instrument to Exhibit 4,.01 hereto. [Filed as Exhibit 4.22 to LG&E's Annual Report on 
Form 10-K for the year ended December 31,2003, and incorporated by reference 
herein.] 

Supplemental Indenture dated as of April 1,2005, from Louisville Gas and Electric 
Company to BNY Midwest Trust Company, as Trustee, which is a supplemental 
instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.1 to LG&E's Form 8-K filed on 
April 13,2005, and incorporated by reference herein.] 

Copy of Loan Agreement between LG&E and Fidelia Corporation, dated April 30, 
2003. [Filed as Exhibit 4.24 to LG&E's Annual Report on Form 10-K for the year 
ended December 31,2003, and incorporated by reference herein.] 

Copy of Loan Agreement between LG&E and Fidelia Corporation, dated January 15, 
2004. [Filed as Exhibit 4.27 to LG&E's Annual Report on Form 10-K for the year 
ended December 3 1,2004, and incorporated by reference herein.] 

Copy of Loan and Security Agreement between LG&E and Fidelia Corporation, dated 
as of August 15,2003. [Filed as Exhibit 4.27 to LG&E's Annual Report on Form 10-K 
for the year ended December 31,2003, and incorporated by reference herein.] 

Copies of ( i )  Inter-Company Power Agreement, dated July 10, 1953, between Ohio 
Valley Electric Corporation and Sponsoring Companies (which Agreement includes as 
Exhibit A the Power Agreement, dated July 10, 1953, between Ohio Valley Electric 
Corporation and Indiana-Kentucky Electric Corporation); (ii) First Supplementary 
'Transmission Agreement, dated July 10, 1953, between Ohio Valley Electric 
Corporation and Sponsoring Companies; (iii) Inter-Company Bond Agreement, dated 
July 10, 1953, between Ohio Valley Electric Corporation and Sponsoring Companies; 
(iv) Inter-Company Bank Credit Agreement, dated July 10, 1953, between Ohio 
Valley Electric Corporation and Sponsoring Companies. [Filed as Exhibit 5.02f to 
LG&E's Registration Statement 2-61607 and incorporated by reference herein.] 

Copy ofModification No,. 1 and No. 2 dated June 3,1966 and January 7,1967, 
respectively, to Inter-Company Power Agreement dated July 10, 1953,. [Filed as 
Exhibits 4(a)(8) and 4(a)(10) to LG&E's Registration Statement 2-26063 and 
incorporated by reference herein.] 

Copies of Amendments to Agreements (iii) and (iv) referred to under 10.01 above as 
follows: (i) Amendment to Inter-Company Bond Agreement and (ii) Amendment to 
Inter-Company Bank Credit Agreement. [Filed as Exhibit 5.02h to LG&E's 
Registration Statement 2-61607 and incorporated by reference herein.] 

Copy ofModification No. 1, dated August 20, 1958, to First Supplementary 
Transmission Agreement, dated July 10, 1953, among Ohio Valley Electric 

Registration Statement 2-61607 and incorporated by reference herein.] 

i ', Corporation and the Sponsoring Companies. [Filed as Exhibit 5.02i to LG&E's 
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4.10 

4.11 

4.12 

4.13 

4..14 

10.01 

10.02 

10.03 

10.04 



10.05 

10.06 

10.07 

10.08 

10.09 

10.10 

10.,11 

10..12 

10.13 

10.14 

10.15 

Copy of Modification No. 2, dated April 1,1965, to the First Supplementary 
Transmission Agreement, dated July 10, 195.3, among Ohio Valley Electric 
Corporation and the Sponsoring Companies. [Filed as Exhibit 5.,02J to LG&E’s 
Registration Statement 2-61607 and incorporated by reference herein.] 

Copy of Modification No. 3, dated January 20,1967, to First Supplementary 
Transmission Agreement, dated July 10, 1953, among Ohio Valley Electric 
Corporation and the Sponsoring Companies. [Filed as Exhibit 4(a)(7) to LG&E’s 
Registration Statement 2-26063 and incorporated by reference herein.] 

Copy ofModification No., 3 dated November 15, 1967, to the Inter-Company Powex 
Agreement dated July 10, 1953. [Filed as Exhibit 4.02111 to LG&E’s Registration 
Statement 2-37368 and incorporated by reference herein.] 

Copy of Modification No., 4 dated November 5, 1975, to the Inter-Company Power 
Agreement dated July 10, 1953. [Filed as Exhibit 5.020 to LG&E’s Registration 
Statement 2-56357 and incorporated by reference herein.] 

Copy of Modification No. 4 dated April 30, 1976, to First Supplementary Transmis- 
sion Agreement, dated July 10,1953, among Ohio Valley Electric Corporation and the 
Sponsoring Companies. [Filed as Exhibit 5 . 0 2 ~  to LG&E’s Registration Statement 2- 
61607 and incorporated by reference herein.] 

Copy of Modification No. 5 dated September 1, 1979, to Inter-Company Power 
Agreement dated July 5, 1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 4 to LG&E’s Annual Report on Form 10-K 
for the year ended December 31, 1979, and incorporated by reference herein.] 

Copy of Modification No. 6 dated August 1, 1981, to Inter-Company Power 
Agreement dated July 5, 195.3, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.26 to LG&E’s Annual Report on Form 
10-K for the year ended December 31, 1981, and incorporated by reference herein.] 

* Copy of Non-Qualified Savings Plan covering officers of the Company, effective 
January 1, 1992. [Filed as Exhibit 10.43 to the Company’s Annual Report on Form 
10-K for the year ended December 31, 1992, and incorporated by reference herein.] 

Copy of Modification No., 7 dated January 15, 1992, to Inter-Company Power 
Agreement dated July 10,1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.44 to LG&E’s Annual Report on Form 
10-K for the year ended December 31, 1993, and incorporated by reference herein.] 

Copy of Modification No. 8 dated January 19, 1994, to Inter-Company Power 
Agreement, dated July 10, 1953, among Ohio Valley Electric Corporation and the 
Sponsoring Companies. [Filed as Exhibit 10.43 to LG&E’s Annual Report on Form 
IO-K for the year ended December 31, 1995, and incorporated by reference herein.] 

Copy of Modification No. 9, dated August 17, 1995, to the Inter-Company Power 
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10.16 

10.17 

10.18 

10.19 

10.20 

10.21 

10.22 

10.23 

10.24 

10.25 

Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and the 
Sponsoring Companies. [Filed as Exhibit 10.39 to LG&E’s Annual Report on Form 
10-K for the year ended December 31, 1996, and incorporated by reference herein,.] 

* Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1992. 
[Filed as Exhibit 10.55 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31, 1995, and incorporated by reference herein.] 

* Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1995 
[Filed as Exhibit 10.56 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31, 1995, and incorporated by reference herein.] 

* Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1995. 
[Filed as Exhibit 10.57 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31, 1995, and incorporated by reference herein,.] 

* Copy ofSupplementa1 Executive Retirement Plan as amended through January 1, 
1998, covering officers ofLG&E Energy. [Filed as Exhibit 10.74 to LG&E Energy’s 
Annual Report on Form 10-K for the year ended December 3 1, 1997, and incorporated 
by reference herein ] 

* Copy of Amendment to LG&E Energy’s Supplemental Executive Retirement Plan, 
effective September 2, 1998 [Filed as Exhibit 10.90 to LG&E Energy’s Annual 
Report on Form 10-K for the year ended December 31, 1998 and incorporated by 
reference herein.] 

* Copy of Employment and Severance Agreement, dated as of February 25,2000, by 
and among LG&E Energy, Powergen plc and an executive officer ofthe Company. 
[Filed as Exhibit 10.54 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31,2002, and incorporated by reference herein.] 

* Copy of Amendment, effective October 1, 1999, to LG&E Energy’s Non-Qualified 
Savings Plan. [Filed as Exhibit 10.96 to LG&E’s Annual Report on Form 10-K for the 
year ended December 31, 1999, and incorporated by reference herein.] 

* Copy o fhendmen t ,  effective December 1, 1999, to LG&E Energy’s Non- 
Qualified Savings Plan. [Filed as Exhibit 10.97 to LG&E’s Annual Report on Form 
10-K for the year ended December 31, 1999, and incorporated by reference herein.] 

Copy of Modification No.. 10, dated January 1, 1998, to the Inter-Company Power 
Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and the 
Sponsoring Companies. [Filed as Exhibit 10.102 to LG&E‘s Annual Report on Form 
10-K for the year ended December 31, 1999, and incorporated by reference herein,.] 

Copy of Modification No. 11, dated April 1, 1999, to the Inter-Company Power 
Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and the 
Sponsoring Companies. [Filed as Exhibit 10.103 to LG&E’s Annual Report on Form 
10-K for the year ended December 31, 1999, and incorporated by reference herein.] ” 
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10.26 

10.27 

10.28 

10.29 

10.30 

10.31 

10.32 

10.33 

10.34 

* Copy of Powergen Short-Term Incentive Plan, effective January 1,2001, applicable 
to certain employees of LG&E Energy Corp. and its subsidiaries. [Filed as Exhibit 
10.109 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 
2000, and incorporated herein by reference.] 

* Copy of two forms of Change-In-Control Agreement applicable to certain employees 
of LG&E Energy Corp. and its subsidiaries. [Filed as Exhibit 10.1 10 to LG&E’s 
Annual Report on Form 10-K for the year ended December 31,2000, and incorporated 
by reference herein.] 

* Copy of Employment and Severance Agreement, dated as of February 25,2000, and 
amendments thereto dated December 8,2000 and April 30,2001., by and among 
LG&E Energy, Powergen plc and Victor A. Staffieri. [Filed as Exhibit 10.74 to 
LG&E’s Annual Report on Form 10-WA for the year ended December 3 1,2001, and 
incorporated by reference herein.] 

* Copy of Amendment, dated as of December 8,2000, to Employment and Severance 
Agreement dated as of February 25,2000, by and among LG&E Energy, Powergen plc 
and an executive officer of the Company. [Filed as Exhibit 10.63 to LG&E’s Annual 
Report on Form 10-K for the year ended December 31,2002, and incorporated by 
reference herein.] 

* Copy of Third Amendment, dated July 1,2002, to Employment and Severance 
Agreement dated as of February 25,2000 by and among E.ON AG, LG&E Energy, 
Powergen and Victor A. Staffien.. [Filed as Exhibit 10.74 to LG&E’s Annual Report 
on Form 10-K for the year ended December 3 1,2002, and incorporated by reference 
herein.,] 

* Copy of form of Retention and Severance Agreement dated ApriMay, 2002 by and 
among LG&E Energy, E.ON AG and certain executive officers of the Companies. 
[Filed as Exhibit 10.75 to LG&E’s Annual Report on Form lO-K, for the year ended 
December 3 1,2002, and incorporated by reference herein.] 

* Copy of Second Amendment, dated May 20,2002, to Employment and Severance 
Agreement, dated February 25,2000, by and among E.ON AG, L,G&E Energy Corp., 
Powergen plc and an executive of the Companies. [Filed as Exhibit 10.76 to LG&E’s 
Annual Report on Form 10-K for the year ended December 31,2002, and incorporated 
by reference herein.] 

* Copy of Representative Terms and Conditions for Stock Appreciation Rights Issued 
as part of E.ON Group’s Stock Appreciation Rights Progams, applicable to certain 
executive officers of the Companies. [Filed as Exhibit 10..79 to LG&E’s Annual 
Report on Form 10-K for the year ended December 3 1,2002, and incorporated by 
reference herein.] 

* Copy of LG&E Energy Corp. Long-Term Performance Unit Plan, adopted April 25, 
2003, effective January 1,2003. [Filed as Exhibit 10.65 to LG&E Annual Report on 
Form 10-K for the year ended December 3 1,2003, and incorporated by reference 
herein. J 
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10.35 

10.36 

10.37 

10.38 

10.39 

10.40 

10.41 

10.42 

10.43 

10.44 

Copy ofModification No. 12 dated as of November 1, 1999, to Inter-Company Power 
Agreement dated July 10,1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.69 to LG&E’s Annual Report on Form 
10-K for the year ended December 31,2003, and incorporated by reference herein.] 

Copy ofModification No. 13 dated as ofMay 24,2000, to Inter-Company Power 
Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.70 to LG&E’s Annual Report on Form 
10-K for the year ended December 31,2003, and incorporated by reference herein.] 

Copy of Modification No. 14 dated as of April 1,2001, to Inter-Company Power 
Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.71 to LG&E’s Annual Report on Form 
10-K for the year ended December 31,2003, and incorporated by reference herein.] 

Copy of Amended and Restated Inter-Company Power Agreement dated as ofMarch 
13, 2006, among Ohio Valley Electric Corporation and Sponsoring Companies, 
including LG&E. [Filed as Exhibit 10..1 to LG&E Form 10-Q for the period ended 
June 30,2004, and incorporated by reference herein.] 

* Copy of Fourth Amendment dated as of February 1,2004 to Employment and 
Severance Agreement dated as of February 25,2000 by and among E.ON AG, LG&E 
Energy, Powergen and Victor A,. Staffieri. [FiIed as Exhibit 10.02 to LG&E Form 10- 
Q for the period ended June 30,2004, and incorporated by reference herein,.] 

Copy of Modification No. 15, dated as of April 30,2004, to Inter-Company Power 
Agreement dated July 10, 1953, among Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 10.03 to LG&E’s Form 10-Q for the period 
ended June 30, 2004, and incorporated by reference herein.] 

Participation Agreement between LG&E and Illinois Municipal Electric Agency, dated 
as of September 24, 1990. [Filed as Exhibit 10.42 to LG&E’s Annual Report on Form 
10-K for the year ended December 31,2004, and incorporated by reference herein.] 

Participation Agreement between LG&E and Indiana Municipal Power Agency, dated 
as ofFebruary 1, 1993. [Filed as Exhibit 10.43 to LG&E’s Annual Report on Form 
10-K for the year ended December 31,2004, and incorporated by reference herein.] 

Participation Agreement by and among LG&E and KU and Illinois Municipal Electric 
Agency and Indiana Municipal Power Agency, dated as of February 9,2004,. [Filed as 
Exhibit 10.44 to LG&E’s Annual Report on Form 10-K for the year ended December 
31,2004, and incorporated by reference herein.] 

Copy of Barge Transportation Agreement between LG&E, effective January 1,2002, 
and KU, effective July 1,2002, and Crounse Corporation. [Filed as Exhibit 10.45 to 
LG&E’s Annual Report on Fomi 10-K for the year ended December 31,2004, and 
incorporated by reference herein.] 1.’ 
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10.45 

10.46 

10.47 

10.48 

10.49 

10.50 

10.51 

12 

21 

24 

31.1 

31.2 

32 

99.01 

Amendment No. 1 to Barge Transportation Agreement between Louisville Gas and 
Electric Company and Kentucky Utilities Company and Crounse Corporation, dated as 
of January 1,2005. [Filed as Exhibit 10.46 to LG&E’s Annual Report on Form 10-K 
for the year ended December 31,200.5, and incorporated by reference herein.] 

* Copy of LG&E Energy LLC Nonqualified Savings Plan, effective January 1,2005. 
[Filed as Exhibit 10.47 to LG&E’s Annual Report on Form 10-K for the year ended 
December 31,2005, and incorporated by reference herein.] 

* Executive Officer Salary Information. 

* Form of Representative Specimen Award under LG&E Energy Long-Term 
Performance Unit Plan. [Filed as Exhibit 10.47 to LG&E’s Annual Report on Form 
10-K for the year ended December 3 1,2004, and incorporated by reference herein.] 

* Form of Representative Specimen Award under E.ON Group Stock Appreciation 
Rights Program. [Filed as Exhibit 10.48 to LG&E’s Annual Report on Form 10-K for 
the year ended December 31,2004, and incorporated by reference herein.] 

* Copies ofE.ON Share Performance Plan (i) Terms and Conditions for the 1. Tranche 
(2006-2008) and (ii) Technical Annex, each dated as of June 2006. [Filed as Exhibit 
10.01 to LG&E’s Form 10-Q for the quarter ended September 30,2006 and 
incorporated by reference herein.] 

* Copies of form representative specimen Certificate Award under E.ON Share 
Performance Plan. [Filed as Exhibit 10.02 to LG&E‘s Form 10-Q for the quarter ended 
September 30,2006 and incorporated by reference herein.] 

Computation of Ratio of Earnings to Fixed Charges for LG&E. 

Subsidiaries ofthe Registrant 

Power of Attorney 

Certification of Chief Executive Officer, Pursuant to Section 302 of Sarbanes-Oxley 
Act of 2002. 

Certification of Chief Financial Officer, Pursuant to Section 302 of Sarbanes-Oxley 
Act of 2002.. 

Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Cautionary Statement for purposes of the “Safe Harbor” provisions of the Private 
Securities Litigation Reform Act of 1995. 
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Exhibit 12 
Louisville Gas and Electric Company 

Computation ofRatio ofEamings to Fixed Charges 
(Millions of$) 

Earnings: 
Net Income .................... 

Add 
Federal income taxes - current ............................ 
State income taxes - current. ............................. 
Deferred Federal income taxes - net ......................... 
Deferred State income taxes - net ................................ 
Investment tax credit - net. 
Fixed charges ............................... 

Earnings ............................................ 

Fixed Charges: 
Interest charges per statements of income .............. 
Add: 

One-third of rentals charged lo operating 
expense (1) .I. . ,  , .......................... 

Fixed charges ........................ 
Ratio of Earnings to Fixed Charges . . . . . . . . .  

2006 2005 

$117 $ 129 

$ 41 $ 37 

1 2 - 
$43 $38 u 4;1l 

2003 

$ 91 

26 
10 
17 

1 
(4) 

_11 
$172 

$ 31 

____ 
$31 
Li5 

2002 

$89 

25 
8 

20 
4 

(4) 
2 
$172 

$ 30 

NOTE: (1) In the Company’s opinion, one-third ofrentals represents a reasonable approximation ofthe interest factor. 
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SIGNATURES -LOUISVILLE GAS AND ELECTRIC COMPANY 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has 
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized 

LOUISVILLE GAS AND ELECTRIC COMPANY 
Registrant 

March 21,2007 
@ate) 

By: /SI S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 

Pursuant to the requirements ofthe Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities and on the date indicated. 

Sirnature Title Date 

Victor A,. Staffieri 

S. Bradford Rives 

John R. McCall 

Chairman ofthe Board, 
President and Chief Executive Officer 
(Principal Executive Officer) 

Director and Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 

Director and Executive Vice President, 
General Counsel and Corporate Secretary 

Chris Hermann Director and Senior Vice President, Energy Delivery 

Paul W. Thompson Director and Senior Vice President, Energy Services 

By: Is/ S. Bradford Rives 
( Attorney-In-Fact) 

March 21,2007 
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I Exhibit 31.1 ~ 

CERTIFICATIONS 

Louisville Gas and Electric Company 

I, Victor A. Staffieri, Chairman of the Board, President and Chief Executive Officer, certify that: 

1. I have reviewed this annual report on Form 10-K of Louisville Gas and Electric Company; 

2. Based on my knowledge, this report does not contain any unhue statement o f a  material fact or omit to state a material fact 
necessary to make the statements made, in light ofthe circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

3 .  Based on my knowledge, the financial statements, and other financial infirmation included in this report, fairly present in all 
material respects the financial condition, results ofoperations and cash flows ofthe registrant as of; and for, the periods presented in 
this report; 

4. ‘The registrant’s other certifymg officers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) for the registrant and have: 

a) designed such disclosure controls arid procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

h) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions ahout 
the effectiveness ofthe disclosure controls and procedures, as ofthe end ofthe period covered by this report based on such evaluation; 
and 

c) disclosed in this report any change in the registrant’s internal control over fmncial  reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; 

5 .  The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee ofregistrant’s board of directors (or persons performing the equivalent 
functions): 

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report fmncial  information; and 

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

Date: March 21,2007 

/s/ Victor A. Staffieri 
Victor A, Staffieri 
Chairman ofthe Board, President and Chief Executive Officer 
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Exhibit 31.2 

L.ouisville Gas and Electric Company 

I, S., Bradford Rives, Chief Financial Officer, certify that: 

1 I have reviewed this annual report on Form 10-K of L.ouisville Gas and E.lectric Company; 

2.  Based on my knowledge, this report does not contain any unbtue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

3 Based on my knowledge, the fmancial statements, and other financial information included in this report, fairly present in all 
material respects the fmancial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this report; 

4., The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defmed in Exchange Act Rules 13a-IS(e) and 15d-lS(e)) for the registrant and have: 

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; 
and 

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially aKecr. the registrant’s internal control over financial reporting; 

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant‘s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent 
functions): 

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely afkct the registrant’s ability to record, process, summarize and report fmancial information; and 

b) any fraud, whether or not material, that involves management nr other employees who have a significant role in the registrant’s 
internal control over financial reporting 

Date: March 2 1, 2007 

Is1 S. Bradford Rives 
S Bradford Rives 
Chief Financial Officer 
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Exhibit 32 

Certification Pursuant to 18 U.S.C. Section 1350 
As Adopted Pursuant to Section 906 ofthe Sarbanes-Oxley Act of2002 

In connection with the Annual Report of Louisville Gas and Electric Company (the “Company”) on Form 10-K 
for the year ended December 31,2006, as filed with the Securities and Exchange Commission on the date 
hereof (the “Report”), each of the undersigned does hereby certify, pursuant to 18 U.S C. Section 1350, as 
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to such officer’s knowledge, 

1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities and Exchange 
Act of 1934; and 

2) The information contained in the Report fairly presents, in all material respects, the financial condition and 
results of operations of the Company as of the dates and for the periods expressed in the Report 

March 21,2007 

Is/ Victor A. Staffieri 
Chairman of the Board, President 

and Chief Executive Officer 
Louisville Gas and Electric Company 

Is/ S. Bradford Rives 
Chief Financial Officer 

Louisville Gas and Electric Company 

The foregoing certification is being fiunished solely pursuant to 18 U.S.C. Section 1350 and is not being filed 
as part of the Report or as a separate disclosure document. 
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Financial Statements (Unaudited) 

Louisville Gas  and Electric Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPE.RATlNG REVENUES: 

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

OPE.RATING EXPENSES: 
Fuel for electric generation ....................................................... 
Power purchased ..................................................................... 
Gas supply expenses ................................................................ 
Other operation and maintenance expenses ..................... 
Depreciation and amortization ................................................... . .  

Total operating espenses., 

OPERATING INCOME,. . , , ,  , , 

Other expense - net ,, .. ,, . . , ,  

Interest expense (Notes .3 and 6) ........ 
Interest expense to affiliated co 

INCOME BEFORE INCOME. TAXES 

Federal and state income taxes (Note 5) 

NE,T INCOME 

Three Months E.nded 
March 3 1 .  

2008 

$ 224 
191 
415 

80 
24 

153 
80 
31 
368 

41 

2 
8 
6 

31 

I O  __ 

$11 

2007 

s 222 
153 
375 

16 
26 

I I5 
69 
2 
j17 

58 

2 
5 

3 

48 

16 

u 
The accompanying notes are an integral part of these financial statements 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended 
March 31, 

2008 2007 

Balance at beginning of period ....................................... $ 690 $ 639 
Net income.. ........................................................... 21 32 

Subtotal a 671 
Cash dividends declared on stock: 
Cumulative preferred ................................................................ 1 
Common., ........................................................................... 9 2 

Subtotal 9 36 

Balance at end of period $615 

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

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

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

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Balance Sheets 

(IJnaudited) 
(Millions of $) 

ASSE,TS 

Current assets: 

Restricted cash .................................................................. 
Accounts receivable - less reserves of $2 million 

Cash and cash equivalents ................................................. 

as of March 3 I ,  2008 and December 3 I ,  2007 ........................ 
Accounts receivable from affiliated companies (Note 9) ......... 

Fuel (predominantly coal) ............................................................ 
Gas stored underground .................................................................... 
Other materials and supplies ................................................................ 

Reacquired bonds ............................................................................... 

Materials and supplies: 

Prepayments and other current assets (Note 9) ...................................... 
Total current assets ............................................................... 

Utility plant: 
.................. 
.................. 

. , , , , . . ,, ,, 

Deferred debits and other assets: 
Restricted cash ... 

Regulatory assets (Note 2 ) :  

, , , , , . . , 
Prepaid pension asse s .................. 

Pension and postretirement benefits.. ... 

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

Other ........................................... 
Other assets. ....................................... 

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

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

March 3 1, 
2008 

$ 3  
L 

I79 
5 

37 
23 
31 
40 

4,364 
1.645 
2.719 

13 
15 

109 
92 

December 3 1, 
2007 

$ 4  
1 

189 

46 
81 
31 

13 
2 

4,319 
1.619 
2.700 

12 
14 

110 
94 
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Louisville Gas and Electric Company 
Balance Sheets (cont,) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND E.QUITY 

Current liabilities: 
Current portion of long-term debt (Note 6) ............................................. 

Accounts payable ....................................................................................... 
Accounts payable to affiliated companies (Note 9) .................................... 

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

Notes payable to affiliated companies (Notes 6 and 9) ........................... 

Customer deposits .................................................................................... . . . .  
. . I .  Total current liabilities ....................................................................... 

Long-term debt: 

Long-term debt to affiliated co 
Long-term debt (Note 6) ............. 

Total long-term debt . . . . . .  

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

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) 
Accumulated provision for pensions and related benefits (Note 4) 
lnvestment tax credit (Note 5) ................ 
Asset retirement obligation .......................... 

Accumulated cost of removal of utility plant ........................................ 
Deferred income taxes - net ........................................................... 
Gas supply adjustment and other,,.  ..................................................... 

Long-term derivative liability ................................................................ 

.......... 

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

Regulatory liabilities (Note 2): 

. . . .  
Other liabilities .................................................................................... 

es.. ............................................. Total deferred credits and other liab 

Common equity: 
Common stock, without par value - 

Additional paid-in capital 
Accumulated other compre 

Total common equity. , 

Authorized 75,000,000 shares, outstanding 21,294,223 shares ............ 

Retained earnings ................ .................. 

Total liabilities and equi ty... .......... 

March 3 I, 
2008 

$ 160 
108 
107 

18 
20 

32 
445 

414 
A 
824 

34 1 
95 
46 
30 

244 
49 
16 
29 

26 
876 

424 
60 

(16) 
671 
1.139 

tLU& 

December 3 I ,  
2007 

s 120 
78 

1 1 1  
57 
19 
34 
3 

454 
410 
864 

342 
94 
46 
30 

24 1 
so 
19 
22 

3 
869 

424 
60 

(13) 
690 
1.161 

$ilu 

The accompanying notes are an integral part ofthese financial statements. 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

For the Three Months Ended 
March 3 1. 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income 
Items not requiring cash currently: 

, ,.,,.,,. """. .^ ...,..,....,...... " ......, " ........ " ........,.. 

Depreciation and am 
Defened income taxes - net 
Other ...... .. ., _.. , . . 

Changes in current assets 
Accounts receivable 
Material and supplies .,,, . , .. 
Accounts payable ...................... .., I...,..,, .. , , 

Accrued income taxes . .....,...,... ".,.......... ._..... ~~.._._..I.......,.... . ,.,.., .,,. , 

r current assets ................................ .,..I.", ... 

ing ._.._.,..~.~..,_..__. ~.,~..~,........... __.._..._...__ 
,......,."...~......I ....... 

. 

Pension and postretire 
Gas supply clause receivable, ne 

Net cash provided by operating activities ..,. ._.,, . ... _ I  _ _ _ ,  

CASH FLOWS FROM lNVE.STlNG ACTIV1TIE.S: 
Construction expenditures. , .. . .,,, ................................. "......".......... I,.,I 
Restricted cash , , , , ,., , I,,,_.,... ... .__..___._~__..._.~...,. ~......,._._.I...,,.~__I_..., ".. 

Net cash used for investing activities ................................. ...., ~ __.. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Short-term borrowings from affiliated company .,.., ............................... 
Repayment or  short-term borrowings from affiliated company ... .......~. 
Reacquired bonds 
Payment of dividends 
Long-term derivative 
Restricted cash .. . ...., 

Net cash used in financing activities ,,".. .. ...................................... 

CHANGE IN CASH AND CASH EQUlVALE.NTS 

CASH AND CASH EQUlVALE.NTS AT BEGINNING OF PE.RlOD 

CASH AND CASH EQUIVALENTS AT E.ND OF PERIOD 

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

(Unaudited) 
(Millions of $) 

Three Months E.nded 
March 31, 

2008 2007 

Net income. ................................................... 

Loss on derivative instruments and hedging activities -net of tax 
benefit/(expense) of $ 2  million and $ ( I )  million, respectively 
(Note3) . . . . . .  . , . .  ........................................ A) - 

Other comprehensive loss, net oftax ............................................... _li) ___ 

Comprehensive income ". ....................... &==!A u 
The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company L.G&E’s common stock is 
wholly-owned by E..ON lJ.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only of normal 
recurring ad,justments, necessary for a fair statement of financial position, results of operations, retained 
earnings, comprehensive income and cash flows for the periods indicated, Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with generally 
accepted accounting principles have been condensed or omitted, although the Company believes that the 
disclosures are adequate to make the information presented not misleading. These unaudited financial 
statements and notes should be read in con,junction with the Company’s annual report for the year ended 
December 3 1,  2007, including management’s discussion and analysis and the audited financial statements 
and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to 
the 2008 presentation with no impact on net assets, liabilities and capitalization or previously reported net 
income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161, Disc1osure.s about Derivative Instrzmteiits and Hedging 
Activities, an antendntenr of FASB Statement No. 1.33, which is effective for fiscal years, and interim 
periods within those fiscal years, beginning on or after November 15,2008. The objective of this 
statement is to enhance the current disclosure framework in FASB Statement No. 133, Accounting for 
Derivative Instrzornents and Hedging Activitie.r, ar amended. The Company is currently evaluating the 
impact of adoption of SFAS No. 161 on its statements of operations, financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Inrerests in Consolidated Financial 
Statement.s, which is effective for fiscal years, and interim periods within those fiscal years, beginning on 
or after December 15,2008. The objective ofthis statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The 
Company expects the adoption of SFAS No. 160 to have no impact on its statements of operations, 
financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial A.sse/.s and 
Financial L,iabili/ies - Including an Aniendntent ofFASB Statement No 11.5. SFAS No. I59 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. SFAS No. 

6 



159 was adopted effective January I, 2008 and had no impact on the statements of operations, financial 
position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measzire,7ien/s, which, except as 
described below, is effective for fiscal years beginning after November 15,2007. This statement defines 
fair value, establishes a framework for measuring fair value in generally accepted accounting principles 
and expands disclosures about fair value measurements. SFAS No. 157 does not expand the application of 
fair value accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157- 
2, Efective Date ofFAS0 Statenie,if No, 1.57, which delays the effective date of SFAS No. 157 for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the 
financial statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 
2008, and interim periods within those fiscal years. SFAS No. 157 was adopted effective .January I ,  2008, 
except as it applies to those nonfinancial assets and liabilities, and had no impact on the statements of 
operations, financial position and cash flows, however, the Company will provide additional disclosures 
relating to its financial derivatives, AROs and pension assets, as required, in 2008. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to LG&E.'s 
Annual Report, Note 2 of the financial statements, for the year ended December 31, 2007. 

The following regulatory assets and liabilities were included in LG&E's Balance Sheets: 

Louisville Gas and Electric Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
GSC adjustments 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Gas supply adjustments ($5 and $10 million at March 3 1,2008 and 

Total regulatory liabilities 
December 3 I, 2007, respectively) and other 

March 3 1, 
2008 

$ 25 
20 
23 
12 
3 
4 
5 

92 

2 u 
$244 

49 

16 
$_304 

December 3 1, 
2007 

$ 24 
19 
20 
13 
9 
4 

5 
94 

___ 1 IO w 
$241 

50 

2 
$314 

LG&E does not currently earn a rate of return on the GSC adjustments, FAC and gas performance-based 
ratemaking regulatory assets, all of which are separate recovery mechanisms with recovery within twelve 
months No return is earned on the pension and postretirement benefits regulatory asset which represents 
the changes in funded status of the plans. The Company will seek recovery of this asset in future 
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proceedings with the Kentucky Commission. No return is currently earned on the ARO asset. This 
regulatory asset will be offset against the associated regulatory liability, ARO asset and ARO liability at 
the time the underlying asset is retired, The MISO exit amount represents the costs relating to the 
withdrawal from MISO membership L.G&E will seek recovery of this asset in future proceedings with the 
Kentucky Commission. LG&E currently earns a rate of return on the remaining regulatory assets. Other 
regulatory assets include the merger surcredit, gas performance-based ratemaking and Mill Creek Ash 
Pond costs. Other regulatory liabilities include DSM and MISO costs included in base rates that will be 
netted against costs of withdrawing from the MISO in the next rate case. 

MISO Exit. LG&E and the MISO have agreed upon overall calculation methods for the contractual exit 
fee to be paid by the Company following its withdrawal. In October 2006, LG&E paid approximately $13 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC compliance 
filings. The Company’s payment of this exit fee amount was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting 
documentation. L.G&E. and the MISO resolved their dispute regarding the calculation of the exit fee and, 
in November 2007, filed an application with the FERC for approval of a recalculation agreement. In 
March 2008, the FERC approved the parties’ recalculation of the exit fee, and the approved agreement 
provided LG&E with an immediate recovery ofless than $1 million and will provide an estimated $2 
million over the next eight years for credits realized from other payments the MISO will receive, plus 
interest. Orders of the Kentucky Commission approving the Company’s exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and 
liability will be determined in LG&E’s next rate case, however, the Company historically has received 
approval to recover and refund regulatory assets and liabilities. 

FAC. In  January 2008, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the 
six-month period May 1,2007 through October 31, 2007. A public hearing was held in March 2008. An 
order is anticipated in the third quarter of 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the six- 
month period ofNovember I ,  2006 through April 30,2007. A public hearing was held in October 2007. 
The Kentucky Commission issued an Order in January 2008, approving the charges and credits billed 
through the FAC during the review period, 

ECR. In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods 
ending October 31,2006 and April 30,2007, respectively, of LG&E’s environmental surcharge. All parties 
to the case submitted requests with the Kentucky Commission to waive rights to a hearing on this matter., 
The Kentucky Commission issued final Orders in March 2008, approving the charges and credits billed 
through the ECR during the review period, as well as approving hilling adjustments, roll-in adjustments to 
base rates, revisions to the monthly surcharge filing and the rates of return on capital. 

Other Regulatorv Matters 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the new base- 
load, coal fired unit known as TC2, which will be,jointly owned by LG&E and KU, together with the 
Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, was approved by the 
Kentucky Commission in November 2005, and was never appealed 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved in 
September 2005 and May 2006. One of those CCNs, for a line running from .Jefferson County into 
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Hardin County, was brought up for review to the Franklin Circuit Court by a group of landowners. In 
August 2006, L.G&E., K U  and the Kentucky Commission obtained dismissal of that action, on grounds 
that the landowners had failed to comply with the statutory procedures governing the action for review. 
That dismissal was appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, 
that Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the Franklin 
Circuit Court for further proceedings. LG&E, KU and the Kentucky Commission filed for reconsideration 
of the appellate court’s ruling, but those requests were denied in April 2008. LG&E and KU will file a 
motion for discretionary review with the Kentucky Supreme Court in May 2008, asking that Court to hear 
the matter and, ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court’s 
dismissal. 

The referenced transmission lines are also subject to routine regulatory filings and require the acquisition 
of easements. In April 2008, in proceedings involving the condemnation of an easement for a portion of 
the Jefferson County to Hardin County transmission line (all rights of way for the other line have been 
acquired), a Meade County, Kentucky circuit court judge issued a ruling upholding the objections of two 
co-owners of the properly crossed by the easement and dismissed that eminent domain proceeding 
pending the completion of the CCN appeal described above. LG&E and KU have filed responsive 
pleadings, including a motion to vacate that decision by the trial court and a procedural request with the 
Court of Appeals seeking expedited review on a petition to direct the circuit court to proceed with the 
eminent domain litigation. Additional condemnation proceedings involving other parcels of property to 
support this same transmission line are also pending in neighboring Hardin County, and three landowners 
there have now sought dismissal of certain of those proceedings in Hardin County, on the same grounds 
cited by the Meade County court. LG&E and KU have opposed those efforts to dismiss, and are awaiting 
ruling by the Hardin County Circuit Court. 

Merger Surcredit. In December 2007, LG&E submitted to the Kentucky Commission its plan to allow 
the merger surcredil to terminate as scheduled on June 30,2008. The Kentucky Commission issued a 
procedural schedule for this proceeding in March 2008, with data discovery to be completed in May 2008. 
A public hearing is scheduled in May 2008, and an order is expected by the end of the second quarter of 
2008. 

DSM. In  .July 2007, LG&E and KU filed an application with the Kentucky Commission requesting an 
order approving enhanced versions ofthe existing DSM programs along with the addition of several new 
cost effective programs. The total annual budget for these programs is approximately $26 million, an 
increase over the previous annual costs of approximately $1 0 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. LG&E and KU filed 
revised tariffs in April 2008, under authority of this Order. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various RROs by the Electric 
Reliability Organization, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject 
a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non- 
monetary penalties, depending upon the circumstances of the violation. LG&E is a member of the SERC, 
which acts as LG&E’s RRO. The SERC is currently assessing LG&E’s compliance with certain existing 
mitigation plans resulting from a prior RRO’s audit of various reliability standards, and LG&E and SERC 
are in discussions regarding potential settlement, further mitigation steps or other resolution actions 
regarding these items. While LG&E. believes itself to be in substantial compliance with the mandatory 
reliability standards, LG&E. cannot predict the outcome of the current SERC proceeding or of other 
analysis which may be conducted regarding compliance with particular reliability standards. 
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Depreciation Study. In December 2007, LG&E filed a depreciation study with the Kentucky Commission 
as required by a previous Order. An djustment to the depreciation rates is dependent on an order being 
received by the Kentucky Commission, the timing of which cannot currently be determined. 

Brownfield Development Rider Tariff. In March 2008, LG&E and KU received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric customers who 
meet certain usage and location requirements, including taking new service at a brownfield site, as 
certified by the appropriate Kentucky state agency. The rider would permit special contracts with such 
customers which provide for a series ofdeclining partial rate discounts over an initial five year period of a 
longer service arrangement The tariff is intended to promote local economic redevelopment and efficient 
usage of utility resources by aiding potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating that the 
EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be 
adopted. However, five Kentucky Commission ,jurisdictional utilities were required to file real-time 
pricing pilot programs for their large commercial and industrial customers. LG&E developed a real-time 
pricing pilot for large industrial and commercial customers and filed the details of the plan with the 
Kentucky Commission in April 2007. Data discovery concluded in July 2007, and no parties to the case 
requested a hearing. In February 2008, the Kentucky Commission issued an Order approving the real-time 
pricing pilot program proposed by LG&E, for implementation within approximately eight months, for its 
large commercial and industrial customers. 

Collection Cycle Revision. In September 2007, LG&E filed an application with the Kentucky 
Cornmission to revise the collection cycle for customer bill payments from 15 days to I O  days to more 
closely align with the K U  billing cycle and to avoid confusion for delinquent customers. In  December 
2007, the Kentucky Commission denied LG&E’s request to shorten the collection cycle. LG&E filed a 
motion with the Kentucky Commission for reconsideration and received an Order granting approval. The 
Kentucky Commission issued additional data requests to LG&E in February 2008. An order is anticipated 
in the second quarter of 2008. 

Note 3 - Financial Instruments 

Effective January 1,2008, LG&E adopted the required provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets and liabilities, which will be adopted effective January 1, 2009, 
consistent with FASB Staff Position 157-2. LG&E has classified the applicable financial assets and 
liabilities that are accounted for at fair value into the three levels of the fair value hierarchy, as defined by 
SFAS No. 157. 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. The fair values of the swaps reflect price 
quotes from dealers. Pursuant to Company policy, use of these financial instruments is intended to 
mitigate risk, earnings and cash flow volatility and is not speculative in nature. Management has 
designated all of the interest rate swaps as hedge instruments. Financial instruments designated as cash 
flow hedges have resulting gains and losses recorded within other comprehensive income and 
stockholders’ equity, 
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The following table sets forth by level within the fair value hierarchy LG&E's financial assets and 
liabilities that were accounted for at fair value on a recurring basis as ofMarch 31, 2008. There are no 
Level 2 or Level 3 measurements for this period. 

Recurring Fair Value Measurements 
(in millions) 
Liabilities: 

Interest rate swaps $28 

Total - $29 

L.G&E. was party to various interest rate swap agreements with aggregate notional amounts of $21 1 
million as of March 3 I ,  2008 and December 31,2007. IJnder these swap agreements, LG&E paid fixed 
rates averaging 4.38% and received variable rates based on LIBOR or the Securities Industry and 
Financial Markets Association's municipal swap index averaging 2.1 6% at March 3 I ,  2008. The swap 
agreements in effect at March 3 1, 2008, have been designated as cash flow hedges and mature on dates 
ranging from 2020 to 2013. The cash flow designation was assigned because the underlying variable rate 
debt has variable future cash flows, L.G&E's hedges have been determined to he highly effective. For the 
three months ended March 3 I ,  2008, the Company recorded a pre-tax loss of $6 million in other 
comprehensive income to reflect the ineffective portion of the hedge. Amounts in accumulated other 
comprehensive income will be reclassified into earnings in the same period during which the hedged 
forecasted transaction affects earnings. The amount expected to be reclassified from other comprehensive 
income to earnings in the next twelve months is less than $1 million. A deposit in the amount of $13 
million, used as collateral for one of the interest rate swaps, is classified as restricted cash on the balance 
sheet. The amount of the deposit required is tied to the market value ofthe swap. 

Energy Trading and Risk Management Activities (non-hedging derivatives). LG&E conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No., 133, as amended. 

The table below summarizes LG&E.'s energy trading and risk management activities for the three months 
ended March 3 1,2007: 

(in millions) 
Fair value ofcontracts at beginning of period, net asset $ 1  

during the period - - 
Unrealized gains and losses recognized at contract inception 

Realized gains and losses recognized during the period 
Changes in fair values attributable to changes in valuation 

Other unrealized gains and losses and changes in fair values 
techniques and assumptions (2) 

$LL) Fair value of contracts at end of period, net (liability) asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at March 31, 2007, had a maturity of less than one year. There were no 
contracts outstanding at March 31,2008. All amounts for 2008 are less than $1 million. Energy trading 
and risk management contraets are valued using Level 1, prices actively quoted for proposed or executed 
transactions or quoted by brokers. 



Note 4 - Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other benefit 
plans for the three months ended March 3 1: 

Other Postretirement 
Pension Benefits Benefits 

2008 2007 2008 2007 (in millions) 
Service cost $ 1  $ I  $ -  $ 1  
Interest cost 6 8 1 1 
Expected return on plan assets (7) (1 1)  - 
Amortization of  prior service costs 1 2 1 1 
Amortization of  actuarial loss - 1 - - 
Benefit cost year-to-date u u u - - - 

Net periodic benefit costs incurred by employees ofLG&E are reflected in both utility plant on the balance 
sheet and in operating expense on the income statement. The above costs do not include allocations of net 
periodic benefit costs from affiliates whose employees provide services to LG&E.. 

The pension plans are funded in accordance with all applicable requirements ofthe Employee Retirement 
Income Security Act of 1974 and the Internal Revenue Code. In March 2008, LG&E made contributions to 
other postretirement benefit plans of approximately $2 million. L.G&E anticipates making further voluntary 
contributions in 2008 to fund the Voluntary Employee Beneficiary Association trusts to match the annual 
postretirement expense and funding the postretirement medical account under the pension plan up to the 
maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by L O N  U.S.’s direct parent, EUSIC, for each tax 
period. Each subsidiary of the consolidated tax group, including LG&E, will calculate its separate income 
tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or received from the 
parent company, or its designee. LG&E also files income tax returns in various state,jurisdictions. With 
few exceptions, LG&E is no longer subject to U S .  federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are 
under audit by the IRS with the 2007 return being examined under an IRS pilot program named 
“Compliance Assurance Process”. This program accelerates the IRS’s review to the actual calendar year 
applicable to the return and ends 90 days after the return is filed. 

L,G&E adopted the provisions of F M  48, Accoiinfing for Wncertainfy in Income Taxes, an Inrerprerarion 
ofSFAS No 109, effective January 1, 2007. At the date of adoption, LG&E had $1 million of 
unrecognized tax benefits related to federal and state income taxes. If recognized, the entire $1 million of 
unrecognized tax benefits would reduce the effective income tax rate. 

Possible amounts of  uncertain tax positions for L.G&E that may decrease within the next I2  months total 
less than $1 million, and are based on the expiration of statutes during 2008. 

L,G&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and 
penalties. Prior to the adoption of FIN 48, LG&E recorded interest and penalties for income taxes on the 
income statement in income tax expense and in the taxes accrued balance sheet account, net of tax. lipon 
adoption of FIN 48, interest is recorded as interest expense and penalties are recorded as operating 
expenses on the income statement and accrued expenses in the balance sheets, on a pre-tax basis. The 
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interest accrued is based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. 

The amount LG&E recognized as interest accrued related to unrecognized tax benefits in interest expense 
in operating expenses was less than $1 million at March .31,2008 and March .31,2007. At the date of 
adoption, LG&E accrued less than $ I  million in interest expense on uncertain tax positions. No penalties 
were accrued by LG&E upon adoption of FIN 48, or through March 3 1,2008. 

In June 2006, LG&E and KIJ filed a joint application with the U.S. Department of Energy (“DOE.”) 
requesting certification to be eligible for investment tax credits applicable to the construction ofTC2. In 
November 2006, the DOE and the IRS announced that LG&E and KU were selected to receive the tax 
credit. A final IRS certification required to obtain the investment tax credit was received in August 2007 
In September 2007, LG&E. received an Order from the Kentucky Commission approving the accounting 
of the investment tax credit. LG&E’s portion of the TC2 tax credit will be approximately $25 million 
over the construction period and will be amortized to income over the life of the related property 
beginning when the facility is placed in service. Based on eligible construction expenditures incurred, 
LG&E recorded investment tax credits of $1 million and $3 million during the three months ended March 
31, 2008 and March 31. 2007, respectively, decreasing current federal income taxes. 

In March 2008, certain groups filed suit in federal court in North Carolina against the DOE. and IRS 
claiming the investment tax credit program was violative of certain environmental laws and demanded 
relief, including suspension or termination of the program. LG&E is monitoring, but is not currently a 
party to, this proceeding and is not able to predict the ultimate outcome of this matter 

Note 6 - Short-Term and Long-Term Debt 

L,G&E’s long-term debt includes $160 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon the 
occurrence of certain events. These bonds include Jefferson County Series 2001 A and B, Trimble 
County Series 2001 A and B and Jefferson County Series 2005 A. Maturity dates for these bonds range 
from 2026 to 20.35. L.G&E does not expect to pay these amounts in 2008. The average annualized interest 
rate for these bonds during the three months ended March 3 I ,  2008, was 3.23%. 

During .lune 2007, LG&E’s five existing lines ofcredit totaling $185 million expired and were replaced 
with short-term bilateral lines ofcredit facilities totaling $125 million. There was no outstanding balance 
under any of these facilities at March 3 I ,  2008. During the third quarter of 2007, LG&E. extended the 
maturity date of these facilities through .lune 2012. 

Pollution control series bonds are obligations of LG&E issued in connection with tax-exempt pollution 
control revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan 
agreement obligates L.G&E to make debt service payments to the county that equate to the debt service 
due from the county on the related pollution control revenue bonds. Until a series of financing transactions 
was completed during April 2007, the county’s debt was also secured by an equal amount of LG&E’s first 
mortgage bonds that were pledged to the trustee for the pollution control revenue bonds that match the 
terms and conditions of the county’s debt, but require no payment of principal and interest unless LG&E 
defaults on the loan agreement. 

Several of the LG&E pollution control bonds are insured by monoline bond insurers whose ratings have 
been under pressure due to exposures relating to insurance of sub-prime mortgages. At March 31, 2008, 
L.G&E had an aggregate $574 million of outstanding pollution control indebtedness, of which $354 
million is in the form of insured auction rate securities wherein interest rates are reset either weekly or 
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every 35 days via an auction process. Beginning in late 2007, the interest rates on these insured bonds 
began to increase due to investor concerns about the creditworthiness ofthe bond insurers. In 2008, 
interest rates have continued to increase, and the Company has experienced “failed auctions” where there 
are insufficient bids’for the bonds. When there is a failed auction, the interest rate is set pursuant to a 
formula stipulated in the indenture, which can be as high as 15%. During the three months ended March 
3 I ,  2008 and March 3 1,2007, the average rate on the auction rate bonds was 4.82% and 3.,65%, 
respectively. The instruments governing these auction rate bonds permit LG&E to convert the bonds to 
other interest rate modes, such as various short-term variable rates, long-term fixed rates or intermediate- 
term fixed rates that are reset infrequently. In the first quarter of 2008, the ratings of the Louisville Metro 
2003 Series A bonds were downgraded from Aaa to A2 by Moody’s and from AAA to A- by S&P due to 
downgrades of the bond insurer. In February 2008, LG&E. issued a notice to bondholders of its intention 
to convert the Louisville Metro 2005 Series A, 2007 Series A and B bonds from the auction rate mode to 
a weekly interest rate mode, as permitted under the loan documents. These conversions were completed 
in March 2008, for the 2005 Series and in April 2008, for the two 2007 Series. In connection with the 
conversions, LG&E purchased the bonds from the remarketing agent. In March 2008, LG&E. issued 
notices to bondholders of its intention to convert the Jefferson County 2000 Series A bonds from the 
auction mode to a weekly interest rate mode, as permitted under the loan documents. The conversion was 
completed in May 2008, In  connection with the conversion, L.G&E purchased the bonds from the 
remarketing agent. L.G&E will hold some or all of such bonds until a later date, including potential 
further conversion, remarketing or refinancing. Uncertainty in markets relating to auction rate securities 
or steps L,G&E has taken or may take to mitigate such uncertainty, such as additional conversions, 
subsequent restructurings or redemption and refinancing, could result in LG&E incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or future pollution control financing structures See Note 10, Subsequent E.vents. 

LG&E participates in an intercompany money pool agreement wherein E.ON U.S. and/or KU make funds 
available to LG&E at market-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances were as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
March 31,2008 $400 $108 $292 3.08% 
December 3 I ,  2007 $400 $78 Si22 4.75% 

E.ON U S .  maintains a revolving credit facility totaling $ 3 1  1 million at March i I ,  2008 and $150 million 
at December 31, 2007, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
March 3 I ,  2008 $31 1 $94 $217 3.36% 
December 3 I ,  2007 $150 $62 $88 4.97% 

There were no redemptions or issuances of long-term debt year-to-date through March 3 I ,  2008 

Note 7 -Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status of various commitments or contingent liabilities from that discussed in LG&E’s 
Annual Report for the year ended December 31, 2007 (including in Notes 2 and 9 to the financial 
statements of LG&E contained therein). See the above-referenced notes in LG&E’s Annual Report 
regarding such commitments or contingencies. 
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Construction Program. L.G&E. had approximately $105 million of commitments in connection with its 
construction program at March 31,2008. 

In June 2006, LG&E. and KU entered into a construction contract regarding the TC2 project. The contract 
is generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery of the project, according to designated specifications, 
terms and conditions. The contract price and its components are subject to a number of potential 
ad,justments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangemenls ofthis type, including termination for convenience or for cause rights. 

T C 2  Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air 
permit issued for the TC2 baseload generating uni t  which was issued by the Kentucky Division for Air 
Quality in November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy ofthe action. In June 2007, the state hearing officer 
assigned to the matter recommended upholding the air permit with minor revisions In September 2007, 
the Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
approving the hearing officer’s recommendation and upholding the permit. in September 2007, LG&E 
administratively applied for a permit revision to reflect minor design changes. In October 2007, the 
environmental groups submitted comments objecting to the draft permit revisions and, in part, attempting 
to reassert general objections to the generating unit. In .January 2008, the Kentucky Division for Air 
Quality issued a final permit revision. The environmental groups did not appeal the final Order upholding 
the permit or file a petition challenging the permit revision by the applicable deadlines. However, in 
October 2007, the environmental groups filed a lawsuit in federal court seeking an order for the EPA to 
grant or deny their pending petition for the EPA to “veto” the state air permit. The Company is currently 
unable to determine the final outcome of this matter or the impact o fan  unfavorable determination upon 
the Company’s financial condition or results of operations. 

Environmental Matters. LG&E’s operations are subject to a number o f  environmental laws and 
regulations, governing, among other things, air emissions, wastewater discharges, the use, handling and 
disposal of hazardous substances and wastes, soil and groundwater contamination and employee health 
and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight of the EPA The key Clean Air Act programs relevant to LG&E’s business operations 
are described below. 

Atnbient Air Quality The Clean Air Act requires the EPA to periodically review the available scientific 
data for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the 
public health and welfare with an extra margin for safety. These concentration levels are known as 
NAAQS. E,ach state must identify “nonattainment areas” within its boundaries that fail to comply with the 
NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop 
an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the 
NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPS aimed to achieve attainment. 
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In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO2 and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
mitigate ozone transport from the midwestern U S .  to the northeastern U.S. To implement the new federal 
requirements, Kentucky amended its SIP in 2002 to require electric generating units to reduce their NOx 
emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the EPA issued the 
CAIR which requires additional SO2 emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The CAIR provides for a two-phase cap and trade program, with initial reductions of 
NOx and SO2 emissions due by 2009 and 2010, respectively, and final reductions due by 2015. The final 
rule is currently under challenge. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. Depending on the level of action determined necessary to bring 
local nonattainment areas into compliance with the new ozone and fine particulate standards, LG&E’s 
power plants are potentially subject to additional reductions in SO2 and NOx emissions. LG&E.’s 
weighted-average company-wide emission rate for SO2 in the first quarter of 2008 was approximately 0.5 1 
Ibs./MMBtu of heat input, with every generating unit below its emission limit established by the Kentucky 
Division for Air Quality and the Louisville Metro Air Pollution Control District. In March 2008, the EPA 
issued a revised NAAQS for ozone, which contains a more stringent standard than that contained in the 
previous regulation. At present, LG&E is unable to determine what, if any, additional requirements may 
be imposed to achieve compliance with the new ozone standard. 

Hazardom Air Polltrratirr As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to Congress 
identifying mercury emissions from coal-fired power plants as warranting further study. In 2005, the EPA 
issued the CAMR establishing mercury standards for new power plants and requiring all states to issue 
new SIPS including mercury requirements for existing power plants. The EPA issued a model rule which 
provides for a two-phase cap and trade program with initial reductions due by 2010 and final reductions 
due by 201 8. The CAMR provides for reductions of 70% from 2003 levels. The EPA closely integrated 
the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be achieved as a 
‘to-benefit” ofthe controls installed for purposes of compliance with the CAIR. In February 2008, a 
federal appellate court issued a decision vacating the CAMR, but the EPA and other parties have filed a 
motion for rehearing. Depending on the final outcome of the pending appeal, the CAMR could be 
superceded by new mercury reduction rules with different or more stringent requirements. In 2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAMR, 
but those state requirements are likely to be revised to reflect the outcome ofthe challenge to the CAMR 
at the federal level. In addition, in 200G, the Metro Louisville Air Pollution Control District adopted rules 
aimed at regulating additional hazardous air pollutants from sources including power plants, but those 
rules are not expected to have a material impact on L,G&E’s power plant operations. 

Acid Rain Program The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade 
program to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” 
conditions in the northeastern US. The 1990 amendments also contained requirements for power plants to 
reduce NOx emissions through the use of available combustion controls. 

Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPS that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility 
impairing pollutants. Under the final rule, as the CAIR will result in more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPS in lieu of controls 
that would otherwise be required by BART. The final rule has been challenged in the courts. 
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In,sral/arioii oJPollzrtion Conrrobs Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
missions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. LG&E had previously installed flue gas 
desulfurization equipment on all of its generating units prior to the effective date of the acid rain program. 
LG&Es strategy for its Phase I I  SO2 requirements, which commenced in 2000, is to use accumulated 
emission allowances to defer additional capital expenditures and LG&E will continue to evaluate 
improvements to further reduce SO2 emissions. In order to achieve the NOx emission reductions mandated 
by the NOx SIP Call, LG&E installed additional NOx controls, including selective catalytic reduction 
technology, during the 2000 through 2007 time period at a cost of $197 million. In 2001, the Kentucky 
Commission granted recovery in principal of these costs incurred by LG&E under its periodic 
environmental surcharge mechanisms. Such monthly recovery is sub,ject to periodic review by the 
Kentucky  commission^ 

I n  order to achieve the emissions reductions mandated by the CAIR, LG&E expects to incur additional 
capital expenditures totaling $1.30 million during the 2008 through 2010 time period for pollution control 
equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by LG&E. for these projects through 
the ECR mechanism Such monthly recovery is subject to periodic review by the Kentucky Commission. 
LG&E believes its costs in reducing SO2, NOx and mercury emissions to be comparable to those of 
similarly situated utilities with like generation assets. L.G&E’s compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. LG&E will continue to 
monitor these developments to ensure that its environmental obligations are met in the most efficient and 
cost-effective manner. 

Potenrial GHG Conrrolr In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U S  has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence o f a  program at the federal level, various states have 
adopted their own GHG emission reduction programs. Such programs have been adopted in various states 
including 1 1  northeastern U.S. states and the District of Columbia under the Regional GHG Initiative 
program and California Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the 
U S .  Supreme Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. LG&E 
is monitoring ongoing efforts to enact CMG reduction requirements at the state and federal level and is 
assessing potential impacts of such programs and strategies to mitigate those impacts. LG&E is unable to 
predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-tired generating assets, LG&E could be substantially impacted by programs requiring 
mandatory reductions in GHG emissions, although the precise impact on the operations of LG&E, 
including the reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. 

Section 114 Xeque.sis In  August 2007, the EPA issued administrative information requests under Section 
I14 of the Clean Air Act requesting new source review-related data regarding certain projects undertaken 
at L,G&E,’s Mill Creek 4 and Trimble County 1 generating units and KU’s Ghent 2 generating unit. The 
Companies have complied with the information requests and are not able to predict further proceedings in 
this matter at this time. 
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General Environnien/al Proceedings From time to time, LG&E appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include remediation obligations for former 
manufactured gas plant sites; liability under the Comprehensive Environmental Response, Compensation 
and Liability Act for cleanup at various off-site waste sites; ongoing claims regarding alleged particulate 
emissions from LG&E.’s Cane Run station and ongoing claims regarding GHG emissions from LG&E’s 
generating stations. With respect to the former manufactured gas plant sites, LG&E has estimated that it 
could incur additional costs of less than $1 million for remaining clean-up activities under existing 
approved plans or agreements. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the operations of LG&E.. 

Note 8 - Segments of Business 

LG&E.’s revenues, net income and total assets by business segment for the three months ended March 31 
follow: 

Three Months E.nded 
March 31. 

( in  millions) 
LG&E. Electric 

Revenues 
Net income 
Total assets 

LG&E Gas 
Revenues 
Net income 
Total assets 

Total 
Revenues 
Net income 
Total assets 

2008 

$ 224 
1 1  

2,680 

191 
10 

604 

415 
21 

3,284 

2007 

$ 222 
21 

2,570 

I53 
I 1  

553 

375 
32 

3,123 

Note 9 -Related Party Transactions 

LG&E, subsidiaries of E.ON U S .  and subsidiaries of E O N  engage in related party transactions. 
Transactions between LG&E and E.ON U.S. subsidiaries are eliminated upon consolidation of E O N  1J.S. 
Transactions between LG&E and E.ON subsidiaries are eliminated upon consolidation of E.ON. These 
transactions are generally performed at cost and are in accordance with FERC regulations under PUHCA 
2005 and the applicable Kentucky Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

LG&E and K U  purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers These sales and purchases are included in the statements of income as electric 



operating revenues and purchased power operating expense LG&E intercompany electric revenues and 
purchased power expense for the three months ended March 3 1, were as follows: 

(in millions) - 2008 2007 
Electric operating revenues from KU $27 $30 
Purchased power from KU 14 18 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days. 

LG&E’s intercompany interest expense for the three months ended March 31, was as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

- 2008 2007 
$ 1  $ 1  

5 3 

Other Intercompany Billings 

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

In addition, LG&E and K U  provide services to each other and to E.ON U.S. Services. Billings between 
LG&E and KU relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned combustion turbines and other miscellaneous charges. 
Billings from LG&E. to E.ON U.S. Services include cash received by LON 1J.S. Services on behalf of 
LG&E, primarily tax settlements, and other payments made by LG&E on behalf of other non-regulated 
businesses which are paid through E.ON 1J.S. Services. 

Intercompany billings to and from LG&E for the three months ended March 3 1 were as follows: 

(in millions) 2008 2007 

LG&E billings to KU 1 I O  
KU billings to LG&E 23 14 
LG&E. billings to L O N  U S .  Services 3 1 

EON U.S. Services billings to LG&E $42 $123 

In March 2008, LG&E paid a dividend of $40 million to its common shareholder, E.ON U.S. LLC. 
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Note 10 -Subsequent Events 

On April 4, 2008, the 2007 Series A and B bonds were converted from an auction rate mode to a weekly 
interest rate mode In connection with the conversion, LG&E purchased the bonds from the remarketing 
agent 

On May 1, 2008, the 2000 Series A bonds were converted from an auction rate mode to a weekly interest 
rate mode In connection with the conversion, LG&E purchased the bonds from the remarketing agent 
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Management's Discussion and Analysis of  Financial Condition and Results o f  Operations 

General 

The following discussion and analysis by management focuses on those factors that had a material effect on 
LG&E's financial results of operations and financial condition during the three month period ended March 
3 1, 2008, and should be read in connection with the financial statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain risks, 
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this 
document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar 
expressions. Actual results may vary materially. Factors that could cause actual results to differ materially 
include: general economic conditions; business and competitive conditions in the energy industry; changes in 
federal or state legislation; unusual weather; actions by state or federal regulatory agencies; and other factors 
described from time to time in the Company's reports, including the Annual Report for the year ended 
December 31,2007. 

Executive Summary 

Business 

L.G&E, incorporated in Kentucky in 1913, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the storage, distribution and sale of natural gas. 
As ofDecember 3 1,2007, L.G&E provided natural gas to approximately 326,000 customers and electricity 
to approximately 40 1,000 customers in Louisville and adjacent areas in Kentucky. LG&E's service area 
covers approximately 700 square miles in 17 counties. LG&E also provides natural gas service in limited 
additional areas. LG&E,'s coal-fired electric generating stations, all equipped with systems to reduce SO:! 
emissions, produce most of LG&E's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. Underground natural gas storage fields help 
LG&E provide economical and reliable natural gas service to customers. 

LG&E is a wholly-owned subsidiary of E.ON IJS.,  an indirect wholly-owned subsidiary of €.ON, a 
German corporation, making LG&E an indirect wholly-owned subsidiary of E.ON. LG&E's affiliate, KU, 
is a regulated public utility engaged in the generation, transmission, distribution and sale of electric energy 
in Kentucky, Virginia and Tennessee. 

Environmental Matters 

Protection of the environment is a major priority for LG&E. Federal, state and local regulatory agencies 
have issued LG&E permits for various activities subject to air quality, water quality and waste 
management laws and regulations. See Note 7 ofNotes to Financial Statements for more information. 

Results of Ooerations 

The electric and gas utility business i s  affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income for the three months ended March 3 I ,  2008, decreased $1 1 million compared to the same 
period in 2007. The decrease was primarily the result of increased operating expenses ($5 1 million) and 
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increased interest expense ($6 million), partially offset by increased revenues ($40 million) and decreased 
income taxes ($6 million), attributable to a decreased pre-tax income. 

Revenues 

Electric revenues in the three months ended March 31, 2008, increased $2 million primarily due to: 

* 

Increased fuel costs ($5  million) billed to customers through the FAC due to higher fuel costs (coal 
and natural gas) and higher transportation costs 
Increased ECR surcharge ($2 million) due to increased recoverable capital spending 
Decreased wholesale sales ( $ 5  million) due to increased native load demand 

Natural gas revenues in the three months ended March 31, 2008, increased $38 million primarily due to: 
Increased average cost of gas billed to retail customers ($23 million) due to higher gas expenses 
Increased volumes ($17 million), resulting from an 8% increase in heating degree days in the first 
quarter of2008 as compared to the same period in 2007 
Decreased wholesale sales ($2 million) 

Expenses 

Fuel for electric generation and natural gas supply expenses comprise a large component of total operating 
expenses Increases or decreases in the cost of fuel and natural gas supply are reflected in retail rates 
through the FAC and GSC, subject to the approval of the Kentucky Commission and the FERC. 

Fuel for electric generation increased $4 million in the three months ended March 3 1 ,  2008, primarily due 
to: 

Increased spot market pricing for coallnatural gas ($7 million) due to mine safety compliance costs 
and higher transportation costs 
Decreased generation ($3 million) due to lower wholesale sales 

Power purchased expense decreased $2 million in the three months ended March .3 I ,  2008, primarily due 
to: 

Decreased volumes purchased ( $ 5  million) due to lower intercompany purchases and higher native 
load 
Increased cost per mWh of purchases ($3 million) due to higher fuel prices 

Gas supply expenses increased $38 million in the three months ended March 31, 2008, primarily due to: 
Increased cost of net gas supply ($29 million) due to higher inventory unit cost and ad,justments to 
the GSC for recoveries 
Increased volumes of natural gas delivered to the distribution system ($9 million) due to higher 
demand 

0 

Other operation and maintenance expenses increased $1 1 million in the three months ended March 31, 
2008, primarily due to increased maintenance expenses ($9 million) and increased other operation 
expenses ($2 million). 

Maintenance expense increased $9 million in the three months ended March 3 1, 2008, primarily due to: 
lncreased boiler maintenance expense ($5 million) due to spring outages 
Increased electric maintenance ($2 million) due to major inspection work 
Increased contractor and overtime labor ($2 million) related to storm restoration 
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Other operation expense increased $2 million in the three months ended March 3 I ,  2008, primarily due lo: 
e Increased scrubber reactant expense ($1 million) due to higher priced lime contract 

Increased labor expense ($1 million) resulting from storm restoration 

Interest expense, including interest expense to affiliated companies, increased $6 million in the three 
months ended March 3 I ,  2008, primarily due to: 

0 Increased interest expense ($3 million) due to increased variable rates on pollution control bonds 
Increased interest expense to affiliated companies ($3 million) due to increased borrowings from 
affiliated companies 

Three Months 
Ended 

March 3 1.2008 
Effective Rate 
Statutory federal income tax rate ........... ............................ 35.0% 
State income taxes net of federal benefit ........................... 2 , 7  
Reserve release 0.0 

(2.3) Other differences ....................................................................... 
32.2% Effective income tax rate ........................................................... 

.......................................................................... 
...................................... Amortization of investment tax credits (3.2) 

. .  

Three Months 
Ended 

March 3 1.2007 

35 0% 
.3 .3  

(0.2) 
(2.1) 
C2.a 
U% 

The effective income tax rate decreased for the three months ended March 3 I ,  2008, compared to the three 
months ended March 3 I ,  2007, due primarily to a decrease in state income taxes net of federal benefit due 
to an increase in state coal credits and a decrease in amortization of investment tax credits due to the 
changes in levels of pretax income 

W d i t v  and Capital Resources 

LG&E uses net cash generated from its operations and external financing (including financing from 
affiliates) to fund construction of plant and equipment and the payment of dividends. LG&E believes that 
such sources of funds will be sufficient to meet the needs of its business in the foreseeable future. 

Operating Activities 

Cash provided by operations was $105 million and $84 million for the three months ended March 31, 
2008 and 2007, respectively 

The 2008 increase of $21 million was primarily the result of increases in cash due to changes in: 
Pension and post retirement funding ($57 million) due to higher pension funding in 2007 
Materials and supplies ($19 million) 
Gas supply clause receivable ($15 million) 
Prepayments and other current assets ($8 million) 

These increases were partially offset by cash used by changes in: 
Accounts payable ($24 million) 
Accounts receivable ($24 million) 

0 

0 

Other ($2 million) 

Earnings, net of non-cash items ($1 8 million) 
Other cument liabilities ($5  million) 
Accrued income taxes ( $ 5  million) 
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Investing Activities 

The primary use of fiinds for investing activities continues to be for capital expenditures. Capital 
expenditures were $67 million and $34 million in the three months ended March 31,2008 and 2007, 
respectively. Net cash used for investing activities decreased $21 million in the three months ended March 
3 I ,  2008 compared to 2007, due to decreased capital expenditures of$33 million and increased restricted 
cash of $12 million. Restricted cash represents the escrowed proceeds of the Pollution Control Bonds 
issued which are disbursed as qualifying costs are incurred. 

Financing Activities 

Net cash outflows from financing activities were $44 million in the three months ended March 31, 2008 
and 2007, respectively. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and issuances of 
long-term debt. 

Future Capital Requirements 

L.G&E expects its capital expenditures for the three year period ending December 31,2010, to total 
approximately $735 million, consisting primarily of construction of TC2 totaling approximately $85 
million (including $25 million for environmental controls), gas main replacement initiatives of 
approximately $50 million, redevelopment of the Ohio Falls hydroelectric facility totaling approximately 
$45 million, a customer care system totaling approximately $30 million and on-going construction related 
to generation and distribution assets. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand 
load growth, changes in construction expenditure levels, rate actions by regulatory agencies, new 
legislation, market entry of competing electric power generators, changes in commodity prices and labor 
rates, changes in environmental regulations and other regulatory requirements. LG&E anticipates funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from its parent. 

LG&E has a variety of funding alternatives available to meet its capital requirements. LG&E participates 
in an intercompany money pool agreement wherein LON 1J.S. and/or KU make funds of up to $400 
million available to LG&E. at market-based rates. Fidelia also provides long-term intercompany funding to 
LG&E. See Note 6 of Notes to Financial Statements. 

L,G&E’s construction program is designed to ensure that there will be adequate capacity and reliability to 
meet the electric needs of its service area and to comply with environmental regulations. These needs are 
continually being reassessed and appropriate revisions are made, when necessary, in construction 
schedules Future capital requirements may be affected in varying degrees by factors such as electric 
energy demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, market entry of competing electric power generators, changes in commodity 
prices and labor rates, changes in environmental regulations and other regulatory requirements. See Note 7 
of Notes to Financial Statements for current commitments. LG&E anticipates funding future capital 
requirements through operating cash flow, debt and/or infusions of capital from its parent. 

Regulatory approvals are required for LG&E to incur additional debt The FERC authorizes the issuance 
of short-term debt while the Kentucky Commission authorizes the issuance of long-term debt. In 
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November 2007, LG&E received a two-year authorization from the FERC to borrow up to $400 million in 
short-term funds. 

LG&E's debt ratings as of March 3 1, 2008, were: 
Moody's - S&P 

Issuer rating 
Corporate credit rating 

A2 - 
BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, 
sell or hold securities and is subject to revision or withdrawal at any time by the rating agency See Note 6 
ofNotes to Financial Statements for a discussion of recent downgrade actions related to the pollution 
control revenue bonds 

Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over financial 
reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. A company's internal control over 
financial reporting includes those policies and procedures that pertain to the maintenance of records that, 
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; provide reasonable assurance that transactions are recorded as necessary to permit preparation 
of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures ofthe compan) are being made only in accordance with authorizations of management and 
directors of the compan): and provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition. use, or disposition of the company's assets that could have a material effect on 
the financial statements. 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance 
with the policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 
31,  2007. In making this assessment, the Company used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission in Internal Control - Integrated Framework . The 
Company has concluded that, as of December 31,2007, the Company's internal control over financial 
reporting was effective based on those criteria. There has been no change in the Company's internal 
control over financial reporting that occurred during the quarter ended March 31, 2008, that has materially 
affected, or is reasonably likely to materially affect the Company's internal control over financial 
reporting 

L.G&E. is no longer subject to the internal control and other requirements ofthe Sarbanes-Oxley Act of 
2002 and associated rules (the "Act") and consequently has not issued Management's Report on Internal 
Controls over Financial Reporting pursuant to Section 404 of the Act. 
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L,egal Proceedings 

For a description of the significant legal proceedings involving LG&E, reference is made to the 
information under the following captions of LG&E’s Annual Report for the year ended December 31, 
2007: Business, Risk Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial 
Statements and Notes to Financial Statements. Reference is also made to the matters described in Notes 2 
and 7 ofthis quarterly report. Except as described in this quarterly report, to date, the proceedings 
reported in LG&E’s Annual Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against LG&E. To the extent that damages are assessed in any of these lawsuits, LG&E 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does 
not anticipate that liabilities arising out of other currently pending or threatened lawsuits and claims will 
have a material adverse effect on LG&E’s financial position or results of operations. 
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Louisville Gas and Electric Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended 
September 30, 

2007 
OPERATING REVENUES: 
Electric (Note 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 270 

Total operating revenues . . . . . . . . . . . . . . . . . . .  306 
Gas (Note 8) . . . . . . . . . . . . . . . . . . . . . . .  36 

OPERATING EXPENSES: 
Fuel for electric generation. . . . . . . . . . . . . . . . . . . .  89 
Power purchased. . . . . . . . . . . . . . . .  17 
Gas supply expenses . . . . . . . . . . . . . . .  23 

67 
Depreciation and amortizalion , . 31 

Total operating expenses ...................... 227 
OPERATING INCOME, 79 

(1) 
7 

Interest expense to affiliated companies (Note 9). ".. - 6 

INCOME BEFORE. INCOME TAXES 67 

Federal and state income taxes (Note 5 )  ... 22 

NET INCOME., . . . . . . . . . . . . . . . . .  $ 45 

Other operation and maintenance expenses.. . . . . . .  

Other expense (income) - net 
Interest expense (Notes 3, 5 and 6) .................. 

___ 

- 

2006 

$ 269 
34 

303 

86 
26 
19 
70 
31 

232 

71 

( 2 )  
8 
3 

62 

22 

$ 40 

- 

_.-.- 

Nine Months E.nded 
September 30, 

2007 

$ 718 
240 
958 

245 
60 

171 
20 1 

94 
71 I 

187 

- 

22 
15 

150 

49 

$ 101 

~ 

- 

2006 

$ 704 
288 
992 

___ 

22 1 
81 

219 
212 
92 

825 

167 

( 1 )  
22 

9 

137 

41 

$ 90 

___ 

The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Statements af Retained Earnings 

(Unaudited) 
(Millions of $) 

Three Months Ended 
September 30, 

2007 2006 

Balance at beginning of period. ........ $ 609 
Net income., .,. . . . . . . . . . . . . . .  45 40 
Preferred stock buyback.. .......... - 

Subtotal. ....................... 3- 649 
- 

Cash dividends declared on stock: 
Cumulative preferred .................... 
Common ............................. 35 

Subtotal .................. - 35 
___ 

......... __ 

Balance at end of period.. . . . . . . . . . . . . . . . . . .  670 
The accompanying notes are an integral part of these financial statements. 

Nine Months E.nded 
September 30, 

2007 2006 

$ 639 $ 621 
101 90 

3- 71 1 
(4) - 

$ 639 $ 621 
101 90 

3- 71 1 
(4) - 

1 2 
65- 95 
66- 97 

$670 $ 614 
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Louisville Gas and Electric Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSE.TS 
September 30, 

2007 
Current assets: 

Accounts receivable - less reserves of $2 milli 

Materials and supplies: 

Cash and cash equivalents.. ................................... $ 3 

Accounts receivable from nffilioted companie 
144 
10 

Fuel (predominantly coal) . . . . . . . . . . .  42 

Other materials and supplies ..................................... 
.................................... Gas stored underground.. 84 

31 
5 

Total current assets,,. 319 
Prepayments and other current assets . . . . . .  

Other property and investments 1 

At original cost . . ............................... 4,249 
Less: reserve for depreciation. ..... 1,606 

2,643 

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

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

Utility plant: 

. .  Net utility plant, ........................................... 

Deferred debits and other assets: 
Restricted cash (Note 3). 19 
Regulatory assets (Note 2): 

126 
..................... .. 99 

Other assets.. 10 
254 

Total assets., $ 3,217 

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

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

...................................................... 
Total deferred debits and other assets.. I ,  .., ," I . , , 

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

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

December 3 I ,  
2006 

$ 7 
I65 
19 

38 
83 
30 
9 

35 I 

1 

4,123 
1,534 
2,589 

I6 

126 
93 

8 
243 

3,184 
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Louisville Gas and Electric Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

L.lABIL.ITlES AND EQUITY September 30, 
2007 

Current liabilities: 
..................... 120 $ 

Notes payable to affiliated companies (Note 6 and Note 9). , 106 
Accounts payable.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89 
Accounts payable to affiliated companies (Note 9) .............. 36 
Customer deposits . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19 
Other current liabilities, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  39 

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  409 

Current portion of long-term debt 
. 

L.ong-term debt: 

Long-term debt to affiliated company (Note 6 a 
L.ong-term debt (Note 6)  ....................... 455 

Mandatorily redeemable preferred stock . . . . . . . . . . . . .  
363 

Total long-term debt . . . . . . . . . . . . . . . . . . .  818 

Deferred credits and other liabilities: 
Accumulated deferred income taxes.. . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits. . . . . . .  
Investment tax credit . . . . . . . . .  
Asset retirement obligation . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2): 

34 I 
95 

. . . . . . . . . . . . . . .  47 
. . . . . . .  29 

239 
70 

864 

Accumulated cost of removal of utility plant, . . . . . . . . . . .  
Deferred income taxes - net and other ........................ 

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

Cumulative preferred stock. I -  .................................... 

Common equity: 
Common stock, without par value - 

424 
Additional paid-in capital. ....................................... 40 

Retained earnings, .......................................... 670 
1,126 

Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3,217 

Other liabilities, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .. 43 

Authorized 75,000,000 shares, outstanding 2 1,294,223 shares. 

Accumulated comprehensive loss ...................................... (9) 

Total common equi ty... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The accompanying notes are an integral part of these financial statements 

December 3 1, 
2006 

$ 248 
68 

103 
5 5  
18 
A n  ._  

532 

328 
225 

19 
572 

333 
149 
41 
28 

737 
89 
44 

916 

70 

424 
40 
(9) 

639 
1,094 

$ 3,184 
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Louisville Gas and Electric Company 
Statements of Cash  Flows 

(llnaudited) 
(Millions of $) 

For the Nine Months Ended 
September 30, 

2007 
CASH FL.OWS FROM OPE.RATING ACTIVITIES: 

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

Items not requiring cash curr 
Depreciation and amortization.. . . . . . . . . . . . .  ...................... 
Deferred income taxes -ne t  ............................... 
VDT amortization ............................................ 
Investment tax credit - net 
Other ............................ 

Accounts receivable. . . . . . . . . . . . . . . . . . . . .  .............. 
Materials and supplies . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable ........................................... 
Accrued income taxes. ............................................ 

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

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

Changes in current assets and liabilities: 

Other current assets . . . . . . . . .  ............................ 4 
3 Other current liabilities .............. ........................ 

Pension funding (Note 4). ..................... ................... (56)  
Fuel adjustment clause receivable, net ................... (10) 
Gas supply clause receivable, net., ....................................... (21) 
MISO exit, . . . . . . . . . . . .  ......................................... 
Other.. . . . . . . . . . . . . . . . .  8 

Net cash provided by o 121 

CASH FLOWS FROM INVESTING ACTIVIT1E.S: 
Construction expenditures.. ...................... ................ (137) 
Change in restricted cash ............................... (3) 

(140) Net cash used for investing activities ...................... 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Proceeds from issuance of affiliated company debt (Note 6) .................... 266 
Repayment of debt from affiliated company (Note 6) , ,  .......................... (90) 
Retirement of first mortgage bonds (Note 6) ............................ (126) 

126 
Retirement of preferred stock (Note 6) ..................... (92) 
Payment of dividends 0 

Issuance of pollution control bonds (Note 6) ..... 

................................................ 
Net cash provided by (used for) financing activities .......................... IS 

(4) 

I 

3 

CHANGE. n\r CASH AND CASH EQUIVALENTS ............... 

CASH AND CASH EQUIVALENTS AT BE.GINNING OF PE.RlOD 

CASH AND CASH E.QUlVALENTS AT END OF PERIOD. ......... - 
The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Comprehensive income 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2007 2006 - 2007 2006 
Net income ...................................................... $ 45 $ 40 $ 101 $ 90 

Gain (loss) on derivative instruments and hedging activities - 
net oftax benefit (expense) of $3 million, $4 million, 

7 $ ( I )  million and $( 1 )  million, respectively (Note 3). ......... (4) (6) 1 - 
Comprehensive income, net oftax.. (4) (6)  1 I 

7 ............................... 

Comprehensive income ......................................... $ 41 $ 34 $ 102 $ 92 

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

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts ofthe Company. L,G&E,’s common stock is 
wholly-owned by E. ON US., an indirect wholly-owned subsidiary of  E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only of normal 
recurring adjustments, necessary for a fair statement of financial position, results of operations, retained 
earnings, comprehensive income and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with generally 
accepted accounting principles have hem condensed or omitted, although the Company believes that the 
disclosures are adequate to make the information presented not misleading. These unaudited financial 
statements and notes should be read in conjunction with the Company’s annual report for the year ended 
December 3 I ,  2006, including management’s discussion and analysis and the audited financial statements 
and notes therein. 

Certain reclassification entries have been made to the previous year’s financial statements to conform to 
the 2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net 
income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

I n  July 2006, the FASB issued FIN 48, Accotmting for llncertainty it7 Income Taxev, ai7 interpretation of 
FASB Statentent No IOY.  Artorm/ing for Incorne Taxes. FIN 48 clarifies accounting for income taxes to 
provide improved consistency of‘ criteria used to recognize, derecognize and measure benefits related to 
income taxes. L,G&€ adopted the provisions of FIN 48 effective January 1, 2007. See Note 5 ,  Income 
Taxes. 

In February 2007, the FASB issued SFAS No. 159, T/7e Fair Value Option,for FinancialA.ssets and 
Financial Liabi1itie.s - Incliidii7g an Amendinent ofFASB Statement No 11.5. SFAS No. I59 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option) Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. LG&E will 
adopt SFAS No. 159 effective January I ,  2008, and expects no impact on its financial statements upon 
adoption 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to LG&E’s 
Annual Report, Note 2 of the financial statements, for the year ended December 3 1, 2006. 

7 



The following regulatory assets and liabilities were included in LG&E’s Balance Sheets: 

Louisville Gas and E.lectric Company 
(unaudited) 

(in millions) 

ARO 
Unamortized loss on bonds 
Gas supply adjustments 
FAC 
MISO exit 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Cas supply adjustments 
Other 
Total regulatory liabilities 

September 30, 
- 2007 

$ 24 
19 
16 
14 
13 
4 
3 

99 

December 3 I ,  
2006 

$ 22 
20 
21 

4 
I3 
9 

93 
4 

3 2 
$_zzi LLE 
$ 239 $ 232 

50 54 
12 31 

LG&E does not currently earn a rate of return on the regulatory assets associated with the gas supply cost 
and gas performance-based ratemaking adjustments (both made through the Gas Supply Clause) and FAC; 
both the Gas Supply Clause and the FAC are separate recovery mechanisms with recovery within twelve 
months. No return is earned on the pension and postretirement benefits regulatory asset which represents 
the changes in funded status of  the plans. The Company will seek recovery of this asset in future 
proceedings with the Kentucky Commission. No return is currently earned on the ARO asset. This 
regulatory asset will be offset against the associated regulatory liability, ARO asset and ARO liability at 
the time the underlying asset is retired. The MISO exit amount represents the costs relating to the 
withdrawal from MISO membership. LG&E expects to seek recovery of this asset in future proceedings 
with the Kentucky Commission. LG&E currently earns a rate of return on the remaining regulatory assets. 

FAC. In December 2006, the Kentucky Commission initiated its periodic two-year review of LG&E.’s 
past operations of the fuel clause and transfer of fuel costs from the FAC to base rates. In March 2007, 
intervenors representing industrial customers challenged LG&E’s recovery of $0.5 million in aggregate 
fuel costs LG&E incurred during a period prior to its exit from the MIS0 and requested the Kentucky 
Commission disallow this amount. A public hearing was held in May 2007. Final briefs were filed by the 
Company and the intervenors in June 2007. In October 2007, the Kentucky Commission issued its Order 
in this proceeding. The Kentucky Commission findings were that LG&E incurred no improper fuel cost 
during the two-year review period and that LG&E was in compliance with the provisions of 
Administrative Regulation 807 KAR 55056. The Kentucky Commission further approved LG&E’s 
recommendation for the transfer of fuel cost from the FAC to base rates. In November 2007, the KlUC 
filed a petition for rehearing, claiming the Kentucky Commission misinterpreted the KIUC’s arguments in 
the proceeding. The Company expects a ruling from the Kentucky Commission by the end of November 
2007. 
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ECR. Kentucky law permits LG&E to recover the costs of complying with the Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the E.CR mechanism. The 
amount of the regulatory asset or liability is the amount that has been under- or over- recovered due to timing 
or adjustments to the mechanism once approved by the Kentucky Commission. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews of LG&E’s 
environmental surcharge. These proceedings are expected to be completed in the first quarter of 2008 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofLG&E’s 
environmental surcharge. A final Order was received in January 2007, approving the charges and credits 
billed through the ECR during the review period as well as approving billing adjustments, a roll-in to base 
rates, revisions to the monthly surcharge filing and the rate of return on capital. 

Other Rewlatorv Matters 

Regional Reliability Council, LG&E has changed its regional reliability council membership from the 
Reliability First Corporation to the SERC Reliability Corporation, effective January I ,  2007. Regional 
reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk 
electric supply systems in North America. 

Market-Based Rate  Authority. LG&E has received permission to sell power at market-based rates at the 
interface of control areas in which they may be deemed to have market power, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by 
LG&E of power at market-based rates in the LG&E/KU and Big Rivers Electric Corporation control 
areas. In June 2007, the E R C  issued Order No. 697 implementing certain reforms to market-based rate 
regulations, including restrictions similar to those previously in place for L.G&E’s power sales at control 
area interfaces As a condition of receiving and retaining market-based rate authority, L.G&E must comply 
with affiliate restrictions housed in FERC’s Commissions regulation unless otherwise permitted by 
Commission rule or order. 

Real-Time Pricing, In December 2006, the Kentucky Commission issued an administrative order 
indicating that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, all five Kentucky Commission.jurisdictiona1 utilities are required to file 
real-time pricing pilot programs for their large commercial and industrial customers. L.G&E has developed 
a real-time pricing pilot for large industrial and commercial customers and filed the details ofthe plan 
with the Kentucky Commission in April 2007. 

As part of the LG&E 2004 rate case settlement agreements, and as referred to in the Kentucky 
Commission EPAct 2005 administrative order, LG&E made its Responsive Pricing and Smart Metering 
Pilot Program filing, which addresses real-time pricing for residential and general service customers, in 
March 2007. The plan was approved by the Kentucky Commission in July 2007. 

Gas Storage Field Matter. In March 2007, LG&E commenced a review ofcertain federal and 
state permitting, licensing and oversight matters relating to existing natural gas operations at its Doe Run, 
Kentucky storage field. The review relates, in part, to the applicable,jurisdictional status of such 
operations under the Natural Gas Act and whether additional applications, filings or exemptions are 
required or advisable. During March 2007, LG&E. reported to the FERC the existence of possible 
permitting failures and in April 2007, filed an application for corrective Federal Power Act authorizations. 
In .July 2007, the FERC accepted LG&E’s Federal Power Act filing granting appropriate permit status for 
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retail gas activities. This corrective event places these activities in compliance for future periods In 
August 2007, the FERC advised L.G&E that it had concluded its investigation related to prior periods and 
had closed the matter with no further actions. 

Note 3 - Financial Instruments 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of 
these financial instruments is intended to mitigate risk, earnings and cash flow volatility and is not 
speculative in nature. Management has designated all of the interest rate swaps as hedge instruments. 
Financial instruments designated as cash flow hedges have resulting gains and losses recorded within 
other comprehensive income and stockholders' equity. Financial instruments designated as fair value 
hedges and the underlying hedged items are periodically marked to market with the resulting net gains and 
losses recorded directly into net income. llpon termination of any fair value hedge, the resulting gain or 
loss is recorded into net income. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $21 1 
million as of September 30, 2007 and December 3 1,2006. Under these swap agreements, LG&E paid 
fixed rates averaging 4.38% and received variable rates based on LIBOR or the Securities Industry and 
Financial Markets Association's municipal swap index averaging 3.87% at September 30,2007. The swap 
agreements in effect at September 30, 2007, have been designated as cash flow hedges and mature on 
dates ranging from 2020 to 2033 The cash flow designation was assigned because the underlying variable 
rate debt has variable future cash flows. The hedges have been deemed to be fully effective resulting in a 
pre-tax gain o f$2  million for the nine months ended September 30, 2007, recorded in other 
comprehensive income. lJpon expiration of these hedges, the amount recorded in other comprehensive 
income will be reclassified into earnings. The amount expected to be reclassified from other 
comprehensive income to earnings in the next twelve months is less than $1 million. A deposit in the 
amount of $9 million, used as collateral for one of the interest rate swaps, is included in restricted cash on 
the balance sheet. The amount of the deposit required is tied to the market value of the swap. The 
remaining restricted cash relates to construction deposits. 

Energy Trading and Risk Management Activities (non-hedging derivatives). LG&E conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No. 133, Accozrnting,for Derivarive 
In.stratments and Hedging Activiries, as amended. 

The table below summarizes LG&E's energy trading and risk management activities for the nine months 
ended September 30: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  

2 
( 3 )  

111 2 
L $_I 

$ 1  
Fair value ofcontracts when entered into during the period 
Contracts realized or otherwise settled during the period 
Changes in fair values due to changes in assumptions 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2007 or 2006. Changes in market pricing, interest rate and volatility assumptions were made during both 
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years. All contracts outstanding at September 30,2007 and 2006, had a maturity of less than one year and 
were valued using prices actively quoted for proposed or executed transactions or quoted by brokers. 

Note 4 ~ Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other 
postretirement benefit plans: 

(in millions) 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization of transitional obligation 

Benefit cost 

Three Months Ended 
September 30, 

Other 
Pension Postretirement 
Benefits Benefits 

2007 2006 2007 2006 

$ -  $ I  $ -  $ -  
6 6 2 I 

Nine Months E,nded 
September 30, 

Other 

Benefits 
Pension Postretirement 

2007 2006 2007 2006 

$ 3  $ 3  $ 1  $ 1  
19 17 4 4 

4 3 1 2 
I 3 -.la2 - 1 

U U $ 4  $=s 

(25) (20) - 

Net periodic benefit costs incurred by employees ofLG&E are reflected in both utility plant on the 
balance sheet and in operating expense on the income statement. The above costs do not include 
allocations of net periodic benefit costs from affiliates whose employees provide services to LG&E. 

The pension plans are funded in accordance with all applicable requirements of the Employee 
Retirement Income Security Act of 1974 and the Internal Revenue Code. In January 2007, LG&E 
made a discretionary contribution to the pension plan in the amount of $56 million, which was 
slightly more than the $52 million accrued benefit liability as of December i l ,2006., L.G&E does 
not expect to make any further contributions to the pension plans in 2007. LG&E made 
contributions of approximately $6 million to other postretirement benefit plans for the nine months 
ended September 30,2007. LG&E anticipates making further voluntary contributions in 2007 to 
fund the Voluntary Employee Beneficiary Association trusts to match the annual postretirement 
expense and funding the postretirement medical account under the pension plan up to the 
maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U S ’ S  direct parent, EUSIC, for each tax 
period. Each subsidiary of the consolidated tax group, including LG&E, will calculate its separate income 
tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or received from the 
parent company, or its designee. LG&E also files income tax returns in various state ,jurisdictions. With 
few exceptions, LG&E is no longer subject to U S .  federal, state or non-U.S. income tax examinations by 
tax authorities for years before 2004. Statutes of limitations related to the 2004 and later returns are still 
open,. Tax years 2005, 2006 and 2007 are under audit by the IRS with the 2007 return being examined 
under an IRS pilot program named “Compliance Assurance Process”. This program accelerates the IRS’s 
review to the actual calendar year applicable to the return and ends 90 days after the return is filed. 



LG&E adopted the provisions of FIN 48 effective January 1,2007. At the date of adopting FIN 48, LG&E 
had $7 million of unrecognized tax benefits, $5 million related to federal income taxes and $2 million 
related to state income taxes, If recognized, the entire $7 million of  unrecognized tax benefits would 
reduce the effective tax rate., 

Included in other liabilities at September 30, 2007, is less than $ 1  million of tax positions for which the 
ultimate deductibility is highly certain but for which there is uncertainty about the timing ofsuch 
deductibility. Furthermore, possible amounts of uncertain tax positions for LG&E that may decrease 
within the next 12 months total $1 million. The estimated amount of the change in uncertain tax position is 
based on the expiration of statutes during 2007. 

LG&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and 
penalties. Prior to the adoption of FIN 48, LG&E recorded interest and penalties for income taxes on the 
income statement in income tax expense and in the taxes accrued balance sheet account, net of tax. Upon 
adoption of FIN 48, interest and penalties are recorded as operating expenses on the income statement and 
accrued expenses in the balance sheet, on a pre-tax basis. The interest accrued is based on federal and state 
large corporate underpayment interest rates 

The amount LG&E recognized as interest accrued related to unrecognized tax benefits in interest expense 
in operating expenses was less than $1 million at both September 30,2007 and December 31 ,  2006. No 
penalties were accrued by LG&E upon adoption of FIN 48 or through September 30,2007. 

In June 2006, LG&E. and KU filed a joint application with the DOE. requesting certification to be eligible 
for investment tax credits applicable to the construction ofTC2. In November 2006, the DOE. and the IRS 
announced that LG&E. and KU were selected to receive the tax credit. An additional IRS certification 
required to obtain the investment tax credit was received in August 2007. LG&E’s portion of the tax credit 
will be approximately $24 million over the construction period of TC2 and will be amortized to income 
over the life ofthe related property In the third quarter of 2007, based on eligible construction 
expenditures incurred in 2007, L.G&E. recorded $3 million of federal investment tax credit. The credit 
recorded decreased current federal income taxes by $3 million, during the three months ended September 
30, 2007, and $8 million for the nine months ended September 30, 2007. 

Note 6 - Short-Term and Long-Term Debt 

All of LG&E’s first mortgage bonds were released and terminated in April 2007. Only the tax-exempt 
revenue bonds issued by the counties remain. Under the provisions for certain of LG&E’s variable-rate 
pollution control bonds, the bonds are sub,ject to tender for purchase at the option ofthe holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during the nine months ended September 30, 2007 was 3.69%. 

During June 2007, LG&E’s five existing lines of credit totaling $1 85 million expired and were replaced 
with short-term bilateral lines of credit facilities totaling $125 million. There was no outstanding balance 
under any of these facilities at September 30,2007. During the third quarter of 2007, LG&E extended the 
maturity date of these facilities through June 2012. 
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LG&E participates in an intercompany money pool agreement wherein E ON 1J.S. and/or Kll make funds 
available to LG&E at market-based rates (based on highly rated commercial paper issues) of up to $400 
million Details ofthe balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
September 30, 2007 $400 $106 $294 5.62% 
December 3 I ,  2006 $400 $68 $332 5.25% 

E.ON 1J.S. maintains a revolving credit facility totaling $150 million and $200 million at September 30, 
2007 and December 31, 2006, respectively, with an affiliated company, E.ON North America, Inc., to 
ensure funding availahility for the money pool. The balance is as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
September 30,2007 $150 $122 $28 5.45% 
December 3 I ,  2006 $200 $102 $98 5.49% 

Redemptions of long-term debt year-to-date through September 30,2007, are summarized below: 

Principal 
Amount Secured/ - Year Description (in millions) Rate Unsecured Maturity 

2007 Pollution control bonds $3 1 Variable Secured 2017 
2007 Pollution control bonds $60 Variable Secured 2017 
2007 Pollution control bonds $35 Variable Secured 201.3 

Issuances of long-term debt year-to-date through September 30,2007, are summarized below: 

Principal 
Amount Secured/ 

Rate Unsecured Maturity Description (in millions) 
2007 Pollution control bonds $3 1 Variable Unsecured 2033 
2007 Pollution control bonds $60 4.60% Unsecured 2033 
2007 Pollution control bonds $35 Variable Unsecured 2033 
2007 Due to Fidelia $70 5.98% Unsecured 2037 
2007 Due to Fidelia $68 5.93% {Jnsecured 203 1 

In .January 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain 
financial transactions, including arrangements which provided a source of funds for the redemption of 
LG&E’s preferred stock. In April 2007, LG&E redeemed all of its outstanding shares of its series of 
preferred stock at the following redemption prices, respectively, plus an amount equal to accrued and 
unpaid dividends to the redemption date: 

860,287 shares of5% cumulative preferred stock (par value $25 per share) at $28 per share; 
200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 

0 500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $: 100 per 
share. 
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Dividends on the shares of preferred stock ceased to accumulate on the redemption date and no further 
dividends will be paid or will accrue on such preferred stock thereafter. 
In April 2007, LG&E agreed with Fidelia to eliminate the lien on two secured intercompany loans totaling 
$125 million. 

In April 2007, L,G&E entered into two long-term borrowing arrangements with Fidelia in an aggregate 
principal amount of $138 million. The loan proceeds were used to fund the preferred stock redemption and 
to repay certain short-term loans incurred to fund the pension contribution made by the Company during 
the first quarter. 

In April 2007, LG&E. completed a series of financial transactions impacting its periodic reporting 
requirements. The pollution control revenue bonds issued by certain governmental entities secured by the 
$3 1 million Pollution Control Series S, the $60 million Pollution Control Series T and the $35 million 
Pollution Control Series U bonds were refinanced and replaced with new unsecured tax-exempt bonds of 
like amounts. Pursuant to the terms of the bonds, an underlying lien on substantially all of L.G&E's assets 
was released following the completion of these steps, 

As of April 27, 2007, LG&E no longer has any secured debt and is no longer subject to periodic reporting 
under the Securities Exchange Act of 1934. 

Note 7 ., Commitments and Contingencies 

E,xcept as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status of various commitments or contingent liabilities from that discussed in LG&E's 
Annual Report for the year ended December 31, 2006 (including in Notes 2 and 9 to the financial 
statements of LG&E. contained therein). See the above-referenced notes in LG&E's Annual Report for 
information regarding such commitments or contingencies. 

Construction Program. LG&E had approximately $94 million ofcommitments in connection with its 
construction program at September 30,2007. 

i n  June 2006, LG&E, and KU entered into a construction contract regarding the TC2 project. The contract 
is generally in the form o f a  lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery of the project, according to designated specifications, 
terms and conditions. The contract price and its components are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangements of this type, including termination for convenience or for cause rights. 

TC2 Air Permit. In December 2005, the Sierra Club and other environmental groups filed a petition 
challenging the air permit issued for the TC2 baseload generating unit. The filing of the challenge did not 
stay the permit, so the Company was free to proceed with construction during the pendancy of the action. 
In June 2007, the state hearing officer assigned to the matter recommended upholding the air permit with 
minor revisions. I n  September 2007, the Secretary of the Kentucky Environmental and Public Protection 
Cabinet issued a final order approving the hearing officer's recommendation and upholding the permit. 
The Sierra Club did not seek judicial review of the final order. In addition, the Company applied for a 
permit revision to reflect minor design changes to TC2. In October 2007, the Sierra Club submitted 
comments to the Cabinet objecting to the draft permit revision and attempting to reassert its previous 
general objections to the generating unit. The Company is currently unable to predict the ultimate outcome 
of this matter. 
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Environmental Matters. L.G&E.’s operations are subject to a number of environmental laws and 
regulations, governing, among other things, air emissions, wastewater discharges, the use, handling and 
disposal of hazardous substances and wastes, soil and groundwater contamination and employee health 
and safety 

Clean Air Act Reqirirernen/.s The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight ofthe E.PA. The key Clean Air Act programs relevant to LG&E’s business operations 
are described below. 

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

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO? and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85 percent from 1990 levels in order to 
mitigate ozone transport from the midwestern U.S.. to the northeastern U.S. To implement the new federal 
requirements, in 2002, Kentucky amended its SIP to require electric generating units to reduce their NOx 
emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the E.PA issued the 
CAIR which requires additional SO? emission reductions of 70 percent and NOx emission reductions of 
65 percent from 200.3 levels The CAIR provides for a two-phase cap and trade program, with initial 
reductions ofNOx and SO? emissions due by 2009 and 2010, respectively, and final reductions due by 
201 5. The final rule is currently under challenge in a number of federal court proceedings. In 2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAIR. 
Depending on the level of action determined necessary to bring local non-attainment areas into 
compliance with the new ozone and fine particulate standards, LG&E’s power plants are potentially 
subject to additional reductions in SO2 and NOx emissions. LG&E’s weighted-average company-wide 
emission rate for SO? in the third quarter of 2007 was 0.49 Ibs./MMBtu of heat input, with every 
generating unit below its emission limit established by the Kentucky Division for Air Quality and the 
Louisville Metro Air Pollution Control District. 

Huzardozrs AirPollu/an/.s As provided in the 1990 amendments to the Clean Air Act, the EPA investi- 
gated hazardous air pollutant emissions from electric utilities and submitted a report to Congress identify- 
ing mercury emissions from coal-tired power plants as warranting fbrther study. In 2005, the EPA issued 
the CAMR establishing mercury standards for new power plants and requiring all states to issue new SIPS 
including mercury requirements for existing power plants. The E.PA issued a model rule which provides 
for a two-phase cap and trade program with initial reductions due by 2010 and final reductions due by 
201 8. The CAMR provides for reductions of 70 percent from 2003 levels, The EPA closely integrated the 
CAMR and CAIR programs to ensure that the 2010 mercury reduction targets will be achieved as a “CO- 
benefit” of the controls installed for purposes ofcompliance with the CAIR. The final rule is also cur- 
rently under challenge in the federal courts. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In addition, in 2005 and 2006, state and local air 
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agencies in Kentucky have proposed or adopted rules aimed at regulating additional hazardous air pollut- 
ants from sources including power plants. To the extent those rules are final, they are not expected to have 
a material impact on LG&E’s power plant operations. 

Acid Rain Program The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade pro- 
gram to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions 
in the northeastern 1J.S The 1990 amendments also contained requirements for power plants to reduce 
NOx emissions through the use of available combustion controls. 

Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPS that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility 
impairing pollutants. IJnder the final rule, because the CAIR will result in more visibility improvement 
than BART, states are allowed to substitute CAIR requirements in their regional haze SIPS in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts. 

lnstallation of Pollu/ion Cor?/rol.r Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. L,G&E. had previously installed flue gas 
desulfurization equipment on all of its generating units prior to the effective date of the acid rain program. 
LG&E‘s strategy for its Phase I 1  SO1 requirements, which commenced in 2000, is to use accumulated 
emission allowances to defer additional capital expenditures and to continue to evaluate improvements to 
further reduce SO2 emissions. In order to achieve the NOx emission reductions mandated by the NOx SIP 
Call, LG&E installed additional NOx controls, including selective catalytic reduction technology, during 
the 2000 to 2006 time period at a cost of $1 87 million. In 2001, the Kentucky Commission granted 
recovery in principle of these costs incurred by LG&E under its periodic environmental surcharge review 
mechanisms. 

In order to achieve the emissions reductions mandated by the CAlR and CAMR, LG&E expects to incur 
additional operating and maintenance costs in operating such controls. In 2005, the Kentucky Commission 
granted recovery in principle of these costs incurred by LG&E under its periodic environmental surcharge 
review mechanisms LG&E believes its costs in reducing SO2, NOx and mercury emissions to be 
comparable to those of similarly situated utilities with like generation assets. LG&E’s compliance plans 
are subject to many factors including developments in the emission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air technology. LG&E will 
continue to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. 

Potential GHG Controls In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The [ I S .  has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states, 
including I 1 northeastern U.S. states under the Regional GHG Initiative program and California, have 
adopted their own GHG emission reduction programs. Substantial efforts to pass federal GHG legislation 
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are ongoing., A Supreme Court decision has clarified the authority ofthe EPA to regulate GHG emissions 
under certain circumstances, and other litigation currently pending before various courts may provide 
additional clarification of the authority of the EPA and the states. LG&E. is monitoring ongoing efforts to 
enact GHG reduction requirements at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. 

L,G&E. is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted. As 
a company with significant coal-fired generating assets, LG&E could be substantially impacted by 
programs requiring mandatory reductions in GHG emissions, although the precise impact on the 
operations of LG&E, including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the enactment of such programs. 

Secrion I14 Reqitesrs in August 2007, the EPA issued administrative infonation requests under Section 
114 of the Clean Air Act requesting new source review-related data regarding certain construction and 
maintenance activities at LG&E’s Mill Creek 4 and Trimble County I generating units and KU’s Ghent 2 
generating unit. The Companies are complying with the information requests and are not able to predict 
further proceedings in this matter at this time. 

General Environriieriral Proceedirigs From time to time, LG&E appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include remediation obligations for former 
manufactured gas plant sites; liability under the Comprehensive Environmental Response, Compensation 
and Liability Act for cleanup at various off-site waste sites; ongoing claims regarding alleged particulate 
emissions from LG&E.‘s Cane Run station; and ongoing claims regarding GHG emissions from LG&E’s 
generating stations Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of LG&E. 

Note 8 - Segments o f  Business 

LG&E.’s revenues, net income and total assets by business segment follow: 

(in millions) 
LG&E Electric 

Revenues 
Net income 
Total assets 

LG&E Gas 
Revenues 
Net income 
Total assets 

Total 
Revenues 
Net income 
Total assets 

Three Months E.nded Nine Months Ended 

2007 2006 &oJ 2006 

$ 270 $ 269 $718 $ 704 
50 43 97 86 

2,606 2,454 2,606 2,454 

September 30, September 30, 

36 34 240 288 
(5) (3) 4 4 

61 I 563 61 I 563 

306 303 958 992 
45 40 101 90 

3,217 3,017 3,217 3,017 
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Note 9 - Related Party Transactions 

LG&E and other subsidiaries of E O N  engage in related party transactions. Transactions between LG&E 
and E O N  U.S. subsidiaries are eliminated upon consolidation of E.ON U S  Transactions between LG&E 
and E.ON subsidiaries are eliminated upon consolidation ofE.ON, These transactions are generally 
performed at cost and are in accordance with FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

LG&E. and K U  purchase energy from each other in order to effectively manage the load of their retail 
customers and to satisfy off-system sales. These sales and purchases are included in the statements of 
income as electric operating revenues and purchased power operating expense. LG&E intercompany 
electric revenues and purchased power expense is as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2006 2007 2006 
$23 $7 1 $67 

(in millions) 2007 
Electric operating revenues from K U  
Purchased power from KU 7 17 33 52 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days. 

$18 

LG&E.'s intercompany interest expense is as follows: 

Three Months Ended 
Seotember 30, 

(in millions) 2007 2006 
Interest on money pool loans $1 $- 
Interest on Fidelia loans 5 3 

Other Intercompany Billings 

Nine Months Ended 
September 30, 

2007 2006 
$3 $1 
12 8 

E.ON U.S. Services provides LG&E with a variety of centralized administrative, management and support 
services. These charges include payroll and income taxes paid by E.ON U.S. on behalfofL.G&E, labor 
and overhead charges of L O N  U.S. Services employees performing services for LG&E and vouchers paid 
by E.ON U S .  Services, including fuel purchases, on behalf of LG&E. The cost of these services are 
directly charged to LG&E, or for general costs which cannot be directly attributed, charged based on 
predetermined allocation factors, including the following ratios: number of customers, total assets, 
revenues, number of employees and other statistical information. These costs are charged on an actual cost 
basis. 

In addition, LG&E and KU provide services to each other and to EON U.S. Services. Billings between 
LG&E and KU relate to labor and overheads associated with union employees performing work for the 
other utility, charges related 10,jointly-owned combustion turbines and other miscellaneous charges. 
Billings from LG&E to E O N  U.S. Services include cash received by E.ON U.S. Services on behalf of 
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LG&E, primarily tax settlements, and services provided by LG&E to other non-regulated businesses 
which are paid through E.ON U.S. Services. 

Intercompany billings to and from LG&E are as follows: 

Three Months Ended Nine Months Ended 
Seatember 30, Seatember 30, 

(in millions) 2007 
E.ON US. Services billings to LG&E $52 

2006 2007 2006 
$ 5 7  $302 $162 . 

LG&E billings to K U  2 21 35 .3 1 

LC&E billings to E.ON U.S Services 9 1 1 1  4 
KU billings to LG&E 1 1  14 33 29 

During the nine months ended September 30,2007, LG&E paid dividends of $65 million to its common 
shareholder, E ON U S  
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INDE,X OF ABBREVIATIONS 

ARO 
BART 
CAlR 
CAMR 
CAVR 
Clean Air Act 
Company 
ECR 
E O N  
E ON U S .  
E O N  U S Services 
EPA 
EPAct 2005 
EUSlC 
FAC 
FASB 
FERC 
Fidelia 
FIN 
GHG 
IRS 
Kentucky Commission 
K U  
LG&E 
LIBOR 
MISO 
MMBtu 
NAAQS 
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SIP 
SO2 
TC2 

Asset Retirement Obligation 
Best Available Retrofit Technology 
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The Clean Air Act, as amended in 1990 
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E.ON AG 
E O N  U.S. LLC (formerly LG&E Energy L.LC and LG&E. Energy Corp.) -. 
E.ON US Services Inc. iforrner~y LG&E Energy Services 1nc.Y 
U S .  Environmental Protection Agency 
Energy Policy Act of 2005 
E.,ON U.S. Investments Corp. 
Fuel Adjustment Clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Fidelia Corporation (an E.ON affiliate) 
FASB Interpretation Number 
Greenhouse Gas 
Internal Revenue Service 
Kentucky Public Service Commission 
Kentucky Utilities Company 
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London Interbank Offer Rate 
Midwest Independent Transmission System Operator, Inc 
Million British Thermal Units 
National Ambient Air Quality Standards 
Nitrogen Oxide 
Public Utility Holding Company Act of 2005 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
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Financial Statements (Unaudited) 

Louisville Gas and Electric Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended 
lune 30, 

2007 
OPE.RATING REVE.NUE.S: 
Electric (Note 8 ) . . ,  ......... 
Gas(Note 8) ...... ................ 

Total operating revenues 

OPE.RATlNG EXPE.NSES: 
Fuel for electric generation. ........................... 
Power purchased.. .................................... 16 
Gas supply expenses ......... 34 

Depreciation and amortization.. ...................... ~ 32 

79 

Other operation and maintenance expenses. _." .. 66 

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

OPERATING INCOME. 50 

. . . . . . . . . . . .  Other expense (income) - net 
lnterest expense (Notes 3, 5 and 6) .............. 

(1) 
9 
6 

36 

Interest expense to affiliated companies (Note 

INCOME BEFORE INCOME TAXES ................. 

Federal and state income taxes (Note 5).. . . . . . . . . . . .  ~ 12 

NET MCOME .,.. ................. . . . . . . . . . . . . .  $ 24 - 

2006 

$ 223 
54 

21 7 

70 
26 
38 
65 
31 

230 

47 

1 
6 
3 

31 

I2 

$ 25 

- 

___ 

Six Months Ended 
lune 30, 

2007 

$ 449 
203 
652 

I56 
42 

148 
135 
63 

544 

I08 

I 
15 
8 

84 

28 

$ 56 --- 

2006 

$ 435 
254 
689 

135 
54 

200 
143 

G I  
593 

96 

1 
13 
1 

15 

25 

$ 50 

- 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Retained Earnings 

(Ilnaudited) 
(Millions of $) 

Three Months Ended 
.June 30, 

2007 2006 

Balance at beginning of period .... $ 635 $ 605 
Net income .................................... 24 25 
Preferred stock buyback.. . . . . .  (4)-  

Subtotal., . . . . . . . . . . . . . . . . . . . . .  ___ 655 ____ 630 

Cash dividends declared on stock: 
Cumulative preferred . . . . . . . . . . . . . . . . . . . .  1 
Common . ,  , . . . . . . . . . . . . . . . . .  30- 20 

Subtotal. ................................ - 21 

Balance at end of period . . . . . . . . . . . . . . . . . .  ____I $ 609 

30 ~ 

The accompanying noles arc an  inlegral part of these financial statements 

Six Months Ended 
lune 30, 

2007 - 2006 

$ 639 $ 621 
56 50 

2 -  67 1 
(4)- 
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Louisville Gas and Electric Company 
Balance Sheets 

(1Jnaudited) 
(Millions of $) 

ASSE.TS 
June 30, 

2007 
Current assets: 

Accounts receivable - less reserves of $2 million 

Accounts receivable from affiliated companies (Note 9) ....... 
Materials and supplies: 

Cash and cash equivalents . . . . . . . . . . . . . . . .  $ 5 

as oflune 30,2007 and December 31,2006, ..... 129 
32 

Fuel (predominantly coal). ........................ 46 

Other materials and supplies.. ........................... 30 
8 

Total current assets. .............................. 279 

1 

Gas stored underground,. .......... 29 

Prepayments and other curient assets . . . . . .  

Other property and investments ................................... 

lJtility plant: 
.......................................... 4, I93 

. , , " , , ,  1,581 
2,6 12 . .  Net utility plant. .............................................. 

Deferred debits and other assets: 
Restricted cash.. ............................................ 24 
Regulatory assets (Note 2): 

Pension and postretirement benefits.. ........................ 126 
Other." .......................................... 99 

Other assets. ...... ................................ 14 
Total deferred debits and other assets. .................... 263 

Total assets ................................................. $ 3,155 

The accompanying notes are an integral part of these financial statements 

December 3 1, 
2006 

$ 7 

I65 
19 

38 
83 
30 

9 
35 1 

I 

4,123 
1,534 
2,589 

16 

126 
93 
8 

243 

$ 3,184 
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Louisville Gas and Electric Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of$) 

L,lABIL.lTlES AND EQUITY 
.June 30, 

2007 
Current liabilities: 
Current portion of long-term debt .......................... $ 120 
Notes payable to affiliated comp Note 6 and Note 9) ....... 87 
Accounts payable, ......................................................... 80 
Accounts payable to affiliated companies (Note 9). . . . . . . . . . . . . .  6 1  
Customer deposits.. . . . . . . .  . . . . . . . . . . . . . . . . . . .  19 
Other current liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23 

Total current liabilities . . . . . . . . . . . .  . . . . . . . .  396 

Long-term debt: 

Lmg-term debt to affiliated company (Note 9) . . . . . . . . . . . . . . .  
Mandatorily redeemable preferred stock.. . . . . . . . . . . .  

Long-term debt (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . .  455 
363 

Total long-term debt., ......................................... 818 

Accumulated deferred income taxes., ............................. 339 
Accumulated provision for pensions and related benefits,. . . . . . .  95 
Investment tax credit . . . . . . . . . . . . . . . . . . . . . . . . .  44 
Asset retirement obligation ....................... 29 
Regulatory liabilities (Note 2): 

236 
67 

Other liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  46 
856 

Cumulative preferred stock., ., . . 

Deferred credits and other liabilities: 

Accumulated cost of removal of utility plant,. . . . . . . . . . . . . . . . . .  
Deferred income taxes - net and other.. . . . . . . . . . . . . . . . . . . . . . . . .  

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

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

Common equity: 
Common stock, without par value - 

Authorized 75,000,000 shares, outstanding 2 1,294,223 shares. 424 
Additional paid-in capital. ............................... 40 
Accumulated comprehensive loss (4) ....................... 
Retained earnings .................................... 625 

Total common equity.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,085 

Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3,155 

The accompanying notes are an integral part of these financial statements 

December 3 I ,  
2006 

$ 248 
68 

I03 
55 
18 
40 

532 

328 
22s 

19 
572 

333 
I49 
41 
28 

232 
89 
A A  

916 

70 

424 
40 
(9) 

639 
1,094 

3,184 
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Louisville Gas and Electric Company 
Statements o i C a s h  Flows 

(Unaudited) 
(Millions of %) 

For the Six Months Ended 
lune 30. 

2007 
CASH FLOWS FROM OPERATING ACTIVITIES: 

Net income ....................................... 56 
Items not requiring cash currently: 

Depreciation and amortization. .............................. 63 
Deferred income taxes -net .......................................... 3 
VDT amortization .... ............................................... 
Investment tax credit - net .................................................... 3 
Other.. ......................................... 

Accounts receivable.. . ................................................. 23 
Materials and supplies ............................................ 46 

Changes in current assets and liabilities: 

........................................................... Accounts payable, (4) 
Other current liabilities. ......................................................... (10) 

Pension funding (Note 4)., (56) 
Gas supply clause receivable, net.., , . . (27) 

0 
Net cash provided by operating activities. .. . . . . . . . . . . . . . . . . . .  95 

Construction expenditures . , (86) 
Change in restricted cash. (8) 

Net cash used for investing activities ....... ". (94) 

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

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

CASH FLOWS FROM lNVE,STlNG ACTIVITIES: 
.......................... 

...................................................... 
~- 

CASIH FLOWS FROM FINANCING ACTIVITIES: 
L.ong-term borrowings from affiliated company (Note 6) 
Short-term borrowings from affiliated company (Note 6) ........................ 
Repayment of short-term borrowings from affiliated company (Note 6)." ." . 
Retirement of first mortgage bonds (Note 6). ....................................... 
Issuance of pollution control bonds (Note 6) .................................... 
Retirement of prefened stock (Note 6) ........ 
Payment ofdividends.. ............ 

Net cash used for financing activities.. ........................................... 

CI-IANGE M CASH AND CASH E.QUIVALENTS ............................... 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PENOD.  , , ,  , . . , "  

(2) 

7 

CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 5 $ 5 

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

(Unaudited) 
(Millions of $) 

Three Months E.nded 
June 30, 

2007 2006 
Net income., .................................................... $ 24 $ 25 

Gain on derivative instruments and hedging activities - 
net of tax (expense) of $(3)  million, $ ( 2 )  million, 
$(3) million and $(5)  million, respectively (Note 3) ......... 5 3 

Comprehensive income, net of tax ............................... 5 3 

Comprehensive income.. .................................. $ 29 $ 28 

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

Six Months E.nded 
.lune 30, 

2007 2006 
$ 56 $ 50 

5 8 

5 8 

$ 61 $ 58 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. LG&E’s common stock is 
wholly-owned by E,.ON I J X ,  an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only of normal 
recurring adjustments, necessary for a fair statement of financial position, results of operations, retained 
earnings, comprehensive income and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with generally 
accepted accounting principles have been condensed or omitted, although the Company believes that the 
disclosures are adequate to make the information presented not misleading. 

See LG&E.’s Anntial Report on Form IO-K for the year ended December 31,2006, for information 
relevant to the accompanying financial statements, including information as to the Company’s significant 
accounting policies. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to 
the 2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net 
income and cash flows., 

RECENT ACCOUNTING PRONOUNCEMENTS 

In July 2006, the FASB issued FIN 48, Accountingfor Uncertain(y in Income Tuxes, an interpretation o j  
FASB Stareinen/ No 109, Accolrnting for Inconre Tuxes. FIN 48 clarifies accounting for income taxes to 
provide improved consistency of criteria used to recognize, derecognize and measure benefits related to 
income taxes. LG&E. adopted the provisions of FIN 48 effective January 1,2007. See Note 5, Income 
Taxes. 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial L,iabilitie.s - Inclirding an Aniendnient of FASB Statement No 115, SFAS No. 159 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. LG&E. will 
adopt SFAS No. 159 effective January I ,  2008, and expects no impact on its financial statements upon 
adoption. 

Note 2 -Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to Part I, Item 8, 
Financial Statements and Supplementary Data, Note 2 of LG&E’s Annual Report on Form 10-K for the 
year ended December 3 I ,  2006 
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The following regulatory assets and liabilities were included in LG&E’s Balance Sheets: 

Louisville Gas and Electric Company 
(unaudited) 

(in millions) 

ARO 
Gas supply adjustments 
Unamortized loss on bonds 
MlSO exit 
ECR 
FAC 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Gas supply adjustments 
Other 
Total regulatory liabilities 

June 30, December 3 I ,  
2007 pJ& 

$ 23 $ 22 
19 21 
20 20 
13 13 
6 9 
9 4 
3 4 

99 93 

126 126 
u $_219 

$ 236 $ 232 
51 54 

8 31 
8 4 
fG-iQ2 9;3:!1 

LG&E does not currently citrn a rate of return on the regulatory assets associated with the gas supply cost 
and gas performance-based ratemaking adjustments (both made through the Gas Supply Clause) and FAC; 
both the Gas Supply Clause and the FAC are separate recovery mechanisms. No return is earned on the 
pension and postretirement benefits regulatory asset which represents the changes in funded status ofthe 
plans that the Company will seek recovery of in future proceedings with the Kentucky Commission. No 
return is currently earned on the ARO asset. This regulatory asset will be offset against the associated 
regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. The MISO exit 
amount represents the costs relating to the withdrawal from MlSO membership. LG&E. expects to seek 
recovery of this asset in future proceedings with the Kentucky Commission. LG&E currently earns a rate 
of return on the remaining regulatory assets. 

ECR. Kentucky law permits LG&E to recover the costs ofcomplying with the Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The 
amount of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing 
or ad,justments to the mechanism once approved by the Kentucky Commission. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E’s 
environmental surcharge. A final Order was received in January 2007, approving the charges and credits 
billed through the ECR during the review period as well as approving billing ad,justments, a roll-in to base 
rates, revisions to the monthly surcharge filing and the rate of return on capital. 

FAC. In  December 2006, the Kentucky Commission initiated its periodic two-year review of L.G&E.’s 
past operations ofthe fuel clause and transfer of fuel costs from the FAC to base rates. In March 2007, 
intervenors representing industrial customers challenged LG&E’s recovery of $0.5 million in aggregate 
fuel costs LG&E incurred during a period prior to its exit from the MISO and requested the Kentucky 
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Commission disallow this amount. A public hearing was held in May 2007. Final briefs were filed by the 
Company and the intervenors in June 2007. A Kentucky Cornmission decision is expected in the third 
quarter of 2007 

Other Reeulatorv Matters 

Regional Reliability Council. LG&E has changed its regional reliability council membership from the 
Reliability First Corporation to the SERC Reliability Corporation, effective January 1, 2007. Regional 
reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk 
electric supply systems in North America. 

Market-Based Rate  Authority. LG&E. has received permission to sell power at market-based rates at the 
interface of control areas in which they may be deemed to have market power, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by 
LG&E of power at market-based rates in the L,G&E/KU and Big Rivers Electric Corporation control 
areas. In June 2007, the FERC issued Order No. 697 implementing certain reforms to market-based rate 
regulations. LG&E continues to analyze the revised FERC regulations and their impacts, if any, on its 
market-based rate authority and/or wholesale power sales. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an administrative order 
indicating that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, all five Kentucky Commission ,jurisdictional utilities are required to file 
real-time pricing pilot programs for their large commercial and industrial customers. LG&E has 
developed a real-time pricing pilot for large industrial and commercial customers and filed the details of 
the plan with the Kentucky Commission in April 2007. 

As part of the LG&E 2004 rate case settlement agreements, and as referred to in the Kentucky 
Commission EPAct 2005 administrative order, LG&E made its Responsive Pricing and Smarl Metering 
Pilot Program filing, which addresses real-time pricing for residential and general service customers, in 
March 2007 The plan was approved by the Kentucky Commission in July 2007. See Note I O ,  Subsequent 
Events. 

Gas Storage Field Matter. In March 2007, LG&E commenced a review ofcertain federal and 
state permitting, licensing and oversight matters relating to existing natural gas operations at its Doe Run, 
Kentucky storage field. The review relates, in part, to the applicable jurisdictional status of such 
operations under the Natural Gas Act and whether additional applications, filings or exemptions are 
required or advisable. During March 2007, LG&E reported to the FERC the existence ofpossible 
permitting failures and in April 2007, filed an application for corrective Federal Power Act authorizations. 
In July 2007, the FERC accepted LG&E’s Federal Power Act filing granting appropriate permit status for 
retail gas activities. This corrective event places these activities in compliance for future periods. In 
August 2007, the FERC advised LG&E. that it had concluded its investigation related to prior periods and 
had closed the matter with no further actions. See Note IO,  Subsequent Events. 

Note 3 - Financial Instruments 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of 
these financial instruments is intended to mitigate risk, earnings and cash flow volatility and is not 
speculative in nature. Management has designated all of the interest rate swaps as hedge instruments. 
Financial instruments designated as cash flow hedges have resulting gains and losses recorded within 
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other comprehensive income and stockholders’ equity. Financial instruments designated as fair value 
hedges and the underlying hedged items are periodically marked to market with the resulting net gains and 
losses recorded directly into net income. Upon termination of any fair value hedge, the resulting gain or 
loss is recorded into net income. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $21 I 
million as of June 30,2007 and December 31,2006 Under these swap agreements, L.G&E paid fixed rates 
averaging 4.38% and received variable rates based on LIBOR or the Securities Industry and Financial 
Markets Association’s municipal swap index averaging 3.66% at June 30, 2007. The swap agreements in 
effect at .June 30,2007, have been designated as cash flow hedges and mature on dates ranging from 2020 
to 2031. The cash flow designation was assigned because the underlying variable rate debt has variable 
kture  cash flows. The hedges have been deemed to he fully effective resulting in a pre-tax gain of$5 
million for the six months ended June 30, 2007, recorded in other comprehensive income. Upon expiration 
of these hedges, the amount recorded in other comprehensive income will be reclassified into earnings. 
The amount expected to be reclassified from other comprehensive income to earnings in the next twelve 
months is less than $1 million. A deposit in the amount of $1 I million, used as collateral for one of the 
interest rate swaps, is included in restricted cash on the balance sheet The amount of the deposit required 
is tied to the market value of the swap. 

Energy Trading and Risk Management Activities (non-hedging derivatives). LG&E. conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No. 133, Accounting for Derivative 
In.strzrments and Hedging Activities, as amended. Prior to the MIS0 establishing its Day 2 energy market 
in April 2005, wholesale forward transactions were primarily physically settled and thus were treated as 
normal sales under SFAS No. 133, as amended, and were not marked to market. 

The table below summarizes LG&E.’s energy trading and risk management activities for the six months 
ended June 30: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  

1 
( 3 )  

A) 
k &2 

$ 1  
1 

3 

Fair value of contracts when entered into during the period 
Contracts realized or otherwise settled during the period 
Changes in fair values due to changes in assumptions __ 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2007 or 2006. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at .June 30, 2007 and 2006, had a maturity of less than one year and were 
valued using prices actively quoted for proposed or executed transactions or quoted by brokers. 

I O  



Note 4 - Pension and Other Postretirement Benefit PIans 

The following table provides the components of net periodic benefit cost for pension and other 
postretirement benefit plans: 

Three Months E.ndcd Six Months E.nded 
June 30, .lune 30, 

Other Other 
Postretirement Pension Postretirement 

2007 2006 2007 2006 2007 2006 2007 2006 
Benefirs !&&iJ M Benefits 

( in  millions) 
Service cost $ 2  $ 1  $ 1  $ 1  $ 3  $ 2  $ I  $ 1  
Interest cost 5 5 1 2 13 1 1  2 3 

3 2 I 1 
E,xpected return on plan assets 
Amortization of prior service cosls I 1 
Amortization of actuarial loss - __. I L  __. - - __ 1 

Benefit cost U U $ 2 $ 3 $ $ 4 U  

(7) - - (18) (14) (7) 

- 2 __. 

Net periodic benefit costs incurred by employees of LG&E are reflected in both utility plant on the 
balance sheet and in operating expense on the income statement. The above costs do not include 
allocations of net periodic benefit costs from affiliates whose employees provide services to LG&E. 

The pension plans are funded in accordance with all applicable requirements of the Employee 
Retirement Income Security Act of 1974 and the Internal Revenue Code. In January 2007, LG&E 
made a discretionary contribution to the pension plan in the amount of $56 million, which was 
slightly more than the $52 million accrued benefit liability as ofDecember 31, 2006. LG&E. does 
not expect to make any further contributions to the pension plans in 2007. L.G&E. made 
contributions of approximately $ 1  million to other postretirement benefit plans during the first 
quarter of 2007, and $3 million for the six months ended June 30, 2007. LG&E anticipates making 
further voluntary contributions in 2007 to fund the Voluntary Employee Beneficiary Association 
trusts to match the annual postretirement expense and funding the postretirement medical account 
under the pension plan up to the maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, EUSIC, for each tax 
period. Each subsidiary of the consolidated tax group, including LG&E, will calculate its separate income 
tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or received from the 
parent company, or its designee. LG&E also files income tax returns in various state jurisdictions. With 
few exceptions, LG&E is no longer subject to 1J.S. federal, state or non-U.S. income tax examinations by 
tax authorities for years before 2003. Statutes of limitations related to the 2003 and later returns are still 
open. The 2003 year has been reviewed by the IRS with no proposed changes. Tax years 2005 and 2006 
are included with the federal audit of tax year 2007. The 2007 return is being examined under an IRS 
pilot program named “Compliance Assurance Process”. This program accelerates the IRS’s review to the 
actual calendar year applicable to the return and ends 90 days after the return is filed. 

LG&E adopted the provisions of FIN 48 effective January 1,2007, At the date of adopting FIN 48, LG&E 
had $7 million of unrecognized tax benefits, $5 million related to federal income taxes and $2 million 
related to state income taxes. If recognized, the entire $7 million of unrecognized tax benefits would affect 
the effective tax rate. 
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Included in other liabilities at June 30, 2007, is less than $1 million of tax positions for which the ultimate 
deductibility is highly certain but for which there is uncertainty about the timing of such deductibility, 
Furthermore, possible amounts of uncertain tax positions for LG&E that may decrease within the next 12 
months total $1 million, The estimated amount of the change in uncertain tax position is based on the 
expiration of statutes during 2007. 

LG&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and 
penalties. Prior to the adoption ofFTN 48, LG&E recorded interest and penalties for income taxes on the 
income statement in income tax expense and in the taxes accrued balance sheet account, net of tax. Upon 
adoption of FIN 48, interest and penalties are recorded as operating expenses on the income statement and 
accrued expenses in the balance sheet, on a pre-tax basis. The interest accrued is based on federal and state 
large corporate underpayment interest rates. 

The amount LG&E recognized as interest accrued related to unrecognized tax benefits in interest expense 
in operating expenses was less than $ 1  million at June 30,2007 and December 3 1,2006. At the date of 
adoption, LG&E accrued less than $1 million in interest expense on uncertain tax positions. No penalties 
were accrued by LG&E upon adoption of FTN 48 or through June 30,2007, 

In June 2006, LG&E. and KLJ filed a.joint application with the Department of Energy (UDOE") requesting 
certification to be eligible for investment tax credits applicable to the construction of TCZ. In November 
2006, the DOE. and the IRS announced that LG&E and KU were selected to receive the tax credit. 
LG&E's portion of the tax credit will be approximately $24 million over the construction period ofTC2. 
This tax credit will be amortized to income over the life of the related property. In the second quarter of 
2007, based on eligible construction expenditures incurred in 2007, LG&E recorded a federal investment 
tax credit. The credit decreased cumnt  federal income taxes by $3 million, during the three months ended 
.June 30, 2007, and $5 million Tor the six months ended June 30, 2007. 

Note 6 - Short-Term and Long-Term Debt 

All of L.G&E's first mortgage bonds were released and terminated in April 2007. Only the tax-exempt 
revenue bonds issued by the counties remain. Under the provisions for certain of LG&E's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during the six months ended June 30,2007 was 3.66%. 

During June 2007, LG&E's five existing lines of credit totaling $1 85 million expired and were replaced 
with short-term bilateral lines of credit facilities totaling $125 million. There was no outstanding balance 
under any of these facilities at .June 30,2007. LG&E expects to extend these short-term facilities for an 
additional four year term, pending regulatory approval, prior to their expiration in June 2008. 

LG&E participates in an intercompany money pool agreement wherein E.ON U.S. and/or KU make funds 
available to LG&E at market-based rates (based on highly rated commercial paper issues) of up to $400 
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million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
June 30,2007 $400 $87 $313 5.26% 
December 31,2006 $400 $68 $332 5.25% 

E O N  I1 S. maintains a revolving credit facility totaling $150 million and $200 million at June 30,2007 
and December 31, 2006, respectively, with an affiliated company, E O N  North America, Inc., to ensure 
funding availability for the money pool. The balance is as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
.June 30,2007 $150 $ 69 $8 1 5.65% 
December 3 1,2006 $200 $102 $98 5.49% 

Redemptions of long-term debt year-to-date through .June 30, 2007, are summarized below: 

Principal 
Amount Secured/ - Year Description (in millions) & Unsecured Maturity 

2007 Pollution control bonds $3 1 Variable Secured 2017 
2007 Pollution control bonds $60 Variable Secured 2017 
2007 Pollution control bonds $35 Variable Secured 2013 

Issuances of long-term debt year-to-date through June 30,2007, are summarized below: 

Principal 
Amount Secured/ 

yeaJ Description (in millions1 & Unsecured Maturitv 
2007 Pollution control bonds $3 1 Variable Unsecured 2033 
2007 Pollution control bonds $60 4.60% Unsecured 2033 
2007 Pollution control bonds $35 Variable IJnsecured 2033 
2007 Due to Fidelia $70 5.98% Unsecured 2037 
2007 Due to Fidelia $68 5 93% Unsecured 2031 

In January 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain 
financial transactions, including arrangements which provided a source of funds for the redemption of 
LG&E’s preferred stock. In April 2007, LG&E redeemed all of its outstanding shares of its series of 
preferred stock at the following redemption prices, respectively, plus an amount equal to accrued and 
unpaid dividends to the redemption date: 

860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share; 
200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 
500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per 
share 

Dividends on the shares of preferred stock ceased to accumulate on the redemption date and no further 
dividends will be paid or will accrue on such preferred stock thereafter 

13 



In April 2007, L.G&E. agreed with Fidelia to eliminate the lien on two secured intercompany loans totaling 
$125 million. 

In April 2007, LG&E entered into two long-term borrowing arrangements with Fidelia in an aggregate 
principal amount of$138 million. The loan proceeds were used to fund the preferred stock redemption and 
to repay certain short-term loans incurred to fund the pension contribution made by the Company during 
the first quarter. 

In April 2007, LG&E completed a series of financial transactions impacting its periodic reporting 
requirements. The pollution control revenue bonds issued by certain governmental entities secured by the 
$3 1 million Pollution Control Series S, the $60 million Pollution Control Series T and the $35 million 
Pollution Control Series U bonds were refinanced and replaced with new unsecured tax-exempt bonds of 
like amounts. Pursuant to the terms ofthe bonds, an underlying lien on substantially a11 of LG&E's assets 
was released following the completion of these steps. 

As of April 27,2007, L.G&E, no longer has any secured debt and is no longer subject to periodic reporting 
under the Securities Exchange Act of 1934. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status olvarious commitments or contingent liabilities from that discussed in LG&E's 
Annual Report on Form 10-K for the year ended December 31,2006 (including in Notes 2 and 9 to the 
financial statements of L.G&E, contained therein). See the above-referenced notes in LG&E.'s Annual 
Report on Form IO-K for information regarding such commitments or contingencies. 

Construction Program. LG&E had approximately $140 million of commitments in connection with its 
construction program at June 30. 2007 

In .lune 2006, LG&E and K U  entered into a construction contract regarding the TC2 project. The contract 
is generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery ofthe prqject, according to designated specifications, 
terms and conditions- The contract price and its components are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangements of this type, including termination for convenience or for cause rights 

TC2 Air Permit. In  December 2005, the Sierra Club and other environmental groups filed a petition 
challenging the air permit issued for the TC2 baseload generating unit. The filing ofthe appeal did not 
stay the permit, so the Company was free to proceed with construction during the pendancy of the action. 
In June 2007, the state hearing officer assigned to the matter recommended upholding the air permit with 
minor revisions. AAer considering the hearing officer's recommendation and exceptions filed by the 
parties, the Secretary of the Kentucky Environmental and Public Protection Cabinet is expected to issue a 
final order with respect to the permit during the fourth quarter of 2007. 

Environmental Matters. LG&E's operations are subject to a number of environmental laws and 
regulations, governing, among other things, air emissions, wastewater discharges, the use, handling and 
disposal of hazardous substances and wastes, soil and groundwater contamination and employee health 
and safety. 
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CIean Air Acr Xeqirirenien/.s The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight of the EPA. The key Clean Air Act programs relevant to L,G&E’s business operations 
are described below. 

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

In 1997, the E.PA established new NAAQS for ozone and fine particulates that required additional 
reductions in SO? and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions ofapproximately 85 percent from 1990 levels in order to 
mitigate ozone transport from the midwestern U.S. to the northeastern U S .  To implement the new federal 
requirements, in 2002, Kentucky amended its SIP to require electric generating units to reduce their NOx 
emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the E.PA issued the 
CAIR which requires additional SO2 emission reductions o f70  percent and NOx emission reductions of 
65 percent from 2003 levels. The CAIR provides for a two-phase cap and trade program, with initial 
reductions ofNOx and SO? emissions due by 2009 and 2010, respectively, and final reductions due by 
201 5. The final rule is currently under challenge in a number of  federal court proceedings. I n  2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAIR. 
Depending on the level of action determined necessary to bring local non-attainment areas into 
compliance with the new ozone and fine particulate standards, LG&E’s power plants are potentially 
subject to additional reductions in SO2 and NOx emissions. LG&E’s weighted-average company-wide 
emission rate for SO2 in the second quarter of2007 was 0.45 Ibs./MMBtu of heat input, with every 
generating unit below its emission limit established by the Kentucky Division for Air Quality and the 
Louisville Metro Air Pollution Control District. 

Hnlurdoirs Air Pollirranrs As provided in the 1990 amendments to the Clean Air Act, the EPA investi- 
gated hazardous air pollutant emissions from electric utilities and submitted a report to Congress identify- 
ing mercury emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued 
the CAMR establishing mercury standards for new power plants and requiring all states to issue new SIPS 
including mercury requirements for existing power plants. The EPA issued a model rule which provides 
for a two-phase cap and trade program with initial reductions due by 2010 and final reductions due by 
201 8. The CAMR provides for reductions of 70 percent from 2003 levels. The EPA closely integrated the 
CAMR and CAIR programs to ensure that the 2010 mercury reduction targets will be achieved as a “co- 
benefit” ofthe controls installed for purposes ofcompliance with the C A R  The final rule is also cur- 
rently under challenge in the federal courts. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR., In addition, in 2005 and 2006, state and local air 
agencies in Kentucky have proposed or adopted rules aimed at regulating additional hazardous air pollut- 
ants from sources including power plants. To the extent those rules are final, they are not expected to have 
a material impact on LG&E’s power plant operations. 
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Acidllain Program The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade pro- 
gram to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions 
in the northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce 
NOx emissions through the use of available combustion controls. 

Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPS that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment of visibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels ofvisihility 
impairing pollutants. lJnder the final rule, because the CAIR will result in more visibility improvement 
than BART, states are allowed to substitute CAlR requirements in their regional haze Sips in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts., 

hv/aNa/ion ofPoNu/ion Con/~olr Many ofthe programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit, Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. LG&E had previously installed flue gas 
desulfurization equipment on all of its generating units prior to the effective date ofthe acid rain program. 
LG&E’s strategy for its Phase 11 SO2 requirements, which commenced in 2000, is to use accumulated 
emission allowances to defer additional capital expenditures and to continue to evaluate improvements to 
further reduce SO2 emissions. In order to achieve the NOx emission reductions mandated by the NOx SIP 
Call, LG&E installed additional NOx controls, including selective catalytic reduction technology, during 
the 2000 to 2006 time period at a cost of $187 million. In 2001, the Kentucky Commission granted 
recovery in principle of these costs incurred by LG&E under its periodic environmental surcharge review 
mechanisms 

In order to achieve the emissions reductions mandated by the CAlR and CAMR, LG&E. expects to incur 
additional operating and maintenance costs in operating such controls. In 2005, the Kentucky Commission 
granted recovery in principle of these costs incurred by LG&E. under its periodic environmental surcharge 
review mechanisms. LG&E. believes its costs in reducing SO2, NOx and mercury emissions to be 
comparable to those of similarly situated utilities with like generation assets. LG&E’s compliance plans 
are subject to many factors including developments in the emission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air technology. LG&E will 
continue to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. 

Potential GHG Control,r, In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states, 
including 1 1  northeastern U.S. states under the Regional GHG Initiative program and California, have 
adopted their own GHG emission reduction programs. Substantial efforts to pass federal GHG legislation 
are ongoing. A Supreme Court decision has clarified the authority of the E.PA to regulate GI-IG emissions 
under certain circumstances, and other litigation cunently pending before various courts may provide 
additional clarification of the authority ofthe EPA and the states. LG&E is monitoring ongoing efforts to 
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enact GHG reduction requirements at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. 

LG&E. is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted. As 
a company with significant coal-fired generating assets, LG&E. could be substantially impacted by 
programs requiring mandatory reductions in GHG emissions, although the precise impact on the 
operations of LG&E., including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the enactment of such programs. 

General Environnienru~ Proceedings. From time to time, LG&E appears before the EPA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include remediation obligations for former 
manufactured gas plant sites; liability under the Comprehensive Environmental Response, Compensation 
and Liability Act for cleanup at various off-site waste sites; ongoing claims regarding alleged particulate 
emissions from LG&E’s Cane Run station; and ongoing claims regarding GHG emissions from LG&E’s 
generating stations, Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of LG&E.. 

Note 8 - Segments of Business 

L,G&E’s revenues, net income and total assets by business segment follow: 

Three Months Ended Six Months E.nded 
June 30. June 30, 

(in millions) 
LG&E Electric 

Revenues 
Net income 
Total assets 

L.G&E Gas 
Revenues 
Net income 
Total assets 

Total 
Revenues 
Net income 
Total assets 

Note 9 -Related Party Transactions 

2007 

$ 226 
26 

2,598 

51 
(2) 

557 

277 
24 

3,155 

- - .  
2006 2007 

$ 223 $ 449 
2 1  47 

2,440 2,598 

54 203 
(21 9 

507 557 

277 652 
25 56 

2,947 3,155 

2006 

$ 435 
42 

2,440 

254 
8 

507 

689 
50 

2.947 

LG&E. and other subsidiaries of E.ON engage in related party transactions. Transactions between L,G&E. 
and E O N  1J.S. subsidiaries are eliminated upon consolidation of E O N  U S .  Transactions between L.G&E 
and E.ON subsidiaries are eliminated upon consolidation of EON. These transactions are generally 
performed at cost and are in accordance with FERC regulations under PIJHCA 2005 and the applicable 
Kentucky Commission regulations. The significant related party transactions are disclosed below, 
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Electric Purchases 

LG&E and K U  purchase energy from each other in order to effectively manage the load of their retail 
customers and to satisfy off-system sales These sales and purchases are included in the statements of 
income as electric operating revenues and purchased power operating expense. LG&E intercompany 
electric revenues and purchased power expense is as follows: 

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

(in millions) 2007 2006 2007 2006 
Electric operating revenues from KU $23 $22 $53 $44 
Purchased power from KU 8 17 26 36 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days 

LG&E.’s intercompany interest expense is as follows: 

Three Months Ended 
June 30, 

2007 - 2006 (in millions) 

Interest on Fidelia loans 5 3 

Other Intercompany Billings 

Interest on money pool loans $1 $- 

Six Months Ended 
June 30. 

2007 2006 
$2 $1 
7 6 

E O N  U S .  Services provides L.G&E. with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. on behalf of L.G&E., labor and burdens of 
E.ON U.S. Services employees performing services for LG&E and vouchers paid by E,ON I1.S. Services 
on behalf of LG&E. The cost of these services are directly charged to LG&E, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the following 
ratios: number of customers, total assets, revenues, number of employees and other statistical information. 
These costs are charged on an actual cost basis. 

In addition, LG&E and KU provide services to each other and to E,.ON U.S. Services. Billings between 
LG&E and KU relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned combustion turbines and other miscellaneous charges. 
Billings from LG&E to E.ON U S  Services relate to information technology-related services provided by 
L.G&E employees, cash received by E..ON U.S. Services on behalf ofLG&E and services provided by 
LG&E to other non-regulated businesses which are paid through EON U.S. Services. 
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Intercompany billings to and from LG&E, are as follows: 

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

(in millions) 2007 2006 2007 2006 
LON U.S. Services billings to LG&E $154 $ 6 9  $277 $105 
LG&E billings to K1J 23 6 33 10 
KU billings to L,G&E 8 3 22 15 
LG&E billings to E.ON U S  Services 28 2 29 3 

During the six months ended June 30, 2007, LG&E paid dividends of $65 million to its common 
shareholder, E ON U.S. 

Note 10 -Subsequent Events 

On .July 12, 2007, the Kentucky Commission approved LG&E's Responsive Pricing and Smarl Metering 
Pilot Program. The program addresses real-time pricing for residential and general service customers 

In March 2007, LG&E. reported to the FERC the existence of possible permitting failures and in April 
2007, filed an application for corrective Federal Power Act authorizations. On July 12, 2007, the FERC 
accepted LG&E's Federal Power Act filing granting appropriate permit status regarding retail gas 
activities. This corrective event places these activities in compliance for future periods. On August 6, 
2007 the FE.RC advised LG&E. that it had concluded its investigation related to prior periods and had 
closed the matter with no further actions. 
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Financial Statements (Unaudited) 

Louisville Gas and Electric Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPERATING REVE.NUES: 
Electric ............................................................ 

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

OPE,RATlNG EXPENSE.S: 
Fuel for electric generation .............. 
Power purchased ................................ 
Gas supply expenses ............................... 
Other operation and maintenance expenses ....................... . .  t .  Depreciation and amortization ........................................ 

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

OPERATING INCOME. ................................................... 

Other expense - ne1 ............................................................... 
Interest expense (Notes 3 and 6) .......................................... 
Interest expense to affiliated companies mote  9) ..................... 

INCOME BEFORE INCOME TAXES ............................... 

Federal and slate income taxes ................................................ 

NET INCOME ..",.. 

Three Months Ended 
March 3 1 ,  

2007 2006 

$ 222 $ 213 

76 64 
26 29 

115 I62 
69 78 

58 50 

L 
5 7 

3 4 

48 39 

$32 $_2h 

The accompanying notes are an integral part of these financial statements 

Statements of Retained E,arnings 
(Unaudited) 

(Millions of $) 

Three Months E.nded 
March 31, 

2007 2006 

Balance at beginning of period ................................................. $ 639 $ 621 
Net income ................................................................................. 32 26 

Subtotal ............................................................................ 671 647 
Cash dividends declared on stock: 
Cumulative preferred ......................................................... 1 1 
Common ........................................................................... 35 2 

Subtotal ................................................................................ 36 41 

Balance at end of period $425 $6nh ..................... 

The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSE,TS 

Current assets: 

Accounts receivable - less reserves of$2 million 
Cash and cash equivalents ................................................................ 

Accounts receivable from affiliated companies (Note 9) .................. 

Fuel (predominantly coal) ....................... 

Other materials and sup ............... 

as of March 3 I, 2007 and December 3 I ,  2006 .................................... 

Materials and supplies: 

Gas stored underground 

Prepayments and other current assets 
Total current assets , ,  ...................... 

Utility plant: 
At original cost .................. ............ 
Less: reserve for depreciatio . , . , ., . , , . 

Net utility plant ..................................... ... 

Deferred debits and other assets: 
Restricted cash ......................................................................... 
Regulatory assets (Note 2) :  

Pension and postretirement benefits ................................................ 
Other ...................................................................................... 

Other assets ................................................................................... 
Total deferred debits and other assets ................................................. 

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

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

March, 3 I ,  
2007 

$ 6  

138 
17 

43 
30 
30 

4,155 
1.560 
2.595 

23 

I26 
97 
2 
258 

$1123 

December 3 I ,  
ZOoG 

$ 7  

I65 
19 

38 
83 
30 

4,123 
1.534 
2.589 

16 

I26 
93 
2 
247 

$ils4 
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Louisville Gas and Electric Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt .................................................... 
Current porlion of mandatorily redeemable preferred stock ................. 
Notes payable to affiliated companies (Note 6 and Note 9) ............. 

Accounts payable to 
Customer deposits .., .. 

Dividend payable ... 
Other current liabili 

Accounrs payable ............................... 

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

Long-term debt: 

L,ong-term debt to affiliated company (N 
Mandatorily redeemable preferred stock. 

Long-term debt (Note 6) .................... 

Total long-term debt ........................................................................ 

Defened credits and other liabilities: 
Accumulated deferred income taxes ..................................................... 
Accumulated provision for pensions and related benefits ....... 
Investment tax credit ........................................................................... 
Asset retirement obligation ............................................................. 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ................................... 
Deferred income taxes - net 
Gas supply adjustment and .................................. 

Other liabilities . . . . . . . . . . . . . . . . . .  .................. 
Total deferred credits and o 

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

Cumulative preferred stock ............. .......... ................. 

Common equity: 
Common stock, without par value - 

Authorized 75,000,000 shares, outstanding 21,294,223 sh 
Additional paid-in capital, .............................. 
Accumulated comprehensive loss ................ 
Retained earnings .......................................... 

Total common equity. ................................................................. 

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

The accompanying notes are an integral part of these financial statements 

March 3 I ,  
_2007 

$ 247 
20 
24 
91 
68 
19 
35 

48 
552 

328 
225 

3 
- 

335 
95 
43 
29 

236 
53 
I8 

49 
858 

7 0  

424 
40 
( 9 )  

635 
l.090 

u 

December 3 I ,  
2006 

$ 247 
1 

68 
103 
55 
i a  

3 
532 

328 
225 
3 
572 

333 
149 
41 
;a 

232 
54 
35 

44 
916 

2 

424 
40 
(9) 

639 
1.094 

$3.Ls4 
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Louisville Cas and Electric Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

For the Three Months Ended 
March 3 1, 

CASH FLOWS FROM 0PE.RATING ACTIV1TIE.S: 
Net income ............................................................................................ 
Items not requiring cash currently: 

Depreciation and amortization ....................................................... 
Deferred income taxes - net .......................................................... 
VDT amortization .......................................................................... 

. .  . .  

. .  

Accounts receivable 

Accrued income taxes 
Other current liabilitie 

Pension funding ............................... 
Gas supply clause receivable, net ,,.. , . , ,  

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ................................................................... 

Net cash used for investing activities ......................................... 

CASH FLOWS FROM FINANCING ACT1VITIE.S: 
Repayment of long-term borrowings from 

affiliated company (Note 9) ........................................................... 
Short-term bonowing from affiliated company ..................................... 
Repayment of short-term borrowings from 

affiliated company (Note 6) ............................................................ 
Payment of dividends ........................................................................... 

Net cash used in financing activities ............................................... 
. .  

CHANGE IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUlVALE,NTS AT BEGINNING OF PERIOD 

CASH AND CASH E,QUlVALE,NTS AT E.ND OF PE.RlOD 

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

(Unaudited) 
(Millions of S;) 

Three Months Ended 
March 31,  

2007 2006 

Net income .............................................................. 

Gain on derivative instruments and hedging activities - net of tax 
(expense) of less than S;( I )  million and $(3) million, respectively 
(Note 3) ....... .................................. __ 5 

Comprehensive income, net Ol'tdx . . . . . . . . . . . . . .  ___ 5 

Comprehensive income.. $_12 u . . . . . . . . . . . . . . . .  ....... 

The accompanying notes are an integral part of these financial statements 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

(IJnaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. LG&E’s common stock is 
wholly-owned by E.ON U S . ,  an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only of normal 
recurring ad,justments, necessary for a fair statement of financial position, results of operations, retained 
earnings, comprehensive income and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with generally 
accepted accounting principles have been condensed or omitted, although the Company believes that the 
disclosures are adequate to make the information presented not misleading. 

See LG&E’s Annual Report on Form 10-K for the year ended December 3 1,2006, for information 
relevant to the accompanying financial statements, including information as to the Company’s significant 
accounting policies, 

RECENT ACCOUNTING PRONOUNCEMENTS 

In July 2006, the FASB issued FIN 48, Accountingfor Uncertainry in Inconte Taxes, an interpretation of 
FASB S~atenienr No 109, Arcotmting,for Incorne Twier FIN 48 clarifies accounting for income taxes lo 
provide improved consistency of criteria used to recognize, derecognize and measure benefits related to 
income taxes. LG&E. adopted the provisions of FIN 48 effective January 1,2007. See Note 5, Income 
Taxes. 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabiliries - Including an Arnendrnenr ojFASB Statement No, 11.5. SFAS No. 159 permits 
entities to choose to measure many financial instruments and certain other assets and liabilities at fair 
value on an instrument-by-instrument basis (the fair value option). Unrealized gains and losses on items 
for which the fair value option has been elected are to be recognized in earnings at each subsequent 
reporting date. SFAS No. 159 is effective for fiscal years beginning after November IS,  2007. LG&E is 
currently evaluating the impact of SFAS No, 159, but does not expect its adoption to have a material 
impact on its statements of operations, financial position and cash flows. 
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Note 2 -Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to Part I, Item 8, 
Financial Statements and Supplementary Data, Note 2 of LG&E’s Annual Report on Form 10-K for the 
year ended December 3 1,2006 

The following regulatory assets and liabilities were included in LG&E’s Balance Sheets: 

Louisville Gas and Electric Company 
(unaudited) 

(in millions) 

Gas supply adjustments 
ARO 
Unamortized loss on bonds 
MISO exit 
ECR 
FAC 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

March 3 I ,  
&Q 

$ 24 
23 
19 
I3 
8 
6 
4 

97 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Gas supply adjustments ($12 and $3 1 million at March 3 I ,  2007 and 

$ 236 
53 

18 
Total regulatory liabilities $_302 

December 3 I ,  2006, respectively) and other 

December 3 I ,  
2006 

$ 21 
22 
20 
13 
9 
4 

4 
93 

126 
$_214 

$ 232 
54 

2 
L22L 

LG&E does not currently earn a rate of-return on the regulatory assets associated with the gas supply cost 
and gas performance-based ratemaking adjustments (both made through the Gas Supply Clause) and FAC; 
both the Gas Supply Clause and the FAC are separate recovery mechanisms. No return is earned on the 
pension and postretirement benefits regulatory asset which represents the changes in funded status of the 
plans that the Company will seek recovery of in future proceedings with the Kentucky Commission. No 
return is currently earned on the ARO asset. This regulatory asset will be offset against the associated 
regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. The MISO exit 
amount represents the costs relating to the withdrawal from MISO membership. LG&E expects to seek 
recovery of this asset in future proceedings with the Kentucky Commission. LG&E currently earns a rate 
of return on the remaining regulatory assets. Other regulatory assets include Mill Creek ash pond 
expenses, the merger surcredit and rate case expenses. Other regulatory liabilities include DSM, ARO and 
MISO administrative costs currently included in base rates. 

ECR. Kentucky law permits LG&E. to recover the costs of complying with the Federal Clean Air Act, 
including a return of operating expenses, and a return ofand on capital invested, through the ECR 
mechanism- The amount of the regulatory asset or liability is the amount that has been under- or over- 
recovered due to timing or adjustments to the mechanism once approved by the Kentuchy Commission 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E’s 
environmental surcharge. A final Order was received in January 2007, approving the charges and credits 



billed through the ECR during the review period as well as approving billing adjustments, a roll-in to base 
rates, revisions to the monthly surcharge filing and the rate of return on capital. 

FAC. In December 2006, the Kentucky Commission initiated its periodic two-year review of LG&E's 
past operations of the fuel clause and transfer of fuel costs from the FAC to base rates. In March 2007, 
intervenors representing industrial customers challenged LG&E's recovery of $0.5 million in aggregate 
fuel costs LG&E, incurred during a period prior to its exit from the MISO and requested the Kentucky 
Commission disallow this amount. Remaining proceedings in this matter, including further data requests 
and appropriate LG&E. responsive filings, are continuing. A public hearing is scheduled in May 2007. A 
Kentucky Commission decision is expected during mid-2007., 

Other Reeulatorv Matters 

Regional Reliability Council. LG&E has changed its regional reliability council membership from the 
Reliability First Corporation to the Southeastern Electric Reliability Council, effective January 1, 2007. 
Regional reliability councils are industry consortiums that promote, coordinate and ensure the reliability 
of the bulk electric supply systems in North America. 

Market-Based Rate Authority. LG&E. has received permission to sell power at market-based rates at the 
interface of control areas in which they may be deemed to have market power, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by 
L.G&E of power at market-based rates in the L,G&E/KU and Big Rivers Electric Corporation control 
areas Certain general FE.RC proceedings continue with respect to market-based rate matters, and 
LG&E.'s market-based rate authority is subject to such future developments. LG&E cannot predict the 
ultimate impact of the current or potential mitigation mechanisms on its future wholesale power sales 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating that the 
EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be 
adopted. However, all five Kentucky Commission jurisdictional utilities are required to file real-time 
pricing pilot programs for their large commercial and industrial customers. LG&E has developed a real- 
time pricing pilot for large industrial and commercial customers and filed the details of the plan with the 
Kentucky Commission in April 2007. 

As part of the rate case settlement agreements, and as referred to in the EPAct 2005 administrative order, 
LG&E made its Responsive Pricing and Smart Metering Pilot Program filing, which addresses real-time 
pricing for residential and general service customers, in March 2007. 

Gas Storage Field Matter. LG&E has commenced a review of certain federal and state permitting, 
licensing and oversight matters relating to existing natural gas operations at its Doe Run, 
Kentucky storage field. The review relates, in part, to the applicab1e)urisdictional status of such 
operations under the Natural Gas Act and whether additional applications, filings or exemptions are 
required or advisable. During April 2007, LG&E reported to the FERC the existence of possible 
permitting failures and filed an application for corrective FERC authorizations. L.G&E continues to 
coordinate with the FERC and relevant regulatory agencies in Kentucky and Indiana regarding this matter. 
LG&E believes that no sanctions are warranted but is unable to estimate the ultimate outcome of the 
matter, including whether the FERC might seek to impose any fines or penalties under the EPAct 2005 or 
otherwise. 
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Note 3 - Financial Instruments 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of 
these financial instruments is intended to mitigate risk, earnings and cash flow volatility and is not 
speculative in nature. Management has designated all of the interest rate swaps as hedge instruments 
Financial instruments designated as cash flow hedges have resulting gains and losses recorded within 
other comprehensive income and stockholders' equity. Financial instruments designated as fair value 
hedges and the underlying hedged items are periodically marked to market with the resulting net gains and 
losses recorded directly into net income. Upon termination ofany fair value hedge, the resulting gain or 
loss is recorded into net income. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $21 1 
million as of March 3 I ,  2007 and December 31, 2006, respectively. Under these swap agreements, LG&E 
paid fixed rates averaging 4.38% and received variable rates based on LIBOR or the Bond Market 
Association's municipal swap index averaging 3.63% at March 31,2007. The swap agreements in effect 
at March .3 I ,  2007, have been designated as cash flow hedges and mature on dates ranging from 2020 to 
20.33. The cash flow designation was assigned because the underlying variable rate debt has variable 
future cash flows. 1-he hedges have been deemed to be fully effective resulting in a pre-tax loss of less 
than $1 million for the three months ended March 31, 2007, recorded in other comprehensive income. 
Upon expiration of these hedges, the amount recorded in other comprehensive income will be reclassified 
into earnings The amount expected to be reclassified from other comprehensive income to earnings in the 
next twelve months is less than $ I  million. A deposit in the amount o f $ l 1  million, used as collateral for 
one of the interest rate sbraps. is classified as restricted cash on the balance sheet. The amount of the 
deposit required is tied to the market value of the swap. 

Energy Trading and Risk Management Activities (non-hedging derivatives). LG&E conducts energy 
trading and risk management activities to maximize the value of power sales from physical assets it owns. 
Energy trading activities are principally forward financial transactions to hedge price risk and are 
accounted for on a mark-to-market basis in accordance with SFAS No. 133, Accounting for Derivative 
In,strut7ients attd / k f g i t 7 g  ,4c/ivities, as amended. Prior to the MIS0  establishing its Day 2 energy market 
in April 2005, wholesale forward transactions were primarily physically settled and thus were treated as 
normal sales under SF AS No., 133, as amended, and were not marked to market. 

The table below summarizes L.G&E's energy trading and risk management activities for the three months 
ended March 3 1 : 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  

I 
(2) 

1 
$;5 

$ 1  
Fair value of contracts when entered into during the period 
Contracts realized or otherwise settled during the period 
Changes in fair values due to changes in assumptions 

Fair value of  contracts at end of period, net (liability) asset 

- 

A.2) u - 

No changes to valuation techniques for energy trading and risk management activities occurred during 
2007 or 2006. Changes in market pricing, interest rate and volatility assumptions were made during both 
years. All contracts outstanding at March 3 1, 2007 and 2006, have a maturity of less than one year and are 
valued using prices actively quoted for proposed or executed transactions or quoted by brokers 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other benefit 
plans for the three months ended March 3 1 : 

Other Postretirement 
Pension Benefits Benefits 

(in millions) 

Service cost 

Interest Cost 

Expected return on plan assets 

Amortization of prior service 
costs 

Amortization of actuarial loss 
Benefit cost year-to-date 

2006 

$ -  

I 

I 

- u 
Net periodic benefit costs incurred by employees of LG&E are reflected in both utility plant on the 
balance sheet and in operating expense on the income statement. The above costs do not include 
allocations of net periodic benefit costs from other affiliates. 

The pension plans are funded in accordance with all applicable requirements ofthe Employee 
Retirement Income Security Act of 1974 and the Internal Revenue Code. In January 2007, LG&E 
made a discretionary contribution to the pension plan in the amount of $56 million, which was 
slightly more than the $52 million accrued benefit liability as of December 31,2006. LG&E. does 
not expect to make any further contributions to the pension plans in 2007. In the first quarter of 
2007, LG&E made contributions to other postretirement benefit plans of approximately $1 million. 
LG&E anticipates making further voluntary contributions in 2007 to fund the Voluntary Employee 
Beneficiary Association (VEBA) trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON 1.I.s.’~ direct parent, EUSIC, for each tax 
period. Each subsidiary ofthe consolidated tax group, including LG&E, will calculate its separate income 
tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or received from the 
parent company, or its designee. LG&E also files income tax returns in various state jurisdictions. With 
few exceptions, LG&E is no longer subject to 1.I.S. federal, state or non4 .S .  income tax examinations by 
tax authorities for years before 2003. The 2003 and 2004 statutes are still open. The 2003 year has been 
reviewed by the IRS with no proposed changes. Tax years 2005 and 2006 are expected to be included, 
along with an upcoming federal audit oftax year 2007. The 2007 return will be examined under an IRS 
pilot program named “Compliance Assurance Process”. This program accelerates the IRS’s review to the 
actual calendar year applicable to the return and ends ninety days after the return is filed. 

LG&E. adopted the provisions of FIN 48 effective January I ,  2007. At the date of  adopting FIN 48, LG&E 
had $7 million of unrecognized tax benefits, $5 million related to federal income taxes and $2 million 
related to state income taxes. Ifrecognized, the entire $7 million of unrecognized tax benefits would affect 
the effective tax rate. 
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Included in the balance at March 31, 2007, is less than $1 million of tax positions for which the ultimate 
deductibility is highly certain but for which there is uncertainty about the timing of such deductibility. 
Furthermore, possible amounts of uncertain tax positions for LG&E that may decrease within the next 12 
months total $1 million. The estimated amount ofthe change in uncertain tax position is based on the 
expiration of statutes during 2007. 

LG&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and 
penalties. Prior to the adoption of FIN 48, LG&E recorded interest and penalties for income taxes on the 
income statement in income tax expense and in the taxes accrued balance sheet account, net of tax. lJpon 
adoption of FIN 48, interest and penalties are recorded as operating expenses on the income statement and 
accrued expenses in the balance sheet, on a pre-tax basis. The interest accrued is based on federal and state 
large corporate underpayment interest rates. 

The amount LG&E recognized as interest accrued related to unrecognized tax benefits in interest expense 
in operating expenses was less than $1 million at March 31,2007 and December 31,2006. At the date of 
adoption, LG&E accrued less than $1 million in interest expense on uncertain tax positions. No penalties 
were accrued by LG&E upon adoption of FIN 48 or through March 31,2007. 

In .lune 2006, LG&E and KU filed a,joint application with the Department ofEnergy (“DOE,”) requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 
2006, the DOE and the IRS announced that LG&E and KU were selected to receive the tax credit. 
L.G&E.’s portion of the tax credit will be approximately $24 million over the construction period ofTC2. 
This tax credit will be amortized to income over the life ofthe related property. In the first quarter of 
2007, based on eligible construction expenditures incurred in 2007, LG&E recorded a federal investment 
tax credit, decreasing current federal income taxes by $3 million. 

Note 6 - Short-Term and Long-Term Debt 

Under the provisions for LG&E’s variable-rate pollution control bonds, Series S, T, U, BB, CC, DD and 
EE, the bonds are subject to tender for purchase at the option of the holder and to mandatory tender for 
purchase upon the occurrence of certain events, causing the bonds to be classified as current portion of 
long-term debt in the balance sheets. The average annualized interest rate for these bonds during the three 
months ending March 3 I ,  2007 was 3.63%. 

During June 2006, LG&E. renewed five revolving lines ofcredit with banks totaling $185 million. There 
was no outstanding balance under any ofthese facilities at March 31, 2007. LG&E expects to renew these 
facilities prior to their expiration in .lune 2007. 

LG&E. participates in an intercompany money pool agreement wherein E.ON U S .  and/or KU make funds 
available to LG&E, at market-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances were as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 

March 3 I ,  2007 $400 $24 $376 5.26% 
December 31,2006 $400 $68 $332 5.25% 

1 1  



E.ON U.S., maintains a revolving credit facility totaling $150 million and $200 million at March 31, 2007 
and December 3 I ,  2006, respectively, with an affiliated company, E.ON North America, Inc., to ensure 
funding availability for the money pool. The balance is as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 

March 3 I ,  2007 $150 $137 $13 5.63% 
December 3 1,2006 $200 $102 $98 5.49% 

There were no redemptions or maturities of long-term debt year-to-date through March 31, 2007, 

In .January 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain 
financial transactions, including arrangements which provided a source of funds for the redemption of 
LG&E’s preferred stock. In April 2007, LG&E redeemed all of its outstanding shares of its series of 
preferred stock at the following redemption prices, respectively, plus an amount equal to accrued and 
unpaid dividends to the redemption date: 

0 860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share; 
0 200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 
0 500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per 

share. 

Dividends on the shares of preferred stock ceased to accumulate on the redemption date and no further 
dividends will be paid or will accrue on such preferred stock thereafter. 

In April 2007, LG&E. agreed with Fidelia to eliminate the lien on two secured intercompany loans totaling 
$125 million. 

In April 2007, LG&E entered into two long-term borrowing arrangements with Fidelia in aggregate 
principal amount o f $ l 3 8  million. The loan proceeds were used to fund the preferred stock redemption 
and to repay certain short-term loans incurred to fund the pension contribution made by the Company 
during the first quarter. 

In April 2007, L.G&E completed a series of financial transactions impacting its periodic reporting 
requirements. The $31 million Pollution Control Series S, the $60 million Pollution Control Series T and 
the $35 million Pollution Control Series Ll bonds were refinanced and replaced with new unsecured tax- 
exempt bonds of like amounts. Pursuant to the terms of the bonds, an underlying lien on substantially all 
of LG&E’s assets was released following the completion of these steps. 

As of April 27,2007, LG&E no longer has any secured debt and is no longer subject to periodic reporting 
under the Securities Exchange Act of 1934. See Note 10, Subsequent Events. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred 
in the current status of various commitments or contingent liabilities from that discussed in LG&E’s 
Annual Report on Form 10-K for the year ended December 3 1,2006 (including in Notes 2 and 9 to the 
financial statements of L.G&E contained therein). See the above-referenced notes in LG&E’s Annual 
Report on Form IO-K for information regarding such commitments or contingencies. 
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Construction Program. LG&E had approximately $170 million of commitments in connection with its 
construction program at March 3 I ,  2007. 

In June 2006, LG&E. and K U  entered into a construction contract regarding the TC2 pro,ject, The contract 
is generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, 
construction, commissioning, testing and delivery of the project, according to designated specifications, 
terms and conditions. The contract price and its components are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. The contract also contains standard representations, covenants, indemnities, termination and 
other provisions for arrangements ofthis type, including termination for convenience or for cause rights. 

Environmental Matters. LG&E‘s operations are subject to a number of environmental laws and 
regulations, governing, among other things, air emissions, wastewater discharges, the use, handling and 
disposal of hazardous substances and wastes, soil and groundwater contamination and employee health 
and safety. 

Clean A h  Acr Requirententr The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary 
sources of air emissions such as power plants. While the general regulatory framework for these programs 
is established at the federal level, most of the programs are implemented and administered by the states 
under the oversight of the E.PA. The key Clean Air Act programs relevant to LG&E’s business operations 
are described below. 

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

In 1997, the E.PA established new NAAQS for ozone and fine particulates that required additional 
reductions in SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85 percent from 1990 levels in order to 
mitigate ozone transport from the midwestern 1J.S. to the northeastern U S .  To implement the new federal 
requirements, in 2002, Kentucky amended its SIP to require electric generating units to reduce their NOx 
emissions to 0.15 pounds weight per MMBtu on a company-wide basis, In 2005, the EPA issued the 
CAIR which requires additional SO2 emission reductions of 70 percent and NOx emission reductions of 
65 percent from 2001 levels. The CAlR provides for a two-phase cap and trade program, with initial 
reductions ofNOx and SO2 emissions due by 2009 and 2010, respectively, and final reductions due by 
2015. The final rule is currently under challenge in a number of federal court proceedings. In 2006, 
Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAlR 
Depending on the level of action determined necessarj to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, LG&E.’s power plants are potentially subject to 
additional reductions in SO? and NOx emissions. LG&E’s weighted-average company-wide emission rate 
for SO, in the first quarter of 2007 was 0.53 Ibs./MMBtu of heat input, with every generating unit below 
its emission limit established by the Kentucky Division for Air Quality and the Louisville Metro Air 
Pollution Control District. 
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Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPS that will demonstrate reasonable progress 
toward preventing future impairment and remedying any existing impairment ofvisibility in those areas. 
In 2005, the EPA issued its CAVR detailing how the Clean Air Act’s BART requirements will be applied 
to facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility 
impairing pollutants. Under the final rule, as the CAIR will result in more visibility improvement than 
BART, states are allowed to substitute CAIR requirements in their regional haze SIPS in lieu of controls 
that would otherwise be required by BART. The final rule has been challenged in the courts., 

Installation ofPollzr/ion Controls Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their pollution control efforts 
on plants where such controls are particularly efficient and utilize the resulting emission allowances for 
smaller plants where such controls are not cost effective. LG&E had previously installed flue gas 
desulfurization equipment on all of its generating units prior to the effective date of the acid rain program. 
LG&E.’s strategy for its Phase II SO2 requirements, which commenced in 2000, is to use accumulated 
emission allowances to defer additional capital expenditures and LG&E. will continue to evaluate 
improvements to hrther reduce SO2 emissions. In order to achieve the NOx emission reductions mandated 
by the NOx SIP Call, LG&E. installed additional NOx controls, including selective catalytic reduction 
technology, during the 2000 through 2006 time period at a cost of $187 million. In 2001, the Kentucky 
Commission granted recovery in principal of these costs incurred by LG&E under its periodic 
environmental surcharge review mechanisms 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, LG&E expects to incur 
additional operating and maintenance costs in operating such controls. In 2005, the Kentucky Commission 
granted recovery in principal of these costs incurred by LG&E under its periodic environmental surcharge 
review mechanisms. LG&E believes its costs in reducing SOz, NOx and mercury emissions to be 
comparable to those of similarly situated utilities with like generation assets. LG&E’s compliance plans 
are subject to many factors including developments in the emission allowance and fuels markets, future 
legislative and regulatory enactments, legal proceedings and advances in clean air technology. LG&E will 
continue to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. 

Potential GHG Controls In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U S .  has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. Legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have 
adopted their own GHG emission reduction programs. Such programs have been adopted in various states 
including 1 1 northeastern US. states under the Regional GI-IG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are ongoing. A Supreme Court decision has clarified 
the authority of the EPA to regulate GHG emissions under certain circumstances, and other litigation 
currently pending before various courts will provide additional clarification of the authority of the EPA 
and the states. LG&E is monitoring ongoing efforts to enact GHG reduction requirements at the state and 
federal level and is assessing potential impacts of such programs and strategies to mitigate those impacts. 

LG&E. is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted. As 
a company with significant coal-fired generating assets, LG&E could be substantially impacted by 
programs requiring mandatory reductions in GHG emissions, although the precise impact on the 
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operations ofLG&E, including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the enactment of such programs. 

General Envii-onniental Proceedings From time to time, LG&E appears before the E.PA, various state or 
local regulatory agencies and state and federal courts regarding matters involving compliance with 
applicable environmental laws and regulations. Such matters include remediation obligations for former 
Manufactured Gas Plant sites; liability under the Comprehensive Environmental Response, Compensation 
and Liability Act for cleanup at various off-site waste sites; ongoing claims regarding alleged particulate 
emissions from L.G&E,’s Cane Run station; and ongoing claims regarding GHG emissions from L,G&E.’s 
generating stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of LG&E. 

Note 8 - Segments oFBusiness 

L,G&E’s revenues, net income and total assets by business segment for the three months ended March 31 
follow: 

Three Months E.nded 
March 3 1. 

(in millions) 
LG&E Electric 

Rev en u e s 
Net income 
Total assets 

L.G&E Gas 
Revenues 
Net incoinc 
Total assets 

Total 
Revenues 
Net income 
Total assets 

2007 

$ 222 
21 

2,570 

I53 
1 1  

553 

375 
32 

3,123 

io06 
s 213 

16 
2,444 

200 
10 

543 

413 
26 

2,987 

Note 9 -Related Party Transactions 

LG&E and other subsidiaries of E.ON engage in related party transactions. Transactions between LG&E 
and E..ON U.S. subsidiaries are eliminated upon consolidation of E O N  U.S. Transactions between LG&E. 
and E ,ON subsidiaries are eliminated upon consolidation of  E.ON These transactions are generally 
performed at cost and are in accordance with FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

LG&E and K U  purchase energy from each other in order to effectively manage the load of their retail and 
off-system customers These sales and purchases are included in the statements of income as electric 
operating revenues and purchased power operating expense LG&E intercompany electric revenues and 
purchased power expense for the three months ended March 3 1, were as follows: 

(in millions) 2007 2006 
Electric operating revenues from K U  $30 $22 
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Purchased power from KU 18 19 
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Interest Charges 

See Note 6, Short-Term and L,ong-Term Debt, for details of intercompany borrowing arrangements. 
Intercompany agreements do not require interest payments for receivables related to services provided 
when settled within 30 days. 

LG&E’s intercompany interest expense for the three months ended March 31, was as follows: 

(in millions) 
Interest on money pool loans $ 1  $ 1  
Interest on Fidelia Corporation loans 3 3 

Other Intercompany Billings 

E..ON U S .  Services provides LG&E with a variety of centralized administrative, management and support 
services, These charges include payroll taxes paid by E.ON U.S. on behalf of LG&E, labor and burdens of 
E.ON U.S. Services employees performing services for LG&E and vouchers paid by E O N  L1.S. Services 
on behalf of LG&E. The cost of these services are directly charged to LG&E, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the following 
ratios: number of customers, total assets, revenues, number of employees and other statistical information. 
These costs are charged on an actual cost basis. 

In addition, L.G&E and KU provide services to each other and to E.ON U.S. Services. Billings between 
LG&E and K1.1 relate to labor and overheads associated with union employees performing work for the 
other utility, charges related to jointly-owned combustion turbines and other miscellaneous charges. 
Billings from LG&E, to EON U.S. Services relate to information technology-related services provided by 
LG&E employees, cash received by E.ON 1J.S. Services on behalf of LG&E and services provided by 
L,G&E to other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and from LG&E for the three months ended March 31 were as follows: 

(in millions) _. 2006 

LG&E billings to KLI 10 15 
E.ON U.S. Services billings to LG&E $123 $3 7 

KU billings to LG&E 14 12 
LG&E billings to E.ON U.S. Services I 1 

In  April 2007, LG&E. paid a dividend of$35 million to its common dividend shareholder, E.ON U.S 
LLC. 

Note 10 -Subsequent Events 

On January 3 I ,  2007, the Kentucky Commission issued an Order approving L.G&E’s application for 
certain financial transactions, including arrangements which provide a source of h n d s  for the possible 
redemption of LG&E.’s preferred stock. In March 2007, a committee of LG&E’s board authorized the 
redemption of the preferred stock. On April 16,2007, LG&E. redeemed all of its outstanding shares of its 
series of preferred stock at the following redemption prices, respectively, plus an amount equal to accrued 
and unpaid dividends to the redemption date: 

860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share; 
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200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 
500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per 

share. 

Dividends on the shares of preferred stock shall cease to accumulate on the redemption date and no further 
dividends will be paid or will accrue on such preferred stock thereafter. 

On April 13,2007, LG&E entered into two long-term borrowing arrangements with Fidelia in aggregate 
principal amount of $138 million. The loan proceeds were used to fund the preferred stock redemption 
and to repay certain short-term loans incurred to fund the pension contribution made by the Company 
during the first quarter. 

On April 16, 2007, LG&E agreed with Fidelia to eliminate the lien on two secured intercompany loans 
totaling $125 million. 

On April 16, 2007, LG&E paid a dividend of $35 million to its common dividend shareholder, E..ON 1J.S. 
LLC. 

On April 26, 2007, LG&E. completed a series of financial transactions impacting its periodic reporting 
requirements. The $31 million Pollution Control Series S, the $60 million Pollution Control Series T and 
the $35 million Pollution Control Series U bonds were refinanced and replaced with new unsecured tax- 
exempt bonds of like amounts., Pursuant to the terms ofthe bonds, an underlying lien on substantially all 
of LG&E’s assets was released following the completion of these steps. 

As of April 27, 2007, LG&E no longer has any secured debt and is no longer subject to periodic reporting 
under the Securities E.xchange Act of 1934. 
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Part I. Financial Information - Item 1. Financial Statements 
(Unaudited) 

Louisville Gas and Electric Company 
Statements of Income (Unaudited) 

(Millions of $ )  

Three Months 
Ended 

September 30,  
30 ,  

2005  
OPERATING REVENUES: 
Electric $269  
$741 
Gas 34 
260 

Total operating revenws 303 
1 . 0 0 1  

OPERATING EXPENSES: 
Fuel for electric generation 86 
208 
Power purchased 26 
1 0 1  
Gas supply expenses 1 9  
192  
Other operation and maintenance expenses 7 0  
227 
Depreciation and amortization 3 1  
93 

Total operating expenses 232 
8 2 1  

2006  2005  

$284 

35 

3 1 9  

80 

34 

20  

88 

3 1  

253 

Nine Months 
Ended 

September 

2006  

$704 

288  

992 

2 2 1  

8 1  

219  

212 

92 

825 
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OPERATING INCOME 
180 

Other (income) - net 

Interest expense (Note 3 )  

Interest expense to affiliated 
companies (Note 8 )  
9 

INCOME BEFORE INCOME TAXES 
154 

17 

71 6 6  167 

. ( 2 )  (1) 

8 6 22 

3 3 9 

62 51 137 

Federal and state income taxes 22 15 47 
50 

NET INCOME 
$104 

$40 $42 $90 

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

Statements of Retained Earnings (Unaudited) 
(Mi1l.ions of $ )  

Months 

30. 

Three Months Nine 

Ended Ended 
September 3 0 ,  September 

2006 2005 2006 
2005 

Balance at beginning of period $609 $555 $621 
$534 
Net income 40 42 90  
104 

Subtotal 649 597 111 
638 
Cash dividends declared on stock: 

2 
Common 35 95 
3 9  

Subtotal 35 97 
41 
Balance at end of period $614 $597 $614 

- Cumulative preferred 2 

- 

- 

$597 

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

Louisville Gas and Electric Company 
Balance Sheets 



G 

(Unaudited) 
(Millions of $ )  

ASSETS 

Current Assets: 
Cash and cash equivalents 
Accounts receivable - less reserves of $1 
million as of September 30, 2006 and 
December 31, 2005 
Accounts receivable from affiliated 
companies (Note 8 )  
Materials and supplies: 

Fuel (predominantly coal) 
Gas stored underground 
Other materials and supplies 

Total current assets 
Prepayments and other current assets 

(Jtility plant: 
At original cost 
Less: reserve for depreciation 

Net utility plant 

September 
30, 

2006 

$ 5  

111 

26 

43 
87 
29 
8 

309 

231 

36 

39 
125 
28 
6 

472 

4,108 4,049 
1,541 1,509 
2,567 2,540 

Deferred debits and other assets: 
Restricted cash 9 10 
Unamortized debt expense 8 8 
Regulatory assets (Note 2) 93 84 
Intangible pension asset 31 31 
Other assets 1 

Total deferred debits and other assets 1.41 134 

Total assets $3, 017 $3,146 

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

Louisville Gas and Electric Company 

(Unaudited) 
(Millions of $ )  

Balance Sheets (cont.) 

LIABILITIES AND EQtlITY 

Current liabilities: 
Current portion of long-term debt 
Notes payable to affiliated companies (Note 
5 and Note 8 )  
Accounts payable 
Accounts payable to affiliated companies 
(Note 8 )  
Accrued income taxes 

September December 
30, 31, 

2006 2005 

$248 $248 

52 14 1 
86 141 

43 52 
8 6 
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Customer deposits 
Other current liabilities 

Total current liabilities 

1 8  1 7  
2 9  15  

484 620  

Long-term debt: 
Long-term debt (Note 5 )  328 328 
Long-term debt to affiliated company (Note 
5 and Note 8 )  225  225  
Mandatorily redeemable preferred stock 1 9  20 

Total long-term debt 572 573 

Deferred credits and other liabilities: 
Accumulated deferred income taxes - net 
Investment tax credit, in process of 
amortization 
Accumulated provision for pensions and 
related benefits 
Customer advances for construction 
Asset retirement obligation 
Regulatory liabilities (Note 2 ) :  

Accumulated cost of removal of utility 
plant 
R,egulatory liability deferred income 
taxes 
Other regulatory liabilities 

Total deferred credits and other 
liabilities 

Other liabilities 

Cumulative preferred stock 

Common equity: 
Common stock, without par value - 

Authorized '75,000,000 shares, 
outstanding 21 ,294 ,223  shares 

Additional paid-in capital 
Accumulated comprehensive loss 
Retained earnings 

Total common equity 

315  

39  

1 3 1  
1 0  
28 

230  

4 7  
4 1  
28 

869  

3 2 2  

4 2  

143  
1 0  
27 

2 1 9  

4 2  
2 0  
3 1  

856  

70  70  

4 2 4  424 
4 0  4 0  

614 6 2 1  
1 , 0 2 2  1 , 0 2 7  

( 5 6 )  ( 5 8 )  

Total liabilities and equity $3 ,017  $ 3 , 1 4 6  

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

Louisville Gas and Electric Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $ )  

Nine Months Ended 
September 30 ,  

2006  2005  
CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income $ 90  $104 
Items not requiring cash currently: 

Depreciation and amortization 92  93 
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Deferred income taxes 
W T  amortization 
Other 

Accounts receivable 
Accounts receivable from affiliated 
companies 
Fuel 
Gas stored underground 
Other changes in current assets 
Accounts payable 
Accounts payable to affiliated companies 
Accrued income taxes 
Other changes in current liabilities 

Changes in current assets and liabilities: 

Pension funding (Note 4 )  
Gas supply clause receivable, net 
MIS0 exit 
Other 

Net cash provided by operating 
activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures 
Change in restricted cash 

Net cash used for investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Issuance of long-term debt 
Retirement of long-term debt 
Repayment of long-term borrowings from 
affiliated company (Note 8 )  
Repayment of short-term borrowings from 
affiliated company (Note 5 )  
Payment of dividends 

Net cash used for financing activities 

CHANGE IN CASH AND CASH EQUIVALENTS 
CASH AND CASH EQUIVALENTS AT BEGINNING OF 
PERIOD 
CASH AND CASH EQUIVALENTS AT END OF PERIOD 

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

Louisville Gas and Electric Company 
Statements of Comprehensive Income 

(Unaudi.ted) 
(Millions of $)  

Ended 

30, 

Three 
Months Ended 

September 3 0 ,  

Nine 
Months 

September 
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2 0 0 6  2 0 0 5  2 0 0 6  
2 0 0 5  

Net income 
$104 
Income Taxes - Minimum Pension 
Liability 
(1) 
Gain (loss) on derivative instruments 
and hedging activities - net of tax 
benefit (expense) of $4 million, 
$ ( 3 )  million, $ (1) million and $1 
million, respectively (Note 4 )  ( 6 )  5 2 
(1) 
Comprehensive income (loss), net of 
tax ( 6 )  5 2 
( 2 )  

Comprehensive income $34 $ 4 7  $ 9 2  
$ 1 0 2  

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

Kentucky Utilities Company 
Statements of Income 

( [Inaudi t ed) 
(Millions of $ )  

Months 

3 0 ,  

2 0 0 5  

OPERATING REVENUES 
$ 8 9 9  

OPERATING EXPENSES: 
Fuel for electric generation 
2 9 0  
Power purchased 
1 6 1  
Other operation and maintenance 
expenses 
2 0 7  
Depreciation and amortization 
8 6  

Total operating expenses 
744 

OPERATING INCOME 
1 5 5  

Three Months 

Ended 
September 3 0 ,  

2 0 0 6  

$342 

1 3 0  

4 9  

63 

2 9  

2 7 1  

71 

2 0 0 5  

$347 

119 

6 5  

80 

2 8  

2 9 2  

55 

Nine 

Ended 
September 

2 0 0 6  

$911 

3 2 5  

1 4 0  

1 9 5  

86  

7 4 6  

1 6 5  



Other (income) - net 
( 5 )  
Interest expense (Note 3) 
10 
Interest expense to affiliated 
companies (Note 5 and Note 8 )  
12 

INCOME BEFORE INCOME TAXES 
1 3 8  

6 4 1 7  

7 4  5 0  163  

Federal and state income taxes 25 1 8  54 
5 1  

NET INCOME 
$ 8 7  

$ 4 9  $32 $109 

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

Statements of Retained Earnings 
(Unaudited) 

(Millions of $ )  

Months 
Three Months Nine 

Ended Ended 
September 30,  September 

2 0 0 6  2005 2 0 0 6  

Balance at beginning of period $778  $674 $ 7 1 8  
$660  
Net income 4 9  32 109 
87 

Subtotal 8 2 7  7 0 6  827 
7 4 1  
Cash dividends declared on stock: 

2 
common - 10 - 
5 0  

52 
Balance at end of period $ 8 2 7  $695 $827 
$695  

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

- Cumulative preferred 1 

- Subtotal 11 

Kentucky Utilities Company 
Ba1,ance Sheets 

(Unaudited) 



(Millions of $ )  

ASSETS 

Current assets: 
Cash and cash equivalents 
Restricted cash 
Accounts receivable - less reserves of $ 2  
million as of September 3 0 ,  2 0 0 6  
and December 31 ,  2 0 0 5  
Accounts receivable from affiliated 
companies (Note 8 )  
Materials and supplies: 

Fuel (predominantly coal) 
Other materials and supplies 

Total current assets 
Prepayments and other current assets 

Other property and investments - 
less reserves of less than $1 million as 
of September 30, 2 0 0 6  and December 31, 2 0 0 5  

Util.ity plant: 
At original cost 
Less: reserve for depreciation 

Net utility plant 

Deferred debits and other assets: 
Unamortized debt expense 
Regulatory assets (Note 2 )  
Cash surrender value of key man life 
insurance 
Intangible pension asset 
Other assets 

Total assets 
Total deferred debits and other assets 

September 
30 .  

2 0 0 6  

$5 
15 

1 1 8  

1 4  

5 9  
3 5  

8 
2 5 4  

24  

4 ,057  
1 , 5 5 2  
2 , 5 0 5  

6 
1 0 1  

34 
8 

1 4 9  
$ 2 , 9 3 2  

. 

December 
31 ,  

2 0 0 5  

$7  
2 2  

1 3 5  

32 

55 
3 2  

5 
288  

23  

3 , 8 4 7  
1 , 5 0 8  
2 ,339  

5 
58 

32 
8 
3 

1 0 6  
$ 2 . 7 5 6  

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

Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $ )  

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt 
Notes payable to affiliated companies (Note 
5 and Note 8 )  
Accounts payable 

September December 
30 ,  31 ,  

2 0 0 6  2 0 0 5  

$ 1 4 0  $123  

5 9  7 0  
9 1  8 9  



Accounts payable to affiliated companies 
(Note 8 )  
Accrued income taxes 
Customer deposits 
Other current liabilities 

Total current liabilities 

Long-term debt: 
Long-term debt (Note 5 )  
Long-term debt to affiliated company (Note 
5 and Note 8 )  

Total long-term debt 

Deferred credits and other liabilities: 
Accumulated deferred income taxes - net 
Accumulated provision for pensions and 
related benefits 
Asset retirement obligation 
Regulatory liabilities (Note 2 ) :  

Accumulated cost of removal of 
utility plant 
Regulatory liability deferred income 
taxes 
Other regulatory liabilities 

Total deferred credits and other 
liabilities 

Other liabilities 

76 

1 8  
3 0  

4 1 4  

203 

433 
6 3 6  

2 7 9  

1 0 1  
28 

294 

19 
11 
19 

7 5 1  

53 
1 3  
1 7  
1 8  

383 

2 4 0  

383 
623 

2 7 4  

9 2  
27  

2 8 1  

23  
11 
2 0  

7 2 8  

Common equity: 
Common stock, without par value - 
Authorized 8 0 , 0 0 0 , 0 0 0  shares, outstanding 
3 7 , 8 1 7 , 8 7 8  shares 3 0 8  308 

Additional paid-in capital 15 15 
Accumulated comprehensive loss ( 1 9 )  ( 1 9 )  
Retained earnings 8 1 2  704 

Total common equity 1 , 1 3 1  1 , 0 2 2  

Undistributed subsidiary earnings 15 1 4  
Total retained earnings 8 2 7  718 

Total liabilities and equity $ 2 , 9 3 2  $ 2 , 7 5 6  

The accompanying notes are an integral part of these financial 
statements 

Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $ )  

CASK FLOWS FROM OPERATING ACTIVITIES: 
Net income 
Items not requiring cash currently: 

Depreciation and amortization 

Nine Months Ended 
September 3 0 ,  

2006 2 0 0 5  

$109 $ 8 7  

8 6  8 6  



I i 

Deferred income taxes 
W T  amortization 
Other 

Accounts receivable 
Accounts receivable from affiliated 
companies 
Fuel 
Other changes in current assets 
Accounts payable 
Accounts payable to affiliated companies 
Accrued income taxes 
Other changes in current liabilities 

Changes in current assets and liabilities: 

Fuel adjustment clause receivable, net 
MIS0 exit 
Other 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures 
Change in restri.cted cash 

Net cash used for investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds (Note 5 )  
Issuance of pollution control bonds 
Long-term borrowings from affiliated company 
(Note 5 )  
Repayment of short-term borrowings from 
affiliated company (Note 5 )  
Repayment of other borrowings 
Payment of dividends 

Net cash used for financing activities 

CHANGE IN CASH AND CASK EQUIVALENTS 
CASH AND CASH EQUIVALENTS AT BEGINNING OF 
PERIOD 
CASH AND CASH EQUIVALENTS AT END OF PERIOD 

1 
3 

10 

17 

1 8  
( 4 )  
( 6 )  
2 

23 
(13) 
13 

( 2 4 )  
( 2 0 )  

( 7 )  
208  

1236) 

( 2 2 9 )  
7 

( 3 6 )  
16 

5 0  

(11) 
. 

- 
1 9  

( 2 )  

7 
$5 

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

Kentucky Utilities Company 
Statements of Comprehensive Income 

(Unaudited) 
(Millions of $ 1  

Months 

3 0 ,  

2005  

Three Months 

Ended 
September 30, 

2006  2005 

Nine 

Ended 
September 

2006 



I 4  

Net income $ 4 9  $32 $109 
$87 
Comprehensive income, net of tax - 

Comprehensive income $49 $32 $109 
$ 8 7  

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

Louisville Gas and Electric Company 
Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

1. General 

The unaudited financial statements include the accounts of the 
Companies. The common stock of each Company is wholly-owned by E ON 
U . , S .  In the opinion of management, the unaudited interim financial 
statements include all adjustments, consisting only of normal 

adjustments, necessary for a fair statement of financial position, 
results of operations, retained earnings, comprehensive income and 

flows for the periods indicated. Certain information and footnote 
disclosures normally included in financial statements prepared in 
accordance with generally accepted accounting principles have been 
condensed or omitted pursuant to SEC rules and regulations, although 
the Companies believe that the disclosures are adequate to make the 
information presented not misleading. 

See the Companies' Annual Reports on Form 10-K for the year ended 
December 31, 2 0 0 5 ,  for information relevant to the accompanying 
financial statements, including information as to the significant 
accounting policies of the Companies. 

KU INVESTMENT IN EEI 

Other property and investments on the KU balance sheet consists 

of KU's investment in EEI, which was $17 million at September 30, 

and $16 million at December 31, 2 0 0 5 .  KU owns 2 0 %  of the common 

of EEI, which owns and operates a 1,000-Mw generating station in 
southern Illinois. Prior to 2006,  KU was entitled to take 20% of the 
available capacity of the station under a pricing formula comparable 

the cost of other power generated by KU. This contract governing the 
purchases from EEI terminated on December 31, 2 0 0 5 .  Subsequent to 
December 31, 2 0 0 5 ,  EEI has sold power under general market-based 
pricing and terms, generating increases in EEI earnings in 2 0 0 6 .  

KU's investment in EEI is accounted for under the equity method of 

recurring 

cash 

largely 

2006 

stock 

to 



accounting and, accordingly, as EEI earnings have increased 
significantly in 2 0 0 6 ,  KU's equity in EEI earnings has also 

and is recorded in other income on the income statement For the 

and nine months ended September 30, 2006, KU's equity in EEI 

was $5 million and $ 2 2  million, respectively, as compared with less 
than $1 million and $2 million, respectively, for the comparable 
periods in 2 0 0 5 .  

NEW ACCOUNTING PRONOUNCEMENTS 

In July 2 0 0 6 ,  the FASB issued FIN 48, Accounting for Uncertainty in 
Income Taxes, an interpretation of FASB Statement No, 105, 

for Income Taxes. FIN 48 is effective for fiscal years beginning 

December 15, 2006 FIN 48 clarifies accounting for income taxes to 
provide improved consistency of criteria used to recognize, 

and measure benefits related to income taxes. The Companies are now 
analyzing the future impacts of FIN 48 on results of operations and 
financial condition. 

In September 2006, the FASB issued SFAS No. 157, Fair Value 
Measurements. SFAS No., 157 is effective for fiscal years ending 

November 1 5 ,  2 0 0 7 .  This statement defines fair value, establishes a 
framework for measuring fair value in generally accepted accounting 
principles, and expands disclosures about fair value measurements,. 

Companies are now analyzing the future impacts of SFAS NO. 157 on 
results of operations and financial condition., 

In September 2 0 0 6 ,  the FASB issued SFAS No. 158, Employers' 

for Defined Benefit Pension and Other Postretirement Plans. SFAS No. 
158 is effective for fiscal years ending after December 15, 2 0 0 6  for 
employers with publicly traded equity securities, and for employers 
controlled by entities with publicly traded equity securities, which 

applicable for LG&E and KU. This statement requires employers to 
recognize the over-funded or under-funded status of a defined 

postretirement plan as an asset or a liability in the balance sheet 

to recognize changes in that funded status in the year in which the 
changes occur through comprehensive income. This statement also 
requires employers to measure the funded status of a plan as of the 
date of its year-end balance sheet. This statement amends SFAS No., 

Employers' Accounting for Pensions, SFAS No. 88, Employers' 

for Settlements and Curtailments of Defined Benefit Pension Plans 

for Termination Benefits, SFAS No. 106, Employers' Accounting for 
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Postretirement Benefits Other than Pensions and SFAS No. 1 3 2 ,  
Employers' Disclosures about Pensions and Other Postretirement 
Benefits. The Companies are now analyzing the future impacts of SFAS 
No. 1 5 8  on results of operations and financial condition. 

2 .  Rates and Regulatory Matters 

For a description of each line item of regulatory assets and 
liabilities for the Companies, reference is made to Part I, Item 8, 
Financial Statements and Supplementary Data, Note 3 of the 

Annual Reports on Form 1 0 - K  for the year ended December 3 1 ,  2 0 0 5 .  

The following regulatory assets and liabilities were included in 

Balance Sheets as of September 30 ,  2006 and December 3 1 ,  2 0 0 5 :  

Companies' 

LG&E's 

Louisville Gas and Electric Company 
(Unaudited) 

September December 
(in millions) 30.  31, 

2006 2 0 0 5  

ARO 
Unamortized loss on bonds 
Gas supply adjustments 
MIS0 exit 
FAC 
ECR 
W T  
Other 
Total regulatory assets 

$23 $ 2 0  
2 0  2 1  
1 8  2 9  
1 3  - 
1 0  

5 2 
- 7 

4 5 
$ 9 3  $84  

Accumulated cost of removal of utility 
plant $ 2 3 0  $ 2 1 9  
Deferred income taxes - net 4 7  4 2  
Gas supply adjustments 38 17 
Other 3 3 
Total regulatory liabilities $318 $ 2 8 1  

In addition to generally earning applicable returns on approved 

LG&E currently earns a return on all regulatory assets, excluding 

ARO regulatory assets, gas supply adjustments, MISO exit and the 

The ARO regulatory assets earn no current return and will be offset 
against the associated regulatory liability (included in other 
regulatory liabilities), ARO asset and ARO liability at the time the 
underlying asset is retired. The gas supply adjustments and the FAC 
have separate recovery mechanisms with recovery within twelve 

The MISO exit amount represents the fee accrued at September 3 0 ,  

to record the applicable costs relating to the withdrawal from MISO 
membership. LG&E expects to seek recovery of this asset in future 
proceedings with the Kentucky Commission See Note 9,  Subsequent 

assets, 

the 

FAC . 

months 

2 0 0 6  



Events 

The increase in the gas supply adjustments net liability for the 

months ended September 30,  2006  reflects over-recovery of gas supply 
costs, which are in the process of being refunded to customers. The 
increase in FAC for the nine months ended September 30, 2006 is due 

the higher cost of fuel being passed on to customers. The decrease 

W T  for the nine months ended September 30, 2 0 0 6  is due to the 
completion of the amortization of the W T  in the first quarter of 

nine 

to 

in 

2 0 0 6  I 

The following regulatory assets and liabilities were included in 

Balance Sheets as of September 30, 2 0 0 6  and December 3 1 ,  2 0 0 5 :  
KU's 

Kentucky Utilities Company 
(Unaudited) 

(in millions) 

ARO 
Unamortized loss on bonds 
MISO exit 
FAC 
ECR 
W T  
Other 
Total regulatory assets 

September December 
30, 31, 

2 0 0 6  2005 

$22 $ 2 0  
11 11 
2 0  
36 1 2  

6 4 
3 

6 8 
$101 $58  

Accumulated cost of removal of utility 

Deferred income taxes - net 19 23 
Other 11 11 
Total regulatory liabilities $ 3 2 4  $315 

plant $294 $ 2 8 1  

In addition to generally earning applicable returns on approved 

KU currently earns a return on all regulatory assets, excluding the 

regulatory assets, MISO exit and the FAC. The ARO regulatory assets 
earn no current return and will be offset against the associated 
regulatory liability (included in other regulatory liabilities), ARO 
asset and ARO liability at the time the underlying asset is retired. 
The FAC has a separate recovery mechanism with recovery within 

months. The MISO exit amount represents the fee accrued at September 
30, 2006 to record the applicable costs relating to the withdrawal 

MISO membership. KU expects to seek recovery of this asset in future 
proceedings with the Kentucky Commission. See Note 9, Subsequent 
Events 
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The increase in FAC for the nine months ended September 3 0 ,  2 0 0 6  is 

to the higher cost of fuel being passed on to customers. The 

in W T  for the nine months ended September 30,  2 0 0 6  is due to the 
compl.etion of the amortization of the W T  in the first quarter of 

due 

decrease 

2 0 0 6 .  

ELECTRIC AND GAS RATE CASES 

On June 30,  2004,  the Kentucky Commission issued an order approving 

increase in the base electric rates of the Companies and the natural 
gas rates of LG&E. The rate increases took effect on July 1, 2004.  

During 2 0 0 4  and 2005,  the AG conducted an investigation of the 
Companies, as well as of the Xentucky Commission and its staff, 
requesting information regarding allegedly improper communications 
between the Companies and the Kentucky Commission, particularly 

the period covered by the rate cases. Concurrently, the AG had filed 
pleadings with the Kentucky Commission requesting rehearing of the 

cases on computational components of the increased rates, including 
income taxes, cost of removal and depreciation amounts. In August 

an 

during 

rate 

2 0 0 4 ,  
the Kentucky Commission denied the AG's rehearing request on the 

cost 

income 
of removal and depreciation issues and granted rehearing on the 

tax component. The Kentucky Commission agreed to hold in abeyance 
further proceedings in the rate case, until the AG filed its 
investigative report regarding the allegations of improper 
communication 

In January 2 0 0 5  and February 2005,  the AG filed a motion summarizing 
its investigative report as containing evidence of improper 
communications and record-keeping errors by the Companies in their 
conduct of activities before the Kentucky Commission or other state 
governmental entities and forwarded such report to the Kentucky 
Commission under continued confidential treatment to allow it to 
consider the report, including its impact, if any, on completing its 
investigation and any remaining steps in the rate case. To date, the 
Companies have neither seen nor requested copies of the report or 

contents. 

In December 2 0 0 5 ,  the Xentucky Commission issued an order noting 
completion of its inquiry, including review of the AG's 

report. The order concluded that no improper communications occurred 
during the rate proceeding. The order further established a 

schedule through the first quarter of 2 0 0 6  for considering the sole 
issue for which rehearing was granted: state income tax rates used 

its 

investigative 

procedural 

in 



calculating the granted rate increase. On March 31, 2006 ,  the 

Commission issued an order resolving this issue in the Companies' 

consistent with the original rate increase order. 

The Companies believe no improprieties have occurred in thei.r 
communications with the Kentucky Commission and have cooperated in 

proceedings before the AG and the Kentucky Commission. The Companies 
are currently unable to predict whether there will be any additional 
actions or consequences as a result of the AG's report and 
investigation. 

MISO EXIT 

Following receipt of applicable FERC, Kentucky Commission and other 
regulatory orders, LG&E and KIJ withdrew from the MISO effective 
September 1, 2 0 0 6 .  Speci.fic proceedings regarding the costs and 
benefits of the MISO and exit matters had been underway since July 
2 0 0 3 .  Since their exit from the MISO, the Companies have been 
operating under a FERC-approved open access-transmission tariff 
providing for a return on equity of 10.88%. The Companies have 

contracted with the Tennessee Valley Authority to act as their 
Reliability Coordinator and Southwest Power Pool, Inc. to function 

the Companies' Independent Transmission Operator, pursuant to FERC 
requirements, with respect to transmission matters., 

The Companies and the MISO have agreed upon overall calculation 

for the contractual exit fee to be paid by the Companies following 
their withdrawal. In September 2 0 0 6 ,  the MISO submitted an initial 
invoice for approximately $33 million for the exit fee, which the 
Companies have allocated approximately $13 million to LG&E and $20  
million to KU. The Companies and the MISO continue to discuss the 
specifics of the exit fee calculation. The outcome of these 

and the eventual settlement of any disputed amount cannot be 

at this time. Orders of the Kentucky Commission approving the 
Companies' exit from the MISO have authorized the establishment of a 
regulatory asset for the exit fee, subject to adjustment for 

future MISO credits, and a regulatory liability for certain revenues 
associated with former MISO Schedule 1 0  charges, which may continue 

be collected via base rates. The treatment of the regulatory asset 

liability will be determined in the Companies' next rate cases, 
however, the Companies historically have received approval to 

regulatory assets and liabilities. 

See also Note 9, Subsequent Events 
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FAC 

On February 1 5 ,  2006,  KU filed an application with the Virginia 
Commission seeking approval of an increase of approximately $ 6  

in its fuel cost factor to reflect higher fuel costs incurred during 
2 0 0 5 ,  and anticipated to be incurred in 2 0 0 6 .  The Virginia 

approved KU's request on April 5 ,  2 0 0 6 ,  

In July 2006,  the Kentucky Commission initiated routine periodic 
reviews of the FAC for the Companies. The Kentucky Commission issued 
Orders for both Companies on November 8 ,  2006,  approving the charges 
and credits billed through the FAC during the review period. 

mi 11 ion 

Commission 

ECR 

In June 2 0 0 6 ,  the Companies filed applications to amend their ECR 

with the Kentucky Commission seeking approval to recover investments 

environmental upgrades at the Companies' generating facilities. The 
estimated capital cost of the upgrades for the years 2 0 0 6  through 

is approximately $324 million ( $ 4 8  million for LG&E and $ 2 7 6  million 
for KU), of which $ 2 2 6  million is for the Air Quality Control System 

Trimble County Unit 2 ( $ 4 3  million for LG&E and $183 million for KU) 
and $ 9 5  million is for KU's Ghent Unit 2 Selective Catalytic 

The estimated total capi.ta1 cost of the upgrades is $ 3 6 4  million. A 
final order is expected to be issued by the end of 2 0 0 6 .  

In April 2006, the Kentucky Commission initiated routine periodic 
reviews of the ECR mechanisms for the Companies. Hearings have been 
completed and the Kentucky Commission's Order is expected before 

end 

In December 2 0 0 4 ,  the Companies filed applications with the Kentucky 
Commission for approval of a CCN to construct new SO2 control 
technology ( F G D s )  at KU's Ghent and Brown stations, and to amend 

compliance plan to allow recovery of new and additional 

compliance facilities. The estimated capital cost of the additional 
facilities for 2 0 0 6  through 2008 is approximately $ 8 4 0  million ( $ 4 0  
million for LG&E and $ 8 0 0  million for KU), of which $ 6 8 0  million is 

the KU FGDs at Brown and Ghent, Hearings in these cases occurred 

May 2 0 0 5  and final orders were issued in June 2 0 0 5 ,  granting 

of the CCN and amendments to the Companies' compliance plans. In 
October 2 0 0 6 ,  the Kentucky Commission commenced an inquiry into 
elements of KU's planned construction of one of its three new FGDs 

plans 

in 
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the Ghent generating station. See also Note 9, Subsequent Events 

W T  

In December 2001,  the Companies received an order from the Kentucky 
Commission permitting them to set up regulatory assets fo r  workforce 
reduction costs ( W T  costs) and begin amortizing them over a five- 

period beginning in April 2 0 0 1 .  The order also reduced revenues 

a surcredit on bills to ratepayers over the same five-year period, 
reflecting a sharing ( 4 0 %  to the ratepayers and 60% to the 

of the stipulated savings, net of amortization costs, of the 

reduction. The Eive-year W T  amortization period ended March 31, 

year 

through 

Companies) 

workforce 

2 0 0 6 .  

On February 27,  2 0 0 6 ,  the AG, Kentucky Industrial Utility Consumers, 
Inc. and the Companies reached a settlement agreement on the future 
ratemaking treatment of the W T  surcredits and costs and 

submitted a joint motion to the Kentucky Commission to approve the 
unanimous settlement agreement. Under the terms of the settlement 
agreement, the W T  surcredit will continue at the current level 

such time as LG&E or KU file for a change in electric or natural gas 
base rates. The K,entucky Commission issued an order on March 24,  

approving the settlement agreement, 

MARKET-BASED RATE AUTHORITY 

Beginning in April 2 0 0 4 ,  the FERC initiated proceedings to modify 

methods used to assess generation market power and has established 

stringent interim market screen tests,. During 2005, in connection 

the Companies' tri-annual market-based rate tariff renewals, the 

continued to contend that the Companies failed such market screens 

certain regions. The Companies disputed this contention and, in 

2006,  in an attempt to resolve the matter, the Companies submitted 
proposed tariff schedules to the FERC containing a mitigation 

with respect to applicable power sales into the control area of Big 
Rivers Electric Corporation ("BREC") in western Kentucky, where 

Kentucky Energy Corp., an affiliate of the Companies, maintains a 

term contractual relationship with BREC. Under the proposed tariff 
schedule, prices for such sales would be capped at a relevant MISO 
power pool index price. Upon the Companies' exit from the MISO, the 
FERC contended that they would have market power in their own joint 
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control area, potentially requiring a similar mitigation mechanism 

power sales into such region. In July 2006,  the FERC issued an order 

the Companies' market-based rate proceeding accepting the Companies' 
further proposal to address certain market power issues the FERC had 
claimed would arise upon an exit from the MISO,. In particular, the 
Companies received permission to sell power at market-based rates at 
the interface of control areas in which they may be deemed to have 
market power, subject to a restriction that such power not be 
collusively re-sold back into such control areas. Certain general 

proceedings continue wi,th respect to market-based rate matters, and 

Companies' market-based rate authority is subject to such future 
developments. 

Additionally, recent FERC decisions in certain other market-based 

proceedings have proposed or required cost-based, rather than market 
index, price caps. The Companies cannot predict the ultimate impact 

the current or potential mitigation mechanisms on their future 
wholesale power sales. 

for 

in 

FERC 

the 

rate 

of 

EPAct 2 0 0 5  

The EPAct 2005 was enacted on August 8 ,  2005 Among other matters, 

comprehensive legislation contains provisions mandating improved 
electric reliability standards and performance; providing economic 

other incentives relating to transmission, pollution control and 
renewable generation assets; increasing funding for clean coal 
generation incentives (see Note 61;  repealing PUHCA 1 9 3 5 ;  enacting 
PUHCA 2 0 0 5  and expanding FERC jurisdiction over public utility 

companies and related matters via the Federal Power Act and PUHCA 

this 

and 

holding 

2005 I 

The FERC was directed by the EPAct 2 0 0 5  to adopt rules to address 

areas previously regulated by the other agencies under other 

including PUHCA 1 9 3 5 .  The FERC remains in various stages of 

on these issues and the Companies are monitoring these rulemaking 
activities and actively participating in these and other rulemaking 
proceedings. The Companies continue to evaluate the potential 

of the EPAct 2005 and the associated rulemakings and cannot predict 
what impact the EPAct 2 0 0 5 ,  and any uncompleted rulemakings, will 

on their operations or financial position 

many 

statutes, 

rulemaking 

impacts 

have 

3 Financial Instruments 



23 

INTEREST RATE SWAPS (hedging derivatives) 

The Companies use over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of their debt 

Pursuant to the Companies' policies, use of these financial 

is intended to mitigate risk, earnings and cash flow volatility and 

not speculative in nature. Management has designated all of the 
interest rate swaps as hedge instruments Financial instruments 
designated as cash flow hedges have resulting gains and losses 

within comprehensive income and stockholders' equity. Financial 
instruments designated as fair value hedges and the underlying 

items are periodically marked to market with the resulting net gains 
and losses recorded directly into net income Upon termination of 

fair value hedge, the resulting gain or loss is recorded into net 
income. 

As of September 30, 2 0 0 6 ,  LG&E was party to various interest rate 

instruments. 

instruments 

is 

recorded 

hedged 

any 

swap 
agreements with aggregate notional amounts of $ 2 1 1  million. Under 

these 
swap agreements, LG&E paid fixed rates averaging 4 . , 3 8 %  and received 
variable rates based on LIBOR or the Bond Market Association's 
municipal swap index averaging 3 . 6 7 %  at September 3 0 ,  2 0 0 6 .  The swap 
agreements in effect at September 3 0 ,  2006,  have been designated as 
cash flow hedges and mature on dates ranging from 2020 to 2 0 3 3 .  The 
hedges have been deemed to be fully effective resulting in a pretax 
gain of $3 million for the nine months ended September 3 0 ,  2 0 0 6 ,  
recorded in comprehensive income., Upon expiration of these hedges, 

amount recorded in comprehensive income will be reclassified into 
earni.ngs. The amounts expected to be reclassified from comprehensive 
income to earnings in the next twelve months are immaterial. A 

in the amount of $9 million, used as collateral for the $83 million 
interest rate swap, is classified as restricted cash on LG&E's 

Sheet. The amount of the deposit required is tied to the market 

of the swap. 

As of September 30 ,  2006,  KU was party to an interest rate swap 
agreement with a notional amount of $ 5 3  million. Under this swap 
agreement, KU paid variable rates based on LIBOR averaging 7 . , 4 8 % ,  

received fixed rates averaging 7 . 9 2 %  at September 30,  2006. The swap 
agreement in effect at September 30,  2 0 0 6  has been designated as a 

value hedge and matures in 2 0 0 7 .  At September 3 0 ,  2 0 0 6 ,  the effect 

marking thi.s financial instrument and the underlying debt to market 

the 
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resulted in pretax gains recorded in interest expense of less than 

million. 

Interest rate swaps hedge interest rate risk on the underlying debt., 
Under SFAS No. 133, Accounting for Derivative Instruments and 

Activities, as amended, in addition to swaps being marked to market, 
the item being hedged using a fair value hedge must also be marked 

market. Consequently at September 3 0 ,  2006,  KU's debt reflects a 

to-market adjustment of less than $1 million. 

At September 3 0 ,  2 0 0 6 ,  the Companies' percentage of debt having a 
variable rate, including the impact of interest rate swaps, was 48% 
( $ 4 1 5  million) for LG&E and 48% ( $ 4 0 1  million) for KU. 

$1 

Hedging 

to 

mark- 

ENERGY TRADING AND RISK MANAGEMENT CONTRACTS (non-hedging 
derivatives) 

The Companies conduct energy trading and risk management activities 

maximize the value of power sales from physical assets they own. 
Certain energy trading activities are accounted for on a mark-to- 

basis in accordance with SFAS No. 1 3 3 ,  as amended., The mark-to- 

adjustment as of September 30,  2 0 0 6  generated an increase in other 
income for each Company of approximately $ 2  million during the third 
quarter of 2 0 0 6 ,  

The fair values of the Companies' energy trading and risk management 
contracts as of September 3 0 ,  2 0 0 6  were each approximately $ 4  

recorded in other assets on the balance sheets of each Company. The 
fair values at September 30, 2 0 0 5 ,  were less than $ 1  million each. 

changes to valuation techniques for energy trading and risk 

activities occurred during 2 0 0 6  or 2 0 0 5 .  All contracts outstanding 

September 3 0 ,  2006,  have a maturity of less than one year and are 
valued using prices actively quoted for proposed or executed 
transactions or quoted by brokers. 

to 

market 

market 

million, 

NO 

management 

at 

4. Pension and Other Post-retirement Benefit Plans 

The following table provides the components of net periodic benefit 
cost for pension and other benefit plans for the three and nine 

ended September 3 0 ,  2 0 0 6  and 2 0 0 5 :  
months 

Three Months Ended Nine Months Ended 
September 30, September 3 0 ,  

2 0 0 6  2 0 0 5  2 0 0 6  2 0 0 5  
(in millions) LG&E KU LG&E KU LG&E KU LG&E KU 



Pension and Other 
Benefit Plans 
Components of net 
period benefit cost 
service cost $2 
Interest cost 6 
Expected return on 
plan assets ( 6 )  
Amortization of prior 
service cost 1 
Recognized actuarial 
loss 1 

Total net period benefit 
cost $4 

$2 $1 
5 5 

14) 15) 

1 1 

1 1 

$5 $3 

$2 $5 $6 $4 $6 
6 17 13 17 14 

15)  116) (12) (16) (13) 

3 2 4 1 

1 3 3 2 2 

$4 $12 $12 $11 $10 

LG&E made a discretionary contribution to the pension plan of $18 
million in January 2006. LG&E made no contributions during 2005. KU 
made no contributions to the pension plan in 2006 or 2005. 

5 Short-Term and bong-Term Debt 

Under the provisions for LG&E's variable-rate pollution control 

Series S, T, U, BB, CC, DD and EE, and KU's variable-rate pollution 
control bonds Series 10, 12, 13, 14 and 15, the bonds are subject to 
tender for purchase at the option of the holder and to mandatory 

for purchase upon the occurrence of certain events, causing the 

to be classified as current portion of long-term debt in the balance 
sheets. The average annualized interest rate for these bonds during 

nine months ending September 30, 2006 was 3.47% for LG&E and 3.50% 

KU . 

During June 2006, LG&E renewed five revolving lines of credit with 
banks totaling $185 million. There was no outstanding balance under 

of these facilities at September 30, 2006. LG&E expects to renew 

facilities prior to their expiration in June 2007. 

bG&E, KU and E.ON U.S. participate in an intercompany money pool 
agreement. Details of the balances at September 30, 2006 and 

31, 2005 were as follows: 

bonds, 

tender 

bonds 

the 

for 

any 

these 

December 

Total Money Average 

Available Outstanding Available Rate 
Balance interest PO01 Amount 

( $  in millions) 
September 30, 2006: 
LG&E $400 $ 52 $348 5 I 27% 
KU $400 $ 59 $341 5.27% 
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December 31, 2 0 0 5 :  
LG&E $ 4 0 0  $ 1 4 1  $ 2 5 9  4 . 2 1 %  
KU $ 4 0 0  $ 7 0  $330 4 2 1 %  

E.ON 17 S .  maintains a revolving credit facility totaling $ 2 0 0  

with an affiliated company, E.ON North America, Inc., to ensure 

availability for the money pool. The balance outstanding on this 
facility at September 3 0 ,  2 0 0 6 ,  was $ 5 2  million. 

Redemptions and maturities of long-term debt year-to-date through 
September 3 0 ,  2006,  are summarized below: 

million 

funding 

Principal 
Amount Secured/ 

Year Company Description (in millions) Rate Unsecured 
Maturity 

2 0 0 6  LG&E Mand I 
Stock 

2 0 0 6  XU First 
bonds 

2006 

2 0 0 6  

Issuances of long- term 
are summarized below: 

Red. Pref 
$1 5 ,, 8 7 5 %  Unsecured Jul 

mortgage 
$ 3 6  5 . 9 9 %  Secured Jan 

debt year-to-date through September 3 0 ,  2006,  

Principal 
Amount Secured/ 

Year Company Description (in millions) Rate Unsecured 
Maturity 

2 0 0 6  KU Fidelia note $ 5 0  6.33% Unsecured Jun 

2 0 0 6  KU Pollution 
2 0 3 6  

control bonds $ 1 7  Variable Secured Jun 
2 0 3 6  

6 .  Commitments and Contingencies 

Except as may be discussed in this Quarterly Report on Form 1 0 - Q  
(including Note 21,  material changes have not occurred in the 

status of various commitments or contingent liabilities from that 
discussed in the Companies' Annual Report on Form 10-K for the year 
ended December 31, 2 0 0 5  (including in Notes 3 and 1 0  to the 

statements of the Companies contained therein) and Quarterly Reports 

Form 10-Q for the quarters ended March 3 1 ,  2 0 0 6  and June 30,  2 0 0 6  
(including in Notes 2 and 6 to the financial statements contained 
therein). See the above-referenced notes in the Companies' Annual 
Report on Form 10-K and Quarterly Reports on Form 10-Q for 

regarding such commitments or contingencies 

current 

financial 

on 

information 
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TRIMBLE COUNTY UNIT 2 

In June 2006, the Companies, as 7 5 %  owners, entered into and 

notice to proceed under an engineering, procurement and construction 
agreement with Bechtel Power Corporation ("Bechtel."), regarding 
construction of Trimble County Unit 2, valued at approximately $1.1 
billion. IMEA and IMPA, as 25% owners, are also parties to the 
contract. The contract is generally in the form of a lump-sum, 

agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price 

its components are subject to a number of potential adjustments 

may serve to increase or decrease the ultimate construction price 

or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other 
provisions for arrangements of this type, including termination for 
convenience or for cause rights. In general, termination by the 

for convenience or by the contractor due to owners' default will 

payment obligations to payment for work or incentives performed or 
earned to date and termination by owners due to contractor's default 
will similarly limit payment obligations, subject however to owners' 
rights with respect to cover damages and to certain collateral 
provided. In connection with this matter, the Companies dismissed 

litigation against Bechtel regarding the contract previously 

in April 2006 in United States District Court for the Western 

of Kentucky 

In June 2006, the Companies filed an application with the DOE 
requesting certification to be eligible for investment tax credits 
applicable to the construction of Trimble County Unit 2. The EPAct 

added a new 48A to the Internal Revenue Code, which provides for an 
investment tax credit to promote the commercialization of advanced 

technologies that will generate electricity in an environmentally 
responsible manner. The application requested up to the maximum 

delivered 

turnkey 

and 

which 

paid 

owners 

limit 

their 

commenced 

District 

2005 

coal 

amount 

To 

of "advanced coal projectiq credit allowed per taxpayer, or $125 
million, based on an estimate of 15% of projected qualifying Trimble 
County Unit 2 expenditures. In September and October 2006, the 
Companies submitted a follow-on application and additionally 
requested information to the IRS. IRS action on such applications 
would also he expected to occur during the fourth quarter of 2006. 

the extent the Companies' application is ultimately accepted by the 
IRS, federal income tax credits may be claimed on eligible 
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expenditures, as incurred 

LOUISVILLE DOWNTOWN ARENA 

In August 2 0 0 6 ,  LG&E and the Louisville Arena Authority, Inc., a 

profit corporation (the "Authority") entered into a non-binding 
Memorandum of Understanding ("MOU") to transfer certain property and 
relocate certain LG&E facilities so that an LG&E-owned site, in 

could be used for the development and construction of a new multi- 
purpose arena in Louisville, Kentucky The MOU contemplates the 

working in good faith toward completing definitive documents 

the arena transaction. The MOU notes that the cost of relocating the 
LG&E facilities will be approximately $ 6 3  million and commits that 

non- 

part, 

parties 

regarding 

the 

of 

is 

to 

Authority arrange for the provision of state funds necessary for the 
relocation, as well as up to $10 million in state funds for the 
purchase of the property at fair market value. Assuming completion 

definitive documents, the transfer of the property to the Authority 

anticipated to occur before the end of 2008. In September 2006,  the 
Kentucky Commission approved LG&E's application for authority to 
transfer applicable property as part of the arena transaction. In 
November 2 0 0 6 ,  the parties completed definitive documents relating 

the arena transactions. See also Note 9, Subsequent Events 

OMU LITIGATION 

In May 2 0 0 4 ,  the City of Owensboro, Kentucky and Owensboro Municipal 
Utilities (collectively 'aOMUn) commenced a suit now removed to the 

District Court for the Western District of Kentucky, against KU 
concerning a long-term power supply contract (the "OMU Agreement") 

KU. The dispute involves interpretational differences regarding 

under the OMU Agreement, including various payments or charges 

KU and OMU and rights concerning excess power, termination and 
emissions allowances. The complaint seeks approximately $ 6  million 

damages for periods prior to 2004 and OMU is expected to claim 

amounts for later-occurring periods. OMU has additionally requested 
injunctive and other relief, including a declaration that KU is in 
material breach of the contract. KU has filed an answer in that 

denying the OMU claims and presenting counterclaims. During 2 0 0 5 ,  

FERC declined XU'S application to exercise exclusive jurisdiction 

the matter. In July 2005,  the district court resolved a summary 

U.S. 

with 

issues 

between 

in 

further 

court 

the 

over 



judgment motion made by KU in OMU's favor, ruling that a contractual 
provision grants OMU the ability to terminate the contract without 
cause upon four years' prior notice, for which ruling KU retains 
certain rights to appeal. At this time the district court case is in 
the discovery stage and currently a trial date of January 2 0 0 8  has 

scheduled, In May 2 0 0 6 ,  OMU issued a notification of its intent to 
terminate the contract in May 2010, without cause, absent any 

relief which may be permitted by the proceeding. 

been 

earlier 

ENVIRONMENTAL MATTERS 

In April 2006, the EPA issued a notice of violation for alleged 
violations of the Clean Air Act involving work performed on Unit 3 

KU's E.W. Brown Station in 1997. The EPA alleges modification of a 
source without a permit, failure to comply with requirements under 

Prevention of Significant Deterioration ("PSD") program, operation 

source in violation of the New Source Performance Standards 

and failure to identify the applicability of PSD and NSPS 

in compliance certifications. Violations, if ultimately found, could 
result in additional expenditures on pollution controls or civil 
penalties. KU has responded to certain data requests of the EPA and 
held initial discussions with the EPA regarding this matter, Due to 

early stage of this matter, KU is unable to determine its ultimate 
potential impact. 

The Companies are subject to SO2 and NOx emission limits on their 
electric generating units pursuant to the Clean Air Act. The 

placed into operation significant NOX controls for their generating 
units prior to the 2004 summer ozone season. As of September 30, 

LG&E and KU have incurred total capital costs of approximately $187 
million and $215 million, respectively, to reduce their NOx 

to required levels. In addition, the Companies incur additional 
operating and maintenance costs in operating the new NOx controls. 

March 10, 2 0 0 5 ,  the EPA issued the final CAIR which requires 
substantial additional reductions in SO2 and NOX emissions from 
electric generating units. The CAIR provides for a two-phased 

program with Phase I reductions in NOx and SO2 emissions in 2009 and 
2010,  respectively, and Phase I1 reductions in 2015. On March 15, 

the EPA issued a related regulation, the final CAMR, which requires 
substantial mercury reductions from electric generating units. The 

also provides for a two-phased reduction, with the Phase I target in 

of 

the 

of a 

( "NSPS" , 

requirements 

the 

Companies 

2 0 0 6 ,  

emissions 

on 

reduction 

2005, 

CAMR 
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2 0 1 0  achieved as a "co-benefit'' of the controls installed to meet 

CAIR. Additional control measures will be required to meet the Phase 

target in 2 0 1 8 .  Both the CAIR and the CAMR establish a cap and trade 
framework, in which a limit is set on total emissions and allowances 
can be bought or sold on the open market to be used for compliance, 
unless the state chooses another approach. LG&E currently has FGDs 

all its coal-fired units, but will continue to evaluate improvements 

further reduce SO2 emissions. 

In order to meet these new regulatory requirements, KU has 

a plan for adding significant additional SO2 controls to its 

units. Installation of additional SO2 controls will proceed on a 

basis, with construction of controls (i.e., FGDs) having commenced 

September 2005  and continuing through the final installation and 
operation in 2 0 0 9 .  KU estimates that it will incur $ 8 0 9  million in 
capital costs related to the construction of the FGDs to achieve 
compliance with current emission limits on a company-wide basis. Of 
this amount, $126 million has been incurred through September 30,  

In addition, KU will incur additional operating and maintenance 

in operating the new SO2 controls. 

The Companies are also monitoring several other air quality issues 
which may potentially impact coal-fired power plants, including the 
EPA's revised air quality standards for ozone and particulate matter 
and measures to implement the EPA's Clean Air Visibility Rule. 

During 2006 ,  the EPA and state environmental authorities agreed to a 
tentative general settlement with KU and other parties regarding 
recovery of remediation and other costs relating to the former 

transformer scrap yard. KU's share of such overall settlement is 

than $1 million. The tentative settlement remains subject to certain 
actions at the EPA and state levels, including completion of certain 
public notice and comment procedures, following which actions final 
regulatory approvals can commence. 

In the normal course of business, lawsuits, claims, environmental 
actions and various non-ratemaking governmental proceedings arise 
against the Companies. To the extent that damages are assessed in 

lawsuits relating to the above, the Companies believe that their 
insurance coverage or other appropriate reserves are adequate., 
Management, after consultation with legal counsel, and based upon 

present status of these items, does not anticipate that liabilities 
arising out of other currently pending or threatened lawsuits and 

the 
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implemented 

generating 
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2 0 0 6 .  
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less 
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claims of the type referenced above will have a material adverse 
effect 

on the Companies' financial position or results of operations. 

EMPLOYEES AM) LABOR RELATIONS 

Effective August 1, 2006,  KU and its employees represented by IBEW 
Local 2 1 0 0  entered into a new three-year collective bargaining 
agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage 

openers. 
re- 

PENSION LEGISLATION 

The Pension Protection Act of 2 0 0 6  was enacted in August 2 0 0 6 .  Among 
other matters, this comprehensive legislation contains provisions 
applicable to defined benefit plans which generally (i) mandate 1 0 0 %  
funding of current liabilities within seven years; (ii) increase 

deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; 

(iv) raise federal insurance premiums and other fees for funded and 
distressed plans. The legislation also contains similar provisions 
relating to defined-contribution plans and qualified and non- 

executive pension plans and other matters. The Companies are 

examining the potential impacts of the Pension Protection Act of 

tax- 

and 

qualified 

currently 

2 0 0 6 .  

7 Segments of Business 

LG&E's revenues, net income and total assets by business segment for 
the three and nine months ended September 30, 2 0 0 6  and 2 0 0 5 ,  follow: 

Months 

30, 
(in millions) 

LG&E Electric 
Revenues 

Net income 

Total assets 

2 0 0 5  

$ 7 4 1  

9 9  

2,41,6 

LG&E Gas 
Revenues 

Net income 
2 6 0  

5 

Three Months 

Ended 
September 30, 

2006 2 0 0 5  

$ 2 6 9  $284 

43 4 5  

2 I 454 2 , 4 1 6  

3 4  3 5  

( 3 )  ( 3 )  

Nine 

Ended 
September 

2006 

$704 

8 6  

2 . 4 5 4  

2 8 8  

4 
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Total assets 563 5 5 1  563 
5 5 1  

Total 
Revenues 

Net income 

Total assets 

1 , 0 0 1  

1 0 4  

2 , 9 6 7  

303 3 1 9  992 

4 0  4 2  9 0  

3 , 0 1 7  2 , 9 6 7  3 , 0 1 7  

XU is an electric utility company. It does not provide natural gas 
service and, therefore, is presented as a single business segment. 

8 .  Related Party Transactions 

LG&E, XU, subsidiaries of E.ON 17.S,, and other subsidiaries of E.ON 
engage in related-party transactions. These transactions are 

performed at cost and in accordance with applicable FERC, Kentucky 
Commission and Virginia Commission regulations, The significant 

party transactions are disclosed below. 

generally 

related- 

ELECTRIC PURCHASES 

The Companies' intercompany electric revenues and purchased power 
expense from affiliated companies for the three and nine months 

September 3 0 ,  2 0 0 6  and 2 0 0 5  were as follows: 
ended 

(in millions) 

xu 
Electric operating 
revenues from XU 
Electric operating 
revenues from LG&E 

Purchased power from K,U 
6 5  

Three Months Nine Months 
Ended Ended 

September 3 0 ,  September 3 0 ,  
2 0 0 6  2005 2 0 0 6  2 0 0 5  

LG&E KU LG&E XU LG&E XU LG&E 

- $ 1 5  - $ 6 7  - $62 $23 

- 1 7  5 2  - - 1 6  

1 7  1 6  5 2  6 5  - - 

Purchased power from LG&E - 23 - 1 5  - 6 7  - 
6 2  

INTEREST CHARGES 

The Companies' intercompany interest income and expense for the three 
and nine months ended September 30, 2 0 0 6  and 2 0 0 5  were as follows: 

Three Months Nine Months 
Ended Ended 

September 30, September 3 0, 
2006 2 0 0 5  2 0 0 6  2 0 0 5  



(in millions) LG&E KU LG&E KU LG&E KU LG&E 

Interest on money pool 
KU 

loans $ -  $1 $ -  $ -  $1 $2 $1 
$1 

Interest on Fidelia 
loans 3 5 3 4 8 15 8 

11 

OTHER INTERCOMPANY BILLINGS 

Other intercompany billings related to the Companies for the three 

nine months ended September 30 ,  2 0 0 6  and 2005 were as follows: 
and 

Months 

3 0 ,  
(in millions) 

2 0 0 5  

$ 1 6 1  

1 4 6  

6 

E.ON U.S Services 

E.ON U S. Services 

LG&E billings to E 

billings to LG&E 

billings to KU 

ON U . S  Services 

KU billings to E.ON U S Services 

LG&E billings to KU 

KU billings to LG&E 

4 

83 

21 

9 .  Subsequent Events 

Three Months 

Ended 
September 30, 

2006 2 0 0 5  

$57 $53 

99 4 4  

1 1 

1 - 

2 1  55 

1 4  8 

Nine 

Ended 
September 

2 0 0 6  

$ 1 6 2  

221 

4 

3 

3 1  

2 9  

In October 2 0 0 6 ,  the Companies paid approximately $33 million to the 
MISO pursuant to a revised MISO invoice regarding the exit fee and 

related FERC compliance filings. The Companies' payment of this exit 
fee amount was with reservation of their rights to contest the 

or components thereof, following a continuing review of its 

and supporting documentation. 

In October 2006,  E.ON U.S., LG&E and KU announced plans to provide 

to $ 2 5  million over a period of up to twelve years to the FutureGen 
Industrial Alliance, Inc. ("FutureGen"), a non-profit consortium. 
FutureGen will conduct research, development and demonstration 
activities relating to advanced coal technologies, including 

construction of the world's first coal.-fired, "near zero emissions'' 
power plant. Among the members of FutureGen are companies with 

made 

amount, 

calculation 

UP 

proposed 



interests in coal-fired electric power generation or coal 

FutureGen has si.gned an initial, cooperative agreement with the DOE 

expects to sign a full-scope cooperative agreement in 2 0 0 7 .  Beyond 
their initial aggregate membership amount of $ 0 . 3  million, E.ON I1.S.  
and the Companies have rights at sequential future times to 

participation prior to incurring the obligation to contribute the 
relevant remaining contribution amounts. The next estimated 
contribution will be in the amount of $ 0 ~ 8  million during the 

of 2 0 0 6 ,  

In October 2006 ,  KU entered into a $50 million long-term unsecured 

from Fidelia,. The loan matures in October 2016 ,  and has an interest 
rate of 5 . 6 7 5 % .  

In October 2006 ,  the Kentucky Commission commenced an inquiry into 
elements of KU'S planned construction of one of its three new FGD's 

the Ghent generating station. The proceeding requests additional 
information from KU regarding configuration details, expenditures 

the proposed construction sequence applicable to future construction 
phases of the Ghent FGD project. The inquiry focuses on KU's 

to complete the project in a manner which would result in connecting 
the final new FGD to the generating unit currently served by an 
existing FGD and reconnecting such existing FGD to the final 

generating unit. Pursuant to various Kentucky Commission approvals, 

has built and operated an FGD on one generating unit since the mid- 
1990's and is in varying stages of construction or pre-construction 

FGD's for the remaining three generathy units at its Ghent plant. 

is currently unable to predict the outcome and ultimate impact, if 

of the Kentucky Commission's proceeding. 

In November 2006 ,  the Kentucky Commission issued orders for both 
Companies regarding the routine periodic reviews approvi.ng the 

and credits billed through the FAC during the review period 

In November 2006 ,  LG&E completed certain agreements pursuant to its 
August 2006 MOU with the Authority regarding the proposed 

of an arena in downtown Louisville. LG&E entered into a relocation 
agreement providing for the reimbursement by the Authority to LG&E 

the costs to be incurred in moving certain LG&E facilities related 

the arena transaction, which costs are currently estimated to be 

production. 

and 

terminate 

remainder 

loan 

at 
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proposal 

remaining 

KU 

on 

KU 

any, 

changes 

construction 

of 

to 



35 

approximately $ 6 3  million. The parties further entered into a 
property sale contract providing for LG&E's sale of a downtown site 

the Authority for approximately $10 million, which represents the 
appraised value of the parcel, less certain agreed demolition costs. 
The amounts specified in the contracts are subject to certain 
adjustments. Depending upon continuing progress in the proposed 

transaction generally, the transactions contemplated by the 

are anticipated to occur between 2 0 0 6  and 2010. 

to 

arena 

contracts 

Item 2 .  Management's Discussion and Analysis of Financial 
Condition 

and Results of Operations. 

General 

The following discussion and analysis by management focuses on those 
factors that had a material effect on the Companies' financial results 
of 
operations and financial condition during the three and nine month 
periods 
ended September 3 0 ,  2 0 0 6 ,  and should be read in connection with the 
financial statements and notes thereto. 

Some of the following discussion may contain forward-looking statements 
that are subject to certain risks, uncertainties and assumptions. Such 
forward-looking statements are intended to be identified in this 
document 
by the words "anticipate, "expect, "estimate, "objective, 
''possible, 'I 

npotential'' and similar expressions. Actual results may vary 
materially. 
Factors that could cause actual results to differ materially i,nclude: 
general economic conditions; business and competitive conditions in the 
energy industry; changes in federal or state legislation; unusual 
weather; 
actions by state or federal regulatory agencies; and other factors 
described from time to time in the Companies' reports to the SEC, 
including 
the Annual Reports on Form 10-K for the year ended December 31, 2 0 0 5 . ,  

Executive Summary 

LG&E and XU, subsidiaries of E.ON U.S, (indirect subsidiaries of E.ON), 
are regulated public utilities. At September 30, 2 0 0 6 ,  LG&E 
supplied electricity to approximately 3 9 7 , 0 0 0  customers and natural 
gas to approximately 3 2 2 , 0 0 0  customers in Louisville and adjacent 
areas in Kentucky. At September 30, 2 0 0 6 ,  KU provided electricity to 
approximately 493,000 customers in 7'7 counties in central, 
southeastern and western Kentucky, to approximately 30,000 customers 
in southwestern Virginia and 5 customers in Tennessee. KU also sells 
wholesale electricity to 12 municipalities. 



The mi.ssion of the Companies is to build on our tradition and achieve 
world-class status providing reliable, low-cost energy services and 
superior customer satisfaction; and to promote safety, financial 
success 
and quality of life for our employees, communities and other 
stakeholders. 

The Companies' strategy focuses on the following: 

- Achieve scale as an integrated U.S. electric and gas business 
through 

organic growth; 
- Maintain excellent customer satisfaction; 
- Maintain best-in-class cost position versus U.S. utility companies; 
- Develop and transfer best practices throughout the company; 
- Invest in infrastructure to meet expanding load and comply with 

- Achieve appropriate regulated returns on all investment; 
- Attract, retain and develop the best people; and 
- Act with a commitment to corporate social responsibility that 

the well being of our employees, demonstrates environmental 
stewardship, promotes quality of life in our communities and 

the diversity of the society we serve., 

increasing environmental requirements; 

enhances 

reflects 

In a June 2004 order, the Kentucky Commission accepted the settlement 
agreements reached by the majority of the parties in the rate cases 
filed 
by the Companies in December 2003. Under the ruling, the LG&E utility 
base 
electric rates have increased $43 million ('7.7%) and base natural gas 
rates 
have increased $12 million (3.4%) annually. Base electric rates at KU 
have 
increased $ 4 6  million (6.,8%1 annually. The rate increases took effect 
on 
July 1, 2004. The 2004 increases were the first increases in electric 
base 
rates for the Companies in 13 and 20 years, respectively; the previous 
natural gas rate increase for the LG&E gas utility took effect in 
September 
2000.  
The Companies have begun construction of another base-load coal-fired 
unit 
at the Trimble County site. The Companies believe this is the least 
cost 
alternative to meet the future needs of customers,. Trimble County Unit 
2 ,  
with a 750 Mw capacity rating, is expected to be jointly owned by the 
Companies (75% owners of the unit) and the IMEA and IMPA (25% owners). 
Trimble County Unit 2 is expected to cost $1.1 billion and be completed 

2010. The Companies' aggregate 7 5 %  share of the total Trimble County 
Unit 2 
capital cost is approximately $ 8 7 9  million and is estimated to be 

by 
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approximately $151 million for LG&E and $601 million for KU through 
2 0 0 8 .  
Through September 2 0 0 6 ,  expenditures for Trimble County Unit 2 have 
been 
$18 million for LG&E and $66 million for KU. In June 2 0 0 6 ,  the 
Companies 
entered into a construction contract regarding the Trimble County Unit 
2 
project., See Note 6 of the Notes to Financial Statements, in Part I., 
Item 
1, herein., 

In November 2 0 0 5 ,  the Kentucky Commission approved the CCN construction 
application of the Companies to expand the Trimble County generating 
plant I 
Kentucky Commission approvals for the related transmission line CCNs 
were 
granted in September 2 0 0 5  and May 2 0 0 6 . ,  In July 2 0 0 6 ,  certain property 
owners filed a motion for judicial appeal of the latter transmission 
line 
CCN ruling. A schedule for such proceeding has not been established. In 
November 2 0 0 5 ,  the Kentucky Division for Air Quality issued the final 
air 
permit, which was challenged via a request for remand in December 2 0 0 5  

three environmental advocacy groups, including the Sierra Club. 
Administrative proceedings with respect to the challenge are expected 
to 
continue during 2 0 0 6 .  A ruling thereafter may be anticipated in the 
first 
half of 2 0 0 7 ,  

In July 2 0 0 6 ,  the FERC issued a final report under a routine audit that 
its 
Office of Enforcement (formerly its Office of Market Oversight and 
Investigations) had conducted regarding the compliance of E.ON U . S .  and 
subsidiaries, including LG&E and KU, under the FERC's standards of 
conduct 
and codes of conduct requirements, as well as other areas. The final 
report 
contained certain findings calling for improvements in E.ON U . S .  and 
subsidiaries' structures, policies and procedures relating to 
transmission, 
generation dispatch, energy marketing and other practices. E.ON U . S .  
and 
affiliates have agreed to certain corrective actions and plan to submit 
procedures related to such corrective actions to the FERC., The 
corrective 
actions are in the nature of organization and operational improvements 
as 
described above and are not expected to have a material adverse impact 
on 
the Companiesi results of operations or financial condition., 

by 

Results of Operations 

The results of operations for the Companies are affected by seasonal 



fluctuations in temperature and other weather-related factors Because 
of 
these and other factors, the results of one interim period are not 
necessarily indicative of results or trends to be expected for the full 
year" 

Three Months Ended September 30, 2 0 0 6 ,  Compared to 
Three Months Ended September 30, 2 0 0 5  

LG&E Results: 

LG&E's net income decreased $ 2  million ( 5 % )  for the three months ended 
September 30, 2 0 0 6 ,  as compared to the three months ended September 30, 
2 0 0 5 ,  primarily due to lower retail sales volumes resulting from cooler 
weather than last year and a higher effective income tax rate this 

partially offset by lower MISO expenses and lower other operation 
expenses 
primarily from the completion of the W T  amortization earlier this 
year. 

A comparison of LG&E's revenues for the three months ended September 
3 0 ,  
2 0 0 6 ,  with the three months ended September 30, 2 0 0 5 ,  reflects 
increases 
and (decreases) which have been segregated by the following principal 
causes: 

year, 

Cause 
(in millions) 
Retail sales: 

Fuel and gas supply adjustments 
Environmental cost recovery 
surcharge 
Merger surcredit 
Variation in sales volume and 
other 
Total retail sales 

Wholesale sales 
MISO Day 2 RSG MWP 

Total 

Electric Gas 
Revenues Revenues 

$3 $1 

(1) . 
1 

Electric revenues decreased $15 million (5%) primarily due to: 

1 6 %  
- Decreased sales volumes delivered ($12 million) resulting from a 

decrease in cooling degree days in the third quarter of 2006 as 
compared to the same period in 2005 

reclassification of MISO Day 2 RSG MWP in the third quarter of 

This reclass of the RSG MWP was made from an expense account to a 
revenue account back to the inception of MISO Day 2 on April 1, 

- Increased fuel costs ($3 million) billed to customers through the 

- Decreased MISO related revenue ($10 million) due to the accounting 

2 0 0 5 "  

2 0 0 5 ,  

fuel 
adjustment clause 

- Increased wholesale sales ( $ 4  million) largely due to 2 0 %  higher 



volumes 

Gas revenues for the quarter ending September 2006 as compared to the 
same 
period last year were essentially flat with no significant variances. 

Fuel for electric generation and gas supply expenses comprise a large 
component of LG&E's total operating expenses., Increases or decreases in 
the 
cost of fuel and natural gas supply are reflected in LG&E's electric 
and 
natural gas retail rates, through the fuel adjustment clause and gas 

clause, subject to the approval of the Kentucky Commission. 
supply 

Fuel for electric generation increased $6 million (8%) in 2006 
primarily 
due to: 

- Increased unit cost of fuel burned ( $ 3  million) due to higher fuel 

- Increased generation ( $ 3  mil.lion) due to higher unit availability 

Power purchased decreased $8 million ( 2 4 % )  in 2006 primarily due to: 

prices 

- Decreased volumes purchased ($9 million) due to higher unit 

- Increased unit cost of purchases ($1 million) due to higher market 
availability and lower retail sales volumes 

prices 

Gas supply expenses decreased $1 million ( 5 % )  in 2006 primarily due 
to: 

- Decreased unit cost of natural gas purchased ( $ 3  million) 
- Increased volumes delivered to the distribution system ( $ 2  

million) 

Other operation and maintenance expenses decreased $18 million (20%) in 

Other operation expenses decreased $23 million ( 3 4 % )  primarily due 
2 0 0 6 ,  

to: 
- Decreased other power supply costs ($16 million) primarily due to 

- Decreased administrative and general expenses ( $ 7  million) 
lower MIS0 Day 2 expenses 

primarily 
due to completion of the VDT amortization 

Maintenance expense increased $3 million ( 2 2 % )  primarily due to: 
- Increased electric distribution maintenance ( $ 2  million) primarily 

due 
to tree trimming 

- Increased steam generation maintenance ($1 million) primarily 
related 

to Mill Creek Unit 4 
Property and other taxes increased $1 million ( 3 0 % )  

Other income increased $2 million in 2006 primarily due to non-hedging 
derivative mark-to-market income. 

Interest expense increased $2 million ( 3 3 % )  in 2006 primarily due to: 
- Increased interest rates on variable rate debt ( $ 2  million) 
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- Increased interest expense on tax deficiencies ($1 million) 
- Decreased interest expense on the swaps ($1 million) 

The weighted average interest rate on variable-rate bonds for the three 
months ended September 30, 2006, was 3 . 6 3 % ,  compared to 2 . 5 4 %  for the 
comparable period in 2005. 

A comparison of the LG&E effective income tax rate for the three months 
ended September 3 0 ,  2006 and 2 0 0 5  follows: 

Ended 

2 0 0 5  

Three Three 
Months Ended Months 

September 3 0 ,  2006 September 3 0 ,  

Effective Rate 
Statutory federal income tax 
rate 35 0% 
State income taxes net of federal 
benefit 4 . 0  
Reduction of previous accruals ( 0  6 )  
Amortization of investment tax 
credits (1.6) 
Other differences (1.3) 
Effective income tax 
rate 3 5 . 5 %  

3 5 . 0 %  

3 . 7  
( 9 . 0 )  

(1.8) 
(1.6) 

26 3% 

In September 2005, E ON U S Investments Corp., the parent of E ON U S .  
and 
indirect parent of LG&E, received notice from the Congressional Joint 
Committee on Taxation approving the IRS audit of the consolidated 
group I s 
returns for the periods December 1999 through December 2 0 0 3 .  As a 
result of 
this approval, LG&E released income tax reserves of $5.1 million in the 
third quarter of 2005. Further reductions of previous tax accruals were 
made in the third quarter of 2006 primarily due to the expiration of 
the 
statute of limitations for a prior year 

The change in amortization of investment tax credits and other 
differences 
is largely attributable to the change in the levels of pre-tax income 

KU Results: 

KU's net income increased $17 million ( 5 3 % )  for the three months ended 
September 3 0 ,  2 0 0 6 ,  as compared to the three months ended September 30, 
2005, primarily due to higher equity in earnings from EEI, lower MIS0 
expenses and lower other operation expenses primarily from the 
completion 
of the VDT amortization earlier this year, partially offset by lower 
retail 
and wholesale sales volumes and increased interest expense. 

A comparison of KU's revenues for the three months ended September 3 0 ,  
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2 0 0 6 ,  with the three months ended September 30, 2 0 0 5 ,  reflects 
increases 
and (decreases) which have been segregated by the following principal 
causes : 

Cause 
(in millions) 
Retail sales: 

Fuel supply adjustments 
Environmental cost recovery 
surcharge 
Merger surcredit 
Vari.ation in sales volumes and 
other 
Total retail sales 

Wholesale sales 

Total 
MISO Day 2 RSG MWP 

Electric 
Revenues 

$27 

3 
2 

(13) 
19 
(10) 
(14) 
$ ( 5 )  

Electric revenues decreased $ 5  million (1%) in 2 0 0 6  primarily due to: 
- Decreased MISO related revenue ($14 million) due to the accounting 
reclassification of MISO Day 2 RSG MWP in the third quarter of 

This reclass of the RSG MWP was made from an expense account to a 
revenue account back to the inception of MISO Day 2 on April 1, 

- Decreased sales volumes delivered ($13 million) resulting from a 

decrease in cooling degree days in the third quarter of 2 0 0 6 ,  as 
compared to the same period in 2005 

2005 

2 0 0 5  

2 1 %  

- Decreased wholesale revenues ($10 million) largely due to 3 7 %  
lower 

volumes 

fuel adjustment clause due to higher coal prices 
- Increased fuel costs ( $ 2 7  million) billed to customers through the 

- Increased environmental cost recovery ($3 million) billed to 

- Increased merger surcredit revenues ( $ 2  million) 
customers 

Fuel for electric generation comprises a large component of KU's total 
operating expenses. Increases or decreases in the cost of fuel are 
reflected in KU's retail electric rates through the fuel adjustment 
clause, 
subject to the approval of the Kentucky Commission, the Virginia State 
Corporation Commission and the FERC. 

Fuel for electric generation increased $11 million ( 9 % )  in 2006 
primarily due to: 

- Increased unit cost of fuel burned ($17 million) due to higher 
fuel 

prices 
- Decreased generation ( $ 6  million) due to lower sales volumes 

Power purchased decreased $16 million ( 2 5 % )  in 2006 primarily due to: 
- Decreased unit cost of purchases ( $ 1 2  million) due to lower market 
prices 



42 

- Decreased volumes purchased ( $ 4  million) due to higher unit 
availability and lower sales volumes 

Other operation and maintenance expenses decreased $17 million ( 2 1 % )  in 
2 0 0 6 .  
Other operation expenses decreased $19 million ( 3 3 % )  primarily due 

to: 

lower 
- Decreased other power supply costs ( $ 1 5  million) primarily due to 

MIS0 Day 2 expenses 
- Decreased administrative and general expenses ( $ 3  million) 

primarily 
due to the completion of the W T  amortization 

- Decreased transmission expense ($2 million) primarily due to lower 
MIS0 

Day 1 expenses 
- Increased steam generation operations expense ($1 million) 

Property and other taxes increased $1 million ( 2 9 % )  

Other income - net increased $11 million primarily due to: 
- Increased equity in earnings from EEI as a result of EEI selling 
electricity at market based rates, effective January 2006 ( $ 9  

mi 11 ion I 

mi 11 ion I 

Interest expense increased $1 million ( 3 3 % )  primarily due to higher 
interest rates on variable rate debt., The weighted average interest 
rate on 
variable-rate bonds for the three months ended September 3 0 ,  2 0 0 6 ,  was 
3 . 6 3 % ,  compared to 2 5 4 %  for the comparable period in 2 0 0 5 .  

Interest expense to affiliated companies increased $ 2  million (50%) in 
2 0 0 6  
primarily due to increased borrowing from Fidelia. 

A comparison of the KU effective income tax rate for the three months 
ended 
September 3 0 ,  2 0 0 6  and 2005 follows: 

- Increased non-hedging derivative mark-to-market income ($2 

Months 

September 

2005 
Effective Rate 
Statutory federal income tax 
rate 
State income taxes net of federal 
benefit 
Reduction of previous accruals 
Amortization of investment tax 
credits 
EEI dividend 
EEI adjustment 

Three Months 

Ended 
September 

3 0 ,  2006 

35,0% 

4 . 5  
( 0 . 3 1  

( 0 . 4 1  
(3 .01  

Three 

Ended 

3 0 .  

3 5 . 0 %  

4 . 6  
( 8 . 9 1  

(0 .91  

6 . 3  
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Other differences 
Effective income tax rate 

( 2 . 0 )  
3 3 . 8 %  

( 0  1) 
3 6  0% 

The EEI dividend in the third quarter of 2 0 0 6  reflects tax benefits 
associated with the receipt of dividends from KU's investment in EEI. 
During the third quarter in 2 0 0 5 ,  KU recognized additional deferred tax 
expense ($3.1 million) related to the undistributed earnings in its EEI 
unconsolidated investment. An EEI management decision regarding changes 
in 
the distribution of EE3's previous earnings led to the decisi,on to 
provide 
deferred income taxes for all book and tax basis differences in this 
investment. 

The change in amortization of investment tax credits is largely 
attributable to the change in the levels of pre-tax income, 

In September 2005,  E.ON U.S. Investments Corp., the parent of E.ON U . S .  
and 
indirect parent of K,U, received notice from the Congressional Joint 
Committee on Taxation approving the IRS audit of the consolidated 
group ' s 
returns for the periods December 1999 through December 2 0 0 3 .  As a 
result of 
this approval, KU released income tax reserves of $4.4 million in the 
third 
quarter of 2 0 0 5 .  Further reductions of previous tax accruals were made 
in 
the third quarter of 2006 pri,marily due to the expiration of the 
statute of 
limitations for a prior year. 

Nine Months Ended September 30, 2006,  Compared to 
Nine Months Ended September 30, 2005 

LG&E Results: 

LG&E's net income decreased $14 million (13%) for the nine months ended 
September 30, 2006,  as compared to the nine months ended September 30, 
2005,  primarily due to lower electric and gas retail and wholesale 
sales 
volumes resulting from milder weather this year, higher interest 
expense 
and a higher effective income tax rate, partially offset by lower other 
operations expenses primarily from the completion of the W T  
amortization 
earlier this year and lower MIS0 expenses. 

A comparison of LG&E's revenues for the nine months ended September 30, 
2006,  with the nine months ended September 30 ,  2 0 0 5 ,  reflects increases 
and 
(decreases) which have been segregated by the following principal 
causes: 

Cause 
(in millions) 

Electric Gas 
Revenuas Revenues 
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Retail sales: 
Fuel and gas supply adjustments 
Merger surcredit 
Environmental cost recovery 
Value delivery surcredit 
Weather normalization 
Variation in sales volume and 
other 
Total retail sales 

Wholesale sales 

Other 
Total 

MISO Day 2 RSG MWP 

$18 
2 
(1) 

$74  

Electric revenues decreased $37 million 15%) in 2006 primarily due to: 
- Decreased wholesale sales ( $ 2 8  million) resulting from 16% lower 

- Decreased retail sales volumes and other ($19 million) resulting 

a 12% decrease in cooling degree days as compared to the same 

in 2005 
- Decreased MISO related revenue ($7 million1 largely due to the 
accounting reclassification of MISO Day 2 RSG MWP in the third 

volumes 

f rom 

period 

quarter 
of 2005. This reclass of the RSG MWP was made from an expense 

account 

I. 
to a revenue account back to the inception of MISO Day 2 on April 

2005 .  
- Increased fuel costs ($18 million) billed to customers through the 
fuel adjustment clause due to higher costs of coal 

Gas revenues increased $28 million 111%) in 2006 primarily due to: 

through 
- Increased gas supply costs ($74 million) billed to customers 

the gas supply adjustment clause due to higher costs of natural 
gas 

- Increased weather normalization revenues ( $ 2  million) due to 
warmer 

weather 
- Increased value delivery surcredit revenues ($1 million) 
- Decreased sales volumes and other ( $ 3 4  million) resulting from a 

8 %  

2005 
decrease in heating degree days as compared to the same period in 

- Decreased wholesale sales ($16 million) due to limited 
opportunities 

to sell off-system 

Fuel for electric generation and gas supply expenses comprise a large 
component of LG&E's total operating expenses. Increases or decreases in 
the 
cost of fuel and natural gas supply are reflected in LG&E's electric 
and 
natural gas retail rates, through the fuel adjustment clause and gas 
SUPPlY 
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clause, subject to the approval of the Kentucky Commission 

Fuel for electric generation increased $13 million ( 6 % )  in 2006 
primarily due to: 

- Increased unit cost of fuel burned ($17 mi.llion) due to higher 
fuel 

prices 
- Decreased generation ( $ 4  million) due to lower sales volumes 

Power purchased decreased $ 2 0  million ( 2 0 % )  in 2 0 0 6  primarily due to: 
- Decreased volumes purchased ($30 million) due to higher unit 

- Increased unit cost of purchases ($10 million) due to higher 
availability and lower sales volumes 

market 
prices 

Gas supply expenses increased $27 million (14%) in 2 0 0 6  primarily due 
to: 
- Increased unit cost of natural gas purchased ( $ 6 9  million) 
- Decreased volumes delivered to the distribution system ($41 

mil 1 ion) 

Other operation and maintenance expenses decreased $15 million ( 7 % )  in 
2006. 
Other operation expenses decreased $25 million (15%) primarily due 

to: 

primarily 
- Decreased administrative and general expenses ($14 million) 

due to the completion of the VDT amortization 
- Decreased other power supply expenses ( $ 6  million) primarily due 

to 
lower MISO Day 2 expenses 

- Decreased transmission expenses ( $ 6  million) primarily due to 
lower 

MISO expenses 
Maintenance expenses increased $9  million (18%) primarily due to: 

- Increased steam maintenance ( $ 4  million) primarily related Mill 

- Increased distribution maintenance ( $ 4  million) primarily related 
Creek Unit 4 

to 
storm restoration 

- Increased administrative and general maintenance ( $ 2  million) 
Property and other taxes increased $1 million (8%) 

Interest expense increased $5 million ( 2 9 % )  in 2006 primarily due to: 
- Increased interest rates on variable rate debt ( $ 4  million) 
- Increased interest on tax deficiencies ($3 million) 
- Decreased interest expense on the swaps ($2 million) 

The weighted average interest rate on variable-rate bonds for the nine 
months ended September 30, 2 0 0 6 ,  was 3 . 4 3 % ,  compared to 2.36% for the 
comparable period in 2005. 

A comparison of the LGhE effective income tax rate for the nine months 
ended September 30, 2 0 0 6  and 2 0 0 5  follows: 

Nine Months Nine Months 
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Ended 
September 

30,  2006 
Effective Rate 
Statutory federal income tax 
rate 35 0% 
State income taxes net of federal 
benefit 3 8  
Reduction of previous accruals ( 0 . 3 )  
Amortization of investment tax 
credits ( 2  2 )  
Other differences ( 2 . 0 )  
Effective income tax rate 3 4 . 3 %  

Ended 
September 
30,  2005 

3 5  0% 

4 3  
( 3 . 4 )  

( 2  0 )  
( 1 . 4 )  
3 2 . 5 %  

State income taxes in 2006 reflect Kentucky Coal Tax credits earned 
The 
change in amortization of investment tax credits is largely 
attributable to 
the change in the levels of pre-tax income. 

In September 2 0 0 5 ,  E.ON U.S. Investments Corp., the parent of E ON U.S. 
and 
indirect parent of LG&E, received notice from the Congressional Joint 
Committee on Taxation approving the IRS audit of the consolidated 
group s 
returns for the periods December 1999 through December 2 0 0 3 .  As a 
result of 
this approval, LG&E released income tax reserves of $5.1 million in the 
third quarter of 2005 Further reductions of previous tax accruals were 
made in 2006 primarily due to the expiration of the statute of 
limitations 
for a prior year. 

KU Results: 

KU's net income increased $ 2 2  million ( 2 5 % )  for the nine months ended 
September 30, 2006,  as compared to the nine months ended September 30, 
2 0 0 5 ,  primarily due to higher equity in earnings from EEI, lower MIS0 
expenses, lower other operation expenses primarily from the completion 
of 
the VDT amortization earlier this year and a lower effective income tax 
rate, partially offset by lower retail and wholesale sales volumes and 
increased interest expense. 

A comparison of KU's revenues for the nine months ended September 30, 
2006,  
with the nine months ended September 30,  2 0 0 5 ,  reflects increases and 
(decreases) which have been segregated by the following principal 
causes: 

Cause 
(in millions) 
Retail sales: 
Fuel supply adjustments 
Environmental cost recovery surcharge 
Merger surcredit 
Rate and rate structure 

Electric 
Revenues 

$ 5 2  
6 
2 
2 
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Value delivery surcredit 
Variation in sales volume and other 
Total retail sales 
Who1,esale sales 
MISO Day 2 RSG MWP 
Other 
Total 

Electric revenues increased $12 million (1%) in 2006 primarily due to: 

fuel 
- Increased fuel costs ($52 million) billed to customers through the 

adjustment clause 
- Increased environmental cost recovery surcharge ($6 million) 
- Increased merger surcredit revenues ($2 million) 
- Increased revenues from changes in Virginia rates and rate 

structure 
( $ 2  million) 

volumes 
- Decreased wholesale sales ( $ 2 8  million) resulting from 5 1 %  lower 

- Decreased transmission revenue ($10 million) due to lower volumes 
- Decreased retail sales volumes and other ($9 million) resulting 

from a 

in 2005 
10% decrease in cooling degree days as compared to the same period 

- Decreased MISO related revenues ( $ 4  million) largely due to the 
accounting reclassi.ficati.on of MISO Day 2 RSG MWP in the third 

2005.This reclass of the RSG MWP was made from an expense account 

revenue account back to the inception of MISO Day 2 on April 1, 

quarter of 

to a 

2 0 0 5 "  

Fuel for electric generation comprises a large component of KU's total 
operating expenses. Increases or decreases in the cost of fuel are 
reflected in KU's retail electric rates through the fuel adjustment 
clause, 
subject to the approval of the Kentucky Commission, the Virginia State 
Corporation Commission and the FERC. 

Fuel for electric generation increased $35 million (12%) in 2006  
primarily due to: 
- Increased unit cost of fuel burned ($37 million) due to higher 

fuel 
prices 

- Decreased generation ($2 million) due to decreased sales volumes 

Power purchased decreased $21 million (13%) in 2006  primarily due to: 
- Decreased volumes purchased ($24 million) due to higher unit 

- Increased unit cost of purchases ($3 million) due to higher market 
availability and lower sales volumes 

prices 

Other operation and maintenance expenses decreased $12 million (6%) in 
2006. 
Other operation expenses decreased $9 million ( 6 % )  primarily due to: 

- Decreased other power supply expenses ( $ 9  million) primarily due 
to 
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lower MIS0 Day 2 expenses 
- Decreased administrative and general expenses ($3 million) 

primarily 
due to the completion of the W T  amortization 

- Increased transmission expenses ($2 million) 
- Increased steam generation operation expense ($1 million) 

- Decreased steam generation maintenance ( $ 7  million) due to outages 
Maintenance expenses decreased $3 million (6%) primarily due to: 

in 
2005 at E.W Brown, Ghent and Green River 

- Increased administrative and general maintenance ($2 million) 
- Increased combustion turbine maintenance ($1 million) 
- Increased electric distribution maintenance ($1 million) 
Property and other taxes increased $1 million (12%) 

Other income - net increased $21 million primarily due to increased 
equity 
in earnings from EEI as a result of EEI selling electricity at market 
based 
rates, effective January 2006. 

Interest expense increased $1 million (10%) in 2006 primarily due to: 
- Increased cost of the interest rate swap ( $ 2  million) 
- Increased interest rates on variable rate debt ($2 million) 
- Decreased interest due to replacing external debt with debt to 
affiliated companies ($3 million) 

The weighted average interest rate on variable-rate bonds for the nine 
months ended September 30, 2006, was 3 32%. compared to 2 39% for the 
comparable period in 2005. 

Interest expense to affiliated companies increased $5 million 142%) 
primarily due to: 

- Increased borrowing from Fidelia ($4 million) 
- Increased borrowing from the money pool ($1 million) 

A comparison of the KU effective income tax rate for the nine months 
ended 
September 30, 2006 and 2005 follows: 

Nine Months 
Ended 

September 
30, 2006 

Effective Rate 
Statutory federal income tax 
rate 35.0% 
State income taxes net of federal 
benefit 4.4 
Reduction of previous accruals (0.1) 
Amortization of investment tax 
credits (0.5) 
EEI dividend (4 1) 
EEI adjustment . 

Other differences (1.6) 
Effective income tax rate 33.1% 

Nine Months 
Ended 

September 
30, 2005 

35 ,. 0% 

4.7 
(L.2) 

( 0 . 9 )  

2 3  
(0.9) 
37" 0% 
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The EEI dividend for the nine months ended September 3 0 ,  2 0 0 6 ,  reflects 
tax 
benefits associated with the receipt of dividends from K U ' s  investment 
in 
EEI. During the third quarter in 2 0 0 5 ,  KU recognized additional 
deferred 
tax expense ($3.1 million) related to the undistributed earnings in its 
EEI 
unconsolidated investment. Subsequent to an EEI management decision 
regarding changes in the distribution of EEI's previous earnings, KU 
has 
elected to record deferred income taxes for all book and tax basis 
differences in this investment. 

In September 2 0 0 5 ,  E.ON U.S. Investments Corp., the parent of E.ON U , S .  
and 
the indirect parent of KU, received notice from the Congressional Joint 
Committee on Taxation approving the IRS audit of the consolidated 
group ' s 
returns for the periods December 1999 through December 2 0 0 3 .  As a 
result of 
this approval, KU released income tax reserves of $ 4 . 4  million in the 
third 
quarter of 2 0 0 5 .  Further reductions of previous tax accruals were made 
in 
2 0 0 6  primarily due to the expiration of the statute of limitations for 
a 
prior year. 

Liquidity and Capital Resources 

The Companies' needs for capital funds are largely related to the 
construction of plant and equipment necessary to meet the needs of 
electric 
and gas utility customers, in addition to debt service requirements and 
dividend payments. Internal and external lines of credit are maintained 
to 
fund short-term capital requirements. The Companies believe that such 
sources of funds will be sufficient to meet the needs of the business 
in 
the foreseeable future. 

At September 30, 2006, the Companies were in a negative working capital 
position in part because of the classification of certain variable-rate 
pollution control bonds that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. The 
Companies 
expect to cover any working capital deficiencies with cash flow from 
operations, money pool borrowings and borrowings from Fidelia. 

Construction expenditures for the nine months ended September 3 0 ,  2 0 0 6  
amounted to $104 million for LG&E and $ 2 3 6  million for KU. At LG&E, 
capital 
expenditures included Trimble County Unit 2 ,  infrastructure for new 
customers, gas main replacements and capital repairs to Mill Creek Unit 
4 ,  
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At KU, capital expenditures included Trimble County Unit 2, FGD's and 
other 
environmental equipment at the Brown and Ghent generating stations and 
infrastructure for new customers. 

LG&E's cash balance decreased $2 million during the nine months ended 
September 30, 2 0 0 6 ,  largely resulting from the retirement of debt and 
the 
payment of dividends. KU's cash balance decreased $2 million during the 
nine months ended September 30, 2006, largely resulting from increasing 
construction expenditures 

Variations in accounts receivable, inventories and accounts payable are 
generally not significant indicators of the Companies' liquidity., Such 
variations are primarily attributable to seasonal fluctuations in 
weather, 
which have a direct effect on sales of electricity and natural gas. The 
decreases in LG&E's accounts receivable and natural gas stored 
underground 
relate primarily to seasonal uses of natural gas,. 

For information regarding the Companies' use of interest rate swaps to 
hedge underlying variable-rate (LG&E) and fixed-rate (KU) debt 
obligati.ons, 
see Note 3 of the Notes to Financial Statements. 

See Note 5 of the Notes to Financial Statements for information 
regarding 
the Companies' long-term and short-term debt including: accounting 
treatment of bonds permitting tender for purchase at the option of the 
holder, re-negotiation of revolving credit lines, intercompany debt 
transactions and the issuance and redemption of financial instruments 
during the year. 

Security ratings as of September 30, 2006, were: 

LG&E KU 
Moody s S&P Moody's S&P 

First mortgage bonds A1 A- A1 A 
Preferred stock Baal BBB- Baal BBB- 
Commercial paper P - i  A- 2 P- 1 A- 2 

These ratings reflect the views of Moody's and S&P, A security rating 
is 
not a recommendation to buy, sell or hold securities and is subject to 
revision or withdrawal at any time by the rating agency. 

LG&E made a discretionary contribution to the pension plan of $ 1 8  
mi 11 ion 
in January 2 0 0 6 ,  LG&E made no contributions during 2005. KU made no 
contributions to the pension plan in 2006 or 2 0 0 5 .  

Contingencies 

For a description of significant contingencies that may affect the 



Companies, reference is made to Part I, Item 3, Legal Proceedings in 
the 
Companies' Ainual Reports on Form 10-K for the year ended December 31, 
2005; to Part I - Item 1 and Part I1 - Item I, Legal Proceedings in the 
Companies' Quarterly Reports on Form 10-Q for the periods ended March 
31, 
2006 and June 30, 2006; and to Notes 2 and 6 of the Notes to Financial 
Statements in Part I - item 1, and Part I1 - Item 1, Legal Proceedings 
herein 

Item 3 .  Quantitative and Qualitative Disclosures About Market Risk. 

Interest Rate Risk 

The Companies use interest rate swaps to hedge exposure to market 
fluctuations in certain of their debt instruments. Pursuant to the 
Companies' policies, use of these financial instruments is intended to 
mitigate risk and earnings volatility and is not speculative in nature. 
Management has designated all of the Companies' interest rate swaps as 
hedge instruments., Financial instruments designated as cash flow hedges 
have resulting gains and losses recorded within comprehensive income 
and 
stockholders' equity. To the extent a financial instrument or the 
underlying item being hedged is prematurely terminated or the hedge 
becomes 
ineffective, the resulting gains or losses are reclassified from 
comprehensive income to net income. Financial instruments designated as 
fair value hedges are periodically marked to market with the resulting 
gains and losses recorded directly into net income to correspond with 
income or expense recognized from changes in market value of the items 
being hedged ., 

The potential change in interest expense associated with a 1% change in 
base interest rates of the Companies' non-hedged variable debt is 
estimated 
at $4 million each at September 30, 2006. The Companies' exposure to 
floating interest rates did not materially change during the first nine 
months of 2006. 

The potential loss in fair value of LG&E's interest rate swaps 
resulting 
from a hypothetical 1% change in base interest rates is estimated at 
approximately $18 million as of September 30, 2006. The potential loss 
in 
fair value of KU's interest rate swaps resulting from a hypothetical 1% 
change in base interest rates is estimated at less than $1 million as 
of 
September 30, 2006. These estimates are derived from third-party 
valuations. Changes in the market values of these swaps, if held to 
maturity, will have no effect on LG&E's or KU's net income or cash 
flow. 

Pension Risk 

The Companies' costs of providing defined-benefit pension retirement 
plans 



are dependent upon a number of factors, such as 
plan 
assets, discount rate and contributions made to 
Companies 
have recognized an additional minimum liability 
No I 

the rates of return on 

the plans. The 

as prescribed by SFAS 

8 7 ,  Employers' Accounting for Pensions because the accumulated benefit 
obligation exceeds the fair value of their plans' assets. The 
liabilities 
were recorded as a reduction to comprehensive income, and did not 
affect 
net income. The amount of the liability depends upon the discount rate, 
the 
asset returns and contributions made by the Companies to the plans., If 
the 
fair value of the plans' assets exceeds the accumulated benefit 
obligation, 
the recorded liabilities will be reduced and comprehensive income will 
be 
restored in the balance sheet. See Note 1 of the Notes to Financial 
Statements in Item 1, Part 1 for a discussion of the new accounting 
pronouncement SFAS No. 158, Employers' Accounting for Defined Benefit 
Pension and Other Postretirement Plans. 

A 1% increase or decrease in the assumed discount rate could have an 
approximate $ 4 9  million positive or negative impact to the accumulated 
benefit obligation of LG&E., A 1% increase or decrease in the assumed 
discount rate could have an approximate $33 million positive or 
negative 
impact to the accumulated benefit obligation of KU. 

LG&E made a discretionary contribution to the pension plan of $18 
million 
in January 2 0 0 6 .  LG&E made no contributions during 2 0 0 5 . ,  KU made no 
contributions to the pension plan in 2 0 0 6  or 2005. 

Energy & Risk Management Activities 

The Companies conduct energy trading and risk management activities to 
maximize the value of power sales from physical assets they own. 
Certain 
energy trading activities are accounted for on a mark-to-market basis 
in 
accordance with SFAS No. 133, as amended. Wholesale sales of excess 
asset 
capacity are treated as normal sales under SFAS NO., 133, as amended, 
and 
are not marked to market. 

The fair values of the Companies! energy trading and risk management 
contracts as of September 30, 2006 were each approximately $ 4  million. 
The 
fair values at September 30, 2 0 0 5 .  were less than $1 million each. No 
changes to valuation techniques for energy trading and risk management 
activities occurred during 2006 or 2005. Changes in market pricing, 
interest rate and volatility assumptions were made during all periods. 
The 
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outstanding mark-to-market value is sensitive to changes in prices, 
price 
volatilities and interest rates. The Companies estimate that a movement 
in 
prices of $1 and a change in interest and volatilities of 1% would 
result 
in a change in the mark-to-market value of less than $1 million. All 
contracts outstanding at September 30, 2006, have a maturity of less 
than 
one year and are valued using prices actively quoted for proposed or 
executed transactions or quoted by brokers. 

The Companies maintain policies intended to minimize credit risk and 
revalue credit exposures daily to monitor compliance with those 
policies. 
As of September 30, 2006, 100% of the trading and risk management 
commitments were with counterparties rated BBB-/Baa3 equivalent or 
better. 

MISO Exit 

For further discussions of certain market risks relating to the 
Companies' 
withdrawal from MISO.  see also Part 11, Item IA, Risk Factors in this 
quarterly report and in the Companies' Annual Report on Form 10-K for 
the 
year ended December 31, 2005. 
Item 4.  control,^ and Procedures 

The Companies maintain a system of disclosure controls and procedures 
designed to ensure that information required to be disclosed by the 
Companies in reports they file or submit under the Securities Exchange 
Act 
of 1934 is recorded, processed, summarized and reported, within the 
time 
periods specified in the Securities and Exchange Commission rules and 
forms. The Companies conducted an evaluation of such controls and 
procedures under the supervision and with the participation of the 
Companies' management, including the Chairman, President and Chief 
Executive Officer ("CEO") and the Chief Financial Officer ("CFO") . 
Based 
upon that evaluation, the CEO and CFO have concluded that the 
Companies' 
disclosure controls and procedures are effective as of the end of the 
period covered by this report., 

The Companies are not accelerated filers under the Sarbanes-Oxley Act 
of 
2002 and associated rules (the "Act") and consequently anticipate 
issuing 
Management's Report on Internal Control over Financial Reporting 
pursuant 
to Section 404 of the Act in their first periodic report covering the 
fiscal year ended December 31, 2007 as permitted by SEC rulemaking. 

In preparation for required reporting under Section 404 of the Act, the 
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Companies are conducting a thorough review of their internal controls 
over 
financial reporting, including disclosure controls and procedures. 
Based on 
this review, the Companies have made internal controls enhancements and 
will continue to make future enhancements to their internal control 
over 
financial reporting. There has been no change in the Companies' 
internal 
control over financial reporting that occurred during the fiscal 
quarter 
ended September 30, 2006, that has materially affected, or is 
reasonably 
likely to materially affect, the Companies' internal control over 
financial 
reporting. 

Part 11, Other Information 

Item 1 Legal Proceedings. 

For a description of the significant legal proceedings involving the 
Companies, reference is made to the information under the following 
items 
and captions of the Companies' respective combined Annual Report on 
Form 10- 
K for the year ended December 31, 2005: Item 1, Business; Item 3, 
Legal 
Proceedings; Item 7 ,  Management's Discussion and Analysis of Financial 
Condition and Results of Operations; and Item 8 ,  Financial Statements 
and 
Supplementary Data in Notes 3 and 10. Reference is also made to the 
matters 
described in Notes 2 and 6 of Part 1, Item 1 of the Companies' 
Quart e r 1 y 
Reports on Form l o - Q  for the three months ended March 31, 2006 and June 
3 0 ,  
2006; and Notes 2 and 6 of the Notes to Financial Statements in Part I, 
Item 1 of this 10-Q. Except as described herein, to date, the 
proceedings 
reported in the Companies' respective combined Annual Report on Form 
10-K 
have not changed materially,, 

Other 

In the normal course of business, other lawsuits, claims, environmental 
actions, and other governmental proceedings arise against the 
Companies. To 
the extent that damages are assessed in any of these lawsuits, the 
Companies believe that their insurance coverage is adequate.. 
Management, 
after consultation with legal counsel, does not anticipate that 
liabilities 
arising out of other currently pending or threatened lawsuits and 
claims 
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will have a material adverse effect on LG&E's or KU's financial 
position or 
results of operations, respectively. 

Item 1A. Risk Factors 

MISO Exit 
LG&E and KU withdrew from the MISO effective September 1, 2 0 0 6 .  The 
resulting changes to transmission and wholesale power market structures 
and 
prices are not completely estimable and may result in unforeseen 
effects on 
energy purchases and sales, transmission and related costs or revenues. 

required by the FERC, in connection with their exit, the Companies have 
engaged two independent third parties to perform certain oversight and 
functional control activities relating to transmission and related 
activities. Such activities may have an effect on the Companies' 
abilities 
to access the transmission system for wholesale or native load power 
activities. The Companies will save certain MISO membership costs and 
charges, but will incur a MISO exit fee as well as fees related to the 

AS 

new 
transmission service vendors. The Companies believe that, over time, 
the 
benefits and savings from their exit of the MISO will outweigh the 
costs 
and expenses. However, until post-MIS0 market conditions and operations 
have matured, the effects on financial condition, liquidity or results 
of 
operations will remain difficult to fully predict. 

See Note 2 of LG&E's and KU's Notes to Financial Statements in Part I, 
Item 
1 of this IO-Q. 

Item 2 .  Unregistered Sales of Equity Securities and Use of Proceeds 

2 (c) 

LG&E has an existing $ 5 . 8 7 5  series of mandatorily redeemable preferred 
stock outstanding having a current redemption price of $ 1 0 0  per share., 
The 
preferred stock has a sinking fund requirement sufficient to retire a 
minimum of 1 2 , 5 0 0  shares on July 1 5  of each year commencing with July 
1 5 ,  
2003,  and a minimum of 1 8 7 , 5 0 0  shares on July 1 5 ,  2008 at $ 1 0 0  per 
share 
LG&E redeemed 1 2 , 5 0 0  shares in accordance with these provisions on July 
1 5  I 
2006 ,  leaving 2 0 0 , 0 0 0  shares currently outstanding. Beginning with the 
three months ended September 30,  2003 ,  LG&E reclassified, at fair 
value, 
its $ 5 . 8 7 5  series preferred stock as long-term debt with the minimum 
shares 
mandatorily redeemable within one year classified as current portion of 
long-term debt. Dividends accrued beginning July 1, 2003 are charged as 



interest expense, pursuant to SFAS No. 1 5 0 ,  Accounting for Certain 
Financial Instruments with Characteristics of both Liabilities and 
Equity. 

July 2006 August 2 0 0 6  September 
2 0 0 6  

Total number of 1 2 , 5 0 0  n/a 
shares (or units) ( $ 5 . 8 7 5  Pref.) 
purchased 

n/a 

Average price $100 
paid per share 
(or unit) 

Total number of 1 2 , 5 0 0  n/a 
shares (or units) ( $ 5 . 8 7 5  Pref.,) 
purchased as part 
of publicly 
announced plans 
or programs 

Maximum number 2 0 0 , 0 0 0  
(or approximate ( $ 5  875 Pref.) 
dollar value) of 
shares (or units) 
that may yet be 
purchased under 
the plans or 
programs 

n/a 

n/a 

n/a 

Item 4 .  Submission of Matters to a Vote of Security Holders., 

a)LG&E's and KU's Annual Meetings of Shareholders were held on July 20,  
2 0 0 6  I 

b)Not applicable 

c)The matters voted upon and the results of the voting at the Annual 
Meetings are set forth below: 

1. LG&E 

i)The shareholders voted to elect LG&E's nominees for election to 
the 

Board of Directors, as follows: 

Victor A. Staffieri - 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 6 , 5 0 1  
preferred shares cast in favor of election and 7 , 6 8 7  preferred 
shares withheld. 

S .  Bradford Rives - 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 5 , 8 0 1  

shares cast in favor of election and 8 , 3 8 7  preferred shares 
withheld I 

John R. McCall - 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 6 , 9 5 6  preferred 

preferred 



shares cast in favor of election and 7 , 2 3 2  preferred shares 
withheld. 

Paul W. Thompson - 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 6 , 6 5 6  

shares cast in favor of election and 7 , 5 3 2  preferred shares 
withheld 

Chris Hermann - 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 6 , 7 1 3  preferred 
shares cast in favor of election and 7 , 4 7 5  preferred shares 
withheld. 

No holders of common or preferred shares abstained from voting 
on this matter. 

preferred 

ii)The shareholders voted 2 1 , 2 9 4 , 2 2 3  common shares and 5 9 9 , 9 9 1  
preferred shares in favor of and 2 , 5 6 4  preferred shares against 

approval of PricewaterhouseCoopers LLP as the Independent 
Registered Public Accounting Firm for 2 0 0 6 .  Holders of 1 ,633  
preferred shares abstained from voting on this matter. 

the 

2 .  KU 

i)The sole shareholder voted to elect KU's nominees for election 
to 

the Board of Directors, as follows: 

3 7 , 8 1 7 , 8 7 8  common shares cast in favor of election and no shares 
withheld for each of Victor A. Staffieri, S. Bradford Rives, 
John R. McCall, Paul W., Thompson, and Chris Hermann, 

respect i.vely 

ii)The sole shareholder voted 3 7 , 8 1 7 , 8 7 8  common shares in favor of 
and 

no shares withheld for approval of PricewaterhouseCoopers LLP as 
the 

Independent Registered Public Accounting Firm for 2 0 0 6  

No holders of common shares abstained from voting on these 
matters I 

d) Not applicable 

Item 5 .  Other Information 

In October 2006,  executive officers of LG&E and KU received initial 
grants 
of performance units under a new long-term variable compensation plan, 
the 
E.ON AG Share Performance Plan ("New Plan") established by E.ON during 
2006. ,  These grants, which have a maturity period of three years, 
commencing 
on January 1 of this year, are payable in cash after the end of the 
maturity period. The ultimate amount of compensation paid to the 
executives 
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is determined by the value E.ON AG share performance during the final 
60 
days of the period and the relative performance of E ON AG stock's 
total 
shareholder return ("TSR") against the TSR of a European utility stock 
index over the maturity period. Minimum E.ON AG performance against the 
index must be attained in order for a performance unit to have any 
value. 
The maximum value of a performance unit granted under the New Plan is 
three 
times the initial value of the performance unit, which initial value is 
set 
at E.ON AG's average share price for the 60 trading days preceding the 
commencement of the three year period. The performance units are 
subject to 
accelerated payment prior to their maturity date, using performance 
calculations to date, upon certain events of change-in-control. 
Additionally, acceleration of payment may occur in the event of death, 
disability or termination of employment of the executive officer by the 
Company for other than for cause. This description is qualified in its 
entirety by reference to the text of the New Plan and related 
documents, 
copies of which are filed with this Form lo-Q as Exhibits 10 01 and 
10 02, 
respectively 

Item 6 Exhibits 

Applicable to Form 

Exhibit 
No LG&E KU 

4 1  X 

Current 

by 

4.2 X 

as 

July 

10 01 x x 
Technical 

10 02 x x 

10-Q of 

Description 

Supplemental In nture date JU 
hetween KU and U.S. Bank Natior 

1, 2006 
. Association, Chicago 

Illinois, as Trustee. [Filed as Exhibit 4 1 to K U ' s  

Report on Form 8 - K  dated July 20, 2006 and incorporated 

reference herein.] 

Loan Agreement dated as of June 1, 2006 
between KU and the County of Carroll, Kentucky. [Filed 

Exhibit 4.2 to KU's Current Report on Form 8-K dated 

2 0 .  2006 and incorporated by reference herein I 

Copies of E ON Share Performance Plan (i) Terms and 
Conditions for the 1 Tranche (2006-2008) and (ii) 

Annex, each dated as of June 2006. 

Copies of form representative specimen Certificate 
Award under E.ON Share Performance Plan 
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31..1 X 
Chief 

3 1 . 2  X 

3l.3 
Chief 

31.4 

32 X 
Oxley 

Certain 
term 
debt of LG&E or KU have not been filed with the SEC but will be 
furnished 
to the SEC upon request. 

Certification of Chairman of the Board, President and 

Executive Officer, pursuant to Section 3 0 2  of the 
Sarbanes-Oxley Act of 2002 

Certification of Chief Financial Officer, pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2 0 0 2  

X Certification of Chairman of the Board, President and 

Executive Officer, pursuant to Section 302 of the 
Sarbanes-Oxley Act of 2002 

X Certification of Chief Financial Officer, pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2 0 0 2  

X Certification pursuant to Section 906 of the Sarbanes- 

Act of 2 0 0 2  

instruments defining the rights of holders of certain long- 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, 
the 
registrant has duly caused this report to be signed on its behalf by 
the 
undersigned thereunto duly authorized 

Louisville Gas and Electric Company 
Registrant 

Date: November 9, 2 0 0 6  I s /  S .  Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
(On behalf of the registrant in his 
capacities as Principal Financial 

and Principal Accounting Officer) 
Off ice+ 

Pursuant to the requirements of the Securities Exchange Act of 1934, 
the 
registrant has duly caused this report to be signed on its behalf by 
the 
undersigned thereunto duly authorized. 

Kentucky Utilities Company 
Registrant 
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Date: November 9, 2006 /s/  S .  Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
(On behalf of the registrant in his 
capacities as Principal Financial 

and Principal Accounting Officer) 
officer 

</TEXT> 
</DOCUMENT> 
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Part I,. Financial Information - Item I., Financial Statements 
(Unaudited) 

Louisville Gas and Electric Company 
Statements of Income (Unaudited) 

(Mi.llions of $ 1  

Months 

30. 

2005 
OPERATING REVENUES: 
Electric 
$457 
Gas 
225 

682 
Total operating revenues 

Three Months Six 

Ended June 30, Ended June 

2006 2005 2006 

$223 $228 $435 

54 53 254 

271 281 689 

OPERATING EXPENSES: 
Fuel for electric generation 
129 
Power purchased 
67 
Gas supply expenses 
171 
Other operation and maintenance expenses 
139 
Depreciation and amortization 
62 

568 

OPERATING INCOME 
114 

Other expense - net 

Total operating expenses 

Interest expense (Note 3) 
12 
Interest expense to affiliated 

6 
companies (Note 8) 

70 68 

26 28 

38 36 

65 65 

31 31 

230 228 

47 53 

1 

6 6 

- 

3 3 

135 

54 

200 

14 3 

61 

593 

96 

1 

13 

7 
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INCOME BEFORE INCOME TAXES 
9 6  

3 7  4 4  7 5  

Federal and state income taxes 1 2  16 25 34  

NET INCOME 
$62 

$ 2 5  $ 2 8  $ 5 0  

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

Statements of Retained Earnings (Unaudited) 
(Millions of $ )  

30 .  

2005 

Balance at beginning of period 

Net income 

Subtotal 

$534 

62  

5 9 6  

Three Months Six Months 
Ended June 30, Ended June 

2 0 0 6  2 0 0 5  2006 

$ 6 0 5  $ 5 3 8  $ 6 2 1  

2 5  2 8  50 

6 3 0  566  6 7 1  

Cash dividends declared on stock: 

2 
Common 2 0  1 0  60 
3 9  
Subtotal 2 1  11 62 

4 1  

Balance at end of period $ 6 0 9  $555 $609 

Cumulative preferred 1 1 2 

$555 

The accompanying notes are an integral part of these financial 
statements 

Louisville Gas and Electric Company 
Balance Sheets 

(Unaudited) 
(Millions of $)  

ASSETS 
31.  

Current Assets: 
Cash and cash equivalents 
Accounts receivable - less reserves of $1 
million as of June 3 0 , 2 0 0 6  

June 30,  December 

2 0 0 6  2005 

$ 5  $ 7  
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and December 31,  2 0 0 5  
Accounts receivable from affiliated 
companies (Note 8 )  

Materials and supplies: 
Fuel (predominantly coal) 
Gas stored underground 
Other materials and supplies 

Total current assets 
Prepayments and other current assets 

Other property and investments - less reserves 
of less than $1 million as of June 30,  2 0 0 6  
and December 3 1 ,  2 0 0 5  

Utility plant: 
At original cost 
Less: reserve for depreciation 
Net utility plant 

Deferred debits and other assets: 
Restricted cash 
Unamortized debt expense 
Regulatory assets (Note 2 )  
Other assets 
Total deferred debits and other assets 

Total assets 

1 2 3  2 3 1  

1 9  3 6  

53 3 9  
3 0  1 2 5  
2 9  2 8  

4 6 
263 4 7 2  

1 1 

4 , 0 7 7  4, 0 4 9  
I, 523 1 , 5 0 9  
2 , 5 5 4  2 , 5 4 0  

7 1 0  
8 8 

78 84 
36 3 1  

1 2 9  1 3 3  

$ 2 , 9 4 7  $ 3 , 1 4 6  

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

Louisville Gas and Electric Company 

(Unaudited) 
(Millions of $ )  

Balance Sheets (cont ,. ) 

LIABILITIES AND EQUITY 

Current liabilities: 
Current portion of long-term debt 
Notes payable to affiliated companies 

Accounts payable 
Accounts payable to affiliated 
companies (Note 8 )  

Accrued income taxes 
Customer deposits 
Other current liabilities 

(Note 5 and Note 8 )  

Total current liabilities 

Long-term debt: 
Long-term debt (Note 5 )  
Long-term debt to affiliated company 

(Note 5 and Note 8 )  
Mandatorily redeemable preferred stock 
Total long-term debt 

June 3 0 ,  
2 0 0 6  

$248 

1 
8 0  

47 
9 

1 8  
26  

4 2 9  

328 

2 2 5  
2 0  

573 

December 31, 
2 0 0 5  

$ 2 4 8  

1 4 1  
1 4  1 

5 2  
6 

1 7  
1 5  

6 2 0  

3 2 8  

2 2 5  
20 

5 7 3  
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Deferred credits and other liabilities: 
Accumulated deferred income taxes - net 
Investment tax credit, in process of 

Accumulated provision for pensions and 

Customer advances for construction 
Asset retirement obligation 
Regulatory liabilities (Note 2 )  : 

amortization 

related benefits 

Accumulated cost of removal of utility 

Regulatory liability deferred income taxes 
Other regulatory liabilities 

Total deferred credits and other liabilities 

plant 

Other liabilities 

Cumulative preferred stock 

Common equity: 
Common stock, without par value - 
Authorized ' 7 5 , 0 0 0 , 0 0 0  shares, 
outstanding 2 1 , 2 9 4 , 2 2 3  shares 

Additional paid-in capital 
Accumulated comprehensive loss 
Retained earnings 
Total common equity 

Total liabilities and equity 

312 

4 0  

1 2 9  
10  
27 

2 2 5  
4 4  
4 2  
23 

852 

7 0  

424 
4 0  

( 5 0 )  
6 0 9  

1 , 0 2 3  

$ 2 , 9 4 7  

3 2 2  

42 

1 4  3 
10  
2 7  

2 1 9  
4 2  
2 0  
3 1  

856 

7 0  

4 2 4  
4 0  

( 5 8 )  
6 2 1  

1 , 0 2 7  

$ 3 , 1 4 6  

The accompanying notes are an integral part of these financial 
statements 

Louisville Gas and Electric Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $ 1  

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income 
Items not requiring cash currently: 
Depreciation and amortization 
Deferred income taxes 
W T  amortization 
Other 

Accounts receivable 
Accounts receivable from affiliated companies 
Fuel 
Gas stored underground 
Other changes in current assets 
Accounts payable 
Accounts payable to affiliated companies 
Accrued income taxes 

Changes in current assets and liabilities: 

Six Months Ended 
June 3 0 ,  

2 0 0 6  2 0 0 5  

$ 5 0  $62 

6 1  6 2  

7 1 5  
( 1 3 )  (11) 

( 3 )  ( 3 )  

1 0 8  4 1  
1 7  ( 1 5 )  
(14) ( 6 )  
95 5 8  
1 - 

( 5 )  2 9  
(61) ( 3 9 )  

3 ( 6 )  
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Other changes in current liabilities 12 ( 7 )  
Pension funding (Note 4 )  ( 1 8 )  
Gas supp1.y clause receivable, net 31 2 
Other ( 8 )  (3) 
Net cash provided by operating activities 2 6 3  179 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures 
Change in restricted cash 
Net cash used for investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Repayment of long-term borrowings from 

Repayment of short-term borrowings from 

Payment of dividends (62) (41) 

affiliated company (Note 8 )  (50) 

affiliated company (Note 5) ( 1 4 0 )  ( 3 7 )  

Net cash used for financing activities ( 2 0 2 )  (128) 

CHANGE IN CASH AND CASH EQUIVALENTS ( 2 )  (21 
CASH AND CASH EQUIVALENTS AT BEGINNING OF 
PERIOD 7 7 

CASH AND CASH EQIJIVALENTS AT END OF PERIOD $5 $5 

The accompanying notes are an integral part of these financial 
statements 

Louisville Gas and Electric Company 
Statements of Comprehensive Income 

(Unaudited) 
(Millions of $ )  

Months 

30, 

2005 

Net income 
$62 

Three Months Six 

Ended June 30, Ended June 

2006 2005 2006 

$25 $28 

Income Taxes - Minimum Pension Liability - 
(1) 

Gain (loss) on derivative instruments 
and hedging activities - net of tax 
benefit (expense) of $ ( 2 )  million, 
$5 million, $(5) million and $ 4  

million, respectively (Note 4 )  3 ( 8 )  

Comprehensive income (loss), net of tax 3 ( 8 )  
( 7 )  

( 6 )  

$ 5 0  
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Comprehensive income $ 2 8  $20 $ 5 8  
$ 5 5  

The accompanying notes are an integral part of these financial 
statements 

Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $)  

Months 

3 0 ,  

2 0 0 5  

OPERATING REmNUES 
$ 5 5 2  

Three Months 

Ended June 3 0 ,  

2 0 0 6  

$ 2 7 6  

OPERATING EXPENSES: 

1 7 2  

96 
Other operation and maintenance expenses 63 
126 
Depreciation and amortization 2 9  
5 8  
Total operathg expenses 2 3 6  

452 

Fuel for electric generation 1 0 0  

Power purchased 44 

OPERATING INCOME 
100 

flther (income) - net 
( 3 )  
Interest expense (Note 3 )  
7 
Interest expense to affiliated 

7 

INCOME BEFflRE INCOME TAXES 
8 9  

companies (Note 5 and Note 8) 

40 

( 5 )  

4 

5 

3 6  

Federal and state income taxes 11 
3 4  

NET INCOME 
$ 5 5  

$25 

2005 

$ 2 6 5  

8 4  

5 0  

68 

2 9  

2 3 1  

3 4  

( 2 )  

4 

4 

28  

10 

$18 

Six 

Ended June 

2 0 0 6  

$569 

1 9 5  

9 0  

1 3 3  

57 

4 7 5  

94 

( 1 3 )  

7 

11 

8 9  

2 9  

$60 

The accompanying notes are an integral part of these financial 
statements 
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30, 

2005 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $ )  

Three Months 
Ended June 30 ,  

2 0 0 6  2005 

Balance at beginning of period $ 7 5 3  $666 
$660 
Net income 2 5  1 8  
5 5  
Subtotal 7 7 8  684 

7 1 5  

Cash dividends declared on stock: 
Cumulative preferred 
1 
common 10 
4 0  
Subtotal 10 

4 1  

- 

Balance at end of period 
$614 

$ 7 7 8  $614 

Six Months 
Ended June 

2 0 0 6  

$ 7 1 8  

60 

778 

. 

$ 7 7 8  

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

Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $ 1  

31. 
ASSETS 

Current assets: 
Cash and cash equivalents 
Restricted cash 
Accounts receivable - less reserves of $2 
million as of June 30, 2006 and 
December 3 1 ,  2 0 0 5  

Accounts receivable from affiliated 
companies (Note 8 )  

Materials and supplies: 
Fuel (predominantly coal) 
Other materials and supplies 

Total current assets 
Prepayments and other current assets 

June 30, December 

2006 2 0 0 5  

$5 $7 
1 0  22 

1 1 3  1 3 5  

1 8  3 2  

75  55 
35 32  
9 5 

265 2 8 8  



Other property and investments - 
less reserves of less than $1 million as 
of June 3 0 , 2 0 0 6  and December 3 1 ,  2005 22  23  

Utility plant: 
At original cost 
Less: reserve for depreciation 
Net utility plant 

3 , 9 4 4  3 , 8 4 7  
1 , 5 3 2  1 , 5 0 8  
2 , 4 1 2  2 , 3 3 9  

Deferred debits and other assets: 
Unamortized debt expense 5 5 
Regulatory assets (Note 2 )  7 0  58 
Cash surrender value of key man life insurance 34 3 2  
Other assets 9 11 
Total deferred debits and other assets 1 1 8  106 

Total assets $ 2 , 8 1 7  $ 2 , 7 5 6  

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

Kentucky Utilities Company 
Balance Sheets (cont.! 

(Unaudited) 
(Millions of $ 1  

3 1 ,  
LIABILITIES RM3 EQUITY 

Current liabilities: 
Current portion of long-term debt 
Notes payable to affiliated companies 

Accounts payable 
Accounts payable to affiliated companies 

Accrued income taxes 
Customer deposits 
Other current liabilities 

(Note 5 and Note 8 )  

(Note 8 )  

Total current liabilities 

Long-term debt: 
Long-term debt (Note 5 )  
Long-term debt to affiliated company 

(Note 5 and Note 8 )  
Total long-term debt 

Deferred credits and other liabilities: 
Accumulated deferred income taxes - net 
Accumulated provision for pensions and 

Asset retirement obligation 
Regulatory liabilities (Note 2 ) :  

related benefits 

Accumulated cost of removal of uti.lity plant 
Regulatory liability deferred income taxes 
Other regulatory liabilities 

June 3 0 ,  

2 0 0 6  

$ 1 4 0  

5 2  
8 1  

60 

1 8  
2 4  

3 7 5  

- 

1 8 6  

4 3 3  
619 

2 7 7  

9 7  
28  

2 8 8  
2 2  
1 0  

December 

2 0 0 5  

$123 

7 0  
8 9  

5 3  
1 3  
1 7  
1 8  

383 

2 4 0  

3 8 3  
623 

2 7 4  

92 
2 7  

2 8 1  
23  
11 



Other liabilities 1 9  20  
Total deferred credits and other liabilities 7 4 1  728 

Common equity: 
Common stock, without par value - 
Authorized 8 0 , 0 0 0 , 0 0 0  shares, 
outstanding 3 7 , 8 1 7 , 8 7 8  

Additional paid-in capital 
Accumulated comprehensive loss 

Retained earnings 
Undistributed subsidiary earnings 
Total retained earnings 
Total common equity 

3 0 8  3 0 8  
1.5 15  

( 1 9 )  (19) 

7 6 5  704 
1 3  1 4  

7 7 8  7 1 8  
1 , 0 8 2  1 , 0 2 2  

Total liabilities and equity $ 2 . 8 1 7  $ 2 , 7 5 6  

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

Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of 5) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income 
Items not requiring cash currently: 
Depreciation and amortization 
Deferred income taxes 
VDT amortization 
Other 

Accounts receivable 
Accounts receivable from affiliated companies 
Fuel 
Other changes in current assets 
Accounts payable 
Accounts payable to affiliated companies 
Accrued income taxes 
Other changes in current liabilities 

Fuel adjustment clause receivable, net 
Other 
Net cash provided by operating activities 

Changes in current assets and liabilities: 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures 
Change in restricted cash 
Net cash used for investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds (Note 5 )  
Short-term borrowings from affiliated company 

Six Months Ended 
r7une 3 0 ,  

2 0 0 6  2 0 0 5  

$60 $55  

5 7  5 8  
2 ( 4 )  
3 6 
6 ( 5 )  

2 2  2 6  
1 4  ( 2 1 )  

( 2 0 )  ( 5 )  
( 7 )  3 
( 8 )  ( 2 0 )  
7 3 5  

(13) ( 2 )  
7 (12) 

(15) ( 1 3 )  
( 4 )  2 

111 1 0 3  

( 3 6 )  ( 5 0 )  
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(Note 5 )  - 58 

(Note 5 )  50 - 
Long-term borrowings from affiliated company 

Repayment of short-term borrowings from 
affiliated company (Note 5 )  (18) 

Repayment of other borrowings - ( 2 7 )  
Payment of dividends . (41) 
Net cash used for financing activities ( 4 )  ( 6 0 )  

CHANGE IN CASH AND CASH EQUIVALENTS ( 2 )  (1) 

CASH AND CASH EQUIVALENTS AT END OF PERIOD $5 $ 4  

CASH AND CASH EQUIVALENTS AT BEGINNING OF 
PERIOD 7 5 

The accompanying notes are an integral part of these financial 
statements 

Kentucky Utilities Company 
Statements of Comprehensive Income 

(Unaudited) 
(Millions of $ )  

3 0 ,  

2 0 0 5  

Net income 
$55 

Three Months Six Months 
Ended June 3 0 ,  Ended June 

2 0 0 6  2 0 0 5  2 0 0 6  

$25 $18 $ 6 0  

Comprehensive income, net of tax - - - 

Comprehensive income $25 $ 1 8  $ 6 0  
$55  

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

Louisville Gas and Electric Company 
Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

1 General 

The unaudited financial statements include the accounts of the 
Companies The common stock of each Company is wholly-owned by E.ON 
U.S In the opinion of management, the unaudited condensed interim 
financial statements include all adjustments, consisting only of 

recurring adjustments, necessary for a fair statement of financial 
position, results of operations, retained earnings, comprehensive 

normal 



income and cash flows for the periods indicated. Certain information 
and footnote disclosures normally included in financial statements 
prepared in accordance with generally accepted accounting principles 
have been condensed or omitted pursuant to SEC rules and 

although the Companies believe that the disclosures are adequate to 
make the information presented not misleading. 

See the Companies' Annual R,eports on Form la-K for the year ended 
December 31, 2005, for information relevant to the accompanying 
financial statements, including information as to the significant 
accounting policies of the Companies. 

New Accounting Pronouncements 

In July 2006, the FASB issued FIN 4 8 ,  Accounting for Uncertainty in 
Income Taxes, an interpretation of FASB Statement No. 109, 

for Income Taxes. FIN 48 is effective for fiscal years beginning 

December 15, 2006. FIN 4 8  clarifies accounting for income taxes to 
provide improved consistency of criteria used to recognize, 

and measure benefits related to income taxes. The Companies are now 
analyzing the future impacts of FIN 4 8  on results of operations and 
financial condition. 

regulations, 

Accounting 

after 

derecognize 

2. Rates and Regulatory Matters 

For a description of each line item of regulatory assets and 
liabilities for the Companies, reference is made to Part I, Item 8 ,  
Financial Statements and Supplementary Data, Note 3 of the 

Annual Reports on Form 10-K for the year ended December 31, 2005. 

The following regulatory assets and liabilities were included in 

Companies' 

LG&E's 
Balance Sheets as of June 30, 2006 and December 31, 2005: 

Louisville Gas and Electric Company 
(Unaudited) 

June 30, December 
31, 

(in millions) 2006 2005 

ARO 
Gas supply adjustments 
Unamortized loss on bonds 
ECR 
FAC 
W T  
Other 
Total regulatory assets 

$21 $20 
21 29 
20 21 
6 2 
5 . 

7 
5 5 

. 

$ 7 8  $ 8 4  

Accumulated cost of removal of utility plant $225 $219 
Deferred income taxes - net 44 42 
Gas supply adjustments 40 17 



Other 
Total regulatory liabilities 

2 3 
$311 $281 

LG&E currently earns a return on all regulatory assets, excluding 

ARO regulatory assets, gas supply adjustments and the FAC The ARO 
regulatory assets earn no current return and will be offset against 

associated regulatory liability (included in other regulatory 
liabilities), ARO asset and ARO liability at the time the underlying 
asset is retired The gas supply adjustments and the FAC have 

rate mechanisms with recovery within twelve months. 

The increase in FAC for the period is due to the higher cost of fuel 
being passed on to customers. The decrease in VDT for the period is 

to the completion of the amortization of the VDT in the first 

of 2006 The increase in the Gas supply adjustments net liability 

the period reflects over-recovery of gas supply costs, in process of 
being refunded to customers. 

The following regulatory assets and liabilities were included in 

Balance Sheets as of June 30, 2006 and December 31, 2005: 

the 

the 

separate 

due 

quarter 

for 

KU's 

Kentucky Utilities Company 
(Unaudited) 

31. 
June 30, December 

(in millions) 2006 2005 

ARO 
Unamortized loss on bonds 
ECR 
FAC 
VDT 
Other 
Total regulatory assets 

$21 $20 
1 0  11 
5 4 

27 12 
3 

7 8 
- 

$70 $ 5 8  

Accumulated cost of removal of utility plant $288 $281 
Deferred income taxes - net 22 23 
Other 10 11 
Total regulatory liabilities $320 $315 

KU currently earns a return on all regulatory assets, excluding the 

regulatory assets and the FAC. The ARO regulatory assets earn no 
current return and will be offset against the associated regulatory 
liability (included in other regulatory liabilities), ARO asset and 

liability at the time the underlying asset is retired. The FAC has a 
separate recovery mechanism with recovery within twelve months. 

ARO 

ARO 
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The increase in FAC for the period is due to the higher cost of fuel 
being passed on to customers. The decrease in VDT for the period is 

to the completion of the amortization of the W T  in the first 
due 

quarter 
of 2 0 0 6 .  

ELECTRIC AND GAS RATE CASES 

On June 3 0 ,  2 0 0 4 ,  the Kentucky Commission issued an order approving 

increase in the base electric rates of the Companies and the natural 
gas rates of LG&E. The rate increases took effect on July 1, 2 0 0 4 .  

During 2 0 0 4  and 2 0 0 5 ,  the AG conducted an investigation of the 
Companies, as well as of the Kentucky Commission and its staff, 
requesting information regarding allegedly improper communications 
between the Companies and the Kentucky Commission, particularly 

the peri.od covered by the rate cases. Concurrently, the AG had filed 
pleadings with the Kentucky Commission requesting rehearing of the 

cases on computational components of the increased rates, including 
income taxes, cost of removal and depreciation amounts. In August 

the K,entucky Commission denied the AG's rehearing request on the 

of removal and depreciation issues and granted rehearing on the 

tax component. The Kentucky Commission agreed to hold in abeyance 
further proceedi.ngs in the rate case, until the AG filed its 
investigative report regarding the allegations of improper 
communication. 

In January 2 0 0 5  and February 2 0 0 5 ,  the AG filed a motion summarizing 
its investigative report as containing evidence of improper 
communications and record-keeping errors by the Companies in their 
conduct of activities before the Kentucky Commission or other state 
governmental entities and forwarded such report to the Kentucky 
Commission under continued confidential treatment to allow it to 
consider the report, including its impact, if any, on completing its 
investigation and any remaining steps in the rate case. To date, 

Companies have neither seen nor requested copies of the report or 

contents ., 

In December 2005,  the Kentucky Commission issued an order noting 
completion of its inquiry, including review of the AG's 

report. The order concludes that no improper communications occurred 
during the rate proceeding. The order further establi.shed a 

schedule through the first quarter of 2 0 0 6  for considering the sole 
issue for which rehearing was granted: state income tax rates used 

an 

during 

rate 

2 0 0 4 ,  

cost 

income 

the 

its 

investigative 

procedural 

in 
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calculating the granted rate increase. On March 31, 2006,  the 

Commission issued an order resolving this issue in the Companies' 

consistent with the original rate increase order. 

The Companies believe no improprieties have occurred in their 
communications with the Kentucky Commission and have cooperated in 

proceedings before the AG and the Kentucky Commission. The Companies 
are currently unable to predict whether there will be any additional 
actions or consequences as a result of the AG's report and 
investigation. 

ECR 

In June 2006 ,  the Companies filed applications to amend their ECR 

with the Kentucky Commission seeking approval to recover investments 

environmental upgrades at the Companies' generating facilities. The 
estimated capital cost of the upgrades for the years 2 0 0 6  through 

is approximately $ 3 9 1  million ( $ 6 6  million for LG&E and $ 3 2 5  million 
for KU), of which $229  million is for the Air Quality Control System 

Trimble County Unit 2 ( $ 4 4  million for LG&E and $185  million for K,U) 
and $95  million is for KU's Ghent Unit 2 Selective Catalytic 

A final order is expected to be issued by the end of 2006  

in April 2006 ,  the Kentucky Commission initiated routine periodic 
reviews of the ECR mechanisms for the Companies. These proceedings 

expected to be completed before the end of the third quarter of 

Kentucky 

favor 

the 

plans 

in 

2008 

at 

Reduction 

are 

2006 .  

in December 2004 ,  KU and LG&E filed applications with the Kentucky 
Commission for approval of a CCN to construct new SO2 control 
technology (FGDs) at KU's Ghent and Brown stations, and to amend 

compliance plan to allow recovery of new and additional 

compliance facilities. The estimated capital cost of the additional 
facilities for 2 0 0 6  through 2 0 0 8  is approximately $ 7 2 0  million ($40 
million for LG&E and $680 million for KU), of which $ 5 6 0  million is 

the KU FGDs at Brown and Ghent. Hearings in these cases occurred 
during May 2005  and final orders were issued in June 2005 ,  granting 
approval of the CCN and amendments to the Companies' compliance 

LG&E ' s 

environmental 

for 

plans. 

FAC 

On February 1 5 ,  2006 ,  KU filed with the Virginia Commission an 
application seeking approval of an increase in its fuel cost factor 

to 



reflect higher fuel costs incurred during 2 0 0 5 ,  and anticipated to 

incurred in 2 0 0 6 ,  of approximately $6 million. The Virginia 

approved KU's request on April 5 ,  2 0 0 6  

W T  

In December 2 0 0 1 ,  the Companies received an order from the Kentucky 
Commission permitting them to set up regulatory assets for workforce 
reduction costs ( W T  costs) and begin amortizing them over a five- 

be 

Commission 

year 
period beginning in April 2 0 0 1 .  The order also reduced revenues 

through 
a surcredit on bills to ratepayers over the same five-year period, 
reflecting a sharing ( 4 0 %  to the ratepayers and 6 0 %  to the 

of the stipulated savings, net of amortization costs, of the 

reduction. The five-year W T  amortization period ended March 31, 

Companies) 

workforce 

2 0 0 6  I 

On February 2 7 ,  2006, the AG, Kentucky Industrial Utility Consumers, 
Inc. and the Companies reached a settlement agreement on the future 
ratemaking treatment of the W T  surcredits and costs and 

submitted a joint motion to the Kentucky Commission to approve the 
unanimous settlement agreement. Under the terms of the settlement 
agreement, the W T  surcredit will continue at the current level 

such time as LG&E or KU file for a change in electric or natural gas 
base rates. The Kentucky Commission issued an order on March 2 4 ,  

approving the settlement agreement. 

subsequently 

until 

2 0 0 6 ,  

MISO 

The MISO is a non-profit independent transmission system operator 

controls more than 100,000 miles of transmission lines over 1.1 

square miles in 17 northern Midwest states and one Canadian 

The MISO operates the regional power grid and wholesale electrici,ty 
market in an effort to optimize efficiency and safeguard reliability 

accordance with federal energy policy. 

The Companies are now involved in proceedings with the Kentucky 
Commission and the FERC seeking the authority to exit the MISO. 

on various financial analyses performed internally due to the July 

Kentucky Commission investigation into MISO membership, and 
particularly in light of the financial impact of MISO's 

of the new day-ahead and real-time markets, the Companies determined 

that 

million 

province 

in 

Based 

2003 

implementation 



that the costs of MISO membership, both now and in the future, 

the benefits, A timeline of events regarding the MISO and various 
proceedings is as follows: 

outweigh 

- September 1998 - The FERC granted conditional approval for the 
formation of the MISO. The Companies were founding members. 

- October 2 0 0 1  - The FERC ordered that all bundled retail loads 
and 

grandfathered wholesale loads of each member transmission owner 
be included in the calculation of the MISO "cost adder," the 
Schedule 1 0  charges designed to recover the MISO's cost of 
operation, including start-up capital (debt) costs. The 

and several owners opposed the FERC order and filed suit with 

United States Court of Appeals. 

Companies 

the 

- February 2002  - The MISO began commercial operations 

- February 2003  - The FERC reaffirmed its position on the 
Schedule 

Court 
1 0  charges and the order was subsequently upheld by the U.S. 

of Appeals 

- July 2 0 0 3  - The Kentucky Commission opened an investigation 

the Companies' MISO membership. Testimony was filed by the 
Companies that supported an exit from the MISO, under certain 
conditions. 

into 

- August 2004  - The MISO filed its FERC-required TEMT. The 
Companies 

TEMT 
and other owners filed opposition to certain conditions of the 

and sought to delay the implementation. Such opposition was 

by the FERC. 
denied 

- December 2004  - The Companies provided the MISO its required 
one-year notice of intent to exit the grid. 

- April 2 0 0 5  - The MISO implemented its day-ahead and real-time 
market (MISO Day 2 ) ,  including a congestion management system 

- October 2 0 0 5  - The Companies filed documents with the FERC 
seeking 

authority to exit the MISO. 

- November 2 0 0 5  - The Companies requested a Kentucky Commission 
order 

authorizing the transfer of functional control of their 
transmission facilities from the MISO to the Companies 
respectively, for the purpose of withdrawing from the MISO., The 



would 

order 

the 

the 

Power 

request stated that the Tennessee Valley Authority ("TVA")  

have control to the extent necessary to act as the Companies' 
Reliability Coordinator and for the Southwest Power Pool, Inc 
("SPP") to perform its function as the Companies' Independent 
Transmission Organization The Kentucky Commission issued an 

authorizing this transfer in July 2006 

March 2006 - the FERC issued an order conditionally approving 

request of the Companies to exit the MISO. The FERC order 
contained a number of conditions that the Companies needed to 
satisfy to effect their exit from the MISO including: 

- Submission of various compliance filings addressing: 

- the Companies' hold-harmless obligations under the MISO 
Transmission Owners' Agreement, and the amount of the MISO 
exit fee to be paid by the Companies as calculated under 

approved methodology; 
the Companies' anticipated arrangements with Southwest 

Pool, Inc and Tennessee Valley Authority, including 
revisions 

certain 

and 

Power 

open 

Power 

the 

the 

1 0 . , B B %  

any 

to address certain independence and transmission planning 
considerations, and reciprocity arrangements to ensure 

KU requirements customers do not incur pancaked rates for 
transmission and ancillary services; 

- the Companies' proposed Open Access Transmission Tariff as 
revised to address possible capacity hoarding, available 
transmission calculation methodology, curtailment priority 

pricing, among other matters; and 
- the Companies' finalized arrangements with the Southwest 

Pool, Inc. and Tennessee Valley Authority. 

The Companies must also file an application of the proposed 

Access Transmission Tariff under Section 205 of the Federal 

Act including a proposed return on equity. During April 2006 
through the present, the Companies have submitted filings to 

FERC addressing the majority of the conditions contained in 

March 2 0 0 6  order, including a proposed return on equity of 

as part of its open access transmission tariff effective upon 

exit from the MISO. 

- May 2 0 0 6  - the Kentucky Commission issued an order approving 
the 
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request of the Companies to exit the MISO,. The order 

the Companies, upon exit of the MISO, to establish a regulatory 
asset for the exit fee, subject to adjustment for possible 

MISO credits, and a regulatory liability for certain revenues 

may be collected via current base rates as a result of the 

inclusion of amounts associated with certain MISO Schedule 10 
charges 

authorized 

future 

which 

existing 

- July 2 0 0 6  - the Kentucky Commission issued an order approving 
the 

Companies' contractual arrangements with TVA and SPP to provide 
services to the Companies as reliability coordinator and 
independent transmission organization, respectively, upon a 
withdrawal from the MISO. This order was subject to certain 
conditions based upon a satisfactory outcome of pending FER,C 
proceedings involving the Companies' market-based rate 

authority ,, 

- July 2 0 0 6  - the Kentucky Commission issued further orders 
denying 

the MISO's request for a rehearing regarding the May 2 0 0 6  order 
and denying the MISO's request for intervenor status in the 
proceeding concerning the Companies' TVA/SPP arrangements. 

- July 2 0 0 6  - the FERC issued a further decision accepting, in 
substantial part, certain of the Companies' steps, including 
compliance and other filings, which constituted conditions to 

FERC's March 2 0 0 6  order conditionally approving their exit from 

MISO. Also in July 2 0 0 6 ,  the FERC issued an order denying the 
MISO's request for a rehearing regarding the FERC's March 2 0 0 6  
order. 

the 

the 

The Companies now estimate that they may complete their exit from 

MISO during late summer 2 0 0 6 .  The Companies have tendered a 
contractual notice to the MISO providing for a withdrawal date of 
September 1, 2 0 0 6 .  There remain certain further conditions that 

be satisfied under the FERC's exit orders, which conditions the 
Companies currently anticipate they can accomplish. The Companies 

in continuing discussions with the MISO concerning operational 

of the exit and transition. 

On or about the date of a completed exit from the MISO, and 

initial calculation and invoicing from the MISO, the Companies would 
pay an exit fee to the MISO in an amount of up to approximately $41 
million (allocated approximately $16 million for LG&E and $ 2 5  

the 

must 

are 

elements 

following 

mi 11 ion 



for KU). The ultimate amount would be determined based upon the 

timing and circumstances of exit and, following payment, is subject 

confirmation, correction and true-up, as agreed between the 

and the MISO., The Kentucky Commission's May 2006 order granted 

relief regarding the exit fee, including the establishment of a 
regulatory asset relating to such fee and continuing ability to 

certain MISO charges in existing rates. 

While the Companies believe they can reasonably achieve the 

conditions imposed by the FERC relating to MISO exit by the late 
summer, including possibly as early as September 1, 2006, the actual 
timing or occurrence of withdrawal cannot be assured. 

Market-Based Rate Authority 

Beginning in April 2004, the FERC initiated proceedings to modify 

methods used to assess generation market power and has established 

stringent interim market screen tests, During 2005, in connection 

the Companies' tri-annual market-based rate tariff renewals, the 

continued to contend that the Companies failed such market screens 

certain regions., The Companies disputed this contention and, in 

2006, in an attempt to resolve the matter, the Companies submitted 
proposed tariff schedules to the FERC containing a mitigation 

with respect to applicable power sales into the control area of Big 
Rivers Electric Corporation (>'BREC") in western Kentucky, where 

Kentucky Energy Corp., an affiliate of the Companies, maintains a 

term contractual relationship with BREC. Under the proposed tariff 
schedule, prices for such sales would be capped at a relevant MISO 
power pool index price. Should the Companies exit the MISO, the 

contended that they would have market power in their own joint 

area, potentially requiring a similar mitigation mechanism for power 
sales into such region. In July 2006, the FERC issued an order in 

Companies' market-based rate proceeding accepting the Companies' 
further proposal to address certain market power issues the FERC had 
claimed would arise upon an exit from the MISO. In particular, the 
Companies received permission to sell power at market-based rates at 
the interface of control areas in which they may be deemed to have 
market power, subject to a restriction that such power not be 

actual 

to 

Companies 

certain 

recover 

remaining 

its 

more 

with 

FERC 

in 

January 

mechanism 

Western 

long- 

FERC 

control 

the 



2 3  

collusively re-sold back into such control areas. Certain general 

proceedings continue with respect to market-based rate matters, and 

Companies' market-based rate authority is subject to such future 
developments. 

In some cases, recent FERC decisions in other market-based rate 
proceedings have proposed or required cost-based, rather than market 
index, price caps., The Companies cannot predict the ultimate impact 

the current or potential mitigation mechanisms on their future 
wholesale power sales. 

EPAct 2005 

The EPAct 2005 was enacted on August 8 ,  2 0 0 5 .  Among other matters, 

comprehensive legislation contains provisions mandating improved 
electric reliabi,lity standards and performance; providing economic 

other incentives relating to transmission, pollution control and 
renewable generation assets; increasing funding for clean coal 
generation incentives (see Note 6 ) ;  repealing PUHCA 1935; enacting 
PUHCA 2005 and expanding FERC jurisdiction over public utility 

companies and related matters via the Federal Power Act and PUHCA 

FERC 

the 

of 

this 

and 

holding 

2 0 0 5 .  

The FERC was directed by the EPAct 2005 to adopt rules to address 

areas previously regulated by the other agencies under other 

including PUHCA 1 9 3 5 .  The FERC remains in various stages of 

on these issues and the Companies are monitoring these rulemaking 
activities and actively participating in these and other rulemaking 
proceedings. The Companies continue to evaluate the potential 

of the EPAct 2005 and the associated rulemakings and cannot predict 
what impact the EPAct 2 0 0 5 ,  and any uncompleted rulemakings, will 

on their operations or financial position. 

many 

statutes, 

rulemaking 

impacts 

have 

3 .  Financial Instruments 

The Compani,es use over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of their debt 

Pursuant to the Companies' policies, use of these financial 

is intended to mitigate risk, earnings and cash flow volatility and 

not speculative in nature. Management has designated all of the 
interest rate swaps as hedge instruments. Financial instruments 
designated as cash flow hedges have resulting gains and losses 

instruments. 

instruments 

is 

recorded 
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within comprehensive income and stockholders' equity. Financial 
instruments designated as fair value hedges and the underlying 

items are periodically marked to market with the resulting net gains 
and losses recorded directly into net income. Upon termination of 

fair value hedge, the resulting gain or loss is recorded into net 
income 

As of June 30, 2006, LG&E was party to various interest rate swap 
agreements with aggregate notional amounts of $211 million. Under 
these swap agreements, LG&E paid fixed rates averaging 4.,38%- and 
received variable rates based on LIBOR o r  the Bond Market 

municipal swap index averaging 3.67% at June 30, 2006. The swap 
agreements in effect at June 30, 2006, have been designated as cash 
flow hedges and mature on dates ranging from 2020 to 2033. The 

have been deemed to be fully effective resulting in a pretax gain of 
$13 million for the six months ended June 30, 2006, recorded in 
comprehensive income. Upon expiration of these hedges, the amount 
recorded in comprehensive income will be reclassified into earnings. 
The amounts expected to be reclassified from comprehensive income to 
earnings in the next twelve months are immaterial. A deposit in the 
amount of $7  million, used as collateral for the $ 8 3  million 

rate swap, is classified as restricted cash on LG&E's Balance Sheet. 
The amount of the deposit required is tied to the market value of 

swap 

As of June 30, 2006, KU was party to an interest rate swap agreement 
with a notional amount of $53 million, Under this swap agreement, KU 
paid variable rates based on LIBOR averaging 7,24%, and received 

rates averaging 7.92% at June 30, 2 0 0 6 . ,  The swap agreement in effect 

June 30, 2006 has been designated as a fair value hedge and matures 

2007., At June 30, 2006, the effect of marking this financial 
instrument and the underlying debt to market resulted in pretax 

recorded in interest expense of less than $1 million 

Interest rate swaps hedge interest rate risk on the underlying debt, 
Under SFAS No. 133, Accounting for Derivative Instruments and 

Activities, as amended, in addition to swaps being marked to market, 
the item being hedged using a fair value hedge must also be marked 

market., Consequently at June 30, 2006, KU's debt reflects a mark-to- 
market adjustment of less than $1 million. 

At June 30, 2006, the Companies' percentage of debt having a 

rate, including the impact of interest rate swaps, was 44%($364 

hedged 

any 

Association's 

hedges 

interest 

the 

fixed 

at 

in 

gains 

Hedging 

to 

variable 

million) 



€or LG&E and 47% ( $ 3 7 8  million) for KIT 

4 . ,  Pension and Other Post-retirement Benefit Plans 

The following table provides the components of net periodic benefit 
cost for pension and other benefit plans for the three and six 

ended June 30,  2006 and 2 0 0 5 :  
months 

Three Months Ended 
June 3 0 .  

2006 
(in millions) LG&E XU 

XU 

Pension and Other Benefit Plans 
Components of net periodic 
benefit cost 
Service cost $2 $ 2  

Interest cost 5 5 

Expected return on 

$ 3  

9 

plan assets ( 5 )  ( 4 )  
( 8 )  

Amortization of prior 
service cost 1 

1 
Recognized actuarial 

loss 1 1 
L 

Total net period benefit 
cost $4 $4 

$6  

2005 
LG&E 

$1 

6 

( 5 )  

1 

1 

$4 

Six Months Ended 
June 30.  

2 0 0 6  
LG&E XU 

$3 $4 

11 8 

( 1 0 )  ( 7 )  

2 1  

2 2  

$ 8  $ 8  

LG&E made a discretionary contribution to the pension plan of $18 
million in January 2 0 0 6 .  LG&E made no contributions during 2 0 0 5 .  XU 
made no contributions to the pension plan in 2006 or 2 0 0 5 .  

5. Short-Term and Long-Term Debt 

Under the provisions for LG&E's variable-rate pollution control 

Series S, T, U, BB, CC, DD and EE, and KU's variable-rate pollution 
control bonds Series 10,  1 2 ,  1 3 ,  1 4  and 1 5 ,  the bonds are subject to 
tender for  purchase at the option of the holder and to mandatory 

for purchase upon the occurrence of certain events, causing the 

to be classified as current portion of long-term debt in the balance 
sheets. The average annualized interest rate for these bonds during 

s i x  months ending June 30 ,  2006 was 3 . 3 8 %  for LG&E and 3 41% for XU. 

During June 2 0 0 6 ,  LG&E renewed five revolving lines of credit with 
banks totaling $ 1 8 5  million. There was no outstanding balance under 

bonds, 

tender 

bonds 

the 

any 



of these facilities at June 30, 2 0 0 6 .  LG&E expects to renew these 
facilities prior to their expiration in June 2 0 0 7 .  

LG&E, KU and E.ON U.S. participate in an intercompany money pool 
agreement,. Details of the balances at June 3 0 ,  2006 and December 3 1 ,  
2 0 0 5  were as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest 

Rate 

( $  in millions) 
June 30,  2 0 0 6 :  
LG&E $ 4 0 0  $ 1  $ 3 9 9  4 . 9 6 %  
KU $ 4 0 0  $ 52 $ 3 4 8  4 . 9 6 %  

December 3 1 ,  2005:  
LGhE $ 4 0 0  $ 1 4 1  $ 2 5 9  4 . 2 1 %  
KU $ 4 0 0  $ 70 $ 3 3 0  4 . 2 1 %  

E.ON U.S. maintains a revolving credit facility totaling $ 2 0 0  

with an affiliated company, E.ON North America, InC., to ensure 

availability for the money pool. The balance outstanding on this 
facility at June 3 0 ,  2 0 0 6 ,  was $64 million. 

Redemptions and maturities of long-term debt year-to-date through 

30, 2 0 0 6 ,  are summarized below: 

( $  in millions) 

Year Company Description Amount Rate Unsecured 

million 

funding 

June 

Principal Secured/ 

Maturity 

2 0 0 6  KU First mortgage bonds $ 3 6  5 . 9 9 %  Secured Jan 
2 0 0 6  

Issuances of long-term debt year-to-date through June 3 0 ,  2 0 0 6 ,  are 
summarized below: 

( $  in millions) 

Year Company Description Amount Rate Unsecured 
Principal Secured/ 

Maturity 

2 0 0 6  KU Fidel.ia note $50 6 . 3 3 %  Unsecured Jun 
2036 

6 .  Commitments and Contingencies 

Except as may be discussed in this Quarterly Report on Form 10-Q 
(including Note 2 ) ,  material changes have not occurred in the 

current 
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status of various commitments or contingent 1iabiliti.es from that 
discussed in the Companies' Annual Report on Form 10-K for the year 
ended December 31, 2005 (including in Notes 3 and 10 to the 

statements of the Companies contained therein) and Quarterly Report 

Form lo-Q for the quarter ended March 31, 2006 (including in Notes 2 
and 6 to the financial statements contained therein). See the above- 
referenced notes in the Companies' Annual Report on Form 10-K and 
Quarterly Report on Form 10-Q for information regarding such 
commitments or contingencies. 

TRIMBLE COUNTY UNIT 2 

In June 2006, the Companies, as 75% owners, entered into and 

notice to proceed under an engineering, procurement and construction 
agreement with Bechtel Power Corporation ("Bechtel"), regarding 
construction of Trimble County Unit 2 valued at approximately $1.1 
bi.llion. IMEA and IMPA, as 25% owners, are also parties to the 
contract. The contract is generally in the form of a lump-sum, 

agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price 
and its components are subject to a number of potential adjustments 
which may serve to increase or decrease the ultimate construction 

paid or payable to the contractor. The contract also contains 

representations, covenants, indemnities, termination and other 
provisions for arrangements of this type, including termination for 
convenience or for cause rights., In general, termination by the 

for convenience or by the contractor due to owners' default will 

payment obligations to payment for work or incentives performed or 
earned to date and termination by owners due to contractor's default 
will similarly limit payment obligations, subject however to owners' 
rights with respect to cover damages and to certain collateral 
provided. In connection with this matter, the Companies dismissed 
their litigation against Bechtel regarding the contract previously 
commenced in April 2006 in United States District Court for the 

District of Kentucky. 

In June 2006, the Companies filed an application with the Department 

Energy ("DOE"1 requesting certification to be eligible for 

tax credits applicable to the construction of Trimble County Unit 2. 
The EPAct 2005 added a new 48A to the Internal Revenue Code, which 
provides for an investment tax credit to promote the 

of advanced coal technologies that will generate electricity in an 
environmentally responsible manner. The application requested up to 
the maximum amount of "advanced coal project" credit allowed per 

financial 

on 

delivered 

turnkey 

price 

standard 

owners 

limit 

western 

of 

investment 

commercialization 
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taxpayer, or $ 1 2 5  million, based on an estimate of 15% of projected 
qualifying Trimble County Unit 2 expenditures. The DOE is 

to select and certify feasible and suitable qualifying projects, in 
their discretion, from among the applicant group during the late 

of 2 0 0 6 .  If selected, the Companies would submit an additional 
application to the Internal Revenue Service ("IRS"). IRS action on 
such applications would thereafter be expected to occur during the 
fourth quarter of 2 0 0 6 .  If, and to the extent the Companies' 
applications are ultimately accepted, the Companies could thereafter 
claim allocated federal income tax credits on eligible expenditures, 

they occur over time, relating to the Trimble County Unit 2 project. 

LOUISVILLE DOWNTOWN ARENA 

LG&E has been asked by the Louisville Arena Authority, Inc., a non- 
profit corporation (the "Authority"), to transfer certain property 

relocate certain LG&E facilities so that an LG&E-owned site, in 

could be used for the development and construction of a new multi- 
purpose arena in Louisville, Kentucky. The Authority and LG&E are 
negotiating a non-binding letter of intent regarding the arena 
transactions LG&E estimates that the cost of relocating the LG&E 
facilities will be approximately $ 6 3  million and LG&E expects to 
request that the Authority arrange for the provision of state funds 
necessary for the relocation, as well as up to $ 1 0  million in state 
funds for the purchase of the property at fair market value Current 
estimates are that the arena project could be completed by 
approximately 201.0. The anticipated letter of intent would be 

to a number of contingencies, including completion of definitive 
documents and regulatory approvals necessary for the transactions 
contemplated. 

anticipated 

fall 

as 

and 

part, 

subject 

OMU LITIGATION 

In May 2004,  the City of Owensboro, Kentucky and Owensboro Municipal 
Utilities (collectively "OMU") commenced a suit now removed to the 

District Court for the Western District of Kentucky, against KU 
concerning a long-term power supply contract (the "OMU Agreement") 

U . S .  

with 
XU., The dispute involves interpretational differences regarding 

issues 

between 
under the OMU Agreement, including various payments or charges 

KU and OMU and rights concerning excess power, termination and 
emissions allowances The complaint seeks approximately $ 6  million 

damages for periods prior to 2 0 0 4  and OMU is expected to claim 

amounts for later-occurring periods OMU has additionally requested 
injunctive and other relief, including a declaration that KU is in 

in 

further 
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material breach of the contract. KU has filed an answer in that 

denying the OMU claims and presenting counterclaims. During 2005,  
court 

the 
FERC declined KU'S application to exercise exclusive jurisdiction 

over 
the matter. In July 2005,  the district court resolved a summary 
judgment motion made by KU in OMU's favor, ruling that a contractual 
provision grants OMU the ability to terminate the contract without 
cause upon four years' prior notice, for which ruling KU retains 
certain rights to appeal. At this time the district court case is in 
the discovery stage and a trial schedule has not yet been 

In May 2 0 0 6 ,  OMU issued a notification of its intent to terminate 

contract in May 2 0 1 0 ,  without cause, absent any earlier termination 

established. 

the 

which may be permitted by the proceeding 

ENVIRONMENTAL MATTERS 

In April 2 0 0 6 ,  the EPA issued a notice of violation for alleged 
vi.olations of the Clean Air Act involving work performed on Unit 3 

KU'S E , W  Brown Station in 1997. The EPA alleges modification of 
source without a permit, failure to comply with requirements under 

Prevention of Significant Deterioration ("PSD") program, operation 

source in violation of the New Source Performance Standards 

and failure to identify the applicability of PSD and NSPS 

in compl.iance certifications. Violations, if ultimately found, 

Of 

the 

of a 

("NSPS"), 

requirements 

C 0 1 , l  rl 

a 

.__-- 
result in additional expenditures on pollution controls or civil 
penalties KU has responded to certain data requests of the EPA and 
held initial discussions with the EPA regarding this matter Due to 

early stage of this matter, KU is unable to determine its ultimate 
potential impact 

The Companies are subject to SO2 and NOx emission limits on their 
electric generating units pursuant to the Clean Air Act. The 

placed into operation significant NOx controls for their generating 
units prior to the 2 0 0 4  summer ozone season. As of June 30, 2 0 0 6 ,  

and XU have incurred total capital costs of approximately $191 

and $217 million, respectively, to reduce their NOx emissions to 
required levels In addition, the Companies incur additional 

and maintenance costs in operating the new NOx controls. On March 

2 0 0 5 ,  the EPA issued the final CAIR which requires substantial 
additional reductions in SO2 and NOx emissions from electric 

the 

Companies 

LG&E 

million 

operating 

10 I 

generating 
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units. The CAIR provides for a two-phased reduction program with 

I reductions in NOx and SO2 emissions in 2009 and 2010. 

and Phase I1 reductions in 2015. On March 15, 2005, the EPA issued a 
related regulation, the final CAMR, which requires substantial 

reductions from electric generating units. The CAMR also provides 

two-phased reduction, with the Phase I target in 2010 achieved as a 

benefit" of the controls installed to meet the CAIR. Additional 

measures will be required to meet the Phase I1 target in 2018,. Both 

CAIR and the CAMR establish a cap and trade framework, in which a 

is set on total emissions and allowances can be bought or sold on 

open market to be used for compliance, unless the state chooses 

approach. LG&E currently has FGDs on all its coal-fired units, but 

continue to evaluate improvements to further reduce SO2 emissions. 

In order to meet these new regulatory requirements, KU has 

a plan for adding significant additional SO2 controls to its 

units., Installation of additional SO2 controls will proceed on a 

Phase 

respectively, 

mercury 

for a 

"co- 

control 

the 

limit 

the 

another 

will 

implemented 

generating 

phased 

in 

in 

basis, with construction of controls (i"e", FGDs) having commenced 

September 2005 and continuing through the final installation and 
operation in 2009. KU estimates that it will incur $659 million in 
capital costs related to the construction of the FGDs to achieve 
compliance with current emission limits on a company-wide basis. Of 
this amount, $77 million has been incurred through June 30, 2006. In 
addition, KU will incur additional operating and maintenance costs 

operating the new SO2 controls 

The Companies are also monitoring several other air quality issues 
which may potentially impact coal-fired power plants, including the 
EPA's revised air quality standards for ozone and particulate matter 
and measures to implement the EPA's Clean Air Visibility Rule 

In the normal course of business, lawsuits, claims, environmental 
actions and various non-ratemaking governmental proceedings arise 
against the Companies. To the extent that damages are assessed in 

any 
lawsuits relating to the above, the Companies believe that their 
insurance coverage or other appropriate reserves are adequate. 
Management, after consultation with legal counsel, and based upon 

present status of these items, does not anticipate that liabilities 
arising out of other currently pending or threatened lawsuits and 

the 
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claims of the type referenced above will have a material adverse 

on the Companies' financial position or results of operations. 
effect 

7.Segments of Business 

LG&E's revenues, net income and total assets by business segment for 
the three and six months ended June 30, 2 0 0 6  and 2005,  follow: 

Three Months Six 
Months 

Ended June 3 0 ,  Ended June 
3 0 ,  

(in millions) 2006 2 0 0 5  2 0 0 6  

LG&E Electric 
2 0 0 5  

Revenues $223 $228 $435 
$ 4 5 7  

5 4  

2 , 4 0 4  

Net income 2 1  3 0  42 

Total assets 2 , 4 4 0  2 , 4 0 4  2 , 4 4 0  

LG&E Gas 
Revenues 

Net income 

Total assets 

2 2 5  

8 

4 5 4  

Total 
Revenues 

Net income 

Total assets 

6 8 2  

6 2  

2 , 8 5 8  

5 4  53 2 5 4  

( 2 )  ( 2 )  8 

507 454 5 0 7  

2 7 7  2 8 1  6 8 9  

2 5  2 8  5 0  

2 , 9 4 7  2 , 8 5 8  2 , 9 4 7  

KU is an electric utility company. It does not provide natural gas 
service and, therefore, is presented as a single business segment. 

8 .  Related Party Transactions 

LG&E, KU, subsidiaries of E.ON U S and other subsidiaries of E ON 
engage in related-party transactions. These transactions are 

performed at cost and in accordance with applicable FERC, Kentucky 
Commission and Virginia Commission regulations The significant 
related-party transactions are disclosed below 

Electric Purchases 

The Companies' intercompany electric revenues and purchased power 
expense from affiliated companies for the three and six months ended 
June 30 ,  2 0 0 6  and 2 0 0 5  were as follows: 

generally 



(in millions) 

KU 

Electric operating 
revenues from KU 

Electric operating 
$ -  

revenues from LG&E 

Purchased power from KU 
4 9  

Three Months 
Ended June 30, 
2006 2005 

LG&E KU LG&E KU 

$ 2 2  $ -  $ 2 1  $ -  

- 17 - 19 

17 - 19 - 

Purchased power from LG&E - 22 - 2 1  
4'7 

Interest Charges 

Six Months 
Ended June 30, 

2 0 0 6  2005 
LG&E KU LG&E 

$44 $ -  $ 4 7  

- 3 6  

3 6  4 9  - 

- 4 4  

The Companies' intercompany interest income and expense for the 

and six months ended June 30, 2 0 0 6  and 2005 were as follows: 
three 

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

(in millions) 2006 2005 2 0 0 6  2005 
LG&E KD LG&E KU LG&E KIJ LG&E 

KU 
Interest on money pool 
loans $ -  $1 $ -  $ -  $1 $2 $ -  

$ -  
Interest on Fidelia 
loans 3 4 3 4 6 9 6 

7 

other Intercompany Billings 

Other intercompany billings related to the Companies for the three 

six months ended June 30, 2006 and 2005 were as follows: 
and 

3 0 ,  

2005 
(in millions) 

E.ON u.5, .  Services billings to LG&E 

E,,ON U . S .  Services billings to KU 

LG&E billings to E ON U.S., Services 

KU billings to E.ON U.S., Services 

$108 

101, 

5 

4 

10 
LG&E billings to KU 

Three Months 
Ended June 30, 

2006 2005 

$ 6 9  $76 

78 75 

2 1 

2 

6 7 

. 

Six Months 
Ended June 

2006 

$105  

1 2 0  

3 

3 

1 0  



KU billings to LG&E 3 9 15 
13 

9. Subsequent Events 

On July 14, 2006, LG&E redeemed 12,500 shares of its 5.875% 

redeemable preferred stock pursuant to sinking fund requirements at 
$100 per share. 

On July 20, 2006, KU completed a new tax-exempt financing totaling 
approximately $17 million. The new bonds, due June 1, 2036, have a 
variable, auction rate of interest. 

Effective August 1, 2006, KU and its employees represented by IBEW 
Local 2100 entered into a new three-year collective bargaining 
agreement. Such agreement provides for routine updates to wages, 
benefits or other provisions and provides for annual wage re-openers 
for the second and third years. 

mandatorily 

Item 2 Management's Discussion and Analysis of Financial Condition 
and 

Results of Operations. 

General 

The following discussion and analysis by management focuses on those 
factors that had a material effect on the Companies' financial results 
of 
operations and financial condition during the three and six month 
periods 
ended June 30, 2006, and should be read in connection with the 
financial 
statements and notes thereto 

Some of the following discussion may contain forward-looking statements 
that are subject to certain risks, uncertainties and assumptions. Such 
forward-looking statements are intended to be identified in this 
document 
by the words "anticipate, " "expect, '( "estimate, " "objective, 'I 
"possible, '' 
"potential" and similar expressions. Actual results may vary 
materially. 
Factors that could cause actual results to differ materially include: 
general economic conditions; business and competitive conditions in the 
energy industry; changes in federal or state legislation; unusual 
weather; 
actions by state or federal regulatory agencies; and other factors 
described from time to time in the Companies' reports to the SEC, 
including 
the Annual Reports on Form 10-K for the year ended December 31, 2 0 0 5 .  

Executive Summary 

LG&E and KU, subsidiaries of E.ON U.S. (indirect subsidiaries of E.ON), 
are 
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regulated pub1i.c utilities. At June 30, 2 0 0 6 ,  LG&E supplied electricity 
to 
approximately 3 9 8 , 0 0 0  customers and natural gas to approximately 
3 2 3 , 0 0 0  
customers in Louisville and adjacent areas in Kentucky. At June 30, 
2 0 0 6 ,  
KU provided electricity to approximately 4 9 7 , 0 0 0  customers in 7 7  
counties 
in central, southeastern and western Kentucky, to approximately 3 0 , 0 0 0  
customers in southwestern Virginia and 5 customers in Tennessee., KU 
also 
sells wholesale electricity to 12 municipalities. 

The mission of the Companies is to build on our tradition and achieve 
world-class status providing reliable, low-cost energy services and 
superior customer satisfaction; and to promote safety, financial 
success 
and quality of life for our employees, communities and other 
stakeholders ,, 

The Companies' strategy focuses on the following: 

- Achieve scale as an integrated U.S. electric and gas business 
through 

organic growth; 
- Maintain excellent customer satisfaction; 
- Maintain best-in-class cost position versus U.S. utility companies; 
- Develop and transfer best practices throughout the company; 
- Invest in infrastructure to meet expanding load and comply with 

- Achieve appropriate regulated returns on all investment; 
- Attract, retain and develop the best people; and 
- Act with a commitment to corporate social responsibility that 

the well being of our employees, demonstrates environmental 
stewardship, promotes quality of life in our communities and 

the diversity of the society we serve. 

increasing environmental requirements; 

enhances 

reflects 

In a June 2004 order, the K,entucky Commission accepted the settlement 
agreements reached by the majority of the parties in the rate cases 
filed 
by the Companies in December 2 0 0 3 .  Under the ruling, the LG&E utility 
base 
electric rates have increased $43 million ( 7 , . 7 % )  and base natural gas 
rates 
have increased $ 1 2  million ( 3 . , 4 % )  annually. Base electric rates at KU 
have 
increased $ 4 6  million (6.8%) annually., The rate increases took effect 
on 
July 1, 2 0 0 4 .  The 2004 increases were the first increases in electric 
base 
rates for the Companies in 1 3  and 2 0  years, respectively; the previous 
natural gas rate increase for the LG&E gas utility took effect in 
September 
2000 
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The Companies have begun construction of another base-load coal-fired 
unit 
at the Trimble County site., The Companies believe this is the least 
cost 
alternative to meet the future needs of customers. Trimble County Unit 
2, 
with a 750 Mw capacity rating, is expected to be jointly owned by the 
Companies (75% owners of the unit) and IMEA and IMPA (25% owners),. 
Trimble 
County Unit 2 is expected to cost $1.,1 billion and be completed by 
2 0 1 0 .  
The Companies' aggregate 75% share of the total Trimble County Unit 2 
capital cost is approximately $885 million and is estimated to be 
approximately $120 million for LG&E and $510 mill.ion for KU through 
2 0 0 8 ,  
Through June 2006 ,  expenditures for Trimble County Unit 2 have been $ 7  
million for LG&E and $25 million for KU. In June 2006 ,  the Companies 
entered into a construction contract regarding the Trimble County Unit 
2 
project. See Note 6 of the Notes to Financial Statements, in Part 1, 
Item 
1, herein. 

In November 2005 ,  the Kentucky Commission approved the CCN construction 
application of the Companies to expand the Trimble County generating 
plant ., 
Kentucky Commission approvals for the related transmission line CCNs 
were 
granted in September 2005 and May 2 0 0 6 .  In July 2006, certain property 
owners filed a motion for judicial appeal of the latter transmission 
line 
CCN ruling. A schedule for such proceeding has not been established, In 
November 2005 ,  the Kentucky Division for Air Quality issued the final 
air 
permit, which was challenged via a request for remand in December 2005 

three environmental advocacy groups, including the Sierra Club. 
Administrative proceedings with respect to the challenge are expected 
to 
continue during 2006 with a hearing scheduled for October 2006 .  A 
ruling 
thereafter may be anticipated in the first half of 2007 .  

In July 2006 ,  the FERC issued a final report under a routine audit that 
its 
Office of Enforcement (formerly its Office of Market Oversight and 
Investigations) had conducted regarding the compliance of E.ON U . S .  and 
subsidiaries, including LG&E and KU, under the FERC's standards of 
conduct 
and codes of conduct requirements, as well as other areas. The final 
report 
contained certain findings calling for improvements in E.,ON U . S .  and 
subsidiaries' structures, policies and procedures relating to 
transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. 
and 
affiliates have agreed to certain corrective actions and plan to submit 

by 
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procedures related to such corrective actions to the FERC. The 
corrective 
actions are in the nature of organization and operational improvements 
as 
described above and are not expected to have a material adverse impact 
on 
the Companies' results of operations or financial condition 

Results of Operations 

The results of operations for the Companies are affected by seasonal 
fluctuations in temperature and other weather-related factors. Because 
of 
these and other factors, the results of one interim period are not 
necessarily indicative of results or trends to be expected for the full 
year. 

Three Months Ended June 3 0 ,  2006, Compared to 
Three Months Ended June 3 0 ,  2005 

LG&E Results: 

LG&E's net income decreased $ 3  million (11%) for the three months ended 
June 3 0 ,  2006, as compared to the three months ended June 3 0 ,  Z O O S ,  
primarily due to lower electricity and natural gas retail and wholesale 
sales volumes resulting largely from milder weather than in the prior 
year. 

A comparison of LG&E's revenues for the three months ended June 3 0 ,  
2006, 
with the three months ended June 3 0 ,  2005, reflects increases and 
(decreases) which have been segregated by the following principal 
causes: 

Cause 
(in mi1,lions) 

Electric Gas 
Revenues Revenues 

Retail sales: 
Fuel and gas supply adjustments $ 6  
Environmental cost recovery surcharge ( 3 )  
Variation in sales volume and other ( 5 )  
Total retail sales (2) 

Wholesale sales ( 4 )  
Other 1 
Total $ ( 5 )  

$ 7  

( 2 )  
5 

( 4 )  

Electric revenues decreased $5 million (2%) primarily due to: 
- Decreased wholesale revenues ( $ 4  million) largely due to 4 %  lower 

- Decreased retail electric volumes delivered ($5 milli.on) resulting 
volumes 

f rom 
a 14% decrease in cooling degree days in the second quarter of 2006 
compared to the same period in 2005 and an 16% decrease from the 
20-year average 

billing rates 
- Decreased environmental cost recovery ( $ 3  million) due to lower ECR 
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- Increased fuel costs billed to customers through the fuel 
adj us tment 

clause ( $ 6  million) due to higher costs of coal and natural gas 

Gas revenues increased $1 million (2%) primarily due to: 
- Increased gas supply costs billed to customers through the gas 

adjustment ($7 million) due to the higher cost of natural gas 

volumes due to lower demand from wholesale customers 

supply 

- Decreased wholesale revenues ($4 million) as a result of 7 %  lower 

- Decreased retail gas volumes delivered ($2 million) resulting from 

17% decrease in heating degree days in the second quarter of 2006 
compared to the same period in 2005 and an 20% decrease from the 
7.0-year average 

a 

Fuel for electric generation and gas supply expenses comprise a large 
component of LG&E's total operating expenses. Increases or decreases in 
the 
cost of fuel and natural gas supply are reflected in LG&E's electric 
and 
natural gas retail rates, through the fuel adjustment clause and gas 

clause, subject to the approval of the Kentucky Commission. 
SUPPlY 

Fuel for electric generation increased $2 million (3%) in 2006 
primarily 
due to: 

- Increased unit cost of fuel burned ($4 million) due to higher 
fuel 

prices 
- Decreased generation ($2 million) due to lower wholesale and 

retail 
sales volumes 

Power purchased decreased $2 million (7%) in 2006 primarily due to: 
- Decreased volumes purchased ( $ 6  million) due to lower wholesale 

and 
retail sales 

- Increased unit cost of purchases ($4 million) due to higher 
market 

prices 

Gas supp1.y expenses increased $2 million ( 6 % )  in 2006 primarily due 
to: 

- Increased unit cost of natural gas purchased ( $ 8  million) 
- Decreased volumes of natural gas delivered into the distribution 
system ( $ 6  million) due to milder weather 

A comparison of the LG&E effective income tax rate for the three months 
ended June 30, 2006 and 2005 follows: 

Months 

2005 

Three Months Three 

Ended Ended 
June 30, 2006 June 30, 
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Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Amortization of investment tax credits 
Other differences 
Effective income tax rate 

State income taxes in 2006 reflect Kentucky Coal 
The 
change in amortization of investment tax credits 
is 
largely attributable to the change in the levels 

KU Results: 

35 0% 35.0% 
3.5 5.2 
(2.7) (2 3) 
(3.4) (1.5) 
32.a% 36.4% 

Tax credits earned 

and other differences 

of pre-tax income 

K U ' s  net income increased $7 million (39%) for the three months ended 
June 
30, 2006, as compared to the three months ended June 30, 2005, 
primarily 
due to lower maintenance costs, a lower effective income tax rate and 
higher earnings from EEL 

A comparison of KU's revenues for the three months ended June 30, 2006, 
with the three months ended June 30, 2005, reflects increases and 
(decreases) which have been segregated by the following principal 
causes : 

Cause 

(in millions) 
Retail sales: 
Fuel supply adjustments 
Environmental cost recovery surcharge 
Variation in sales volumes and other 
Total retail sales 

other 
Total 

Electric 
Revenues 

$17 
3 
(7) 
13 
(2) 

$11 

Electric revenues increased $11 million (4%) in 2006 primarily due to: 
- Increased fuel costs billed to customers through the fuel 

adj us tment 
clause ($17 million) due to higher costs of coal and natural gas 

- Increased environmental cost recovery ($3 million) due to higher 
ECR 

billing rates 
- Decreased retail electric volumes delivered ($7 million) resulting 

from 
a 17% decrease in cooling degree days in the second quarter of 2006 
compared to the same period in 2005 and an 19% decrease from the 
20-year average 

Fuel for electric generation comprises a large component of KU's total 
operating expenses. Increases or decreases in the cost of fuel are 
reflected in KU's retail electric rates through the fuel adjustment 
clause, 
subject to the approval of the Kentucky Commission, the Virginia State 
Corporation Commission and the FERC. 
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Fuel for electric generation increased $16 million ( 1 9 % )  in 2006 
primarily due to: 

- Increased unit cost of fuel burned ($9 million) due to higher 
fuel 

prices 

availability 
- Increased generation ( $ 7  million) largely due to higher unit 

Power purchased decreased $6 million ( 1 2 % )  in 2006  primarily due to: 
- Decreased volumes purchased ( $ 8  million) largely due to higher 

unit 
availability and decreased retail demand 

- Increased unit cost of purchases ( $ 2  million) due to higher 
market 

prices 

Other operation and maintenance expenses decreased $5 million ( 7 % )  in 
2 0 0 6  primarily due to: 

- Decreased maintenance costs ( $ 3  million) largely due to an outage 
last 

year at Brown Unit 3 
- Decreased other power supply costs ( $ 2  million) related to lower 

MIS0 
Day 2 expenses 

other (income) - net increased $3 million ( 1 5 0 % )  primarily due to 
increased 
equity in earnings from EEI as a result of EEI selling electricity at 
market based rates, effective January 2 0 0 6 .  

Interest expense increased $1 million (1 .3%)  in 2006  primarily due to 
increased borrowing from Fidelia. 

A comparison of the KU effective income tax rate for the three months 
ended 
June 30,  2006 and 2005  follows: 

Months 

2005  
Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Amortization of investment tax credits 
EEI dividend 
Other differences 
Effective income tax rate 

Three Months 

Ended 
June 30,  2006  

35 ., 0% 
4 .4  

( 0 . 8 )  
( 6  I 1) 
( 1 . 9 )  
3 0 . 6 %  

Three 

Ended 
June 30,  

35 I 0 %  
5 . 0  
(1 4 )  

( 2 . 9 )  
3 5 . 7 %  

The EEI dividend in the second quarter of 2006 reflects a tax benefit 
associated with the receipt of dividends from KU's investment in EEI. 
The 
change in amortization of investment tax credits and other differences 
is 
largely attributable to the change in the levels of pre-tax income 
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Six Months Ended June 30, 2006 ,  Compared to 
Six Months Ended June 30, 2 0 0 5  

LG&E Results: 

LG&E's net income decreased $12 million (19%) for the six months ended 
June 
30, 2 0 0 6 ,  as compared to the six months ended June 30, 2005, primarily 
due 
to lower electricity and natural gas retail and wholesale sales 
volumes, 
higher maintenance costs and higher interest expense. 

A comparison of LG&E's revenues for the six months ended June 30, 2 0 0 6 ,  
with the six months ended June 30, 2 0 0 5 ,  reflects increases and 
(decreases) 
which have been segregated hy the following principal causes: 

cause 
(in millions) 
Retail sales: 
Fuel and gas supply adjustments 
Merger surcredit 
Weather normalization 
Variation in sales volume and other 

Total retail sales 
Wholesale sales 
Other 
Total 

Electric 
Revenues 

$15 
1 

Gas 
Revenues 

$73 

2 
(31) 
44 
(16) 
I 

$29 

Electric revenues decreased $22 million (5%) in 2 0 0 6  primarily due to: 
- Decreased wholesale revenues ($32 million) largely due to 10% lower 

- Decreased retail electric volumes delivered ( $ 8  million) resulting 
volumes 

from 
a 10% decrease in cooling degree days in the first six months of 

2006 
compared to the same period in 2 0 0 5  and an 12% decrease from the 
20-year average 

- Increased fuel costs billed to customers through the fuel 
adjustment 

clause ($15 million) due to higher costs of coal and natural gas 
- Increased miscellaneous revenues ( $ 2  million) 

Gas revenues increased $29 million (13%) in 2006 primarily due to: 
- Increased gas supply costs billed to customers through the gas 

supply 
adjustment ($73 million) due to higher natural gas costs 

weather 
- Increased weather normalization revenues ( $ 2  million) due to warmer 

- Decreased retail gas volumes delivered ($31 million) resulting from 

10% decrease in heating degree days in the first six months of 2006 
compared to the same period in 2 0 0 5  and an 12% decrease from the 
20-year average 

a 
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- Decreased wholesale revenues ($16 million) as a result of 7% lower 
volumes due to lower demand from wholesale customers 

Fuel for electric generation and gas supply expenses comprise a large 
component of LGhE's total operating expenses. Increases or decreases 
in 
the cost of fuel and natural gas supply are reflected in LGhE's 
electric 
and natural gas retail rates, through the fuel adjustment clause and 

supply clause, subject to the approval of the Kentucky Commission. 

Fuel for electric generation increased $6 million (5%) in 2 0 0 6  
primarily 
due to: 

gas 

- Increased unit cost of fuel burned ( $ 1 3  million) due to higher 
fuel 

prices 
- Decreased generation ($5 million) due to lower wholesale and 

retail 
sales volumes 

Power purchased decreased $ 1 3  million (19%) in 2 0 0 6  primarily due to: 
- Decreased volumes purchased ( $ 2 2  million) due to lower wholesale 

and 
retail sales 

prices 
- Increased unit cost of purchases ( $ 9  million) due to higher market 

Gas supply expenses increased $ 2 9  million ( 1 7 % )  in 2 0 0 6  primarily due 
to: 

- Increased unit cost of natural gas purchased ( $ 6 9  million) 
- Decreased volumes of natural gas delivered i.nto the distribution 
system ( $ 4 0  million) due to milder weather 

Other operation and maintenance expenses increased $4 million ( 3 % )  in 
2 0 0 6  
primarily due to: 

at 
- Increased steam maintenance ( $ 3  million) largely due to the outage 

Mill Creek Unit 4 

restoration costs 
- Increased distribution maintenance ( $ 2  million) due to higher storm 

Interest expense increased $ 2  million (11%) in 2 0 0 6  primarily due to: 
- Increased interest rates on variable rate debt ( $ 3  million) 
- Increased interest on tax deficiencies ($1 million) 
- Increased interest rates on money pool borrowing ($1 million) 
- Decreased interest on the swaps ($2  million) 
- Decreased interest due to refinancing fixed rate debt with variable 
rate debt ( $ 1  million) 

The weighted average interest rate on variable-rate bonds for the six 
months ended June 30,  2 0 0 6 ,  was 3 . 3 3 % ,  compared to 2 . 2 7 %  for the 
comparable 
period in 2 0 0 5 .  
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A comparison of the LG&E effective income tax rate for the six months 
ended 
June 30,  2 0 0 6  and 2 0 0 5  follows: 

Months 

2 0 0 5  
Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Amortization of investment tax credits 
other differences 
Effective income tax rate 

Six Months 

Ended 
June 3 0 ,  2 0 0 6  

3 5 "  0 %  
3 . 6  

( 2 . 7 )  
( 2 . 6 )  
3 3 . 3 %  

Six 

Ended 
June 3 0 ,  

3 5 "  0% 
4.8 

( 2 . 2 )  
( 2 . 2 )  
3 5 . 4 %  

State income taxes in 2 0 0 6  reflect Kentucky Coal Tax credits earned. 
The 
change in amortization of investment tax credits and other differences 
is 
largely attributable to the change in the levels of pre-tax income, 

KU Results: 

Ku's net income increased $5 million (9%) for the six months ended June 
30,  
2006,  as compared to the six months ended June 30, 2 0 0 5 ,  primarily due 
higher earnings from EEI and a lower effective income tax rate, which 
is 
partially offset by higher transmission costs and higher interest 
charges ., 

A comparison of KU's revenues for the six months ended June 3 0 ,  2 0 0 6 ,  
with 
the six months ended June 30,  2 0 0 5 ,  reflects increases and (decreases) 
which have been segregated by the following principal causes: 

Cause 
(in millions) 
Retail sales: 
Fuel supply adjustments 
Environmental cost recovery surcharge 
Merger surcredit 
R,ate and rate structure 
Variation in sales volume and other 

Total retail sales 
Wholesale sales 
Other 
Total 

Electric 
Revenues 

$ 3 6  
3 

Electric revenues increased $ 1 7  million (3%) in 2 0 0 6  primarily due to: 

adjustment 
- Increased fuel costs billed to customers through the fuel 

clause ( $ 3 6  million) due to higher costs of coal and natural gas 
- Increased environmental cost recovery ($3  million) due to higher 

ECR 
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billing rates 

recovery ($2 million) 
- Increased Virginia revenues due to a rate change for increased fuel 

- Decreased wholesale sales ($18 million) largely due to 5% lower 

- Decreased retail electric volumes delivered ($7 million) resulting 

a 9% decrease in cooling degree days in the first six months of 

compared to the same period in 2005 and an 11% decrease from the 
20-year average 

volumes 

from 

2006 

Fuel for electric generation comprises a large component of KU's total 
operating expenses. Increases or decreases in the cost of fuel are 
reflected in KU's retail electric rates through the fuel adjustment 
clause, 
subject to the approval of the Kentucky Commission, the Virginia State 
Corporation Commission and the FERC. 

Fuel for electric generation increased $23 million (13%) in 2006 
primarily due to: 

- Increased unit cost of fuel burned ($20 million) due to higher 
fuel 

prices 

availability 
- Increased generation ($3 million) largely due to higher unit 

Power purchased decreased $ 6  million ( 6 % )  in 2006 primarily due to: 
- Decreased volumes purchased ($18 million) largely due to higher 

unit 
availability and decreased retail demand 

- Increased unit cost of purchases ($12 million) due to higher 
market 

prices 

Other operation and maintenance expenses increased $7 million (6%) in 
2006 primarily due to: 

- Increased other power supply ($5 million) largely due to MISO Day 2 
- Increased transmission expense ($3 million) largely due to MISO Day 

1 

Other (income) - net increased $10 million (333%) primarily due to 
increased equity in earnings from EEI as a result of EEI selling 
electricity at market based rates, effective January 2006. 

Interest expense increased $4 million (29%) in 2006 primarily due to: 
- Increased borrowing from Fidelia ($2 million) 
- Increased borrowing and increased interest rates on money pool debt 

($2 million) 

A comparison of the KU effective income tax rate for the six months 
ended 
June 30, 2006 and 2005 follows: 

Months 
Six Months Six 

Ended Ended 
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June 30, 2006 June 3 0 ,  
2 0 0 5  
Effective Rate 
Statutory federal income tax rate 35 I 0% 3 5 . 0 %  
State income taxes net of federal benefit 4 . 4  4.7 
Amortization of investment tax credits ( 0 . 6 )  ( 0 . 9 )  
EEI dividend ( 5 . 1 )  - 
Other differences (1 1) (0.6) 
Effective income tax rate 3 2 . 6 %  38 ., 2 %  

The EEI dividend for the six months ended June 30,  2006, reflects a tax 
benefit associated with the receipt of dividends from KU's investment 
in 
EEI. 

Liquidity and Capital Resources 

The Companies' needs for capital funds are largely related to the 
construction of plant and equipment necessary to meet the needs of 
electric 
and gas utility customers, in addition to debt service requirements and 
dividend payments. Internal and external lines of credit are maintained 
to 
fund short-term capital requirements. The Companies believe that such 
sources of funds will be sufficient to meet the needs of the busi.ness 
in 
the foreseeable future. 

At June 30, 2006,  the Companies were in a negative working capital 
position 
in part because of the classification of certain variable-rate 
pollution 
control bonds that are subject to tender for purchase at the option of 
the 
holder as current portion of long-term debt. The Companies expect to 
cover 
any working capital deficiencies with cash flow from operations, money 

borrowings and borrowings from Fidelia. 

Construction expenditures for the six months ended June 30, 2006 
amounted 
to $66 million for LG&E and $121 million for KU. At LG&E, capital 
expenditures included infrastructure for new customers, gas main 
replacements/extensions and capital repairs to Mill Creek Unit 4. At 
KU , 
capital expenditures included construction of FGD and other 
environmental 
equipment at the Ghent generating station and infrastructure for new 
customers. 

LG&E's cash balance decreased $ 2  million during the six months ended 
June 
30 ,  2 0 0 6 ,  largely resulting from repayments of debt and the payment of 
dividends. KU's cash balance decreased $2 million during the six 
months 
ended June 30 ,  2 0 0 6 ,  primarily due to increased capital expenditures 

pool 
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Variations in accounts receivable, inventories and accounts payable are 
generally not significant indicators of the Companies' liquidity. Such 
variations are primarily attributable to seasonal fluctuations in 
weather, 
which have a direct effect on sales of electricity and natural gas The 
decreases in LG&E's accounts receivable and natural gas stored 
underground 
relate primarily to seasonal uses of natural gas 

For information regarding the Companies' use of interest rate swaps to 
hedge underlying variable-rate (LG&E) and fixed-rate (KU) debt 
obligations, 
see Note 3 of the Notes to Financial Statements 

See Note 5 of the Notes to Financial Statements for information 
regarding 
the Companies' long-term and short-term debt including: accounting 
treatment of bonds permitting tender for purchase at the option of the 
holder, re-negotiation of revolving credit lines, intercompany debt 
transactions and the issuance and redemption of financial instruments 
during the year. 

Security ratings as of June 30, 2006. were: 

LG&E KU 
Moody's S&P Moody's S&P 

First mortgage bonds A1 A- A1 A 
Preferred stock Baal BBB - Baal BBB- 
Commercial paper P- 1 A- 2 P- 1 A-2 

These ratings reflect the views of Moody's and S&P. A security rating 
is 
not a recommendation to buy, sell or hold securities and is subject to 
revision or withdrawal at any time by the rating agency. 

LG&E made a discretionary contribution to the pension plan of $18 
million 
in January 2 0 0 6  LG&E made no contributions during 2005 KU made no 
contributions to the pension plan in 2006 or 2005 

Contingencies 

For a description of significant contingencies that may affect the 
Companies, reference is made to Part I, Item 3, Legal Proceedings in 
the 
Companies' Annual Reports on Form 10-K for the year ended December 31, 
2005; to Part I - item 1 and Part I1 - Item 1, Legal Proceedings in the 
Companies' Quarterly Report on Form 10-Q for the period ended March 31, 
2006; and to Notes 2 and 6 of the Notes to Financial Statements in 
Part i 
- Item I, and Part I1 - Item 1, Legal Proceedings herein. 

Item 3 .  Quantitative and Qualitative Disclosures About Market Risk 
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Interest Rate Risk 

The Companies use interest rate swaps to hedge exposure to market 
fluctuations in certain of their debt instruments., Pursuant to the 
Companies' policies, use of these financial instruments is intended to 
mitigate risk and earnings volatility and is not speculative in nature., 
Management has designated all of the Companies' interest rate swaps as 
hedge instruments Financial instruments designated as cash flow hedges 
have resulting gains and losses recorded within comprehensive income 
and 
stockholders' equity To the extent a financial instrument or the 
underlying item being hedged is prematurely terminated or the hedge 
becomes 
ineffective, the resulting gains or losses are reclassified from 
comprehensive income to net income. Financial instruments designated as 
fair value hedges are periodically marked to market with the resulting 
gains and losses recorded directly into net income to correspond with 
income or expense recognized from changes in market value of the items 
being hedged 

The potential change in interest expense associated with a 1% change in 
base interest rates of the Companies' unswapped variable debt is 
estimated 
at $4 million each at June 3 0 ,  2006 The Companies' exposure to 
floating 
interest rates did not materially change during the first six months of 
2 0 0 6 .  

The potential loss in fair value of LG&E's interest rate swaps 
resulting 
from a hypothetical I% change in base interest rates is estimated at 
approximately $17 million as of June 3 0 ,  2006. The potential loss in 
fair 
value of KU's interest rate swaps resulting from a hypothetical 1% 
change 
in base interest rates is estimated at less than $1 million as of June 

2 0 0 6 .  These estimates are derived from third-party valuations. Changes 
in 
the market values of these swaps, if held to maturity, will have no 
effect 
on LG&E's or KU's net income or cash flow 

Pension Risk 

The Companies' costs of providing defined-benefit pension retirement 
plans 
is dependent upon a number of factors, such as the rates of return on 
plan 
assets, discount rate and contributions made to the plan. The Companies 
have recognized an additional minimum liability as prescribed by SFAS 
No. 
8 7 ,  Employers' Accounting for Pensions because the accumulated benefit 
obligation exceeds the fair value of their plans' assets.. The 
liabilities 
were recorded as a reduction to comprehensive income, and did not 
affect 

30, 
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net income. The amount of the liability depends upon the discount rate, 
the 
asset returns and contributions made by the Companies to the plans If 
the 
fair value of the plans' assets exceeds the accumulated benefit 
obligation, 
the recorded liabilities will be reduced and comprehensive income will 
be 
restored in the balance sheet. 

A 1% increase or decrease in the assumed discount rate could have an 
approximate $ 4 9  million positive or negative impact to the accumulated 
benefit obligation of LG&E A 1% increase or decrease in the assumed 
discount rate could have an approximate $ 3 3  million positive or 
negative 
impact to the accumulated benefit obligation of KU. 

LG&E made a discretionary contribution to the pension plan for $18 
million 
in January 2 0 0 6  LG&E made no contributions during 2 0 0 5 .  KU made no 
contributions to the pension plan in 2 0 0 6  or 2 0 0 5 .  

Energy & Risk Management Activities 

The Companies conduct energy trading and risk management activities to 
maximize the value of power sales from physical assets they own. 
Certain 
energy trading activities are accounted for on a mark-to-market basis 
in 
accordance with SFAS No 133, as amended Wholesale sales of excess 
asset 
capacity are treated as normal sales under SFAS No 133, as amended, 
and 
are not marked to market. 

Since the inception of the MISO Day 2 market in April 2 0 0 5 ,  the 
Companies 
have been eligible to receive FTRs from the MISO FTRs are assigned by 
the 
MISO to market participants for a twelve-month period of time beginning 
June 1, 2 0 0 6 ,  for off-peak and peak periods based on each market 
participant's share of generation. FTRs are utilized to manage price 
risk 
associated with transmission congestion The value of FTRs is 
determined by 
the transmission congestion charges that arise when the transmission 
grid 
is congested in the day-ahead market FTRs are obtained through an 
allocation from the MISO at zero cost, however, they can also be bought 
and 
sold FTRs are derivatives and their fair value is insignificant due 
to 
the lack of liquidity in the forward market 

The fair values of the Companies' energy trading and risk management 
contracts as of June 3 0 ,  2 0 0 6  were each approximately $ 2  million. The 
fair 
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values at June 30, 2005, were less than $1 million each No changes to 
valuation techniques for energy trading and risk management activities 
occurred during 2006 or 2005 Changes in market pricing, interest rate 
and 
volatility assumptions were made during all periods. The outstanding 
mark- 
to-market value is sensitive to changes in prices, price volatilities 
and 
interest rates. The Companies estimate that a movement in prices of $1 
and 
a change in interest and volatilities of 1% would result in a change in 
the 
mark-to-market value of less than $1 million. All contracts outstanding 
at 
June 30, 2006, have a maturity of less than one year and are valued 
using 
prices actively quoted for proposed or executed transactions or quoted 

brokers 

The Companies maintain policies intended to minimize credit risk and 
revalue credit exposures daily to monitor compliance with those 
policies. 
As of June 30, 2006, 100% of the trading and risk management 
commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. 

by 

Item 4. Controls and Procedures 

The Companies maintain a system of disclosure controls and procedures 
designed to ensure that information required to be disclosed by the 
Companies in reports they file or submit under the Securities Exchange 
Act 
of 1934 i.s recorded, processed, summarized and reported, within the 
time 
periods specified in the Securities and Exchange Commission rules and 
forms. The Companies conducted an evaluation of such controls and 
procedures under the supervision and with the participation of the 
Companies' management, including the Chairman, President and Chief 
Executive Officer ("CEO") and the Chief Financial Officer ("CFO") I 

Based 
upon that evaluation, the CEO and CFO have concluded that the 
Companies' 
disclosure controls and procedures are effective as of the end of the 
period covered by this report 

The Companies are not accelerated filers under the Sarbanes-Oxley Act 
of 
2002 and associated rules (the "Act") and consequently anticipate 
issuing 
Management's Report on Internal Control over Financial Reporting 
pursuant 
to Section 404 of the Act in their first periodic report covering the 
fiscal year ended December 31, 2007 as permitted by SEC rulemaking 

In preparation for required reporting under Section 404 of the Act, the 
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Companies are conducting a thorough review of their internal controls 
over 
financial reporting, including disclosure controls and procedures., 
Based 
on this review, the Companies have made internal controls enhancements 
and 
will continue to make future enhancements to their internal control 
over 
financial reporting. There has been no change in the Companies' 
internal 
control over financial reporting that occurred during the fiscal 
quarter 
ended June 30, 2006, that has materially affected, or is reasonably 
likely 
to materially affect, the Companies' internal control over financial 
reporting. 

Part 11. Other Information 

Item 1. Legal Proceedings 

For a description of the significant legal proceedings involving the 
Companies, reference is made to the information under the following 
items 
and captions of the Companies' respective combined Annual Report on 
Form 10- 
K for the year ended December 31, 2005: Item 1, Business; Item 3 ,  
Legal 
Proceedings; Item 7, Management's Discussion and Analysis of Financial 
Condition and Results of Operations; and Item 8 ,  Financial Statements 
and 
Supplementary Data in Notes 3 and 10 Reference is also made to the 
matters described in Notes 2 and 6 of Part 1, Item 1 of the Companies' 
Quarterly Report on Form 10-Q for the three months ended March 31, 
2006, 
and Notes 2 and 6 of the Notes to Financial Statements in Part I, Item 
1 of 
this 10-Q. Except as described herein, to date, the proceedings 
reported in 
the Companies' respective combined Annual Report on Form 10-K have not 
changed materially 

Other 

In the normal course of business, other lawsuits, claims, environmental 
actions, and other governmental proceedings arise against the 
Companies. 
To the extent that damages are assessed in any of these lawsuits, the 
Companies believe that their insurance coverage is adequate. 
Management, 
after consultation with legal counsel, does not anticipate that 
liabilities 
arising out of other currently pending or threatened lawsuits and 
claims 
will have a material adverse effect on LG&E's or KU's financial 
position or 
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results of operations, respectively 

Item 1A. Risk Factors 

LG&E and KU currently anticipate withdrawal from the MISO effective 
September 1, 2 0 0 6 .  The resulting changes to transmission and wholesale 
power market structures and prices are not completely estimable and may 
result in unforeseen effects on costs or revenues. As required by the 
FERC, in connection with their exit, the Companies have engaged two 
independent third parties to perform certain oversight and functional 
control activities relating to transmission and related activities., 
The 
Companies will save certain MISO membership costs and charges, but will 
incur an exit fee and fees related to the new transmission service 
vendors I 
The Companies believe that, over time, the benefits and savings from an 
exit of the MISO will outweigh the costs and expenses. However, until 
post-MIS0 market conditions and operations have matured, the effects on 
financial condition, liquidity or results of operations will remain 
difficult to fully predict 

See Note 2 of LG&E's and KU's Notes to Financial Statements in Part I, 
Item 
1 of this l a - Q ,  

Item 5., Other Information. 

None. 

Item 6. Exhibits 

Applicable to Form 
l o - Q  of 

Exhibit 
No. LG&E 

4 . 1  

[Filed 

June 

4 . 2  

as 

June 

3 1 . , 1  X 
Chief 

3 1 . 2  X 

KU 

X 

X 

Description 

Loan Agreement dated June 2 3 ,  2 0 0 6  between 
Kentucky Utilities Company and Fidelia Corporation 

as Exhibit 4 . 1  to KU's Current Report on Form 8-K dated 

2 3 ,  2 0 0 6  and incorporated by reference herein.] 

Copy of Promissory Note from KU to 
Fidelia Corporation, dated as of June 2 3 ,  2 0 0 6  [Filed 

Exhibit 4 . 2  to KU's Current Report on Form 8-K dated 

2 3 ,  2 0 0 6  and incorporated by reference herein.] 

Certification of Chairman of the Board, President and 

Executive Officer, pursuant to Section 3 0 2  of the 
Sarbanes-Oxley Act of 2 0 0 2  
Certification of Chief Financial Officer, pursuant to 
Section 3 0 2  of the Sarbanes-Oxley Act of 2 0 0 2  
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31. 3 X Certification of Chairman of the Board, President and 
Chief 

Executive Officer, pursuant to Section 3 0 2  of the 
Sarbanes-Oxley Act of 2 0 0 2  

Section 302 of the Sarbanes-Oxley Act of 2 0 0 2  
3 1 . 4  X Certification of Chief Financial Officer, pursuant to 

32 X X Certification pursuant to Section 9 0 6  of the Sarbanes- 
Oxley 

Act of 2002 

Certain instruments defining the rights of holders of certain long- 
term 
debt of LG&E or KU have not been filed with the SEC but will be 
furnished 
to the SEC upon request. 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1 9 3 4 ,  
the 
registrant has duly caused this report to be signed on its behalf by 
the 
undersigned thereunto duly authorized. 

Louisville Gas and Electric Company 
Registrant 

Date: August 1 4 ,  2 0 0 6  / s /  S .  Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
(On behalf of the registrant in his 
capacities as Principal Financial 

and Principal 
Accounting Officer) 

Officer 

Pursuant to the requirements of the Securities Exchange Act of 1 9 3 4 ,  
the 
registrant has duly caused this report to be signed on its behalf by 
the 
undersigned thereunto duly authorized. 

K,entucky 17ti.lities Company 
Registrant 

Date: August 1 4 ,  2 0 0 6  

Officer 

/ s /  S. Bradford Rives 
S. Bradford Rives 
Chief Financial Officer 
(On behalf of the registrant in his 
capacities as Principal Financial 



and Principal 
Accounting Officer) 
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.tern 2.03. Creation ora Direct Financial Obligation or an Obligation under an  off-balance sheet arrangement of a registrant. 

(i) On April 13,2007, Louisville Gas and Electric Company (“LCJ&E“ or the “Company”) completed financing transactions involving the 
ssuance of $138 million in long-term indebtedness The indebtedness is represented by (if  a $70 million, 30-year, unsecured loan from Fidelia 
7rporation (“Fidelia”), an indirect subsidiary of LON AG and an affiliate of KU, which will carry a 5.98% rate ofinterest and (ii) a $68 
Ilion, 24-yea1, unsecured loan from Fidelia, which will carry a 5 93% rate of interest The loan proceeds were used to fund the prefened 

;tock redemption discussed below and to repay certain short-term loans which initially funded a pension contribution made by L,G&.E during the 
irst quarter 2007 

As part of the transaction, L.G&E entered into L.oan Agreements with Fidelia, under which agreements the Company has agreed to repay 
he loans by making principal and semi-annual interest payments as and when due with respect to the indebtedness 

The Loan Agreements contain standard representations, covenants and events of default for arrangements of this type, including 
icceleration of indebtedness upon certain events of default. Events of default under the L.oan Agreements or other transaction documents 
nclude a failure to punctually make payments associated with the loan when due; certain bankruptcy or insolvency-related conditions relating ti 
he Company, and departure of the Company from the E ON group 

(ii) On April 16.2007, LG&E and Fidelia amended the terms of two existing loan arrangements in place between the parties L.G&E 
mered into an amended loan agreement and replacement notes with Fidelia relating to the following existing LG&E. borrowings: ( i )  $25 
nillion loan due January 2012 and ( i i )  $100 million loan due April 2013 

The amended documents terminate a subordinated mortgage lien previously granted by L.G&E to Fidelia as security for the existing loans 
ihe original maturity and interest rates and payment schedules of the loans were not changed 

Item 8.01. Other  Events 

On April 16,2007, as previously announced, LG&E redeemed all outstanding shares of its three existing series of preferred stock for 
Ipproximately $92 million LGgLE paid redemption prices of $28 per share for the 5% Series Cumulative Preferred, $100 per share for the 
65 875 Series Cumulative Prelerred and $100 per share for the Auction Rate, Series A Cumulative Preferred The redemptions were pursuant ti 
:xisting provisions applicable IO each series 

“em 9.01 Financial Statements and  Exhibits 

Exhibits: 

I I L.oan Agreement and Promissor) Note, each dated April 13, 2007, between LG&E. and Fidelia 
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I 3 

Loan Agreement and Promissory Note, each dated April 13, 2007, between LG&E and Fidelia 

Amendment, dated April 16,2007, to Loan and Security Agreement, dated August 15,2003 and two Amended and Restated Notes, 
each dated April 16,2007, among L.G&E. and Fidelia 
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SIGNATURES 

'ursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
rndersigned hereunto duly authorized 

LOUISVILLE GAS AND ELECTRIC COMPANY 

lated: April 18, 2007 BY: /si S. Bradford Rives 
S Bradford Rives 
Chief Financial Officer 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CUFUWNT REPORT 

Pursuant to Section 1.3 or 15(d) of 
the Securities Exchange Act of 1934 

Date of Repott (Date of earliest event reported): April 11,2007 

Louisville Gas and Electric Company 
(Exact name of registrant as specified in its charter) 

Kentucky 1-2893 
(State or other jurisdiction of incorporation) (Commission File Number) 

220 West Main Street, P.O. Box 32010, Louisville, Kentucky 
(Address of principal executive offices) 

61-0264150 
(IRS Employer Identification No ) 

40232 
(Zip Code) 

Registrant’s telephone number, including area code: (502) 627-2000 

(Former name or former address, if changed since last report) 

:heck the appropriate box below if the Form 8-K filing is intended to simultaneously satis@ the filing obligation of the registrant under any of 
he following provisions (see General Instruction A.2 below): 

3 

3 

3 

II 

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act ( I7  CFR 240 14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240 14d-Z(b)) 

Pre-commencement communications pursuant to Rule 13e-4(c) under the E.xchange Act ( I  7 CFR 240 13e-4(c)) 

6/19/2008 
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tern 8.01 Other  Events. 

1 connection with an offering of long-term tax-exempt debt to be issued by a local governmental entity, Louisville Gas and Electric Company 
‘LG&E,” or the “Company”) has prepared a Preliminary Official Statement for distribution to potential purchasers The debt to be offered in 

tax-exempt transaction will not be registered under the Securities Act of 1933, as amended, in reliance on an exemption from registration. 
excerpt from the Preliminary Official Statement containing updated regulatory disclosure is set forth below: 

G&E lias commenced a review of certain federal and state permitting, licensing and oversight matters relating to existing natural gas 
perations at its Doe Run, Kentucky storage field The Doe Run field has been in use since the 1940’s and its operations include limited 
scililies in Indiana The review relates, in part, to the applicable,jurisdictional staha ofsuch operations under the Natural Gas Act and other 
iatutes and whether additional regulatory authorizations or operational steps are required or advisable L.G&E. has had preliminary 
ommunications with the Federal Energy Regulatory Commission (“FERC“) and relevant regulatory agencies in Kentucky and Indiana and is 
ontinuing to coordinate with such entities The Company anticipates completing its review during mid-2007 and will consider 
ppropriate, Ibllow-up regulatory or other actions or proceedings, if any, thereafter. L.G&E. believes that no sanctions are warranted but is 
nable to estimate the ultimate outcome of the matter, including whether FE.RC might seek to impose any tines or penalties under the E,nergy 
olicy Act of 2005 or otherwise 

ia/eiiteiar made in this report lhal stale the Conipany lr or inanagemen1 k intenrions, expecta1ion.s or predictions ojthe fiilrtre areforward- 
7oking slatenteim The Comnpany ’I actual resiill~s coitld dger materially fioni tho.se projected in ~he,for~vatd-lookblgg slatements, and there ca,: 
e no assiirance that esrimater of’fiititre resirl/r will be achieved The Coriipanty’,~ SECJilings conlain addi/ional in/orniarion concentingfactor~ 
’lac could cause acriral reriiltr to dijfer materially fioat rho,se in  lhefonvard-looking .slolements 
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SIGNATURES 

'ursuant to the requirements of the Securities Exchange Act of 19.34, the registrant has duly caused this report to be signed on its behalf by the 
indersigned hereunto duly authorized 

LOUISVILLE GAS AND ELECTRIC COMPANY 

Med: April 1 I ,  2007 

3 

By: 1st John R. McCall 
JohnR McCall 
E.xecu!ive Vice President, 
General Counsel and 
Corporate Secretary 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, DE. 20549 

FORM 8-K 

CURRENT REPORT 
Pursuant to Section 13 or 15(d) of 

the Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): March 14,2007 

Louisville Gas and Electric Company 
(Exact name of registrant as specified in its charter) 

Kentucky 1-2893 
(State or other jurisdiction of incorporation) (Commission File Number) 

220 West Main Street, 
P.O. Box 32010, Louisville, Kentucky 
(Address of principal executive offices) 

61-02641 50 
(IRS Employer Identification No ) 

40232 
(Zip Code) 

Registrant's telephone number, including area code: (502) 627-2000 

(Former name or former address, if changed since last report) 

:heck the appropriate box below if  the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
he following provisions (see General Instruction A 2 below): 

7 

7 

7 

I1 

Written communications pursuant to Rule 425 uhder the Securities Act ( I7  CFR 230 425) 

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240 14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act ( I 7  CFR 240 14d-2fb)) 

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act ( I  7 CFR 240 13e-4(c)) 
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Item 8.01 Other  Events. 

On March 14,2007, L.ouisville Gas and E,lectric Company (the “Company”) announced its intent to redeem the shares of its three 
:xisting series of preferred stock having an aggregate book value of approximately $92 million, effective April 16, 2007, pursuant to existing 

’emption provisions applicable to both series 

The Company will redeem on April 16,2007 (the “Redemption Date”) all outstanding shares of its 5% Cumulative Preferred Stock, 
7ar value $25 per share (CUSP 546676206); $5.875 cumulative preferred stock, stated value $100 per share (CUSP 546676800); and Auction 
Rate, Series A, Preferred Stock, stated value $100 per share (CUSIP 546676701) at redemption prices of $28 00 per share, $100 00 per share, 
md $100.00 per share, respectively, plus payment of amounts equal to accrued and unpaid dividends, if any, to the Redemption Date 
Dividends on the shares of5%, the $5 875 and the Auction Rate, Series A Preferred Stocks shall cease to accumulate on the Redemption Date 
Vo h i ther  dividends will be paid or will accrue on such preferred stock after the Redemption Date. 

A press release of !lie Company regarding the transaction is attached as Exhibit 99 01 hereto 

Statementr made in /hi.$ report /hat state the Company :s or managenteiit ‘s i17tenlioti,r, eq~ectations or predictions of /he firti ire ate forivard- 
‘oaking statementr The Compay~  s actrral rerirltr could direr materiallyfiom rhoseprojecred in the forward-looking .statements, and there can 
$e no assurance that estimates offirttrte resirlts will be achieved The Company’s ’ SEC fili17gs contain addi/ional information coricerning 
‘actors that cotrld caxse acttral reseltr to drffer nralerially.froni those in the fonvard-looking .stotemen~s 

Item 9.01 

E.xhibits: 

99.01 Press Release 

Financial Stntements and Exhibits 
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SIG NATURE3 

'ursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
indersigned hereunto duly authorized 

Louisville Gas and Electric Company 

M e d :  March 14, 2007 By::/s/ John R. McCall 
John R McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 
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I-K 1 a06-21332 18k.htm CURRENT REPORT OF MATERIAL EVENTS OR CORPORATE ClIANGES 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) of 
the Securities Exchange Act of 1934 

Date of Report (Date ofearliest event reported) October 13,2006 

Louisville Gas and Electric Company 
(Exact name of registrant as specified in its charter) 

Kentucky 
(State or other,jurisdiction of 

incorporation) 

1-2893 
(Commission File Number) 

220 West Main Streel, P.O. Box 32010, Louisville, Kentucky 
(Address of  principal executive offices) 

61-0264150 
(IRS Employer Identification 

No ) 

40232 
(Zip Code) 

Registrant’s telephone number, including area code: (502) 627-2000 

(Former name or former address, i f  changed since last report) 

,:heck the appropriate box below ilthc Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of 
he following provisions (see Guneral Instruction A 7 below): 

7 

7 

7 

7 

Written communications pursuant to Rule 425 under the Securities Act ( I 7  CFR 230.425) 

Soliciting material pursuant to Rule 14a-17 under the E.xchange Act (17 CFR 240.14a-12) 

Pre-commencement communications pursuant to Rule 14d-Xb) under the E.xchange Act (17 CFR 240.14d-Z(b)) 

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act ( I  7 CFR 240 13e-4(c)) 

http://www.sec.gov/Archives/edgaddata/60549/000 1 10465906066771h06-2 1332-1 8k.htm 6/19/2008 

http://www.sec.gov/Archives/edgaddata/60549/000


Page 2 of 2 
tern 8.01 Other Events. 

I n  October 13,2006, L.ouisville Gas and Electric Company (the “Company”) submined an application to the Kentucky Public Service 
:ommission (the “Kentucky Commission”) seeking authorization for various potential financial transactions. Among other matters, the 
.plication includes a request for approval ofcertain funding arrangements which could provide a source of finds for the possible redemption 

the Company’s three existing series of preferred stock. 

The matters contained in the Kentucky Commission application, plus the possible redemption, remain subject to certain conditions or 
levelopments, such as the approval of the Kentucky Commission, future financial, economic or other market conditions, and further corporate 
lpprovals, The Company is currently unable to estimate the timing for completion, ifany, of the various transactions However, subject to the 
lescribed conditions and developments, among others, it is possible that the various transactions, should they ultimately proceed, could be 
:ompleted during the fourth quarter of 2006 or the first quarter of2007 

Ihe Company currently has issued and outstanding the following series of preferred stock: 860,287 shares of 5% cumulative preferred stock 
par value $25 per share), 200,000 shares of $5 875 cumulative preferred stock (without par value) and 500,000 shares ofauction rate, series A, 
:umulative preferred stock (without par value). A possible redemption of such preferred stock, should it occur, would be conducted in 
iccordance with existing redemption provisions in the Company’s Amended and Restated Articles of Incorporation applicable to each series of 
referred stock 

Statements made in this report that state the Co~~ipanj~”i or nranagenient ‘r intention,s, expectations or predictions o j t h e ~ i t ~ r r e  are forward 
ooking stalewentr The Conipany ’r actiral resir1t.s coiild diffe) niateriallyfroni those projected in the forward-looking statements, and there can 
ie no as.srrrance that estirnotes o/firtiire resirlts ieill be achieved The Conpony’s SECfilingr contain additional injarmation concerning  factor,^ 
hat coirld cairse actiral m i r l t s  to dfler niareriallj,fioni tho,se in  thefoneard-looking statenients 
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S I G N A T U B  

'ursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
indersigned hereunto duly authorized 

LOUISVlLLE GAS AND ELECTRIC COMPANY 

lated: October 16, 2006 BY: is/ John R. McCall 
John R McCall 
Executive Vice President, General Counsel and Corporate 
Secretary 
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8-K 1 a06-16020 18k.htm CURRE,NT REPORT OF MATERIAL EVENTS OR CORPORATE CHANGES 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D C 20549 

FORM 8-K 
CUJXRENT REPORT 

Pursuant to Section 13 or 1S(d) of 
the Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): July 7,2006 

Louisville Gas and Electric Company 
(Exact name of registrant as specified in its charter) 

Kentucky 1-2893 61-0264150 
(Commission File Number) (State or other jurisdiction o f  incorporation) (1RS Employer Identification No ) 

220 West Main Street, P.O. Box 32010, Louisville, Kentucky 
(Address of principal executive offices) 

40232 
(Z,ip Code) 

Regisirant’s telephone number, including area code: (502) 627-2000 

(Former name or former address, if changed since last report) 

Kentucky Utilities Company 
(Exact name of registrant as specified in its charter) 

Kentucky and Virginia b3464 61-0247570 
(State or other jurisdiction of incorporation) (Commission File Number) (IRS Employer Identification No ) 

One Quality Street, Lexington, Kentucky 
(Address o f  principal executive offices) 

40507 
(Zip Code) 

Registrant’s telephone number, including area code: (857) 255-2100 

(Former name or former address, if changed since last report) 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation ofthe registrant under any of 
the following provisions (see General Instruction A 2 below): 

0 Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230 425) 

Soliciting material pursuant to Rule 14a-I? under the Exchange Act (17 CFR 240 14a-12) 

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240 14d-2(b)) 0 

0 
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rhis combined Form 8-K is separately filed by Louisville Gas and Electric Company and Kentucky Utilities Company Information contained 
ierein relating to any individual registrant is filed by such registrant on its own behalf and each registrant makes no representation as to 
information relating to the other registrant 
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Item 8.01 Other  Events. 

As previously disclosed, Louisville Gas and Electric Company (“LG&E“) and Kentucky Utilities Company (“KU”, and collectively with 
..G&E,, the ”Companies”) have been involved in proceedings before the Kentucky Public Service Commission (“KPSC”) and the Federal 

iergy Regulatory Commission (“FERC”) seeking authority to withdraw from the Midwest Independent Transmission System Operator, Inc, 
,\ .llSO) The Companies now estimate that they may complete their exit from MISO during late summer2006 During spring and early 

iummer 2006, the Companies received a number of regulatory rulings concerning aspects of the MISO exit process which have resolved or 
idvanced certain matters involved in the pending withdrawal process 

In May 2006, the KPSC issued an order in its proceeding analyzing the costs versus benefits of MISO membership to the Companies, 
Nhich order approved the request of L.G&E, and KU to withdraw from MISO The order authorized the Companies, upon a MISO exit, to 
:stablish a regulatory asset for an exit fee, subject to adjustment for possible future MISO credits, and a regulatory liability for certain revenues 
Nhich may be collected via curTent base rates, as a result of the inclusion of amounts associated with certain MISO Schedule IO charges In 
luly 2006, the KPSC issued an order approving the Companies’ contractual arrangements with Tennessee Valley Authority (‘.‘TVA”) and 
Southwest Power Pool, Inc (“SPP”) to provide services to the Companies as reliability coordinator and independent transmission organization, 
zspectively, upon a withdrawal from MISO This order was subject to certain conditions based upon a satisfactory outcome of pending FERC 
iroceedings involving the Companies’ market-based rate authority, In luly 2006, the KPSC issued further orders denying MISO‘s request for a 
-ehearing regarding the May 2006 order and denying MISO’s request for intervenor status in the proceeding concerning the Companies’ 
rVA/SPP arrangements 

In July 2006, the FE.RC issued an order in the Companies’ market-based rate proceeding accepting the Companies’ proposal to address 
:main market power issues the FERC had claimed would arise upon an exit from MISO In particular, L,G&E and KU received permission to 
;ell power at market-based rates at the interface of control areas in which they may be deemed to have market power, subject to a restriction tha 
iuch power not be collusively re-sold back into such control areas, Upon a MlSO exit, the relevant control areas would he L.G&E’s and KU’s 
oint control area, as well as the control area of  Big Rivers Electric Corporation (“BREC”) in western Kentucky (the latter due to a long-term 
:ontractual arrangement between BREC and Western Kentucky E.nergy C o p , ,  an afiliate ofthe Companies) In July 2006, the FERC issued a 
iurther decision accepting, in substantial part, certain of the Companies’ steps, including compliance and other filings, which constituted 
:onditions to the FE.RC’s March 2006 order conditionally approving their exit from MISO. There remain certain further conditions that must bc 
iatisfied under the FERC’s exit orders. which conditions the Companies currently anticipate they can accomplish Finally, also in July 2006, thi 
FERC issued an order denying MISO’s request for a rehearing regarding the FE.RC’s March 2006 order 

The Companies have currentl) lendered and not withdrawn a contractual notice to MISO providing for a withdrawal date of September 1, 
106 On or about the date o I a  completed exit from MISO, and following initial calculation and invoicing from MISO, the Companies would 

2ay an exit fee to MISO in an amount of up to approximately $41 million (allocated approximately $16 million for LG&E. and $25 million for 
KU ) The ultimate amount would bc determined based upon the actual date of exit and, following payment, is subject to confirmation, 
:orrection and me-up, as agreed hctucen the Companies and MISO Pursuant to the May 2006 KPSC order, concurrently with payment of a 
MISO exit fee, the Companies tvill esfablish a regulatory asset relating lo such fee. 
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While L,G&E and K U  believe they can reasonably achieve the remaining conditions imposed by the FERC relating to MISO withdrawal by 
he late summer, including possibly as early as September 1,2006, the actual timing or occurrence ofwithdrawal cannot be assured. 

Srarenienrs made in 117is reporr /ha/ stare [he Companies 01 nianagemenr 's inrenrionr, expec1arion.s orpredicrions of~hefirtiire are 
orward-looking ~Ialernenls The Companies ' acliral resrrlrs could d g e r  marerially f iom r17o.se projected in ~hefonvard-looking starenienl.s, and 
here can be no assirrance thar errinrarer uffurirre resiilrr will be achieved The Cornpanie.r ' SECfilings conrain additional informarion 
~oncerning facrors rhuf corild cause actiial reszilr,s fo dffer materially from rhore in the fonvard-luuking rtatemenrs 
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=NATURES 

rsuant to the requirements ot the Securities Exchange Act of 1934, the registrant has duly caused this reporl to be signed on its behalf by the 
dersigned hereunto duly authorized 

Dated: July 12,2006 

Dated: July 12, 2006 

LOUISVILLE GAS AND ELECTRIC COMPANY 

By: ls/ John R. McCall 
John R McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 

KENTUCKY UTILITIES COMPANY 

By: i s /  John R. McCall 
John R. McCall 
Executive Vice President. 
General Counsel and 
Corporate Secretary 
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RECEIVED 
.IUL 0 8  2008 - -  

p~~~~~ SERVICE 
COMMISSION 

Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

July 7,2008 

Re: Louisville Gas and Electric Company - Repori of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8°K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to June 2008, LG&E believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

SinceLely, 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon us corn 

Lonnie E Bellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellar@eon-us corn 

- 
Lonnie E. Bellar 



Ms. Stephanie L .  Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

June 6,2008 

RECEIVED 

PUBLIC SERVICE 
COMMISSION 

Re: Louisville Gas and Electric Company - Report of Certain Material 
Chunges - Case No. 2006-00445 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to May 2008, LG&E converted its Jefferson County 2000 
Series A tax exempt bonds from an auction rate mode to a weekly rate mode 
and purchased the bonds from a remarketing agent. The Company expects to 
hold the bonds until a permanent solution is determined for mitigating the 
additional interest expense caused by auction rate market disruptions resulting 
from credit concerns about the monoline bond insurers. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 
Louisville, Kentucky 40232 
www.eonus.com 

Lonnie E. Sellar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie bellar@eon-us corn 

Lonnie E. Bellar 

http://www.eonus.com


Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

May 15,2008 

Louisville Gas and Electric 

:::pzulation and Rates 
220 West Main Street 

MAY 1 6  2008 PO BOX 32010 
Louisville, Kentucky 40232 PUBLIC SERVICE w.eon.us .com 

COMMISSION 

Re: Louisville Gas and Electric Company -Report of Certain Moterial 
Changes - Case No. 2006-00445 

Dear Ms. Stumbo: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC‘‘) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to April 2008, LG&E converted its Louisville Metro 2007 
Series A and Series B tax exempt bonds from an auction rate mode to a weekly 
rate mode and purchased the bonds from a remarketing agent. The Company 
expects to hold the bonds until a permanent solution is determined for 
mitigating the additional interest expense caused by auction rate market 
disruptions resulting from credit concerns about the monoline bond insurers. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

. 

Lonnie E. Beilar 
Vice President 
T 502-627-4830 
F 502-217-2109 
lonnie.bellaregeon.us.com 

Lonnie E. Bellar 

http://w.eon.us.com
http://lonnie.bellaregeon.us.com


Ms. Stephanie L. Stumbo 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

April 6,2008 

Re: Louisville Gas and Electric Company - Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. Stumho: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&F’) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to March 2008, LG&E converted its Louisville Metro 2005 
Series A tax exempt bonds from an auction rate mode to a weekly rate mode 
and purchased the bonds from a remarketing agent. The Company expects to 
hold the bonds until a permanent solution is determined for mitigating the 
additional interest expense caused by auction rate market disruptions resulting 
from credit concerns ahout the monoline bond insurers. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincetelv. 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 

Louisville, Kentucky 40232 
www.eon-us.com 

Lonnie E. Bellar 
Vice President 

PO Box 32010 

T 502-627-4830 
F 502-217-2109 
lonnie beilaraeon-us.com 

Lonnie E. Bellar 

http://www.eon-us.com
http://beilaraeon-us.com


Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 40601 

March 14,2008 

Re: Loubville Gas and Electric Company -Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to February 2008, LG&E believes it would have filed a 
Form 8-K for the following events: 

LG&E‘s planned conversion of three pollution control bond series to 
a weekly interest rate mode (the Louisville/Jefferson County Metro 
Government 2005 Series A, 2007 Series A and 2007 Series B bonds, 
respectively) and interim repurchasing of such. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

RECEIVED 
MAR 1 4  2008 

PUBLIC SERVICE 
COMMISSION 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
w e o n - u s  corn 

Lonnie E Bellar 
Vice President 
T 502427-4830 
F 502-217-2109 
lonnie beilar@eon-us corn 

Lonnie E. Bellar 



Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

February 6,2008 

R EC El VED 
FEE 0 6  2008 

PUBLIC SERVICE 
COMMISSION 

Re: L.ouisvi[le Gas and Electric Company - Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Farm 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to January 2008, LG&E believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 
Louisville, Kentucky 40232 
www eon-usrom 

Lonnie E Bellar 
Vice President 
T 502.627-4830 
F 502-217.2109 
lonnie hellar@eon-us corn 

Lonnie E. Bellar 



Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 40601 

January 8,2008 

RECEIVED 

Re: Louisville Gas and Electric C0mpan.y -Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 3 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to December 2007, LG&E believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerelv. 

JAN 0 8  2008 
PUBLIC SERVICE 

COMMISSION 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 
Louisville, Kentucky 40232 
www eowus com 

Lonnie E Bellar 
Vice President 
T 502-6274830 
F 502-217-2109 
ionnie bellar@eon.us.com 

Lonnie E. Bellar 

mailto:bellar@eon.us.com


I 



Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 40601 

December 6,2007 

PUBLIC SERVICE 
COMMISSION 

Re: Louisville Gas and Electric Conipa1i.y - Report of Certain Maierial 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnel): 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC) on a Form 8-K if the company 
had continued to have publicly held secured debt, 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to November 2007, LG&E believes it would have filed a 
Form 8.-K for the following events: 

LG&E entered into a loan agreement and related documentation in 
connection with borrowing $47 million &om Fidelia Corporation, an 
affiliate. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us corn 

Lonnie E Bellar 
Vice President 
T 502-627-4830 
F 502-217.2109 
lonnie bellar@eon-usxorn 

Lonnie E. Bellar 



Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
211 Sower Boulevard 
Frankfort, Kentucky 40601 

November 6,2007 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 

REC EWED 
NOV 0 6  2007 

PUBLIC SERVICE 
COMMISSION 

Louisville, Kentucky 40232 
Www.eon-us.com 

Lonnie E. Beiiar 
Vice President 
T 502-627-4830 
F 502-217-2109 
ionnie.bellarygeon.us,,com 

Re: Louisville Gas and Electric Cantpatty - Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to October 2007, LG&E believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

“ L.onnie E. Bellar 

http://Www.eon-us.com


an e.on mw 

Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

October 5,2007 

OLT 0 5 2007 

COMMISSION 
PUBLIC SERVICE 

Re: Louisville Gas and Electric Company - Repori of Certain Material 
Clianges -Case No. 2006-00445 

Dear Ms. O’Donnell: 

Pursuant to the Commission’s Order, dated January 31, 2007, in the 
aforementioned case, Louisville Gas and Electric Company (“LG&E”) hereby 
files a report of material changes that LG&E would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if the company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as its 
report. With respect to September 2007, LG&E believes it would have filed a 
Form 8°K for the following event: 

Formal elimination of SEC-registran~sarbaes-Oxley-based Senior 
Financial Officer Code of Ethics. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
ww.eon-us corn 

Lonnie E. Bellar 
Vice President 
T 502-627-4830 
F 502-217~2109 
ionnie.beliar@eon.us corn 

Sincerely, 

/!l&Qb 
Lonnie E. Bellar 



an em? wrnpany 

Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

September 10,2007 

Re: Louisville Gas and Electric Company - Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

In its order of January 3 1, 2007 issued in the above-referenced proceeding, the 
Commission directed Louisville Gas and Electric Company (“LG&E”) to file 
reports of material changes that they would have had to disclose to the 
Securities and Exchange Commission (“SEC“) on a Form 8-K if each company 
had continued to have publicly held secured debt. 

In compliance with this Commission order, LG&E is submitting this letter as 
their report. With respect to August 2007, LG&E believes there are no 
reportable events. 

Although John R. McCall will be the officer responsible for the timely filing of 
these materials, I will become the primary point of contact for all inquires 
concerning these and other state regulatory issues. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincefoely, 

Loulsville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 
Loulsvilie, Kentucky 40232 
www eowus corn 

Lonnie E Bellar 
Vice President 
5 502-627 4830 
F 502-217-7109 
lonnle bellar@eon-us corn 

Lonnie E. Bellar 



Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 40601 

August 7,2007 

AUG 0 7  2007 
PUBLIC SERVICE 

COMMISSION 

Re: Louisville Gas arid Electric Company - Report of Certain Material 
CIiaiiges - Case No. 2006-00445 

Dear Ms. O’Donnell: 

In its order of January 3 1, 2007 issued in the above-referenced proceeding, the 
Commission directed Louisville Gas and Electric Company (“LG&E”) to file 
reports of material changes that they would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if each company 
had continued to have publicly held secured debt. 

In compliance with this Conlmission order, LG&E is submitting this letter as 
their report. With respect to July 2007, LG&E believes there are no reportable 
events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Louisville Gas and Electric 
Company 
State Regulation and Rates 
220 West Main Street 
PO BOX 32010 
Louisville, Kentucky 40232 
www.eon-us corn 

Kent W Blake 
Vice President 
T 502-627-2573 
F 5Q2-217-2442 
kent blake@eon-us corn 

Kent W. Blake 



e-on mnpary 

Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

July 6,2007 

Louisville Gas and Electric 

RECEIVED Company State Regulation and Rates 
220 West Main Street 
PO Box 32070 
Louisville, Kentucky 40232 

JuL 0 6  2007 

COMMISSION 
PUBLIC SERVICE w e o n - u s . c o m  

Kent W Blake 
Vice President 
T 502-627-2573 
F 502-217-2442 
kent.blake@eon-us.com 

Re: Louisville Gas and Electric Company -Report of Ceriain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

In its order of January 31, 2007 issued in the above-referenced proceeding, the 
Commission directed Louisville Gas and Electric Company (“LG&E”) to file 
reports of material changes that they would have had to disclose to the 
Securities and Exchange Commission (“SEC”) on a Form 8-K if each company 
had continued to have publicly held secured debt. 

In compliance with these Commission orders, LG&E is submitting this letter as 
their report. With respect to the month of June 2007, LG&E believes there are 
no reportable events. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Kent W. Blake 

http://weon-us.com
mailto:kent.blake@eon-us.com


Ms. Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

JUN B# 2007 E.OH US.  LLC 
State Regulation and Rates 
220 West Main Street PUBLIC SERVICE 

COMMISSION PO Box 32010 

June 22,2007 

Re: Kentucky lltilities Company -Report of Certain Material Changes 
Case No. 2006-00390 
Louisville Gas and Electric Company -Report of Certain Material 
Changes - Case No. 2006-00445 

Dear Ms. O’Donnell: 

In the above-referenced cases, Kentucky Utilities Company (“KU”) and 
Louisville Gas and Electric Company (“LG&E” and collectively with KU, the 
“Companies”), respectively received Commission authority, pursuant to its 
orders in the above-referenced cases to undertake certain financial transactions 
which would achieve, in part, the cessation of the Companies’ periodic 
reporting obligations under the Securities Exchange Act of 1934 (the “SEC 
Reports”). Consistent with the orders and the proceedings in the cases 
referenced-above, the Companies agreed to provide the Commission with 
revised or replacement reports and disclosures, in lieu of the former SEC 
Reports 

In connection therewith, the Companies hereby provide this periodic report of 
certain material changes. This initial report is being submitted for a three 
month period, Subsequent reports will be filed monthly as indicated by KU in 
its letter to the Commission dated February 1, 2007. The two events noted 
below, however, were reported on a timely basis to the Commission as they 
were the subject of proceedings under KRS 278.300. Via this report, as set 
forth below, the Companies list or describe, in summary fashion, those events, 
if any, which occurred during the indicated calendar months which would have 
occasioned a filing of a Form 8°K with the Securities and Exchange 
Commission (“SEC”): 

Louisville, Kentucky 40232 
www eonus corn 

Kent W Blake 
Vice President 
T 502-627-2573 
F 502.217-2442 
kent.biake@eonus corn 



Ms.. Elizabeth O’Donnell 
June 22,2007 

* With respect to the month of March 2007, KU believes it would have 
filed a Form 8-K with respect to the following event: 

o KU entered into a loan agreement and related documentation in 
connection with borrowing $75 million from Fidelia 
Corporation, an affiliate, in March 2007 

With respect to the month of April 2007, KU believes there to be no 
reportable events. 

With respect to the month of May 2007, KU and LG&E believe they 
would have filed Form 8-K’s in connection with the following events: 

o KU entered into loan agreements and related documentation in 
connection with the following issuances of environmental 
facilities revenue bonds: (i) $17,875,000 in Carroll County 
bonds and (ii) $8,927,000 in Trimble County bonds. 

Information is given with respect to the first full month and thereafter for which 
the Companies were not subject to SEC periodic reporting requirements. Please 
note that KU was subject to such requirements through March 1, 2007 and that 
LG&E was subject to such requirements through April 27,2007. 

Should you have any questions in this regard, please do not hesitate to contact 
me. 

Sincerely, 

Kent W. Blake 





Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(t) 

Sponsoring Witness: Valerie L. Scott 
Page 1 of 2 

Description of Filing Requirement: 

If the utility had any amounts charged or allocated to it by an 
affiliate or general or home office or paid any monies to an 
affiliate or general or home qffice during the test period or 
during the previous three (.3) calendar years, the utility shall 
file: 

I .  A detailed description of the method and amounts 
allocated or charged to  the utility by the affiliate or 
general or home office f o r  each charge allocation or 
payment; 

2. A n  explanation o f  how the allocator ,for the test period 
was determined; and 

3 A l l  ,facts relied upon, including other regulatory 
approval, to  demonstrate that each amount charged, 
allocated or paid during the test period was reasonable; 

Response: 

1. Please see the attached schedule for a description of the 
amounts charged or allocated to  LG&E. The method of 
allocation is set forth in the attached Cost Allocation 
Manual. 

2. The allocator for the test period was determined using the 
methodology set forth in the Cost Allocation Manual. 

3. The amounts charged, allocated or paid during the test 
period were reasonable for the following reasons: (i) the 
Cost Allocation Manual has been filed with the Kentucky 
Public Service Commission; 



Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 
Filing Requirement 

807 KAR 5:OOl Section 10(6)(t) 
Sponsoring Witness: Valerie L. Scott 

Page 2 of 2 

(i i)  the allocations are made utilizing the methodology set 
forth in the Cost Allocation Manual; (iii) the allocations 
are reviewed to assure that they have been made in 
accordance with the Cost Allocation Manual. 







E.ON U.S. SERVICES INC. 

Cost Allocation Manual 

c 
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CAM 
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E.ON U.S. Services Inc. 
Cost Allocation Manual 

Cost Allocation Manual 
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E Oh' AG 
E.ON U.S. L.LC 
E ON U S ,  Foundation Inc 
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E.ON U.S. Services Inc. 
Cost Allocation Manual 

c 
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E.ON U.S. Services Inc. 
Cost Allocation Manual 

c I. INTRODUCTION 

PUHCA 2005 states that centralized service companies must maintain and make available to the FERC 
their books, accounts and other records in the specific manner and preserve them for the required periods as 
the FERC prescribes in 18 Code of Federal Regulations Part 368 of the FERC IJniform System of 
Accounts. These records must be in sufficient detail to permit examination, audit, and verification, as 
necessary and appropriate for the protection of utility customers with respect to jurisdictional rates The 
purpose of this CAM is to document the methods, policies and procedures that SERVCO will follow in 
performing certain services for affiliate companies, In developing this CAM the overriding goal was to 
protect investors and consumers by ensuring the methods, policies and procedures contained in this CAM 
were PUHCA 2005 compliant so that SERVCO costs are fully segregated, and fairly and equitably 
allocated among the affiliate companies. SERVCO was authorized to conduct business as a service 
company for E.ON U S .  (formerly LG&E Energy LLC) and its various subsidiaries and affiliates by order 
of the SEC on December 6,2000, and commenced operations ,January 1,2001 

Periodic changes to the CAM may be necessary due to future management decisions, interpretations by 
state or federal regulatory bodies, changes in structure or activities of affiliates, or other internal procedures 

11. DESCRIPTION OF SERVICES 

Service descriptions are organized by SERVCO responsibility areas, or provider departments and include 
the costs associated with providing that service c 
Operations Organization 

Retail Business Services 

Customer Services - providing call center and customer communication services for both 
electric and gas customers. 

Sales and Marketine Services - providing programs for establishing strategies, oversight 
for marketing, sales and branding of utility and related services, and conducting marketing 
and sales programs for economic development, and demand side management 

Economic Development and Maior Accounts Services - maintains community 
development, partnerships with state, regional, and local economic development allies, and 
customized products and services. 

c 
Page 4 07/03/08 



E.QN U.S. Services Inc. 
Cost Allocation Manual 

c, 

Meter Reading Services - providing mete1 reading and meter data services 

Meter Operations Services - conducts the testing of meters, completion of all customer 
requested servicelfield credit orders and the installation of commerciaYindustria1 meters 

Meter Asset Management Services - maintains inventory, quality and environmental issues, 
policy and standards, technical support, and logistics 

Cash Remittance Services - provides remittance processing, customer payments, and 
collection services 

BillinP Intemitv Services - administering and providing customer billings and credit 
reviews. 

Energy Services 

Proiect Engineering Services - coordinating and managing all major generation 
construction. 

System Laboratow Services - providing system laboratory services to the generating 
stations. 

Generation Engineering Services - providing engineering management for new and existing 
generation assets 

Combustion Turbines Ooerations and Maintenance Services 

Fuel Procurement Services - procuring coal, natural gas, oil and other bulk materials for 
generation facilities and ensuring compliance with price and quality provisions of fuel 
contracts 

Transmission Stratew and Planning Services 

Transmission Protection and Substation Services 

Transmission Line Services 

Transmission Reliability and Comoliance Services 

c 
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E.ON U.S. Services Inc. 
Cost Allocation Manual 

c,. 

Transmission Svstem Operations Services - providing transmission system control center 
services. 

Transmission EMS Services 

Energy Marketing Services 

Enerev Marketine Services - providing market services to take advantage of the highest 
excess generation prices in the open market. 

Market Forecastine Services - providing management services for financial forecasts of the 
utility market 

Load Forecastine Services - providing short- and long-term load forecasting services 

Generation Plannine Services - providing short- and long-term generation planning 
services 

Distribution Operations Services 

Network Trouble and Dispatch Services - providing dispatch services, reporting outage 
situations and coordinating restoration 

Mamine and Records Manaeement Services - providing and maintaining the mapping of 
the electric infrastructure. 

Electric Engineering Services - providing development engineering and construction 
standards, distribution system planning and analysis, substation construction project 
management and telecommunications systems design and analyses 

Distribution Asset Management Services - leads management and investment decisions 
regarding distribution assets, including resource allocation, development of uniform 
standards and procedures, determining performance targets and managing assets 
information and data. 

Substation Construction and Maintenance Services - providing engineering and design 
services for substation construction, maintenance and operations areas 

Page 6 07/03/08 



E.ON U.S. Services Inc. 
Cost Allocation Manual 

e Finance Organization 

Finance and Corporate Development Services 

Budgeting Services - providing services related to managing, coordinating and reporting 
for the budgeting process 

c 

c 

Financial Planning Services. - providing services related to financial planning and 
forecasting services, investment analysis and investment planning reports. 

Financial Systems - providing business support and electronic data processing services for 
all financial systems including Oracle Applications, PowerPlant and PowerTax 

Corporate Controller Organization Services 

Internal Financial and Management Reporting Services - providing internal financial 
reports including standard and ad hoc management reporting. 

External Financial Reporting Services - providing financial reports required or used by 
various external constituencies such as the FERC, the Kentucky Public Service 
Commission, the Virginia State Corporation Commission, U.S. Department of Energy 
(DOE), Internal Revenue Service, Nationally Recognized Municipal Securities Information 
Repository and financial institutions. 

Accounting and Reportinu Services - providing to management US. Generally Accepted 
Accounting Principles (GAAP), FERC, and International Financial Reporting Standards 
(IFRS) accounting research and interpretation and promulgation of accounting and internal 
control procedures Perform U S .  GAAP and IFRS general ledger account and project 
analyses, reconciliations, and consolidation. 

Sundrv Billing Services - processing miscellaneous and non-standard billings and 
maintaining and monitoring associated accounts receivable. 

Propertv Accounting Services - maintaining, analyzing and reporting related to continuing 
property records 

Enerev Marketing Accounting Services - performing month-end validation of all power 
transactions and resolving any discrepancies; preparing invoices and wires; validating bills 
from other counterparties; preparing accounting, allocation and analysis of off system sales, 
off system purchases, and intercompany sales and purchases; and preparing various FERC, 
Fuel Adjustment Clause, Southwest Power Pool, and DOE reports 

Revenue Accounting Services - managing and analyzing internal and external revenue 
reporting 

Page 7 07/03/08 



E.ON U.S. Services Inc. 
Cost Allocation Manual 

c 

Corporate Tax and Payroll Organization Services 

Payroll Services - providing payroll services including the managing of payroll systems 

Tax Accounting, Compliance and Reportine Services - preparation of consolidated and 
subsidiary federal, state and local income tax returns; current and deferred tax accounting; 
utility gross receipts; saleduse tax; E.ON U.S. Foundation returns and supporting roles for 
business development, special requests and tax legislation 

Tax Planninv Services -providing detailed forecasting of foreign, federal and state taxes, as 
well as, capital based and property tax planning. 

Tax -Special Proiects Services - providing business or project development, asset 
dispositions, tax credit studies, review/analysis of proposed tax legislation, etc 

Audit Services - providing independent and objective assurance along with consulting services and 
internal controls system review. 

Information Technology Services 

Information Technoloev - Corporate Functions Services - services associated with 
corporate functions, not specific companies or work groups, and include groups such as IT 
Security, IT Finance and Administration, IT Training, and IT Strategy and Planning. This 
is where corporate standards, security policies and procedures and programs are developed 
and administered for the corporation. 

Information Technoloev - Administrative Services - services associated with non-project 
management and administrative support. Total administrative services are proportionally 
recovered based on the level of charges assigned from the other products and services. 

Information Technoloev - Enhancements - provides discretionary, project-based work done 
in IT. These projects create new client value or add business value to existing 
productslservices., 

Information Technology - Apdication Services - services associated with each of the 
existing applications that IT provides to the business, for example Oracle Applications, 
PeopleSoft, etc. These services incur costs related to application license fees and 
application support costs. 

c 
Page 8 07/03/08 



E.ON tJ.S. Services Inc. 
Cost Allocation Manual 

c 

c 

, c  

Information Technologv - Client Services - services associated with existing end user tools 
and related productivity software that the users can identify and interact with, such as a 
personal computer, telephone, email and file and print services 

Lnformation Technolorn - Platform Services - services associated with shared computing 
platforms, databases, network and IT Service Desk 

Corporate Finance and Treasury Services 

Cash Management and Investment Services - providing management and monitoring of 
cash flows including review and acquisition of business entity cash requirements and 
procurement of short-term financing and credit lines 

Corporate Finance Services - providing overall finance options including evaluation of new 
financing vehicles and instruments, analysis of existing financing positions and raising 
long-term funds for all entities 

Risk Management Services - managing outside providers of risk services comprised of 
providing insurance and assisting affiliated entities in managing property and liability risks 
including claims, security, environmental, safety and consulting services 

Credit Administration Services - providing management of credit risk for wholesale energy 
sales and major vendors. 

Energv Marketing Trading Controls Services -performing daily, weekly, monthly and ad 
hoc reporting on the trading portfolios related to total exposure, trading limits, and mark-to- 
market calculations. Other activities include performing an independent valuation and 
validation of significant transactions, and valuation algorithms, ensuring trading system 
security and performing trading system enhancements. 

Energv Marketing Contract Administration Services - negotiating contracts with 
counterparties, administrating contracts, and maintaining contracts within the trading 
systems. Additional activities include assisting various departments with contract disputes 
and preparing and validating confirmations. 

Supply Chain and Logistics Services 

Procurement and Maior Contracts Services - providing for and administering major 
contract negotiations, requests for quotes, supplier relations and order placement services. 

Strategic Sourcing Services - providing strategic sourcing services such as maintaining and 
analyzing the supplier base and performing supplier selection activities including contract 
negotiations and ongoing compliance. 
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Materials Logistics Services - providing order management, materials handling and 
logistics, and inventory management services 

SourcinP Suuuort Services - providing order management and general field support 
services for system policy and maintenance management, developing and monitoring of key 
performance metrics, and supplying day to day variance and reconciliation reporting 
services 

Accounts Pavable Services - processing payments for purchase orders, check requests, 
employees’ expense reimbursements, etc., and providing ad-hoc research and analysis 
services 

General Counsel / Secretary Organization 

Compliance, Legal, and Environmental AfFairs Services 

Comoliance and L e d  Services - providing various legal and compliance services for all 
affiliated entities including in-house counsel and staff assistance in the areas of, among 
others, corporate and securities law, employment law, energy, public utility and regulatory 
law, contract law, litigation, environmental law and intellectual property law, evaluating 
legal claims and managing legal fees for outside counsel, as well as, compliance assessment 
and risk management, code of conduct, anti-fraud, ethics and helpline management, etc 

Environmental Affairs Services - providing management services related to performing 
analyses, monitoring and advocacy of regulatory and legislative environmental matters 
including securing of permits and approvals, providing environmental technical expertise, 
and representing the company in industry groups and before regulatory agencies dealing 
with environmental issues 

Regulatory Affairs and Government Affairs Management Services 

Remlatorv Affairs Services - providing management services for compliance with all laws, 
regulations and other policy requirements, including regulatory filings, expert testimony, 
tariff administration and compliance, pricing support, and development and monitoring of 
positions regarding ongoing regulatory matters 

Government Affairs Management Services - maintaining relationships with government 
policy makers and conducting lobbying activities 

c 
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Corporate Communications and Public Affairs Management Services 

Internal Communications Services 

External and Brand Communications Services - providing all administrative and 
management support for external communication services, brand image management and 
corporate events 

Public Affairs ManaFement Services - providing community relations functions, 
communicating public information to local organizations and providing oversight and 
communications to employees 

Administration Organization 

Operating Services 

Facilities and Building Services - providing building and grounds maintenance including 
coordination of office furniture and equipment purchaseslleases, space utilization and 
layout, and building code and fire protection services. 

Securitv Services - providing security personnel, security and monitoring devices for all 
affiliated entities. 

Production Mail Services - providing production mail services for customer bills and other 
large customer mailings 

Document Services - providing document printing, reproduction services including mail 
delivery, scanning, off-site storage and document service desk support. 

Right-of-Wav Services - obtaining and retaining easements or fee simple property for 
placement and operation of company and affiliate equipment as well as managing real 
estate assets and maintaining real estate records. 

Transportation Services 

Transportation Services - providing and operating transportation fleet for all affiliated 
companies including developing fleet policy, administering regulatory compliance 
programs, managing repair and maintenance of vehicles and procuring vehicles. 

e 
Page I 1  07/03/08 



E.ON US. Services Inc. 
Cost Allocation Manual 

c 

Human Resource Services 

Human Resources - Comnensation Services - providing services relating to the 
establishment and oversight of compensation policies for executives and employees 

Human Resources - Benefits Services - providing services relating to the establishment and 
oversight of benefits policies for employees, including administrative billings to vendors 
and retiree and survivor services, and maintenance of all personnel records 

Human Resources - Health and Safetv Services - providing services relating to the 
establishment and oversight of health and safety policies for employees 

Human Resources - Oreanization Development and Training Services - providing training 
services to improve organizational effectiveness with an emphasis on employee and 
leadership development, leadership succession planning, and the change management 
process 

Human Resources - Comorate Headouarters Services -providing services relating to 
operational and strategic human resources management for corporate staff. 

Human Resources - Enerpv Services - providing services relating to operational and 
strategic human resources management for Energy Services employees. 

Human Resources - Enerpv Delivery Services - providing services relating to operational 
and strategic human resources management for Energy Delivery employees. 

Technical and Safetv Trainine Services - providing training services on technical and 
safety matters primalily for the Energy Delivery and Energy Services businesses. 

Industrial Relations Manaeement Services - providing communication and oversight for 
union matters, negotiation of union contracts, and union dispute resolution services 

Executive Management Services - providing executive leadership to the corporation which 
is comprised of the compensation and benefits of the corporate officers and executive 
assistants. 
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111. CORPORATE ORGANIZATION 

OVERVIEW 

E.ON U.S and its utility subsidiaries are engaged principally in the generation, transmission, distribution 
and sale of electricity. LG&E is also engaged in the storage, distribution, and sale of natural gas. E ON 
U.S. and its subsidiaries are subject to the regulatory provisions of PUHCA 2005. LG&E and KU are 
subject to regulation by the FERC and state utility commissions in Keniucky. KU is also subject to 
regulation by state utility commissions in Virginia and Tennessee. 

E ON U,S. has four direct subsidiaries: L.G&E, KU, LEM, and Capital Corp., which includes WKE, E ON 
U S .  Natural Gas Trading, Inc. and the Argentine Gas Distribution businesses. E.ON U.,S. has an affiliate 
relationship with E..ON U.S. Foundation due to overseeing all operations of the foundation 

UTILITY OPERATIONS 

LG&E, incorporated in Kentucky in 1913, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the storage, distribution and sale of natural gas. 
LG&E is a wholly-owned subsidiary of E.ON U,S. At December 31,2007, LG&E supplied natural gas to 
approximately 326,000 customers and electricity to approximately 401,000 customers in Louisville and 
adjacent areas in Kentucky. LG&E's service area covers approximately 700 square miles in 17 counties in 
Kentucky. 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
is a wholly-owned subsidiary of E,ON IJ,S. At December 31, 2007, KU provided electricity to 
approximately 506,000 customers in 77 counties in central, southeastern and western Kentucky, to 
approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee, 

SERVICE COMPANY 

SERVCO, a Kentucky corporation is a centralized service company registered under the PUHCA 2005 and 
is authorized to conduct business as a service company for E.ON US. and its various subsidiaries and 
affiliates by order of the SEC dated December 6,2000, and commencing operation January 1,2001 
SERVCO is the service company for affiliated entities, including E.ON U S . ,  LG&E, KU, Capital COT, 
and LEM and provides a variety of administrative, management, engineering, construction, environmental 
and support services SERVCO provides its services at cost, as permitted under PUHCA 2005, 

Development of the SERVCO organization was predicated on the fact that if the employee performed 
activities benefiting more than one affiliate, that employee would become a part of the SERVCO 
organization. In many respects, employees residing in typical finance, administrative and general, 
management and other support departments are fully subject to SERVCO organizational placement 
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Many operational employees dedicated to providing a service to just one affiliate, by definition, are not 
subject to SERVCO placement. However management and support staff overseeing the business activities 
of more than one of these operational groups are subject to SERVCO placement. 

OTHER BUSINESS OPERATIONS 

E..ON U.S Foundation, a charitable foundation exempt from federal income tax under Section 501(c)(.3) of 
the Internal Revenue Code, makes charitablecontributions to qualified entities, 

SE.RVCO also transacts business with E ON AG and its affiliates on behalf of EON U.S, 

LEM engages in asset based energy marketing which primarily involves the marketing of power generated 
by non-utility physical assets controlled by E ON U S  and its affiliates 

Capital Corp is the primary holding company for the E.ON UX’s  non-utility businesses. Its businesses 
include: 

WKE and uSfiliafes. WKE has a 25-year lease of and operates the generating facilities of Big Rivers 
Electric Corporation, a power generation cooperative in western Kentucky, and a coal-fired facility 
owned by the City of Henderson, E ON U S ,  plans to discontinue the operations of WKE. 

Argentine Ga.s Distribution. Through its Argentine Gas Distribution operations, Capital Cow. owns 
interests in entities which distribute natural gas to approximately one million customers in Argentina 
through two distribution companies (Distribuidora de Gas Del Centro S.A. and Distribuidora de Gas 
Cuyana S A ) .  

Nucurd Gas Trading: EON U.S. Natural Gas Trading Inc. engages in non-utility financial and physical 
trading of natural gas. 

IV. TRANSACTIONS WITH AFFILIATES 

OVERVIEW 

E ON U S formed SERVCO, as a service company to provide goods and services for affiliated companies 
within the E ON U S system SERVCO and affiliated companies (or their parent entities) may enter into 
SAs, which may establish the general terms and conditions for providing those services, including those 
mentioned in Section E of the CAM 

c 
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At formation certain LG&E, KIJ and EON U.S. employees became employees of SERVCO and such 
employees continued to provide goods and services to the regulated and non-regulated entities. SERVCO 
provides a variety of administrative, management, engineering, construction, environmental and support 
services. SERVCO also coordinates the intercompany billings with E.ON and their affiliates which mainly 
include transactions for expatriate services 

Regulated affiliates receive services at cost, pursuant to the service agreements. Non-regulated affiliates 
generally receive services at cost; however, certain services may permit pricing at fair-market value. The 
provisions included in contracts or service agreements govern transactions between SERVCO and the 
regulated and non-regulated affiliates 

Definitions of Cost 

TargfRate -The price charged to customers under applicable tariffs on file with federal or state 
regulatory commissions. 
Fair Market Value - The price held out by a providing entity to the general public in the normal 
course of business (Le. the price at which a reasonable buyer and a reasonable seller are willing to 
transact in the normal course of business). 
Cost - The charge used for transactions with affiliates for which no tariff rate or fair market value is 
applicable. SERVCO follows the definition of cost defined in PUHCA 2005 

This section separately details the nature and frequency for services provided by SERVCO to affiliated 
companies, as described below: 

Ongoing -Provided on a premanged, continuous basis (Le., daily) 
Frequent - Provided as requested on a regular basis (i e , several times per month) 
Infrequent - Provided as requested on an irregular basis (Le, several times per year) 

All charges by SERVCO to affiliated entities follow the principle of fully distributed cost. Primary 
affiliates receiving the service are designated helow as: 

R - 
NR - 
C - 
A -  All 

Regulated (LG&E and KU) 
Non-regulated (Capital Corp., LEM and E.ON US. Foundation) 
Corporate (EON and its subsidiaries and affiliates, E O N  U.,S. and Capital COT.) 

c 
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Product or Service 

Customer Sexvices 
Sales and Marketing Services 
Economic Development and Major Accounts Services 
Meter Reading Services 
Meter Operations Services 
Meter Asset Management Services 
Cash Remittance Services 
Billing Integrity Services 
Transportation Services 
Project Engineering Services 
System Laboratory Services 
Generation Engineering Services 
Combustion Turbine Operations and Maintenance Services 
Fuel Procurement Services 
Transmission Strategy and Planning Services 
Transmission Protection and Substation Services 
Transmission Line Services 
Transmission Reliability and Compliance Services 
Transmission System Operations Services 
Transmission EMS Services 
Energy Marketing Services 
Market Forecasting Services 
Load Forecasting Services 
Generation Planning Services 
Network Trouble and Dispatch Services 
Mapping and Records Management Services 

TRANSACTIONS PROVIDED BY SERVCO TO AFFILIATES 
c. 

Frequency Primary 
Affiliate 

Ongoing R 

Frequent R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing A 
Infrequent R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R 
Ongoing R ~ 

Frequent R 
Frequent R 
Ongoing R 
Ongoing R 
Ongoing R 

Frequent R, NR 

c 

Electric Engineering Services 
Distribution Asset Management Services 
Substation Construction and Maintenance Services - .  

c 

Ongoing R 
Ongoing R 
Frequent R 

R Ongoing - Distribution Management services 
Budgeting Services 
Financial Planning Services 
Financial Systems 
Internal Financial and Management Reporting Services 
External Financial Renortine Services 

Frequent A 
Frequent A 
Ongoing A 
Frequent A 
Freouent A .. Y 

I Ongoing I C  
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Sundry Billings Services Ongoing A 
Property Accounting Services 
Energy Marketing Accounting Services Ongoing A 
Revenue Accounting Services Ongoing R 
Payroll Services Ongoing A 
Tax Accounting, Compliance and Reporting Services Ongoing A 
Tax Planning Services Infrequent _ _ _ ~ ~  A 
Tax -Special Projects Services Infrequent A 
Audit Services Ongoing A 
IT Corporate Functions Services Ongoing A 
IT Administrative Services Ongoing A 
IT Project Services Frequent A 
IT Application Services Ongoing A 
IT Client Services Ongoing A 
IT Platform Services Ongoing A 
Cash Management and Investment Services Ongoing A 
Corporate Finance Services Ongoing A 
Risk Management Services Ongoing A 
Credit Administration Services Ongoing A 
Energy Marketing Trading Controls Services Ongoing A 
Energy Marketing Contract Administration Services 
Compliance and Legal Services Ongoing A 
Environmental Affairs Services Frequent R 
Regulatory Affairs Services Ongoing R 
Government Affairs Management Services Frequent C 
Internal Communications Services Frequent C 
External and Brand Communications Frequent C 
Public Affairs Management Services Frequent C 
Facilities and Building Services Ongoing A 
Security Services Ongoing A 
Production Mail Services Ongoing R 
Document Services Ongoing A 
Right of Way Services Ongoing A 
Transportation Services Ongoing A 
Procurement and Major Contracts Services Ongoing A 
Strategic Sourcing Services Ongoing A 
Materials Logistics Services Ongoing R 
Sourcing Support Services Ongoing R 
Accounts Payable Services Ongoing A 
HR Compensation Services Frequent A 

0 n g o i n g R 

0 n g o i n g A c 

~~ 
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HR Benefits Services 
HR Health and Safety Services 
HR Organizational Development and Training Services 
HR Corporate Headquarters Services 
HR Energy Services 
HR Energy Delivery Services 
Technical and Safety Training Services 
Industrial Relations Management Services 
Executive Management Services 

6 Frequent A 
Frequent A 
Frequent A 
Frequent A 
Frequent R 
Frequent R 
Frequent R 
Frequent R 
Ongoing A 

c 

V. COST APPORTIONMENT METHODOLOGY 

OVERVIEW 

The costs of services provided by SERVCO will be directly assigned, distributed or allocated by activity, 
project, program, work order or other appropriate basis. The primary basis for charges to affiliates is the 
direct charge method (see section VI for time reporting procedures). The methodologies listed below 
pertain to all other costs which are not directly assigned but which make up the fully distributed cost of 
providing the product or service 

Directly Assignable - E.xpenses incurred for activities and services exclusively for the benefit of 
one affiliate In many respects, these types of expenses relate to non-SERVCO employees that 
perform dedicated services to one affiliate, although SERVCO employees also directly report 
where feasible, 

Directly Affribufable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using direct measures of costs causation. 

Indirectly Attributable - Expenses incurred for activities and services that benefit more than one 
affiliate and which can be apportioned using general measures of cost causation. 

c 

Unaflnbutable - Expenses or portions thereof incurred for activities and services that have been 
determined as not appropriate for apportionment The unattributable portions of these costs relate 
primarily to activities such as corporate diversification, political or philanthropic endeavors and, as 
such, may be charged, in whole or in part, to Capital Corp. 
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SERVCO will allocate the costs of service among the affiliated companies using one of several methods 
that most accurately distributes the costs. The method of cost allocation varies based on the department 
rendering the service. Any of the methods may be adjusted for any known and reasonably quantifiable 
events, or at such time as may be required due to significant changes in the business, but are generally 
determined annually. The allocation methods used by SERVCO are as follows: 

Contract Ratio - Based on the sum of the physical amount (Le. tons of coal, cubic feet of natural gas) of 
the contract for both coal and natural gas for the immediately preceding twelve consecutive calendar 
months, the numerator of which is for an operating company or an affected affiliate company and the 
denominator of which is for all operating companies and affected affiliate companies 

Departmental Charge Ratio - A specific SE.RVCO department ratio based upon various factors such as 
labor hours, labor dollars, departmental or entity headcount, etc The departmental charge ratio typically 
applies to indirectly attributable costs such as departmental administrative, support, and/or material and 
supply costs that benefit more than one affiliate and that require allocation using general measures of cost 
causation., Methods for assignment are department-specific depending on the type of product or service 
being performed and are documented and monitoxed by the Budget Coordinators for each department 

Electric Peak Load Ratio - Based on the sum of the monthly electric maximum system demands for the 
immediately preceding twelve consecutive calendar months, the numerator of which is for an operating 
company and the denominator of which is for all operating companies. 

Energy Marketing Ratio - Based on the absolute value of equivalent megawatt hours purchased or sold 
for the immediate preceding twelve consecutive calendar months, the numerator of which is for an 
operating company or an affiliate and the denominator of which is for all operating companies and affected 
affiliate companies. 

Information Systems Chargeback Rates - Rates for services, including but not limited to software, 
consulting, mainframe and personal computer services, are based on the costs of labor, materials and 
information services overheads related to the provision of each service. Such rates are applied based on the 
specific equipment employed and the measured usage of services by client entities 

Nan-Fuel Material and Services Expenditures - A ratio based on non-fuel material and services 
expenditures, net of reimbursements, for the immediately preceding twelve consecutive calendar months. 
The numerator is equal to such expenditures for a specific entity andor line-of-business as 
appropriate and the denominator is equal to such expenditures for all applicable entities. 

Number of Customers Ratio - A ratio based on the number of retail electric and/or gas customers, This 
ratio will be determined based on the actual number of customers at the end of the previous calendar year. 
In some cases, the ratio may be calculated based on the type of customer class being served (i.e 
Residential, Commercial or Industrial). 

c 
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Number of Employees Ratio - A ratio based on the number of employees benefiting from the performance 
of a service. This ratio will be determined based on actual counts of applicable employees at the end of the 
previous calendar year. A two-step assignment methodology is utilized to properly allocate SERVCO 
employee costs to the proper legal entity. 

Number of Meters Ratio - Ratio based on the number or types of meters being utilized by all levels of 
customer classes within the system for the immediately preceding twelve consecutive calendar months 
The numerator is equal to the number of meters for each utility and the denominator is equal to the total 
meters for KU and LG&E. 

Number of Transactions Ratio - Based on the sum of transactions occurring in the immediately preceding 
twelve consecutive calendar months, the numerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate 
companies. For example, services with regard to Procurement and Major Contracts would define a 
transaction as the number of contracts negotiated. Services pertaining to Materials Logistics would define 
the transaction as the number of items ordered, picked and disbursed out of the warehouse., Services 
pertaining to Accounts Payable would define the transaction as the number of invoices processed. The 
Regulatory Accounting and Reporting Department is responsible for maintaining and monitoring specific 
producdservice methodology documentation for actual transactions related to SERVCO billings 

Payroll Ratio - Based on the sum of the payroll costs for the immediately preceding twelve consecutive 
calendar months, the numerator of which is for an operating company or an affected affiliate company and 
the denominator of which is for all operating companies and affected affiliate companies 

Project Ratio - Based on the total costs for any departmental or affiliate project for the immediately 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or an 
affected affiliate company and the denominator of which is for all operating companies and affected 
affiliate companies 

Regulatory Mandate Ratios -Based on federal or state mandated percentage allocations based on 
regulatory proceedings and requirements. These ratios are typically developed in concert with regulatory 
authorities representing the results of merger or joint asset ownership negotiations and are supported by 
specific contracts regarding legal entity allocation requirements. Contract terms are maintained by the 
Regulatory Accounting and Reporting Department. 

Retail Revenue Ratio - Based on utility revenues, excluding energy marketing revenues, for the immediate 
preceding twelve consecutive calendar months, the numerator of which is for an operating company or an 
affiliate and the denominator of which is for all operating companies and affected affiliate companies. 

Revenue Ratio - Based on the sum of the revenue for the immediately preceding twelve consecutive 
calendar months, the numerator of which is for an operating company or an affected 
affiliate company and the denominator of which is for all operating companies and affected affiliate 
companies 

Q 
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Total Assets Ratio - Based on the total assets at year end for the preceding year, the numerator of which is 
for an operating company or affected affiliate company and the denominator of which is for all operating 
companies and affected affiliate companies. In the event of ,joint ownership of a specific asset, asset 
ownership percentages will be utilized to assign costs 

Transportation Resource Management System Chargeback Rate - Rates for use of transportation 
equipment are based on the costs associated with providing and operating transportation fleet for all 
affiliated companies including developing fleet policy, administering regulatory compliance programs, 
managing repair and maintenance of vehicles and procuring vehicles. Such rates are applied based on the 
specific equipment employment and the measured usage of services by the various company entities 

Product or Service 
Customer Services 
Sales and Marketing Services 
Economic Development and Major Account 
Services 
Meter Reading Services 
Meter Operations Services 
Meter Asset Management Services 
Cash Remittance Services 
Billing Integrity Services 
Project Engineering Services 
System Laboratory Services 
Generation Engineering Services 
Combustion Turbine Operations and Maintenance 

The following product and service listing details the type of assignments being employed. 

Assignment Method 
Number of Customers Ratio 
Depaxtmental Charge Ratio 
Departmental Charge Ratio 

Departmental Charge Ratio 
Number of Meters Ratio 
Number of Meters Ratio 
Revenue Ratio 
Number of Customers Ratio 
Total Assets Ratio 
Departmental Charge Ratio 
Departmental Charge Ratio 
Total Assets Ratio 

Q 
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Tax Accounting, Compliance and Reporting Departmental Charge Ratio 
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Product or Service Assignment Method 
Internal Communication Services Departmental Charge Ratio 
External and Brand Communication Services Departmental Charge Ratio 
Public Affairs Management Services Departmental Charge Ratio 
Facilities and Building Services Departmental Charge Ratio 
Security Services Departmental Charge Ratio 
Production Mail Services Number of Customers Ratio 
Document Services Number of Employees Ratio 
Right-of-way Services Departmental Charge Ratio 
Transportation Services Transportation Resource Management System 

Chargeback Rates 
Procurement and Major Contracts Services Non-Fuel Material and Services Expenditures Ratio 
Strategic Sourcing Services Non-Fuel Material and Services Expenditures Ratio 

- Materials Logistics Services Number of Transactions Ratio 
Sourcing Support Services Non-Fuel Material and Services Expenditures Ratio 
Accounts Payable Services Number of Transactions Ratio 
HR Compensation Services Number of Employees Ratio 
HR Benefits Services Number of Employees Ratio 
HR Health and Safety Services Number of Employees Ratio 
HR Organization Development and Training Number of Employees Ratio 

HR Corporate Headquarters Services Number of Employees Ratio 
HR Energy Services Number of Employees Ratio 
HR Energy Delivery Services Number of Employees Ratio 
Technical and Safety Training Services Number of Employees Ratio 
Industrial Relations Management Services Departmental Charge Ratio 

Departmental Charge Ratio 

- Services 

- Executive Management Services 
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VI. TIME DISTRIBUTION, BILLING AND ASSET TRANSFER 
POIJCIES 

OVERVIEW 

SE.RVC0 utilizes ORACLE or other financial systems in which projectltask combinations are set up to 
equate to products and services. In some cases, departments have set up many projectltasks that map to 
products and services. In many cases, there is a one to one relationship between the projectltask a d  the 
product The ORACLE. system also automatically captures the home company (providing the service) and 
the charge company (receiving the service). Regardless of the method of reporting, charges related to 
specific products reside on the company receiving the service and therefore can be identified for billing 
purposes as well as for preparation of SERVCO financial statements. This ensures that: 

1. Separation of costs between regulated and non-regulated affiliates will he maintained 
2. Intercompany transactions and related billings are structured so that non-regulated 

activities are not subsidized by regulated affiliates 
3 .  Adequate audit trails exist on the books and records 

BILLING POL.ICIES 

Billings for transactions between SERVCO and affiliates are issued on a timely basis with documentation 
sufficient to provide the receiving party with enough detail to understand the nature of the hilling, the 
relevant components. and other information as required by affiliates. Financial settlements for transactions 
are made within 30 days Interest charges at a reasonable rate may apply 

ASSET TRANSFERS 

Unless otherwise permitted by regulatory authority or exception, (i) transfers or sales of assets from 
regulated affiliates to non-regulated affiliates will be priced at the greater of cost or fair market value; (ii) 
transfers or sales of assets from non-regulated affiliates to regulated affiliates will be priced at the lower of 
cost or fair market value and (iii) transfers of assets between regulated affiliates shall be priced at no more 
than cost less depreciation Settlement of liabilities will be treated in the same manner. 

c 
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TIME DISTRIBUTION 

SERVCO has three methods of distribution to record employee salaries and wages while providing services 
for the affiliated entities: Positive time reporting, allocation time reporting and exception time reporting. 
Each department’sjob activities will dictate the type of time reporting method used 

Positive Time Reporting 

Positive time reporting or direct time reporting requires all employees of a department to track all 
chargeable hours every day. Time may be charged to the nearest quarter hour. 

Departments that have positive time reporting have labor-based activities that are easily trackable given the 
projectftask code combinations noted above. All employees are given appropriate project numbers that are 
associated with the service that is being provided. The proper coding for direct assignment of costs is on 
various source documents, including the Virtual Online Time System (VOLTS) and disbursement requests 
Each department or project manager is responsible for ensuring employees charge the appropriate charge 
codes for the services performed. This form of time reporting is documented in the VOLTS, which upon 
completion, is approved by the employees’ immediate supervisor. 

Allocation Time Reporting 

Allocation time reporting allows for certain departments to set up a predefined allocation percentage to 
affiliated company projectftasks This is typically the case when the department is transaction-based, 
therefore, performing routine, similar tasks benefiting multiple affiliates. Each department will use its ratio 
(see ratio assignment listing in section V) that was assigned by its budget coordinator to allocate the 
appropriate time to individual charge numbers that are associated to that department’s services. Unless 
otherwise permitted by regulatory authority or exception, the selection of ratios and the calculation of 
allocation percentages should be derived from or bear relationship to an empirical analysis of a prior 
representative period. These allocation percentages are reviewed on an annual basis to update to actual 
allocation percentages when needed, 

Exception Time Reporting 

If an employee was working on a completely new project that had not been defined within the monthly or 
annual allocation process, then the employee would be given the new allocation with projectftask code, 
update hislher time allocation accordingly and get hisiher manager’s approval If an allocation from a 
previous pay period needs to be adjusted then that correction can be entered into the VOLTS by using the 
“in and out” function 
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Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(a) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement: 

Upon good cause shown, a utility may request p ro  forma 
adjustments for known and measurable changes to ensure fa i r ,  
just  and reasonable rates based on the historical test period. 
The following information shall be f i led with applications 
requesting pro  forma adjustments or a statement explaining 
why the required information does not exist and is not 
applicable to the utility's application. 

(a) A detailed income statement and balance sheet 
reflecting the impact of  all proposed adjustments; 

Response: 

See attached 
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Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(b) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement: 

Upon good c a m e  shown, a utility may request pro  ,forma 
adjustments for known and measurable changes to  ensure fa i r ,  
just  and reasonable rates based on the historical test period. 
The following information shall be f i led with applications 
requesting pro  forma adjustments or a statement explaining 
why the required information does not exist and is not 
applicable to the utility's application: 

(b)  The most recent capital construction budget 
containing at least the period of time as proposed f o r  
any p r o  forma adjustment f o r  plant  additions. 

Response: 

Not applicable since no pro forma adjustments for plant 
additions are proposed. 





Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(c) 

Sponsoring Witness: Valerie L. Scott 

Description of Filine Requirement: 

Upon good cause shown, a utility may request pro  forma 
adjustments for  known and measurable changes to  ensure fa i r ,  
just  and reasonable rates based on the historical test period. 
The following information shall be f i led with applications 
requesting pro  forma adjustments or a statement explaining 
why the required information does not exist and is not 
applicable to the utility's application: 

(c) For each proposed pro  forma adjustment reflecting 
plant additions provide the following information: 

I 
major component of plant ,  

The starting date of the construction of each 

2 .  The proposed in-service date; 

3.  The total estimated cost of construction at 
c o mp 1 et  ion ; 

4. The amount contained in construction work in 
progress at the end of the test period; 

5.  A schedule containing a complete description of 
actual plant  retirements and anticipated plant  
retirements related to the pro  forma plant  additions 
including the actual or anticipated date of 
retirement; 

6. The original cost, cost of  removal and salvage 
f o r  each component of  plant to be retired during 
the period of the proposed pro  ,forma adjustment 
.for plant  additions; 



Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(c) 

Sponsoring Witness: Valerie L. Scott 

Description of Filing Requirement (continued): 

7. A n  explanation of any differences in the amounts 
contained in the capital construction budget and 
the amounts of capital construction cost contained 
in the pro  forma adjustment period; and 

8. The impact on depreciation expense of all 
proposed pro  forma adjustments ,for plant additions 
and retirements; 

Response: 

Not applicable since no pro forma adjustments for plant 
additions are proposed. 





Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(d) 

Sponsoring Witness: Valerie L. Scott 

Description of FilincJ Requirement: 

TJpon good cause shown, a utility ma"y request p ro  forma 
adjustments for  known and measurable changes to ensure fa i r ,  
just  and reasonable rates based on the historical test period. 
The following information shall be f i l ed  with applications 
requesting pro  forma adjustments or a statement explaining 
why the required information does not exist and is not 
applicable to the utility's application: 

(d) The operating budget for  each period encompassing 
the pro  ,forma adjustments 

ResDonse: 

See attached. 







Louisville Gas and Electric Company 
Case No. 2008-00252 

Historical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:OOl Section 10(7)(e) 

Sponsoring Witness: W. Steven Seelye 

Description of Filinv Requirement: 

CJpon good cause shown, a utility may request pro  forma 
adjustments for known and measurable changes to  ensure fair ,  
just  and reasonable rates based on the historical test period 
The following information shall be f i led with applications 
requesting pro  forma adjustments or a statement explaining 
wh.y the required information does not exist and is not 
applicable to  the utility's application 

(e) The number of customers to be added to the test 
period-end level of customers and the related revenue 
requirements impact f o r  all p ro  ,forma adjustments with 
complete details and supporting work papers.  

Response: 

Please refer to the testimonies and exhibits of W. Steven 
Seelye. 
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