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LOUISVILLE GAS AN ELECTRIC COMPANY 

Response to Attorney General’s Supplemental Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No. 8 

Witness: Shannon L. Charnas 

Q-8. 

A-8. 

Please provide copies of the financial statements (balance sheet, income statement, 
statement of cash flows, and the notes to the financial statements) for PPL and the 
Company for the past two years. Please provide copies of the financial statements in both 
hard copy and electronic (Microsoft Excel) formats, with all data and formulas intact. If 
this information has been provided in response to another data request, please indicate the 
appropriate data request number, the document title, and the page number(s). 

Please refer to the attachments on CD in the folder titled Question No. 8. The financial 
statements are presented in .pdf format, which is the format in which they are filed. 
There are no Excel versions of the published financial Statements. 
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Business 

LG&E, incorporated in Kentucky in 19 13, 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 provides electric service to approximately 396,000 customers in Louisville and adjacent areas in 
Kentucky covering approximately 700 square miles in 9 counties. Natural gas service is provided to 
approximately 321,000 customers in its electric service area and 8 additional counties in Kentucky. 
Approximately 98% of the electricity generated by LG&E is produced by its coal-fired electric 
generating stations, all equipped with systems to reduce SO2 emissions. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fiieled CTs. 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 U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. LG&E’s affiliate, IW, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. 

OPERATIONS 

For the year ended December 31,2009, 72% of total operating revenues were derived from electric 
operations and 28% fiom 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) Electric Gas Combined % Combined 
Residential $ 310 $ 230 $ 540 43 yo 
Industrial & Commercial 377 98 475 37% 
Other Retail 89 20 109 8% 
Wholesale 142 6 148 12% 

Total $ 918 $ 354 $1,272 100% - 
See Note 11 of Notes to Financial Statements for financial information concerning the business 
segments. 

ELECTRIC OPERATIONS 

The sources of electric operating revenues and volumes of sales for the years ended December 3 1 , 2009, 
2008 and 2007 were as follows: 

2009 
Revenues Volumes 
(millions) (Gwh) 

Residential $ 310 4,096 
Industrial & Coinmercial 377 6,029 
Other Retail 89 1,280 
Wholesale 142 5,711 

Total $ 918 17.116 

2008 2007 
Revenues Volumes Revenues Volumes 
(millions) (Gwh) (millions) (Gwh) 
$ 301 4,206 $ 309 4,486 

387 6,574 3 82 6,830 
82 1,303 81 1,342 

246 7,884 160 6,186 
$ 1,016 19,967 $ 932 18,844 
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LG&E’s peak electric load in 2009 was 2,524 Mw on June 25,2009, when the temperature reached 92 
degrees Fahrenheit in Louisville. I 

The Company’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 3 1 , 2009, LG&E owned and operated the following electric generating stations while 
targeting a 13%-15% reserve margin: 

Steam Stations: 
Mill Creek - Jefferson County, KY 
Cane Run -Jefferson County, KY 
Triinble County - Trimble County, KY (a) 

Total Steam Stations 

Summer Capability 
Rating (Mw) 

1,472 
563 
383 

2,418 

Ohio Falls Hydroelectric Station - Jefferson County, KY 52 

CT Generators (Peaking capability): 
Trimble County - Trimble County, KY (b) 
E.W. Brown - Mercer County, KY (b) 
Paddy’s Run - Jefferson County, KY (b) 
Zorn - Jefferson County, KY 
Cane Run - Jefferson County, KY 

Total CT Generators 
Total Capability Rating 

328 
190 
119 

14 
14 

665 
3,135 

(a) Amount shown represents LG&E’s 75% interest. See Note 10 ofNotes to 
Financial Statements for information regarding jointly owned units. 

(b) 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 3 1, 2009, LG&E’s electric transmission system included 44 substations (31 of which are 
shared with the distribution system) with transformer capacity of approximately 6,760 MVA and 
approximately 904 miles of lines. The electric distribution system included 94 substations (3 1 of which 
are shared with the transmission system) with transformer capacity of approximately 5,179 MVA, 3,923 
miles of overhead lines and 2,347 miles of underground conduit. 

LG&E has contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator 
and Southwest Power Pool, Inc. (“SPP”) to function as its independent transmission operator, pursuant to 
FERC requirements. SPP has given notice of its intent to terminate the contractual arrangement with LG&E 
as of September 2010. LG&E has submitted filings with the FERC proposing revised independent 
transmission operator arrangements in connection with the potential expiration of its contract with SPP. See 
Note 2 of Notes to Financial Statements. 
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GAS OPERATIONS 

The sources of natural gas operating revenues and the sales volumes for the years ended December 3 1 , 
2009,2008 and 2007, were as follows: 

2009 2008 2007 
Revenues Volumes Revenues Volumes Revenues Volumes 
(millions) (MMcf) (millions) (MMcf) 

Residential $ 230 19,742 $ 281 21,338 
Industrial & Commercial 98 9,600 136 10,914 
Other Retail 20 1,568 23 1,677 
Wholesale 6 10,866 12 12,241 

46,170 
L = 

Total $ 354 4 1,776 $ 452 - 

(millions) (MMcf) 
$ 218 19,811 

ioi 10,182 
17 1,553 

13,575 
$ 353 45,121 

17 ~ - 
LG&E’s natural gas transmission system includes 255 miles of transmission mains and the natural gas 
distribution system includes 4,249 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 (,‘WNAYy) 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 July 2009, the Kentucky 
Commission approved LG&E’s request to male the current ‘WNA mechanism permanent. 

Five underground natural gas storage fields, with a current working gas capacity of approximately 15 
million Mcf, 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 heating loads. Natural gas is stored 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. Several suppliers under contracts of varying duration provide competitively 
priced natural gas. The underground storage facilities, in combination with its purchasing practices, 
enable the Company to offer natural gas sales service at competitive rates. At December 3 1 , 2009, 
LG&E had a 12 million Mcf inventory balance of natural gas stored underground valued at $56 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 the Company’s annual throughput. 

The estimated maximum deliverability from storage during the early part of the heating season is 
expected to be in excess of 350,000 Mcuday. Under mid-winter design conditions, LG&E expects to be 
able to withdraw about 300,000 Mcuday from its storage facilities. The deliverability of natural gas 
from the storage facilities decreases as storage inventory levels are reduced by seasonal withdrawals. 

During 2009, the maximum daily gas sendout was approximately 484,000 Mcf, occurring on January 15, 
2009, when the average temperature for the day in Louisville was 6 degrees Fahrenheit. Supply on that 
day consisted of approximately 234,000 Mcf from pipeline deliveries, approximately 176,000 Mcf 
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delivered froin underground storage and approximately 74,000 Mcf transported for large commercial 
and industrial customers. 

RATES AND REGULATIONS 

E.ON, LG&E’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, 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. 

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

In January 2010, LG&E filed an application with the Kentucky Commission requesting increases in its 
electric base rates of approximately 12%, or $95 million annually, and its gas base rates of 
approximately 8%, or $23 million annually, including an 11.5% return on equity for electric and gas. 
LG&E has requested the increases, based on the twelve month test year ended October 3 1 , 2009, to 
become effective on and after March 1 , 20 10. The requested rates have been suspended until August 1 , 
2010, at which time they inay be put into effect, subject to refiind, if the Kentucky Commission has not 
issued an order in the proceeding. See Note 2 of Notes to Financial Statements. 

In January 2009, a significant ice storm passed through LG&E’s service territory causing approximately 
205,000 customer outages, followed closely by a severe wind storin in February 2009, causing 
approximately 37,000 customer outages. The Company filed an application with the Kentucky 
Commission in April 2009, requesting approval to establish a regulatory asset, and defer for future 
recovery, approximately $45 million in incremental operation and maintenance expenses related to the 
storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company 
to establish a regulatory asset of up to $45 million based on its actual costs for storin damages and 
service restoration due to the January and February 2009 storms. In September 2009, the Company 
established a regulatory asset of $44 inillion for actual costs incurred. As part of the rate case filed in 
January 201 0, the Company is seeking recovery of these costs over a five year period. 

In September 2008, high winds froin the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, LG&E filed an application with the 
Kentucky Commission requesting approval to establish a regulatory asset, and defer for hture recovery, 
approximately $24 inillion of expenses related to the storm restoration. In December 2008, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $24 million 
based on its actual costs for storm damages and service restoration due to Hurricane Ike. In December 
2008, the Company established a regulatory asset of $24 million for actual costs incurred. As part of the 
rate case filed in January 201 0, the Company is seeking recovery of these costs over a five year period. 
In JUIY 2008, LG&E filed an application with the Kentucky Commission requesting increases in base 
electric and gas rates. In conjunction with the filing of the application for changes in base rates, based on 
previous Orders by the Kentucky Commission approving settlement agreements among all interested 
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parties, the VDT surcredit terminated in August 2008. In February 2009, the Kentucky Commission 
issued an order approving a settlement agreement among LG&E, the AG, the KIUC and all other parties 
to the rate cases, under which LG&E’s base gas rates increased by $22 million annually, and base 
electric rates decreased by $13 million annually effective February 6,2009, at which time the merger 
surcredit terminated. See Notes 2 and 14 of Notes to Financial Statements. 

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. 

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 98% of LG&E’s net Kwh generation for 2009. The 
remaining net generation for 2009 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. The Company has no nuclear generating units and has no plans to build any in the 
foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the 
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 2010 and 
beyond and normally augments its coal supply agreements with spot market purchases. The Company 
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 fiiture. This supply, in combination with the Company’s SO:! 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 inix 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 Transmission LLC (“Texas Gas”) and 
Tennessee Gas Pipeline Company (“Tennessee Gas”). 

LG&E currently transports natural gas on the Texas Gas system under Rate Schedules No-Notice 
Service (,YINSyy) and Short-Term Firm (“STF”). LG&E’s total winter season NNS capacity is 184,900 
MMBtu/day and its total summer season NNS capacity is 60,000 MMBtu/day. There are three separate 
NNS agreements which are subject to termination by LG&E in equal amounts during 2015,2016 and 
2018. LG&E’s FT capacity is 10,000 MMBtu/day throughout the year (winter and summer seasons). 
The FT agreement is subject to termination by LG&E during 201 1. LG&E’s winter season STF capacity 
is 100 MMBtu/day, and its summer season capacity is 18,000 MMBtu/day. The STF agreement is 
subject to termination by LG&E during 20 13. LG&E also transports on the Tennessee Gas system under 
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Rate Schedule FT-A. LG&E’s FT-A capacity is 5 1,000 MMBtu/day throughout the year (winter and 
summer seasons). The FT-A agreement with Tennessee Gas expires during 20 12. ~ 

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 currently billing charges subject to refiind, 
and neither currently has rate case or other proceedings before the FERC that would reasonably be 
expected to materially change the pipeline’s base transportation rates under which LG&E receives 
service. 

The Company 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. In tandem with pipeline transportation services, these natural gas 
supplies provide the reliability and flexibility necessary to serve LG&E’s natural gas customers. 

ENVIRONMENTAL MATTERS 

General. Protection of the environment is a major priority for LG&E and a significant element of its 
business activities. LG&E’s properties and operations are subject to extensive environmental-related 
oversight by federal, state and local regulatory agencies, including via air quality, water quality, waste 
management and similar laws and regulations. 

Climate Change. Recent developments continue to indicate an increased possibility of significant 
climate change or GHG legislation or regulation, at the international, federal, regional and state levels. 
During December 2009, as part of the United Nation’s Copenhagen Accord, the United States agreed to 
a non-binding goal to reduce GHG emissions to 17% below 2005 levels by 2020. Additionally, during 
2009, the U.S. House of Representatives passed a comprehensive GHG legislation, which included a 
number of measures to limit GHG emissions and achieve GHG emission reduction targets below 2005 
levels of 3%, 17% and 83% by 2012,2020 and 2050, respectively, and the U.S. Senate is considering 
companion legislation. In late 2009, the U.S. EPA issued or proposed various regulatory initiatives 
relating to GHG matters, including an endangerment finding relating to mobile sources of GHGs, a 
GHG reporting requirement and a proposed rule relating to permitting requirements for new or modified 
GHG emission sources. Finally, a number of U.S. states, although not currently including Kentucky, 
have adopted GHG-reduction legislation or regulation of various sorts. The developing GHG initiatives 
include a number of differing structures and formats, including direct limitations on GHG sources, 
issuance of allowances for GHG emissions, cap-and-trade programs for such allowances, renewable or 
alternative generation portfolio standards, and mechanisms relating to demand reduction, energy 
efficiency, smart-grid, transmission expansion, carbon-sequestration or other GHG-reducing efforts. 

While the final terms and impacts of such initiatives cannot be estimated, LG&E, as a primarily coal- 
fired utility, could be highly affected by such proceedings. Among other emissions, GHGs include 
carbon-dioxide, which is produced via the combustion of fossil-fuels such as coal and natural gas. 
LG&E’s generating fleet is approximately 76% coal-fired, 23% oil/gas-fired and less than 1% 
hydroelectric based on capacity. During 2009, LG&E produced approximately 98% of its electricity 
from coal and 2% from natural gas combustion, on a Mwh basis. During 2009, LG&E’s emissions of 
GHGs were approximately 15.7 million metric tons of carbon-dioxide equivalents from LG&E’s owned 
or controlled generation sources. While its generation activities account for the bulk of its GHG 
emissions, other GHG sources at LG&E include operation of motor vehicles and powered equipment 
and leakage or evaporation associated with gas pipelines, refrigerating equipment and similar activities. 
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Ultimately, environmental matters or potential environmental matters can represent an important 
element of current or future potential capital requirements, operating and maintenance expenses or 
compliance risks for the Company. While LG&E currently anticipates that many of such direct costs or 
effects may be recoverable through rates or other regulatory mechanisms, particularly with respect to 
coal-related generation, the availability, timing or completeness of such rate recovery cannot be assured. 
Ultikately, climate change matters could result in material effects on LG&E’s results of operations, 
liquidity and financial position. See Risk Factors; Management’s Discussion and Analysis and Note 9 
of Notes to Financial Statements for additional information. 

STATE EXECUTIVE OR LEGISLATIVE MATTERS 

In November 2008, the Commonwealth of Kentucky issued an action plan to create efficient, sustainable 
energy solutions and strategies and move toward state energy independence. The plan outlines the 
following seven strategies to work toward these goals: 

* Improve the energy efficiency of Kentucky’s homes, buildings, industries and transportation 
fleet 
Increase Kentucky’s use of renewable energy 
Sustainably grow Kentucky’s production of biofuels 
Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 
Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas 
in Kentucky 
Initiate aggressive carbon capture/sequestration projects for coal-generated electricity in 
Kentucky 
Examine the use of nuclear power for electricity generation in Kentucky 

e 

0 

e 

a 

* 

In December 2009, the Governor of Kentucky’s Executive Task Force on Biomass and Biofuels issued a 
final report to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. 
The plan noted the potential importance of biomass as a renewable energy source available to Kentucky and 
discussed various goals or mechanisms, such as the use of approximately 25 million tons of biomass for 
generation fuel annually, allotment of electricity and gas taxes and state tax credits to support biomass 
development. 

In January 20 10, a state-established Kentucky Climate Action Plan Council commenced formal activities. 
The council, which includes governmental, industry, consumer and other representatives, seeks to identify 
possible Kentucky responses to potential climate change and federal legislation, including increasing 
statewide energy efficiency, energy independence and economic growth. The council has established 
various technical work groups, including in the areas of energy supply and energy efficiency/conservation, 
to provide input, data and recommendations. 

During the current session of the Kentucky General Assembly, as during prior annual or bi-annual 
legislative sessions, the Kentucky General Assembly has introduced various bills with respect to 
environmental or utility matters, including potential renewable energy portfolio requirements, energy 
conservation measures, coal mining or coal byproduct operations and other matters. The current session is 
scheduled to end in April 2010, and until such time the prospects and final terms of any such legislation 
cannot be determined. 
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Legislative and regulatory actions as a result of these proposals and their impact on LG&E, which may be 
significant, cannot currently be predicted. 

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. See Note 2 of Notes to Financial Statements for 
additional information. 

EMPLOYEES AND LABOR RELATIONS 

LG&E had 998 full-time regular employees at December 31,2009,671 of which were operating, 
maintenance and construction employees represented by the IBEW Local 2100. The Company and 
employees represented by the IBEW Local 21 00 signed a three-year collective bargaining agreement in 
November 2008. This agreement provides for negotiated increases or changes to wages, benefits or other 
provisions. 
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OFFICERS OF THE COMPANY 

At December 31,2009: 

Name 
Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Chris Hermann 

Paula H. Pottinger 

Paul W. Thompson 

Wendy C. Welsh"' 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O'Brien 

George R. Siemens 

David S. Sinclair 

P. Greg Thomas 

Jolm N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 

& 
54 

66 

51 

62 

52 

52 

55 

51 

45 

43 

52 

60 

53 

48 

56 

60 

48 

53 

55 

48 

53 

Position 
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 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 Production 

Vice President - Corporate Responsibility and 
Community Affairs 

Vice President - Comnunications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Marketing 

Vice President - Energy Delivery - Distribution 
Operations 
Vice President - Transmission & Generation Services 

Treasurer 

Controller 

Effective Date of 
Election to 

Present Position 
May 2001 

July 1994 

September 2003 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

June 2008 

November 2007 

1 

March 2002 

April 2007 

October 2007 

Jan~ary 200 1 

January 2008 

April 2007 

June 2008 

December 2000 

Jan~iary 2005 

Officers generally serve in the same capacities at LG&E and its affiliates, E.ON U.S. and KU. 
*Ms. Welsh announced her retirement from the Company during November 2009, effective January 2010. 
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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 fi-om those 
expressed in any forward-looking statements made by LG&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, depreciation 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. 

Transmission and interstate market activities of LG&E, as well as other aspects of the business, 
are subject to significant FERC regulation. LG&E’s business is subject to extensive regulation under 
the FERC covering matters including rates charged to transmission users, market-based or cost-based 
rates applicable to wholesale customers; interstate power market structure; construction and operation of 
transmission facilities; mandatory reliability standards; standards of conduct and affiliate restrictions; 
certain natural gas operations and other matters. Existing FERC regulation, changes thereto or issuances 
of new rules or situations of non-compliance, including but not limited to the areas of market-based 
tariff authority, RSG resettlements in the MIS0 market, mandatory reliability standards and natural gas 
transportation regulation can affect the earnings, operations or other activities of LG&E. 

Changes in transmission and wholesale power market structures 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. These can include commercial or regulatory changes affecting power pools, 
exchanges or markets in which LG&E participates. 

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; land acquisition; 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. In addition, costs 
may increase significantly if the requirements or scope of environmental laws or regulations, or similar 
rules, are expanded or changed from prior versions by the relevant agencies. Costs may take the form of 
increased capital or operating and maintenance expenses; monetary fines, penalties or forfeitures or 
other restrictions. 
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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 infkastructure or requiring 
significant repair costs; affecting capital markets or impacting future growth. 

LG&E is subject to operational and financial risks regarding potential developments concerning 
global climate change matters. Such developments could include potential federal or state legislation 
or industry initiatives allocating or limiting GHG emissions; establishing costs or charges on GHG 
emissions or on fiiels relating to such emissions; requiring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG 
emissions; promoting energy efficiency and conservation; changes in transmission grid construction, 
operation or pricing to accommodate GHG-related initiatives; or other measures. LG&E’s generation 
fleet is predominantly coal-fired and may be highly impacted by developments in this area. Compliance 
with any new laws or regulations regarding the reduction of GHG could result in significant changes to 
the Company’s operations, significant capital expenditures by the Company and a significant increase in 
its cost of conducting business. LG&E may face strong competition for, or difficulty in obtaining, 
required GHG-compliance related goods and services, including construction services, emissions 
allowances and financing, insurance and other inputs relating thereto. Increases in LG&E’s costs or 
prices of producing or selling electric power due to GHG-development could materially reduce or 
otherwise affect the demand, revenue or margin levels applicable to LG&E’s power , thus affecting 
LG&E’s financial condition or results of operations. For more information see Business and Note 9 of 
Notes to Financial Statements. 

LG&E is subject to physical, market and economic risks relating to potential climate change 
matters. Climate change may produce changes in weather or other environmental conditions, including 
temperature or precipitation changes, such as warming or drought. These changes may affect farin and 
agriculturally-dependent businesses and activities, which are an important part of Kentucky’s economy, 
and thus may impact consumer demand for electric power. Temperature increases could result in 
increased overall electricity volumes or peaks and precipitation changes could result in altered 
availability of water for plant cooling operations. These or other meteorological changes could lead to 
increased operating costs, capital expenses or power purchase costs by LG&E to meet such 
developments. Conversely, potential climate change could have a number of impacts tending to reduce 
demand or increase costs. Changes may entail more frequent or more intense storm activity, which, if 
severe, could temporarily disrupt regional economic conditions and affect electricity demand levels. As 
discussed in other risk factors, storm outages and damage often directly decrease revenues or increase 
expenses, due to reduced usage and higher restoration charges, respectively. GHG regulation could 
increase the cost of electric power, particularly power generated by fossil-fuels, and such increases could 
have a depressive effect on the regional economy. Reduced economic and consumer activity in LG&E’s 
service area, both generally and specific to certain industries and consumers accustomed to previously 
low-cost power, could reduce demand for LG&E’s electricity. Also, demand for LG&E’s services could 
be similarly lowered should consumers’ preferences or market factors move toward favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. For more information, see 
Business and Note 9 to Notes of Financial Statements. 

LG&E’s business is subject to risks associated with local, national and worldwide economic 
conditions. The consequences of a prolonged recession may include a lower level of economic activity 
and uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower 
level of economic activity might result in a decline in energy consumption and slower customer growth, 
which may adversely affect LG&E’s fiiture revenues and growth. Instability in the financial markets, as 

11 



a result of recession or otherwise, also may affect the cost of capital and LG&E’s ability to raise capital. 
A deterioration of economic conditions may lead to decreased production by LG&E’s industrial 
customers and, therefore, lower consumption of electricity and gas. Decreased economic activity may 
also lead to fewer commercial and industrial customers and increased unemployment, which may in turn 
impact residential customers’ ability to pay. Further, worldwide economic activity has an impact on the 
demand for basic commodities needed for utility infrastructure. Changes in global demand may impact 
the ability to acquire sufficient supplies and the cost of those commodities may be higher than expected. 

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. Significant activities in LG&E’s service territory include airport and 
logistics activities; automotive; chemical and rubber processing; educational institutions; health care 
facilities; metal fabrication and water and sewer utilities. 

LG&E is subject to operational risks relating to its generating plants, transmission facilities, 
distribution equipment, information technology systems and other assets and activities. Operation 
of power plants, transmission and distribution facilities, information technology systems and other assets 
and activities subjects LG&E to many risks, including the breakdown or failure of equipment; accidents; 
security breaches, viruses or outages affecting information technology systems; labor disputes; 
delivery/transportation problem and disruptions of fuel supply and performance below expected levels, 
which occurrences may impact the ability of LG&E to conduct its business efficiently or lead to 
increased costs, expenses or losses. 

kG&E is subject to liability risks relating to its generating, transmission, distribution and retail 
businesses. Conduct of physical and commercial operations subjects LG&E to many risks, including 
risks of potential physical injury, property damage or other financial affects, caused to or caused by 
employees, customers, contractors, vendors, contractual or financial counter-parties and other third- 
parties. 

LG&E could be negatively affected by rising interest rates, downgrades to 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. As a capital-intensive 
business, LG&E is sensitive to developments in interest rate levels; credit rating considerations; 
insurance, security or collateral requirements; market liquidity and credit availability and refinancing 
steps necessary or advisable to respond to credit market changes. Changes in these conditions could 
result in increased costs to LG&E. 

LG&E is subject to commodity price risk, credit risk, counterparty 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, fiiels, 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, fiiture costs or funding levels, returns on investments, market fluctuations, interest rates and 
actuarial matters. Changes in health care rules, market practices or cost structures can affect LG&E’s 
current or fiiture funding requirements or liabilities. The Company is also subject to risk related to 
changing wage levels, whether related to collective bargaining agreements or employment market 
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conditions, ability to attract and retain key personnel and changing costs of providing health care 
benefits. 

LG&E is subject to risks associated with federal and state tax regulations. Changes in taxation as 
well as the inherent difficulty in quantifying potential tax effects of business decisions could negatively 
impact LG&E’s results of operations. LG&E is required to make judgments in order to estimate its 
obligations to taxing authorities. These tax obligations include income, property, sales and use and 
employment-related taxes. LG&E also estimates its ability to utilize tax benefits and tax credits. Due to 
the revenue needs of the states and jurisdictions in which LG&E operates, various tax and fee increases 
may be proposed or considered. LG&E cannot predict whether legislation or regulation will be 
introduced or the effect on the Company of any such changes. If enacted, any changes could increase tax 
expense and could have a negative impact on LG&E’s results of operations and cash flows. 
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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, TC2 proceedings, Kentucky Commission, FERC proceedings and other rates or 
regulatory matters affecting LG&E, see Notes 2 and 9 of Notes to Financial Statements. 

Environmental 

For a discussion of environmental matters including potential coal combustion byproduct or ash pond 
regulation, additional reductions in SOZ, NOx and other regulated emissions; other ‘emissions 
proceedings and the manufactured gas plant sites; environmental permit challenges and other 
environmental items affecting LG&E, see Risk Factors, and Notes 2 and 9 of Notes to Financial 
Statements. 

Climate Change 

For a discussion of matters relating to potential climate change, GHG-emission or global warming 
developments, including increased legislative and regulatory activity which could limit or increase costs 
applicable to fossil-fiiel generation sources, legal proceedings claiming damages relating to global 
warming, GHG-reporting requirements and other matters, see Business, Risk Factors, Management’s 
Discussion and Analysis and 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 LG&E. To the extent that damages are assessed in any of these lawsuits, the 
Company believes that its insurance coverage is adequate. Management, after consultation with legal 
counsel, does not anticipate that l’iabilities 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 

(in millions) 

Operating revenues 

Net operating income 

Net income 

Total assets 

Long-term obligations 
(including amounts 
due within one year) 

Years Ended December 3 1 

2009 2008 2007 2006 

$ 1,272 $ 1,468 $ 1,285, $1,338 - 
$ 167 $ 219 $ 229 $ 223 - 
- $ 95 , -  $ 90 $ 120 $ 117 

- $ 896 $ 896 $ 984 $ 820 

2005 

$ 1,424 

$ 230 

$ 129 

$3,146 

$ 821 

Management’s Discussion and Analysis and Notes to Financial Statements should be read 
in conjunction with the above inforination. 
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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 2009,2008 and 2007, 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 subject 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, but are not limited to: 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 those 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 $3 million, while net income related to the natural 
gas business increased $2 million during 2009 compared to 2008, resulting in an overall $5 million net 
income increase. The increase was primarily the result of decreased operating expenses ($144 million), 
increased mark-to-market income - net ($55 million) and decreased interest expense ($14 million), 
partially offset by decreased electric and gas revenues ($98 million each), decreased other income - net 
($6 million) and increased income taxes ($6 million). 

Net income related to the electric business decreased $30 million, while net income related to the natural 
gas business did not fluctuate during 2008 compared to 2007, resulting in an overall $30 million net 
income decrease. The decrease was primarily the result of increased operating expenses ($1 93 million), 
increased mark-to-market expense-net ($37 million) and increased interest expense ($8 million), 
partially offset by increased gas and electric revenues ($99 million and $84 million, respectively), 
increased other income-net ($7 million) and decreased income taxes ($18 million). 

Revenues 

Electric revenues in 2009 decreased $98 million primarily due to: 
Decreased wholesale sales ($104 million) due to: 

0 Decreased sales volumes with third-parties ($95 million) primarily due to lower 
economic demand caused by lower spot market pricing during most of 2009 and 
scheduled coal-fired generation unit outages during 2009 
Decreased sales to KU ($7 million) due to lower fuel costs 
Decreased third-party prices ($5 million) as a result of lower prices in the spot energy 
market 
Decreased sales volumes to KU ($2 million) primarily due to scheduled coal-fired 
generation outages during the fourth quarter of 2009. Via a mutual agreement, LG&E 

0 

0 

0 
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sells its lower cost electricity to ICU to serve KU’s native load and purchases KU’s 
excess economic capacity for LG&E to make wholesale sales. 

Increased gains in realized and unrealized energy marketing financial swaps ($5 
million) 

Partially offset by: 

Q Decreased retail sales volumes delivered ($43 million) due to reduced consumption as a 
result of milder weather and weakened economic conditions and due to significant 2009 
storm outages 

Partially offset by: 
8 Decreased merger surcredit ($14 million) due to the surcredit termination in February 2009 
* Increased fuel costs billed to customers through the FAC ($1 3 million) due to higher fuel 

e Increased ECR surcharge ($7 million) due to increased recoverable capital spending 
e Increased DSM revenue ($7 million) due to increased recoverable spending program 

Decreased VDT surcredit ($4 million) due to its termination in August 2008 
Increased miscellaneous electric operating revenue ($4 million) primarily due to increased 
late payment charges resulting from weakened economic conditions 

, prices 

Electric revenues in 2008 increased $84 million primarily due to: 
0 Increased wholesale sales ($86 million) due to higher sales volumes with third-parties ($60 

million) and KU ($8 million), as a result of excess generation made available by ICU via a 
mutual agreement. LG&E sells its lower cost electricity to ICU to serve KU’s native load and 
purchases KU’s excess economic capacity for LG&E to make wholesale sales. Both LG&E 
and KU experienced lower native load requirements due to milder weather and the 
weakening economy resulting in higher volumes available for wholesale sales. Wholesale 
sales also increased due to higher fuel costs for sales to KU ($8 million) and gains in energy 
marketing financial swaps ($10 million). 
Increased fitel costs billed to customers through the FAC ($16 million) due to higher fuel 
prices 
Increased ECR surcharge ($6 million) due to increased recoverable capital spending 
Decreased merger surcredit ($3 million) due to a lower rate approved by the Kentucky 
Commission in June 2008 
Increased DSM revenue ($2 million) due to additional conservation programs 
Decreased VDT surcredit ($2 million) due to its termination in August 2008 

Decreased retail sales volumes delivered ($31 million) due to a 21% decrease in cooling 
degree days and weakening economic conditions 

8 

Q 

8 

Partially offset by: 
8 

Natural gas revenues in 2009 decreased $98 million primarily due to: 
Q Decreased average cost of gas billed to retail customers through the GSC ($76 million) due 

to decreased natural gas supply costs 
* Decreased retail sales volumes delivered ($35 million) due to reduced consumption as a 

result of milder weather and weakened economic conditions ($36 million), partially offset by 
increased WNA revenues ($1 million) resulting from the lower retail sales volume 
Decreased off-system wholesale sales ($6 million) due to lower demand from wholesale 
customers 

Q 
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Partially offset by: 
Increased base rates ($16 million) due to the application of the base rate case settlement in 
February 2009 
Decreased VDT surcredit ($1 million) due to its termination in August 2008 
Increased DSM revenue ($1 million) due to increased recoverable program spending 
Increased miscellaneous gas operating revenues ($1 million) due to increased late payment 
charges resulting fi-om weakened economic conditions 

e 

Natural gas revenues in 2008 increased $99 million primarily due to: 
a Increased average cost of gas billed to retail customers through the GSC ($76 million) due to 

increased natural gas supply costs 
Increased sales volumes delivered ($23 million) due to a 12% increase in heating degree days 

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 file1 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 decreased a net $1 8 million in 2009 primarily due to: 
0 Decreased volumes of fuel usage ($20 million) due to decreased native load and wholesale 

sales 
Partially offset by: 

Increased commodity and transportation costs for coal ($2 million) 

Fuel for electric generation increased a net $28 million in 2008 primarily due to: 
61 

Partially offset by: 
e 

Increased commodity and transportation costs for coal and natural gas ($29 million) 

Decreased volumes of natural gas usage ($1 million) due to decreased native load sales 

Power purchased expense decreased $61 million in 2009 primarily due to: 
a Decreased purchase volumes from KU ($60 million). This was a result of LG&E and KU’s 

scheduled coal-fired generation unit outages during 2009, and as a result of KU’s units held 
in reserve as a result of low spot market pricing for the majority of 2009. Via a mutual 
agreement LG&E purchases KU’s excess economic capacity for wholesale sales, and LG&E 
sells its lower cost electricity to KU to serve KU’s native load. 
Decreased prices ($2 million) and volumes ($1 million) for third-party purchases due to 
lower spot market pricing and lower native load requirements, respectively 

Increased demand payments for third-party energy purchases ($2 million) on long-term 
contracts 

Partially offset by: 
0 

Power purchased expense increased $38 million in 2008 primarily due to: 
e Increased purchase volumes fi-om KU via a mutual agreement ($34 million) whereby LG&E 

purchases KU’s excess economic capacity for LG&E to male wholesales sales. KU 
experienced lower native load requirements as a result of milder weather and the weakening 
economy, and increased generation availability. 
Increased prices for third-party purchases used to serve native load ($4 inillion) during unit e 
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outages due to higher fuel costs 
Increased expenses ($2 million) due to activities in the PJM market for the entire year of 
2008 compared to only one quarter in 2007 

Decreased demand costs ($3 million) for energy purchased on a long-term contract 
artially offset by: 

Gas supply expenses decreased $104 million in 2009 due to: 
Decreased cost of net gas supply billed to customers ($99 million) resulting from lower cost 
per Mcf ($73 million) and lower purchased volumes ($26 million) 
Decreased wholesale expense ($5 million) due to a decline in volume of wholesale sales of 
purchased gas 

Gas supply expenses increased $93 million in 2008 due to: 
Increased cost of net gas supply billed to customers ($97 million) due to higher purchased 
volumes and cost per Mcf 

Decreased expense ($4 million) due to a decline in volume of wholesale sales of purchased 
gas 

Partially offset by: 
0 

Other operation and maintenance expenses increased $30 million in 2009 primarily due to increased 
other operation expenses ($28 million) and increased other maintenance expenses ($2 million). 

Other operation expenses increased $28 million in 2009 primarily due to: 
Increased pension expense ($24 million) due to lower 2008 pension asset investment 
performance 
Increased administrative and general expense ($12 million) due to increased DSM program 
spending as well as consulting fees for software training and increased labor and benefit costs 

Decreased other power supply expense ($4 million) due to a FERC Order resulting in 
decreased MISO RSG costs ($3 million) and decreased operating reserve charges in the PJM 
Interconnection market due to lower rates and sales volumes ($1 million) 
Decreased transmission expense ($3 million) due to the establishment of regulatory assets 
approved by the Kentucky Commission for the East Kentucky Power Cooperative settlement 
and MISO refund and lower off-system transmission purchases from KU resulting from units 
held in reserve as a result of low spot market pricing which reduced excess generation 
Decreased distribution expense ($1 million) due to higher storm and outage related expense 
in 2008 

Partially offset by: 

0 

e 

Other maintenance expenses increased $2 million in 2009 primarily due to: 
e 

0 

Increased steam maintenance expense ($3 million) due to timing of scheduled unit outages 
and routine maintenance 
Increased administrative and general expense ($1 million) due to increased labor and system 
maintenance contracts resulting from completion of a significant in-house customer 
information system project 

Decreased distribution expense ($2 million) due to lower storm and outage related expense 
and gas main maintenance in 2009 

Partially offset by: 
0 
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Other operation and maintenance expenses increased $33 million in 2008 primarily due to increased 
other operation expenses ($21 million) and increased maintenance expenses ($1 2 million). 

Other operation expenses increased $21 million in 2008 primarily due to: 
0 

Q 

8 

e 

e 

e 

Increased steam expense ($5 million) due to a non-recurring capital lease adjustment in 2007 
Increased cost of consumables ($4 million) due to contract pricing 
Increased other power supply expense ($3 million) due to a FERC Order resulting in 
additional MIS0 RSG resettlement costs 
Increased transmission expense paid to KU ($3 million) due to increased firm transmission 
purchases and increased transmission rates 
Increased distribution expense ($2 million) due to storm restoration 
Increased uncollectible accounts ($2 million) due to the weakening economy 
Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result of the 
application of coal tax credits 

Maintenance expenses increased $12 million in 2008 primarily due to: 
Increased scheduled outage expense ($3 million) 
Increased maintenance of overhead conductors and devices ($3 million) due to storm 
restoration 
Increased gas distribution expense ($2 million) due to gas main maintenance 
Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost, maintenance fees and labor support 
Increased steam and boiler plant maintenance expense ($2 million) due to increased high 
energy piping inspections and repairs, scheduled outages, mill overhauls and barge unloading 
maintenance 

e 

Q 

e 

Q 

Mark-to-market income - net increased $55 million in 2009 due to a gain from the change in the value 
of ineffective swaps ($57 million), partially offset by related interest expense ($2 million). 

Mark-to-market expense - net increased $37 million in 2008 due to increased expense related to 
ineffective interest rate swaps. 

Other income - net decreased $6 million in 2009 primarily due to decreased gains on the sale of 
company property. 

Other income - net increased $7 million in 2008 primarily due to a gain on the sale of the Company’s 
Waterside property to the Louisville Arena Authority ($9 million), partially offset by other 
miscellaneous non-operating expenses ($2 million). 

Interest expense decreased $14 million in 2009 primarily due to: 
e Decreased net gain ($8 million) on the ineffective portion of the effective interest rate swap 

Decreased interest expense to affiliated companies ($6 million) as a result of lower interest 
rates on short-term borrowings 
Decreased interest rates on bonds and lower interest expense due to bonds repurchased 
during 2008 ($4 million) 

8 
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Partially offset by: 
a Increased interest expense to affiliated companies ($4 million) as a result of additional debt 

issued during 2008 

Interest expense increased $8 million in 2008 primarily due to increased interest expense to affiliated 
companies due to additional debt. 
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CRITICAL ACCOUNTING POLICESESTIMATES 

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 bdsiness, 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 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 adj ustinent. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, 
regulatory inechanisins, pension and Postretirement benefits and income taxes are detailed in Notes 1 , 2,5, 
6 and 9 of Notes to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting LG&E are detailed 
in Note 1 of Notes to Financial Statements. 

LIQUIDITY AND CAPITAL RESOURCES 

LG&E uses net cash generated from its operations, external financing (including financing fiom 
affiliates) and/or infusions of capital fiom its parent mainly to fund construction of plant and equipment 
and the payment of dividends. As of December 3 1 , 2009, LG&E had a working capital deficiency of 
$150 million, primarily due to short-term debt to affiliates associated with the repurchase of certain of 
its tax-exempt bonds totaling $163 million, and $120 inillion of tax-exempt bonds which allow the 
investors to put the bonds back to the Company causing thein to be classified as current portion of long- 
term debt. The repurchased bonds are being held until they can be refinanced or restructured. See Note 7 
of Notes to Financial statements. Working capital deficiencies can be funded through an intercompany 
money pool agreement or through bilateral lines of credit. See Note 8 of Notes to Financial Statements. 
LG&E believes that its sources of funds will be sufficient to meet the needs of its business in the 
foreseeable future. 

E.ON U.S. and LG&E sponsor pension plans and E.ON U.S. sponsors a postretirement benefit plan for 
its employees. The performance of the capital markets affects the values of the assets that are held in 
trust to satisfy future obligations under the defined benefit pension plans. The market value of the 
combined investments, including the impact of benefit payments, within the plans increased by 
approximately 15% for the year ended December 31,2009. The benefit plan assets and obligations of 
E.ON U.S. and LG&E are remeasured annually using a December 31 measurement date. Investment 
gains in 2009 resulted in a decrease to the plans’ unfunded status upon actuarial revaluation of the plans, 
while investment losses in 2008 had the opposite effect. The Company’s 2009 pension cost was 
approximately $24 million higher than 2008. The Company anticipates its 2010 pension cost will be 
approximately $6 million less than the 2009 expense. The amount of future funding will depend upon 
the actual return on plan assets, the discount rate and other factors, but the Company funds its pension 
obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, the 
Company made a voluntary contribution to its pension plan of $20 million. 

22 



Operating Activities 

Cash provided by operations in 2009 was $1 12 million greater than cash provided by operations in 2008 
and was primarily the result of increases in cash due to changes in: 

0 

0 

e 

e 

Materials and supplies ($82 million) due to lower gas cost per Mcf for inventory during 2009 
Accounts receivable ($70 million) primarily due to higher heating degree days in 2008, 
decreased gas costs at December 3 1 , 2009 and payments received in 2009 
Gas supply clause receivable ($16 million) due to the timing of GSC collections 
Change in collateral deposit ($15 million) due to a decrease in the derivative liability during 
2009 compared to an increase during 2008 
Change in other Comprehensive income ($14 million) 

These increases were partially offset by decreases in cash due to changes in: 
e Earnings, net of non-cash items ($27 million) 

Storin restoration expenses ($20 million) deferred for future recovery as regulatory assets 
Accounts payable ($14 million) due to gas purchases and timing of payments 
Other, including other current assets and liabilities ($10 million) 
Pension and postretirement funding ($8 million) due to increased contributions made in 2009 
Accrued income taxes ($6 million) primarily due to the timing of tax payments 

Q 

Q) 

Cash provided by operations in 2008 was $54 million greater than cash provided by operations in 2007 
and was primarily the result of increases in cash due to changes in: 

e 

e 

e 

Q 

Pension and postretirement funding ($56 million) due to a contribution made in 2007 
Accrued income taxes ($34 million) primarily due to the timing of tax payments 
Gas supply clause receivable ($34 million) due to the timing of GSC collections 
Change in collateral deposit ($2 million) 
Earnings, net of non-cash items ($1 million) 

These increases were partially offset by decreases in cash due to changes in: 
Materials and supplies ($29 million) due to higher gas cost per Mcf 
Wind storm regulatory asset ($24 million) due to new regulatory asset for Hurricane Ike 
restoration expenses 
Accounts payable ($4 million) 
Accounts receivable ($9 million) primarily due to increased heating degree days 
Other, including other current assets and liabilities ($5 million) 
Change in other comprehensive income ($2 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used 
for investing activities decreased $56 million in 2009 compared to 2008, primarily due to decreased 
capital expenditures of $57 million and increased changes in non-hedging derivatives of $1 5 million. 
This decrease was partially offset by assets sold to KU of $10 inillion in 2008 and decreased proceeds 
from the sale of company property of $6 million. 

Net cash used for investing activities increased $3 1 million in 2008 compared to 2007, primarily due to 
increased capital expenditures of $38 million, decreased restricted cash of $9 inillion and decreased non- 
hedging derivative liability of $3 million, partially offset by assets sold to KU of $10 million and 
proceeds from the sale of the Waterside property of $9 million. See Note 2 of Notes to Financial 
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Statements. 

Financing Activities 

Net cash provided by financing activities decreased $167 inillion in 2009 compared to 2008, due to net 
decreased short-term borrowings from an affiliated company of $196 million, the reissuance of 
reacquired bonds of $95 million in 2008, long-term borrowings from affiliated company of $75 million 
in 2008, increased dividends of $40 million in 2009 and an infusion from E.0N U.S. of $20 inillion in 
2008, partially offset by reacquiring bonds totaling $259 million in 2008. 

Net cash provided by financing activities decreased $20 million in 2008 compared to 2007, due to the 
reacquisition of bonds of $259 million, an issuance of pollution control bonds in 2007 of $125 million 
and lower long-term borrowings from an affiliated company of $1 10 million, partially offset by net 
increased short-term borrowings froin an affiliated company of $134 million, the retirement of first 
mortgage bonds in 2007 of $126 million, the reissuance of reacquired bonds of $95 million, the 
retirement of preferred stock of $90 million in 2007 and decreased dividend payments of $29 inillion. 

See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of 
long-term debt. 

Future Capital Requirements 

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. LG&E expects its capital expenditures for the three-year period ending 
December 3 1 , 2012 to total approximately $785 million, consisting primarily of on-going construction 
related to distribution assets totaling approximately $41 5 million, on-going construction related to 
generation assets totaling approximately $245 million, redevelopment of the Ohio Falls hydroelectric 
facility totaling approximately $55 million, information technology projects of approximately $35 
million, other projects of $30 million and construction of TC2 totaling approximately $5 million 
(including $1 inillion for environmental controls). See Note 9 of Notes to Financial Statements for 
additional information. 

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, changes in commodity prices and labor rates, changes in environmental regulations and 
other regulatory requirements. In particular, climate change initiatives may result in increasing and 
material future capital or operating funding requirements. These initiatives may be related to legislative, 
regulatory or market forces which require power generation from lower-carbon sources or require 
controls or emission allowances for power generation from higher-carbon sources. LG&E may require 
significant additional capital resources relating to any needed new plant and equipment or new 
contractual and operating arrangements necessary to comply with or conduct business effectively 
following such climate change developments. To the extent financial markets see climate change as a 
potential risk, LG&E may face reduced access to or increased costs in capital markets. 

See the Contractual Obligations table below and Note 9 of Notes to Financial Statements for current 
commitments. LG&E anticipates finding fiiture capital requirements through operating cash flow, debt 
and/or infusions of capital from its parent or other sources. 
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LG&E has a variety of funding alternatives available to meet its capital requirements. LG&E 
participates in an intercompany money pool agreement wherein E.ON U.S. and/or KU make funds of up 
to $400 million available to the Company at market-based rates. Fidelia also provides long-term 
intercompany fiinding to LG&E. See Notes 7 and 8 of Notes to Financial Statements. 

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 
2009, LG&E received a two-year authorization from the FERC to borrow up to $400 million in short- 
term funds. The Company currently believes this authorization provides the necessary flexibility to 
address any liquidity needs. As of December 3 1 , 2009, LG&E has borrowed $170 million of this 
authorized amount. See Note 8 of Notes to Financial Statements. 

A significant portion of LG&E’s short-term debt balance is for borrowings incurred to repurchase $163 
million of its auction rate tax-exempt bonds. Following the repurchase, the auction rate tax-exempt 
bonds have been removed from the balance sheet. However, these bonds are being held until they can be 
refinanced or restructured. 

LG&E’s debt ratings as of December 31,2009, were: 

Unenhanced pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moody’s s&p 

A2 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. See Note 
7 of Notes to Financial Statements for a discussion of recent downgrade actions related to the pollution 
control revenue bonds caused by a change in the rating of the entity insuring those bonds. 
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Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 3 1 , 
2009. LG&E anticipates cash froin operations and external financing will be sufficient to fund future 
obligations. See Statements of Capitalization. 

Payments Due by Period 
(in millions) 
Contractual Cash 2010 2011 2012 2013 2014 Thereafter Total 

$ -  
25 200 671 (b) 896 

Obligations 
Short-term debt (a) $ 1 7 0  $ -  $ - $ - 
Long-term debt 
Interest on long-term debt 

Interest on fixed rate bonds (d) 
Operating leases (e) 5 
Unconditional power 

purchase obligations ( f )  21 
Coal and gas purchase 

Postretirement benefit 

Other obligations (i) 14 
Total contractual 

to affiliated company (c) 27 
8 

obligations (g) 3 86 

plan obligations (h) 7 

$ $ 170 

27 26 23 16 191 310 
8 7 5 3 52 83 
4 4 3 3 2 21 

22 24 25 26 398 516 

330 115 136 131 39 1,137 

7 7 7 8 36 72 
14 _ _ _ _ _ _  - .  

cash obligations $ 3,219 - $ 638 - - =  $398 $ 208 $ 399 = $ 187 $ 1,389 

Represents borrowings from affiliated company due within one year including $163 million used to acquire 
bonds issued by the Company. 
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. Reacquired bonds totaling $163 million are 
excluded. 
Represents future interest payments on long-term debt to affiliated company. 
Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long-term bonds 
cannot be quantified. 
Represents future operating lease payments. 
Represents future minimum payments under OVEC power purchase agreements through 2026. 
Represents contracts to purchase coal, natural gas and natural gas transportation. Obligations for 2015 and 2016 
are indexed to future market prices and are not included above since prices will be set in the future using the 
contracted methodology. 
Represents currently projected cash flows for the postretirement benefit plan as calculated by the actuary. For 
pension funding information see Note 5 of Notes to Financial Statements. 
Represents construction commitments, including commitments for TC2. 

CLIMATE CHANGE 

Growing global, national and local attention to climate change matters may result in the direct or 
indirect regulation of GHGs, including carbon dioxide, which is emitted from the combustion of fossil 
fuels such as coal and natural gas, as occurs at LG&E’s generating stations. While LG&E is not 
currently subject to limits, permits or charges on its GHG emissions, climate change developments will 
likely constitute a material trend affecting LG&E’s business and operations during the foreseeable 
future. Substantial initiatives, although not yet finalized or binding, are underway at various internation- 
al, federal, regional and state governmental or regulatory bodies, including the United Nations 
Framework Convention on Climate Change, pending legislation in the US .  Congress and recent 
rulemaking proceedings at the US .  EPA. These developments propose varying mechanisms and 
structures to regulate GHGs, including direct limits or caps, carbon allowances or taxes, renewable 
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generation requirements or standards, energy efficiency or conservation measures, and may require 
investments in transmission, alternative fiiel or carbon sequestration efforts, and other provisions. See, 
Business and Note 9 of Notes to Financial Statements. 

The cost to LG&E and the effect on LG&E’s business of complying with potential GHG restrictions will 
depend upon the details of the programs ultimately enacted. Some of the design elements which may 
have the greatest effect on LG&E include (a) the required levels and timing of any carbon caps or limits, 
(b) the emission sources covered by such caps or limits, (c) transition and mitigation provisions, such as 
phase-in periods, free allowances or price caps, (d) the availability and pricing of relevant GHG- 
reduction technologies, goods or services and (e) economic, market and customer reaction to electricity 
price and demand changes due to GHG limits. 

These climate change developments could result in significant additional compliance or other costs, 
affect future unit retirement or replacement decisions, impact price levels of input commodities and 
output prices and affect supply and demand for electricity. While LG&E currently anticipates that many 
of such direct costs or effects may be recoverable through rates or other regulatory mechanisms, 
particularly with respect to coal-related generation, the availability, timing or completeness of such rate 
recovery cannot be assured. Ultimately, climate change matters could result in material effects on 
LG&E’s results of operations, liquidity and financial position. 

CONTROLS AND PROCEDUREB 

Management 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 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. 
misstatements. Also, projections of any evaluation of effectiveness to fiiture 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. 

LG&E is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 
and associated rules (the ccAct”) and consequently is not required to evaluate the effectiveness of the 
Company’s internal control over financial reporting pursuant to Section 404 of the Act. However, 
management has assessed the effectiveness of the Company’s internal control over financial reporting as 
of December 3 1 , 2009 using the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission in Internal Control - Integrated Framework. Management has concluded that, as 
of December 3 1 , 2009, the Company’s internal control over financial reporting was effective based on 
those criteria. 
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Effective April 1,2009, the Company initiated a new software and data system for customer accounts 
and associated billing, management, operations and record-keeping aspects thereof, following a 
comprehensive planning, testing and implementation project. There were no changes to the Company’s 
internal controls as a result of the new software implementation. There have been no changes in the 
Company’s internal control over financial reporting that occurred during the twelve months ended 
December 3 1 , 2009, that have materially affected, or are reasonably likely to materially affect the 
Company’s internal control over financial reporting. 

The effectiveness of the Company’s internal control over financial reporting as of December 3 1 , 2009, 
has been audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its 
report which is included in the 2009 LG&E Financial Statements and Additional Information. 
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Louisville Gas and Electric Company 
Statements of Income 

(Millions of $) 
Years Ended December 3 1 

2009 2008 2007 

Electric (Note 12) .............................................................................. $ 918 $1,016 $ 932 
.................................................................................................... 452 353 354 - _____ Gas 

............................................................ 1,468 1,285 Total operating revenues 1,272 

OPERATING REVENUES: 

OPERATING EXPENSES: 
Fuel for electric generation ............................................................... 328 346 318 
Power purchased (Notes 9 and 12) .................................................... 59 120 82 
Gas supply expenses ......................................................................... 243 347 254 
Other operation and maintenance expenses ...................................... 339 309 276 

............................................ 127 126 
Total operating expenses ............................................................. 1,105 1,249 1,056 

Depreciation and amortization (Note 1) 136 ~ ______ 

Net operating income .............................................................................. 167 219 229 

37 Mark-to-market expense/(income) - net (Note 3 )  .................................. 
Other income - net (Note 3) .................................................................... (1) (7) 

Interest expense to affiliated companies (Notes 8 and 12) 27 - ~ 

(1 8) 

Interest expense (Notes 3, 7 and 8) ......................................................... 17 29 29 
..................... 29 21 

Income before income taxes ................................................................... 142 131 179 

................................................. 41 59 Federal and state income taxes (Note 6) 47 - - 
.............................................................................................. $ 95 $ 90 $ 120 Net income 

I - -  

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

Statements of Retained Earnings 
(Millions of $) 

Years Ended December 3 I 
2009 - 2008 2007 

Balance January 1 ................................................................................... $ 740 $ 690 $ 639 
Add net income ....................................................................................... 95 90 120 

(4) Preferred stock buyback ......................................................................... 
780 755 835 - ___ 
-~ 

................ 40 65 

Balance December 3 1 ............................................................................. $ 755 $ 740 $ 690 

Deduct cash dividends declared on common stock (Note 12) 80 ~ ~ 

. - -  

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 $) 

Years Ended December 3 1 
2009 2008 2007 

Net income ........................................................................................................ $ 95 $ 90 $ 120 

Gain (loss) on derivative instruments and hedging activities, 

-- 

net of tax benefit (expense) of $(l), less than $1 and $2 for 2009, 
.............................................. 2008 and 2007, respectively (Notes 1 and 3) 4 (1) (4) - _ _ _ .  

Comprehensive income .................................................................................... $ 99 $ 89 $ 116 
I - -  

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Balance Sheets 
(Millions of $) 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) .................................................................... 
Accounts receivable. net: (Note 1) 

Customer . less reserves of $1 million as of December 3 1. 2009 and 2008 .. 
Other . less reserves of $1 million as of December 31. 2009 and 2008 ......... 

Accounts receivable from associated companies (Note 12) ................................. 
Materials and supplies (Note 1): 

Fuel (predominantly coal) ............................................................................. 
Gas stored underground ................................................................................. 
Other materials and supplies ........................................................................... 

Deferred income taxes . net (Note 6) .................................................................. 
Regulatory assets (Note 2) ................................................................................... 
Prepayments and other current assets ................................................................... 

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

Utility plant. at original cost (Note 1): 
Electric ................................................................................................................. 

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

Deferred debits and other assets: 
Collateral deposit (Note 3) ................................................................................... 
Regulatory assets (Note 2): 

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

Other assets .......................................................................................................... 
Total deferred debits and other assets ....................................................................... 

Total Assets ............................................................................................................... 

December 3 1 
2009 

$ 5  

131 
12 
53 

61 
56 
33 
4 

14 
13 

3 82 

2008 

$ 4  

180 
22 

1 

51 
112 
32 
14 
43 
11 

470 

3. 334 
640 
226 

4. 200 

1. 708 
2. 492 

342 
2. 834 

17 

204 
125 

5 

3. 343 
599 
190 

4. 132 

1. 690 
2. 442 

374 
2. 816 

22 

250 
89 
6 

351 

$ 3. 567 

367 

$ 3. 653 

The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(Millions of $) 

December 3 1 
2009 2008 

LIABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long-term debt (Note 7) ........................................................ 
Notes payable to affiliated companies (Notes 8 and 12) .................................... 
Accounts payable ............................................................................................... 
Accounts payable to affiliated companies (Note 12) ......................................... 
Accrued income taxes ........................................................................................ 
Customer deposits .............................................................................................. 
Regulatory liabilities (Note 2) ............................................................................ 
Other current liabilities ...................................................................................... 

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

Long-term debt: 
Long-term bonds (Note 7) .......... : ....................................................................... 

Total long-term debt ................................................................................................ 
Long-term debt to affiliated company (Note 7 and 12) ...................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .................................................... 

Investment tax credit (Note 6) ............................................................................ 
Asset retirement obligations ............................................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ............................................... 
Deferred income taxes ................................................................................. 
Other ............................................................................................................. 

Derivative liability (Note 3) ............................................................................... 
Other liabilities ................................................................................................... 

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

Accumulated provision for pensions and related benefits (Note 5) ................... 

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock. without par value . 

Additional paid-in capital (Note 12) .................................................................. 
Accumulated other comprehensive income (Note 13) ....................................... 
Retained earnings ............................................................................................... 

Total common equity .............................................................................................. 

Authorized 75.000. 000 shares. outstanding 21.294. 223 shares .................... 

Total Liabilities and Equity ..................................................................................... 

$ 120 
170 
97 
28 
15 
22 
38 
42 

532 

291 
485 
776 

373 
198 
48 
31 

256 
41 

6 
28 
25 

1. 006 

$ 120 
222 
105 
38 
7 

22 
35 
39 

588 

291 
485 
776 

360 
225 
50 
31 

251 
45 
11 
55 
27 

1. 055 

424 424 
84 84 

755 740 
1. 253 1. 234 

(10) (14) 

$ 3. 567 $ 3. 653 

The accompanying notes are an integral part of these financial statements . 
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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 ........................................................... 
Gain from disposal of asset ......................................................... 
Provision for pension and postretirement plans ........................... 
Derivative liability ........................................ i .............................. 
Other ............................................................................................ 

Accounts receivable ..................................................................... 
Materials and supplies ................................................................. 
Gas supply clause receivable. net ................................................ 
Accounts payable ......................................................................... 
Accrued income taxes .................................................................. 
Other current assets and liabilities ............................................... 

Change in collateral deposit . interest rate swap .............................. 
Pension and postretirement funding .................................................. 
Storm restoration regulatory asset (Note 2) ...................................... 
Change in other comprehensive income ........................................... 

Change in certain current assets and liabilities: 

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

Construction expenditures ................................................................ 
Assets sold to affiliate ...................................................................... 
Proceeds from sale of assets .............................................................. 
Change in restricted cash .................................................................. 
Change in non-hedging derivatives ................................................... 

Net cash used for investing activities .......................................... 

Long-term borrowings from affiliated company (Note 7) ................ 
Short-term borrowings from affiliated company - net (Note 8) ....... 
Retirement of first mortgage bonds ................................................... 
Issuance of pollution control bonds .................................................. 
Retirement of preferred stock ............................................................ 
Acquisition of outstanding bonds ...................................................... 
Reissuance of reacquired bonds ........................................................ 

Additional paid-in capital .................................................................. 
Net cash (used for)/provided by 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 FLOWS FROM INVESTING ACTIVITIES: 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Payment of dividends ........................................................................ 

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 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

Jefferson Co . 2000 Series A. due May 1. 2027. 5.375% ................................... 
Trimble Co . 2000 Series A. due August 1. 2030. variable % ............................ 
Jefferson Co . 2001 Series A. due September 1. 2027. variable % ..................... 
Jefferson Co . 2001 Series A. due September 1. 2026. variable % ..................... 
Trimble Co . 2001 Series A. due September 1. 2026. variable % ...................... 
Jefferson Co . 2001 Series B. due November 1. 2027. variable % ..................... 
Trimble Co . 2001 Series B. due November 1. 2027. variable % ....................... 
Trimble Co . 2002 Series A. due October 1 .  2032. variable % ........................... 
Louisville Metro 2003 Series A. due October 1. 2033. variable % ................... 
Louisville Metro 2005 Series A. due February 1. 2035. 5.75% ......................... 
Trimble Co . 2007 Series A. due June 1. 2033. 4.60% ....................................... 
Louisville Metro 2007 Series A. due June 1. 2033. 5.625% .............................. 
Louisville Metro 2007 Series B. due June 1. 2033. variable % ......................... 

Total pollution control series .................................................................................. 

Due January 16. 2012. 4.33%, unsecured .......................................................... 
Notes payable to Fidelia: 

Due April 30. 2013. 4.55%, unsecured .............................................................. 
Due August 15. 20 13. 5.3 1 %. unsecured ........................................................... 
Due November 23. 2015. 6.48%, unsecured ..................................................... 
Due July 25. 2018. 6.21%, unsecured ................................................................ 
Due November 26. 2022. 5.72%, unsecured ..................................................... 
Due April 13. 203 1. 5.93%, unsecured .............................................................. 
Due April 13. 2037. 5.98 %. unsecured ............................................................. 

Total notes payable to Fidelia ................................................................................. 
Total long-term debt outstanding ....................................................................... 
Less reacquired debt .......................................................................................... 
Less current portion of long-term debt .............................................................. 
Long-term debt .................................................................................................. 

COMMON EQUITY: 
Common stock. without par value . 

Authorized 75.000. 000 shares. outstanding 21.294. 223 shares ......................... 
Additional paid-in capital (Note 12) .................................................................. 

Accumulated other comprehensive income (Note 13) ............................................ 
Retained earnings .................................................................................................... 
Total common equity .............................................................................................. 

Total capitalization .................................................................................... : ................... 

2009 

$ 25 
83 
10 
22 
28 
35 
35 
42 

128 
40 
60 
31 
35 

574 

25 
100 
100 
50 
25 
47 
68 
70 

485 

1. 059 

163 

120 

776 

424 
84 

755 
I. 253 

$ 2. 029 

(10) 

- 

2008 

$ 25 
83 
10 
22 
28 
35 
35 
42 

128 
40 
60 
31 
35 

574 

25 
100 
100 
50 
25 
47 
68 
70 

485 

1. 059 

163 

120 

776 

424 
84 

(14) 
740 

1. 234 
$ 2. 010 

The accompanying notes are an integral part of these 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 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 provides electric service to approximately 396,000 customers in Louisville and adjacent areas in 
Kentucky covering approximately 700 square miles in 9 counties. Natural gas service is provided to 
approximately 321,000 customers in its electric service area and 8 additional counties in Kentucky. 
Approximately 98% of the electricity generated by LG&E is produced by its coal-fired electric 
generating stations, all equipped with systems to reduce SO2 emissions. 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 U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation. 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 2009 presentation with no impact on net assets, liabilities and capitalization or previously reported 
net income. However, for 2008 cash from operations was increased by $36 million and cash flows from 
investing decreased by $36 million and for 2007, cash from operations increased by $7 million and cash 
flows from investing decreased by $7 million. 

Regulatory Accounting. LG&E is subject to the regulated operations guidance of the FASB ASC, under 
which regulatory assets are created based on expected recovery from customers in future rates to defer 
costs that would otherwise be charged to expense. Likewise, 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 froin the 
current 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. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts included in customer accounts 
receivable 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. The allowance for doubtful accounts included in other accounts receivable is composed 
of accounts aged more than four months. Accounts are written off as management determines them 
uncollectible. 

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 December 31,2009 and 2008, the emission allowances inventory was less than $1 million. 

Other Property and Investments. Other property and investments, included in other assets on the balance 
sheets, consists of LG&E’s investment in OVEC and non-utility plant. LG&E and 10 other electric utilities 
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are owners of OVEC, located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, 
Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. OVEC’s power is currently supplied to 
LG&E and 12 other companies affiliated with the various owners. Pursuant to current contractual 
agreements, LG&E owns 5.63% of OVEC’s company stock and is contractually entitled to receive 
5.63% of OVEC’s output, approximately 124 Mw of generation capacity. 

As of December 31,2009 and 2008, 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 Company’s financial 
statements and is accounted for under the cost method of accounting. The direct exposure to loss as a 
result of its involvement with OVEC is generally limited to the value of its investment. See Note 9, 
Commitments and Contingencies, for further discussion of developments regarding LG&E’s ownership 
interest and power purchase rights. 

Utility Plant. 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 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 approxiinately 3.1 % in 2009 (3.0% electric, 
2.3% gas and 5.8% common); 3.1% in 2008 (2.9% electric, 2.7% gas and 7.3% common); and 3.2% in 
2007 (3.0% electric, 2.8% gas and 7.7% common) of average depreciable plant. Of the amount provided for 
depreciation, at December 3 1 , 2009, approximately 0.6% electric, 0.5% 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, 2008, approximately 0.4% electric, 0.9% 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 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. 

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. In accordance with the guidance of the FASB ASC, deferred tax assets and liabilities are 
recognized for the fiiture 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. The income 
taxes guidance of the FASB ASC 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. 
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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. 

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 the construction of a new base-load, coal-fired unit, TC2. See Note 6, 
Income Taxes. Investment tax credits prior to 2006 resulted from provisions of the tax law that perinitted 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 inultiplied 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 $64 million, $73 million and $65 million at December 3 1 , 2009,2008 and 2007, 
respectively. 

Fuel and Gas Costs. The cost of fiiel 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 raternaking mechanism related to natural gas 
procurement activity. See Note 2, Rates and Regulatory Matters, for a description of the FAC and GSC. 

Management’s Use of Estimates. The preparation of financial statements in conforinity 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: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 
2009, and is effective for interim and annual periods ending after September 15,2009. The guidance 
establishes the FASB ASC as the single source of authoritative nongovernmental U.S. generally 
accepted accounting principles. It had no effect on the Company’s results of operations, financial 
position or liquidity; however, references to authoritative accounting literature have changed with the 
adoption. 
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Subsequent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and 
annual periods ending after June 15,2009. This guidance requires disclosure of the date through which 
subsequent events have been evaluated, as well as whether that date is the date the financial statements 
were issued or the date they were available to be issued. The adoption of this guidance had no impact on 
the Company's results of operations, financial position or liquidity; however, additional disclosures were 
required with the adoption. See Note 14, Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in April 
2009, and is effective for interim and annual periods ending after June 15,2009. This guidance requires 
qualitative and quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The 
adoption had no impact on the Company's results of operations, financial position or liquidity; however, 
additional disclosures were required with the adoption. See Note 3, Financial Instruments, for additional 
disclosures. 

Employers' Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers' disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31,2009. This guidance requires additional disclosures 
related to pension and other postretirement benefit plan assets. Additional disclosures include the 
investment allocation decision-malting process, the fair value of each major category of plan assets as 
well as the inputs and valuation techniques used to measure fair value and significant concentrations of 
risk within the plan assets. The adoption had no impact on the Company's results of operations, financial 
position or liquidity; however, additional disclosures were required with the adoption. See Note 5, 
Pension and Other Postretirement Benefit Plans, for additional disclosures. 

Disclosures about Derivative Instruments and Hedging; Activities 
> 

The guidance related to disclosures about derivative instruments and hedging activities was issued in 
March 2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on 
or after November 15,2008. The objective of this guidance is to enhance the current disclosure 
fiamework. The adoption had no impact on LG&E's results of operations, financial position or liquidity; 
however, additional disclosures relating to derivatives were required with the adoption effective January 
1 , 2009. See Note 3, Financial Instruments, for additional disclosures. 

Noncontrolling Interests in Consolidated Financial Statements 

The guidance related to noncontrolling interests in consolidated financial statements was issued in 
December 2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning 
on or after December 15, 2008. The objective of this guidance is to improve the relevance, 
comparability and transparency of financial information in a reporting entity's consolidated financial 
statements. The Company adopted this guidance effective January 1,2009, and it had no impact on its 
results of operations, financial position or liquidity. 
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Fair Value Measurements 

In January 20 10, the FASB issued guidance related to fair value measurement disclosures requiring 
separate disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value 
measurements and separate information about purchases, sales, issuances and settlements within level 3 
measurements. This guidance is effective for the first reporting period beginning after issuance except 
for disclosures about the roll-forward of activity in level 3 fair value measurements. This guidance will 
have no impact on the Company’s results of operations, financial position or liquidity; however, 
additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is 
effective for the first reporting period beginning after issuance. The guidance provides amendments to 
clarify and reduce ambiguity in valuation techniques, adjustments and measurement criteria for 
liabilities measured at fair value. The adoption had no impact on the Company’s results of operations, 
financial position or liquidity, and no additional disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was 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. This guidance does not expand the application of 
fair value accounting to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date 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. All other amendments have been evaluated and have 
no impact on the Company’s financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial 
assets and liabilities, and it had no impact on the results of operations, financial position or liquidity, 
however, additional disclosures relating to its financial derivatives and cash collateral on derivatives, as 
required, are now provided. Fair value accounting for all nonrecurring fair value measurements of 
nonfinancial assets and liabilities was adopted effective January 1 , 2009, and it had no impact on the 
results of operations, financial position or liquidity. At December 3 1 , 2009, no additional disclosures 
were required as LG&E did not have any nonfinancial assets or liabilities measured at fair value 
subsequent to initial measurement. 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and 
annual periods ending after June 15,2009. This update provides additional guidance on determining fair 
values when there is no active market or where the price inputs being used represent distressed sales. 
The adoption had no impact on the Company’s results of operations, financial position or liquidity. 

Note 2 - Rates and Regulatory Matters 

The Company 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 the 
regulated operations guidance of the FASB ASC. Given its position in the marketplace and the status of 
regulation in Kentucky, there are no plans or intentions to discontinue the application of the regulated 
operations guidance of the FASB ASC. 
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2010 Electric and Gas Rate Cases 

In January 201 0, LG&E filed an application with the Kentucky Commission requesting an increase in 
electric base rates of approximately 12%, or $95 million annually, and its gas base rates of 
approximately 8%, or $23 million annually, including an 11.5% return on equity for electric and gas. 
LG&E has requested the increase, based on the twelve month test year ended October 3 1 , 2009, to 
become effective on and after March 1 , 20 10. The requested rates have been suspended until August 1 , 
20 10, at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. The parties are currently exchanging data requests in the proceedings 
and a hearing date has been scheduled for June 2010. An order in the proceeding may occur during the 
third or fourth quarters of 20 10. 

2008 Electric and Gas Rate Cases 

In July 2008, LG&E filed an application with the Kentucky Commission requesting increases in base 
electric and gas rates. In January 2009, LG&E, the AG, the KIUC and all other parties to the rate cases 
filed a settlement agreement with the Kentucky Commission, under which LG&E’s base gas rates will 
increase by $22 million annually, and base electric rates will decrease by $13 million annually. An 
Order approving the settlement agreement was received in February 2009. The new rates were 
implemented effective February 6,2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. 
The VDT surcredit resulted from a 2001 initiative to share savings of $25 million from the VDT 
initiative with customers over five years. In February 2006, LG&E and all parties to the proceeding 
reached a unanimous settlement agreement on the fiiture ratemalting treatment of the VDT surcredit 
which was approved by the Kentucky Commission in March 2006, at an annual rate of $9 million. 
Under the terms of the settlement agreement, the VDT surcredit continued at its then current level until 
such time as LG&E filed for a change in electric or natural gas base rates. In accordance with the Order, 
the VDT surcredit terminated in August 2008, the first billing month after the July 2008 filing for a 
change in base rates. 

In December 2007, LG&E submitted its plan to allow the merger surcredit to terminate as scheduled on 
June 30,2008. The merger surcredit originated as part of the LG&E Energy merger with KU Energy 
Corporation in 1998. In June 2008, the Kentucky Commission issued an Order approving a unanimous 
settlement agreement reached with all parties to the case which provided for a reduction in the merger 
surcredit to approximately $6 million for a 7-month period beginning July 2008, termination of the 
merger surcredit when new base rates went into effect on or after January 3 1 , 2009, and that the merger 
surcredit be continued at an annual rate of $12 million thereafter should the Company not file for a 
change in base rates. In accordance with the Order, the merger surcredit was terminated effective 
February 6,2009, with the implementation of new base rates. 

40 



Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
Current regulatory assets: 
GSC 
ECR 
FAC 
Net MISO exit 
Other 

Total current regulatory assets 

Non-current regulatory assets: 
Storm restoration 
ARO 
Unamortized loss on bonds 
Net MISO exit 
Other 

Subtotal non-current regulatory assets 

Pension and postretirement benefits 
Total non-current regulatory assets 

Current regulatory liabilities: 
GSC 
DSM 

Total current regulatory liabilities 

$ 3  $ 28 
7 4 
- 7 
1 - 
3 4 

$ 43 - $ 14 
7 

$ 67 
30 
22 

4 
2 

125 

204 
$329 - 

$ 24 
29 
23 
12 
1 

89 

250 
$ 339 - 

$ 34 $ 30 
4 5 

$ 35 $ 38 - - 
Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant $256 
Deferred income taxes - net 41 
Other 6 

$303 - Total non-current regulatory liabilities 

$ 251 
45 
11 

$ 307 = 

LG&E does not currently earn a rate of return on the ECR, FAC, GSC and gas performance-based 
ratemaking (included in “GSC” above) regulatory assets which are separate recovery mechanisms with 
recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset that represents the changes in funded status of the plans. LG&E will recover this asset 
through pension expense included in the calculation of base rates. No return is currently earned on the 
ARO asset. When an asset with an ARO is retired, the related ARO regulatory asset will be offset 
against the associated ARO regulatory liability, ARO asset and ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. 
LG&E currently earns a rate of return on the balance of Mill Creek Ash Pond costs included in other 
regulatory assets, as well as recovery of these costs. The Company is seeking recovery of the Storm 
restoration regulatory asset and CMRG and KCCS contributions, included in other regulatory assets, in 
the current base rate case. The Company recovers through the calculation of base rates, the amortization 
of the net MISO exit regulatory asset incurred through April 30,2008, and other regulatory assets 
including the East Kentucky Power Cooperative FERC transmission settlement agreement and rate case 
expenses. Other regulatory liabilities include DSM and MISO administrative charges collected via base 
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rates Erom May 2008 through February 5,2009. The MISO regulatory liability will be netted against the 
remaining costs of withdrawing Erom the MISO, per a Kentucky Commission Order, in the current 
Kentucky base rate case. 

ARO. A summary of LG&E’s net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities 
and cost of removal established under the asset retirement and environmental obligations guidance of the 
FASB ASC, follows: 

ARO Net ARO Regulatory Regulatory Accumulated 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal 
As of December 3 1 , 2006 $ 4 $ (28) $ 22 $ -  $ 3  
ARO accretion - 2 - - (2) 
Removal cost incurred - 1 - - - 
As of December 3 1 , 2007 $ 4 $ (29) $ 24 $ -  $ 3  

- 2 ARO accretion (2) 
Removal cost reclass 3 (3) - 
As of December 3 1 , 2008 4 (31) 29 (3) 3 
ARO accretion - 2 - - (2) 
ARO depreciation 1 - 1 - - 
ARO settlements 1 (2) 

- - 
- - 

- - - 
Removal cost incurred - 1 - - 
As of December 3 1 , 2009 $ 5 $ 30 - $ (3) - $ (31) - - $ 3  - 
Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, 
an offsetting regulatory credit was recorded in depreciation and amortization in the income statement of 
$2 million in 2009,2008 and 2007 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 liability pursuant to regulatory treatment prescribed under the 
regulated operations guidance of the FASB ASC. For the year ended December 3 1 , 2008, removal costs 
incurred were less than $1 million. For the years ended December 31,2009,2008 and 2007, LG&E 
recorded less than $1 inillion 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 the regulated operations guidance of the FASB ASC. 

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 the asset 
retirement and environmental obligations guidance of the FASB ASC, no material asset retirement 
obligations are recorded for transmission and distribution assets. 

GSC. 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 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-recoveries of natural gas supply cost Erom 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 Performance Based Ratemaking (“PBR”) 
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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) incurred during each PBR year (12 months 
ending October 3 1). During the PBR years ending in 2009, 2008 and 2007, LG&E achieved $7 million, 
$1 1 million and $10 million in savings, respectively. In 2009,2008 and 2007, of the total savings 
amount, LG&E’s portion was approximately $2 million, $3 million and $2 million, respectively, and the 
customers’ portion was approximately $5 million in 2009, and $8 million in both 2008 and 2007. 
Pursuant to the extension of LG&E’s natural gas supply cost PBR mechanism effective November 1 , 
200 1 , the sharing mechanism under the PBR requires savings (and expenses) to be shared 25% with 
shareholders and 75% with customers up to 4.5% of the benchmarlted natural gas costs. Savings (and 
expenses) in excess of 4.5% of the benchmarlted natural gas costs are shared 50% with shareholders and 
50% with customers. The current natural gas supply cost PBR mechanism was extended through 2010 
without further modification. In December 2009, LG&E filed with the Kentucky Commission for an 
extension of LG&E’s natural gas supply cost PBR mechanism through 201 5 with certain modifications. 

MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, 
related to proceedings that had been underway since July 2003, LG&E withdrew from the MISO 
effective September 1,2006. 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 its 
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, the Company paid $13 million to the 
MISO and made related FERC compliance filings. The Company’s payment of this exit fee was with 
reservation of its rights to contest the amount, or components thereof, following a continuing review of 
its calculation and supporting documentation. LG&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 of less than $1 million and an 
estimated $2 million over the next seven years for credits realized from other payments the MISO will 
receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, LG&E has established a 
regulatory asset for the MISO exit fee, net of former MISO administrative charges collected via base 
rates through the base rate case test year ended April 30,2008. The net MISO exit fee is subject to 
adjustment for possible future MISO credits, and a regulatory liability for certain revenues associated 
with former MISO administrative charges, which were collected via base rates until February 6,2009. 
The approved 2008 base rate case settlement provided for MISO administrative charges collected 
through base rates from May 1,2008 to February 6, 2009, and any future adjustments to the MISO exit 
fee, to be established as a regulatory liability until the amounts can be amortized in future base rate 
cases. This regulatory liability balance as of October 3 1 , 2009 has been included in the base rate case 
application filed on January 29,2010. MISO exit fee credit amounts subsequent to October 31,2009, 
will continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various participants 
active in the MISO trading market which generally seek to compensate for uneconomic generation 
dispatch due to regional transmission or power market operational considerations, with some customer 
classes eligible for payments, while others may bear charges. The FERC Orders approved two requests 
for significantly altered formulas and principles, each of which the FERC applied differently to calculate 
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RSG charges for various historical and future periods. Based upon the 2008 FERC Orders, the Company 
established a reserve during the fourth quarter of 2008 of $2 million relating to potential RSG 
resettlement costs for the period ended December 3 1 , 2008. However, in May 2009, after a portion of 
the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on 
one November 2008 Order which changed the effective date and reduced almost all of the previously 
accrued RSG resettlement costs. Therefore, these costs were reversed and a receivable was established 
for amounts already paid of $1 million, which the MISO began refunding back to the Company in June 
2009, and which were fully collected by September 2009. In June 2009, the FERC issued an Order in 
the rate mismatch RSG proceeding, stating it will not require resettlements of the rate mismatch 
calculation from April 1,2005 to November 4,2007. An accrual had previously been recorded in 2008 
for the rate mismatch issue for the time period April 25,2006 to August 9, 2007, but no accrual had 
been recorded for the time period November 5,2007 to November 9,2008 based on the prior Order. 
Accordingly, the accrual for the former time period was reversed and an accrual for the latter time 
period was recorded in June 2009, with a net effect of less than $1 million of expense, substantially all 
of which was paid by September 2009. 

In August 2009, the FERC determined that the MISO had failed to demonstrate that its proposed 
exemptions to real-time RSG charges were just and reasonable. In November 2009, the MISO made a 
compliance filing incorporating the rulings of the FERC orders and a related task-force, with a primary 
open issue being whether certain of the tariff changes are applied prospectively only or retroactively to 
approximately January 6, 2009. The conclusion of the RSG matter, including the retroactivity decision, 
may result in refunds to the Company, but the Company cannot predict the ultimate outcome of this 
matter, nor the financial impact, at this time. 

In November 2009, LG&E and KU filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with 
Southwest Power Pool, Inc. in September 2010. The application seeks authority for LG&E and KU to 
function after such date as the administrators of their own open access transmission tariffs for most 
purposes. The Tennessee Valley Authority, which currently acts as Reliability Coordinator, would also 
assume certain additional duties. A number of parties have intervened and filed comments in the matter 
and initial stages of data response proceedings have occurred. The application is subject to continuing 
FERC proceedings, including fiirther submissions or filings by, intervenors or FERC staff, prior to a 
ruling by the FERC. During January 2010, the Kentucky Commission issued an Order generally 
authorizing relevant state regulatory aspects of the proposed arrangements. 

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 approxiinates the effective interest method, over the life of either the replacement debt 
(in the case of refinancing) or the original life of the extinguished debt. 

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  customer^^ accounts for the difference between the fuel cost component of base rates 
and the actual file1 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 
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then current fiiel adjustment charge or credit to the base charges. In November 2009, January 2009, May 
2008 and January 2008 the Kentucky Commission issued Orders approving the charges and credits 
billed through the FAC for the six-month periods ending April 2009, April 2008, October 2007 and 
April 2007, respectively. In January 2009 and December 2006, the Kentucky Cominission initiated 
routine examinations of the FAC for the two-year periods November 1,2006 through October 3 1,2008 
and November 1, 2004 through October 3 1,2006. The Kentucky Commission issued Orders in June 
2009 and November 2007 approving the charges and credits billed through the FAC during the review 
periods. 

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. 

The Kentucky Coinmission requires reviews of the past operations of the environmental surcharge for 
six-month and two-year billing periods to evaluate the related charges, credits and rates of return, as well 
as to provide for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an 
Order was issued approving the charges and credits billed through the ECR during the two-year period 
ending April 2009, an increase in the jurisdictional revenue requirement, a base rate roll-in and a revised 
rate of return on capital. In July 2009, an Order was issued approving the charges and credits billed 
through the ECR during the six-month period ending October 2008, as well as approving billing 
adjustments for under-recovered costs and the rate of return on capital. In August 2008, an Order was 
issued approving the charges and credits billed through the ECR during the six-month periods ending April 
2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued approving 
the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustments 
to base rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review of LG&E’s environmental 
surcharge for the billing period ending October 2009. The proceeding will progress throughout the first 
half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Coinmission 
seeking approval to recover investments in environmental upgrades and operations and maintenance 
costs at the Company’s generating facilities. During 2009, LG&E reached a unanimous settlement with 
all parties to the case and the Kentucky Cornmission issued an Order approving LG&E’s application. 
Recovery on customer bills through the monthly ECR surcharge for these projects began with the 
February 201 0 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which 
provides for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the 
February 2009 expense month filing, which represents a slight increase over the previously authorized 
10.50%. 

Storm. Restoration. In January 2009, a significant ice storm passed through LG&E’s service territory 
causing approximately 205,000 customer outages, followed closely by a severe wind storm in February 
2009, causing approximately 37,000 customer outages. The Company filed an application with the 
Kentucky Commission in April 2009, requesting approval to establish a regulatory asset, and defer for 
fiiture recovery, approximately $45 million in incremental operation and maintenance expenses related 
to the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the 

45 



Company to establish a regulatory asset of up to $45 million based on its actual costs for storm damages 
and service restoration due to the January and February 2009 storms. In September 2009, the Company 
established a regulatory asset of $44 million for actual costs incurred, and the Company is seeking 
recovery of this asset in its current base rate case. 

In September 2008, high winds from the remnants of Hurricane &e passed through the service territory 
causing significant outages and system damage. In October 2008, LG&E filed an application with the 
Kentucky Commission requesting approval to establish a regulatory asset, and defer for future recovery, 
approximately $24 million of expenses related to the storm restoration. In December 2008, the 
Kentucky Commission issued an Order allowing the Company to establish a regulatory asset of up to 
$24 million based on its actual costs for storm damages and service restoration due to Hurricane Ike. In 
December 2008, the Company established a regulatory asset of $24 million for actual costs incurred, and 
the Company is seeking recovery of this asset in its current base rate case. 

Mill Creek Ash Pond Costs. In June 2005, the Kentucky Commission issued an Order approving the 
establishment of a regulatory asset for $6 inillion in costs related to the removal of ash from the Mill 
Creek ash pond, and authorized amortization over four years beginning in May 2006. 

Rate Case Expenses. LG&E incurred $1 inillion in expenses related to the development and support of 
the 2008 Kentucky base rate case. The Kentucky Commission approved the establishment of a 
regulatory asset for these expenses and authorized amortization over three years beginning in March 
2009. 

CMRG and KCCS Contributions. In JUIY 2008, LG&E and KU, along with Duke Energy Kentucky, 
Inc. and Kentucky Power Company, filed an application with the Kentucky Commission requesting 
approval to establish regulatory assets related to contributions to the CMRG for the development of 
technologies for redudng carbon dioxide emissions and the KCCS to study the feasibility of geologic 
storage of carbon dioxide. The filing companies proposed that these contributions be treated as 
regulatory assets to be deferred until recovery is provided in the next base rate case of each company, at 
which time the regulatory assets will be amortized over the life of each project: four years with respect 
to the KCCS and ten years with respect to the CMRG. LG&E and KU jointly agreed to provide less than 
$2 million over two years to the KCCS and up to $2 inillion over ten years to the CMRG. In October 
2008, an Order approving the establishment of the requested regulatory assets was received and LG&E 
is seeking rate recovery in the Company’s 2010 base rate case. 

Pension and Postretirement Benefits. LG&E accounts for pension and postretirement benefits in 
accordance with the compensation - retirement benefits guidance of the FASB ASC. This guidance 
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 other 
comprehensive income the changes in the funded status in the year in which the changes occur. Under 
the regulated operations guidance of the FASB ASC, 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 the compensation - retirement benefits guidance of the FASB ASC. Regulators have been 
clear and consistent with their historical treatment of such rate recovery, therefore, the Company has 
recorded a regulatory asset representing 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. 
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Accumulated Cost of Removal of Utility Plant. As of December 31,2009 and 2008, LG&E has 
segregated the cost of removal, previously embedded in accumulated depreciation, of $256 million and 
$25 1 million, respectively, in accordance with FERC Order No. 63 1. This cost of removal component is 
for assets that do not have a legal ARO under the asset retirement and environmental obligations 
guidance of the FASB ASC. For reporting purposes in the balance sheets, LG&E has presented this cost 
of removal as a regulatory liability pursuant to the regulated operations guidance of the FASB ASC. 

Deferred Income Taxes - Net. These regulatory liabilities represent the hture revenue impact from the 
reversal of deferred income taxes required for unamortized investment tax credits and deferred taxes 
provided at rates in excess of currently enacted rates. 

DSM. LG&E’s rates contain a DSM provision which 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. The total annual budget for these programs is approximately $26 million. In March 
2008, the Kentucky Coinmission issued an Order approving the application, with minor modifications. 
LG&E and KU filed revised tariffs in April 2008, under authority of this Order, which were effective in 
May 2008. 

Other Regulatory Matters 

Kentucky Commission Report on Storms. In November 2009, the Kentucky Commission issued a 
report following review and analysis of the effects and utility response to the September 2008 wind 
storm and the January 2009 ice storm, and possible utility industry preventative measures relating 
thereto. The report suggested a number of proposed or recommended preventative or responsive 
measures, including consideration of selective hardening of facilities, altered vegetation management 
programs, enhanced customer outage communications and similar measures. In March 20 10, the 
Companies filed a joint response reporting on their actions with respect to such recommendations. The 
response indicated implementation or completion of substantially all of the recommendations, including, 
among other matters, on-going reviews of system hardening and vegetation management procedures, 
certain test or pilot programs in such areas, and fielding of enhanced operational and customer outage- 
related systems. 

Wind Power Agreements. In August 2009, LG&E and KU filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts 
and cost recovery mechanisms. The contracts were executed in August 2009, and are contingent upon 
LG&E and KU receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, 
LG&E and KU would jointly purchase respective assigned portions of the output of two Illinois wind 
farms totaling an aggregate 109.5 Mw. In September 2009, the Companies filed an application and 
supporting testimony with the Kentucky Commission. In October 2009, the Kentucky Commission 
issued an Order denying the Companies’ request to establish a surcharge for recovery of the costs of 
purchasing wind power. The Kentucky Commission stated that such recovery constitutes a general rate 
adjustment and is subject to the regulations of a base rate case. The Kentucky Commission Order 
currently provides for the request for approval of the wind power agreements to proceed independently 
from the request to recover the costs thereof via surcharges. In November 2009, LG&E and KU filed for 
rehearing of the Kentucky Commission’s Order and requested that the matters of approval of the 
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contract and recovery of the costs thereof remain the subject of the same proceeding. During December 
2009, the Kentucky Commission issued data requests on this matter. In March 2010, the Companies 
filed a motion requesting a ruling on this matter during the second quarter of 2010. The Companies 
cannot currently predict the timing or outcome of this proceeding. 

Trimble County Asset Sale and Depreciation. LG&E and KU are currently constructing a new base- 
load, coal fired unit, TC2, which will be jointly owned by the Companies, together with the WLEA and 
the IMPA. In July 2009, the Companies notified the Kentucky Commission of the proposed sale fiom 
LG&E to KU of certain ownership interests in certain existing Trimble County generating station assets 
which are anticipated to provide joint or common use in support of the jointly-owned TC2 generating 
unit under construction at the station. The undivided ownership interests being sold are intended to 
provide KU an ownership interest in these common assets that is proportional to its interest in TC2 and 
the assets’ role in supporting both TC1 and TC2. In December 2009, LG&E and KU completed the sale 
transaction at a price of $48 million, representing the current net book value of the assets, multiplied by 
the proportional interest being sold. 

In August 2009, in a separate proceeding, LG&E and KU jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pollution control 
and other plant equipment and assets. The filing requests common depreciation rates for the applicable 
jointly-owned TC2-related assets, rather than applying differing depreciation rates in place with respect 
to LG&E’s and KU’s separately-owned base-load generating assets. During December 2009, the 
Kentucky Commission extended the data discovery process through January 20 10 and authorized LG&E 
and KU on an interim basis to begin using the depreciation rates for TC2 as proposed in the application. 
In March 20 10, the Kentucky Commission issued a final Order approving the use of the proposed 
depreciation rates on a permanent basis. 

TC2 CCN Application and Transmission Matters. An application for a CCN for construction of TC2 
was approved by the Kentucky Commission in November 2005. CCNs for two transmission lines 
associated with TC2 were issued by the Kentucky Commission in September 2005 and May 2006. All 
regulatory approvals and rights of way for one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, 
Kentucky. In August 2006, LG&E and KU obtained a successfiil dismissal of the challenge at the 
Franklin County Circuit Court, which ruling was reversed by the Kentucky Court of Appeals in 
December 2007, and the proceeding reinstated. A motion for discretionary review of that reversal was 
filed by LG&E and I<U with the Kentucky Supreme Court and was granted in April 2009. That 
proceeding, which seeks reinstatement of the Circuit Court dismissal of the CCN challenge, has been 
fiilly briefed and oral argument occurred during March 2010. A ruling on the matter could occur by mid 
2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental 
authorization and real property or easement acquisition procedures and certain Hardin County 
landowners have raised challenges to the transmission line in some of these forums as well. 

During 2008, LG&E’s affiliate, KU obtained various successfhl rulings at the Hardin County Circuit 
Court confirming its condemnation rights. In August 2008, several landowners appealed such rulings to 
the Kentucky Court of Appeals and received a temporary stay preventing KU fiom accessing their 
properties. In April 2009, that appellate court denied IW’s motion to lift the stay and issued an Order 
retaining the stay until a decision on the merits of the appeal. Efforts to seek reconsideration of that 
ruling, or to obtain intermediate review of the ruling by the Kentucky Supreme Court, were 
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unsuccessful, and the stay remains in effect. The underlying appeal on KU’s right to condemn remains 
pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the 
condemnation proceedings have been unsuccessful to date. During the fourth quarter of 2008, LG&E 
and KU entered into settlements with certain Meade County landowners and obtained dismissals of prior 
litigation they had brought challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, I W  has obtained easements to allow construction of temporary 
transmission facilities bypassing those properties while the litigated issues are resolved. In September 
2009, the Kentucky Commission issued an Order stating that a CCN was necessary for two segments of 
the proposed temporary facilities. In December 2009, the Kentucky Commission granted the CCNs for 
the relevant segments and the property owners have filed various motions to intervene, stay and appeal 
certain elements of the Kentucky Commission’s recent orders. In January 2010, in respect of two of such 
proceedings, the Franklin County circuit court issued Orders denying the property owners’ request for a 
stay of construction and upholding the prior Kentucky Commission denial of their intervenor status. In 
parallel with, and consistent with the relevant proceedings and their status, KU is conducting appropriate 
real estate acquisition and construction activities with respect to these temporary transmission facilities. 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission 
line in federal district court in Louisville, Kentucky. In that action, the landowners claim that the U.S. 
Army failed to comply with certain National Historic Preservation Act requirements relating to 
easements for the line through Fort Knox. LG&E and KU are cooperating with the U.S. Army in its 
defense in this case and in October 2009, the federal court granted the defendants’ motion for summary 
judgment and dismissed the plaintiffs’ claims. During November 2009, the petitioners filed submissions 
for review of the decision with the gfh Circuit Court of Appeals. 

LG&E and KU are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting 
proceedings. 

Arena. In August 2006, LG&E filed an application with the Kentucky Commission requesting approval 
for the sale of property to the Louisville Arena Authority which was granted in a September 2006 Order. 
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 of the costs to be incurred in relocating certain LG&E 
facilities related to the arena transaction of approximately $63 million. As of December 3 1 , 2009, 
approximately $62 million of the total costs have been received. The relocation work was substantially 
completed during 2009, with follow up work continuing in 2010 and 201 1. The parties further entered 
into a property sale contract providing for LG&E’s sale of a downtown site to the Louisville Arena 
Authority which was completed for $9 million in September 2008. 

Market-Based Rate Authority. In JUIY 2006, the FERC issued an Order in LG&E’s market-based rate 
proceeding accepting the Company’s further proposal to address certain market power issues the FERC 
had claimed would arise upon an exit from the MISO. In particular, the Company 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 
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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 FERC issued Order No. 697 
implementing certain reforms to market-based rate regulations, including restrictions similar to those 
previously in place for the Company’s power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales 
involving areas where market power is deemed to exist. As a condition of receiving and retaining 
market-based rate authority, LG&E must coinply with applicable affiliate restrictions set forth in the 
FERC regulation. During September 2008, the Company submitted a regular tri-annual update filing 
under market-based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating 
to power sales and purchases at control area interfaces or into control areas involving market power. In 
July 2009, the FERC issued an order approving the Company’s September 2008 application for market- 
based rate authority. During July 2009, affiliates of LG&E completed a transaction terminating certain 
prior generation and power marketing activities in the Big Rivers Electric Corporation control area, 
which termination should ultimately allow a filing to request a determination that the Company no 
longer is deemed to have market power in such control area. 

LG&E conducts certain of its wholesale power sales activities in accordance with existing market-based 
rate authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market- 
based rate authority could alter the amount of sales made at market-based versus cost-based rates. The 
Company’s sales under market-based rate authority totaled $27 million for the year ended December 3 1, 
2009. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability 
Organizations (“RROs”) by the North American Electric Reliability Corporation (WERC”), 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 nonmonetary penalties, 
depending upon the circumstances of the violation. LG&E is a member of the SERC Reliability 
Corporation (“SERC”), which acts as LG&E’s RJXO. During May 2008, the SERC and LG&E agreed to 
a settlement involving penalties totaling less than $1 million related to LG&E’s February 2008 self- 
report concerning possible violations of certain existing mitigation plans relating to reliability standards. 
During December 2009, the SERC and LG&E agreed to a settlement involving penalties totaling less 
than $1 million concerning a June 2008 self-report by LG&E relating to three other standards and an 
October 2008 self-report relating to an additional standard. During December 2009, LG&E submitted a 
self-report relating to an additional standard. SERC proceedings for the December self-report are in the 
early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation 
plans. Settlements with the SERC proceed to NERC and FERC review before becoming final. While 
LG&E believes itself to be in compliance with the mandatory reliability standards, the Company cannot 
predict the outcome of other analyses, including on-going SERC or other reviews described above. 

Integrated Resource Planning. Integrated resource planning (,‘IRPyY) regulations in Kentucky require 
major utilities to make triennial IRP filings with the Kentucky Commission. In April 2008, LG&E and 
KU filed their 2008 joint IRP with the Kentucky Commission. The IRP provides historical and projected 
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demand, resource and financial data, and other operating performance and system information. The 
Kentucky Commission issued a staff report and Order closing this proceeding in December 2009. 

PUHCA 2005. E.ON, LG&E’s ultimate parent, is a registered holding company under PUHCA 2005. 
E.ON, 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. 

EBAct 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 standards within eighteen months after the enactment of 
EPAct 2005 and to commence consideration of Section 1254 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 and Section 1254 standards should not be adopted. However, all five 
Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot program 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 Corninission in 
April 2007. 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. The tariff was filed in October 2008, with an effective date 
of December 1,2008. LG&E files annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 

Pursuant to a LG&E 2004 rate case settlement agreement, 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. In JUIY 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 
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capacity in 2004, and plans to spend approximately $55 million from 2010 to 2012. 

Green Energy Riders. In February 2007, LG&E and KU filed a Joint Application and Testimony for 
Proposed Green Energy Riders. 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. During November 2009, LG&E and KU filed an 
application to both continue and modify the existing Green Energy Programs and requested a Kentucky 
Cominission Order by March 20 10. 

ome Energy Assistance Program. In July 2007, LG&E filed an application with the Kentucky 
Commission for the establishment of a Home Energy Assistance program. During September 2007, the 
Kentucky Commission approved the five-year program as filed, effective in October 2007. The program 
terminates in September 2012, and is fbnded through a $0.10 per month meter charge. Effective 
February 6,2009, as a result of the settlement agreement in the 2008 base rate case, the program is 
funded through a $0.15 per month meter charge. 

Collection Cycle Revision. As part of its base rate case filed on July 29,2008, LG&E proposed to 
change the due date for customer bill payments from 15 days to 10 days to align its collection cycle with 
KU. In addition, KU proposed to include a late payment charge if payment is not received within 15 
days from the bill issuance date to align with LG&E. The settlement agreement approved in the rate case 
in February 2009, changed the due date for customer bill payments to 12 days after bill issuance for both 
LG&E and KU. 

Depreciation Study. In December 2007, LG&E filed a depreciation study with the Kentucky 
Commission as required by a previous Order. In August 2008, the Kentucky Commission issued an 
Order consolidating the depreciation study with the base rate case proceeding. The approved settlement 
agreement in the rate case established new depreciation rates effective February 2009. 

Brownfield Development Rider Tariff. In March 2008, LG&E 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 permits special contracts with such 
customers which provide for a series of declining 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. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own 
motion initiated a proceeding to establish interconnection and net metering guidelines in accordance 
with amendments to existing statutory requirements for net metering of electricity. The jurisdictional 
electric utilities and intervenors in this case presented proposed interconnection guidelines to the 
Kentucky Commission in October 2008. In a January 2009 Order, the Kentucky Commission issued the 
Interconnection and Net Metering Guidelines - Kentucky that were developed by all parties to the 
proceeding. LG&E does not expect any financial or other impact as a result of this Order. In April 2009, 
LG&E filed revised net metering tariffs and application forms pursuant to the Kentucky Commission’s 
Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months all 
net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow 
sufficient time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. 
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In June 2009, the Kentucky Commission Staff held an informal conference with the parties to discuss 
issues related to the net metering tariffs filed by LG&E. Following this conference, the intervenors and 
LG&E resolved all issues and LG&E filed revised net metering tariffs with the Kentucky Commission. 
In August 2009, the Kentucky Commission issued an Order approving the revised tariffs. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an administrative 
proceeding to consider new standards as a result of the Energy Independence and Security Act of 2007 
(“EISA 2007”), part of which amends the Public Utility Regulatory Policies Act of 1978 (,‘PUR”’’). 
There are four new PURPA standards and one non-PURPA standard applicable to electric utilities. The 
proceeding also considers two new PURPA standards applicable to natural gas utilities. EISA 2007 
requires state regulatory commissions and nonregulated utilities to begin consideration of the rate design 
and smart grid investments no later than December 19,2008, and to complete the consideration by 
December 19,2009. The Kentucky Commission established a procedural schedule that allowed for data 
discovery and testimony through July 2009. A public hearing has not been scheduled in this matter. In 
October 2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of LG&E’s non-trading financial instruments as of December 3 1 follow: 

2009 2008 
Carrying Fair Carrying Fair 

(in millions) Value Value Value . Value 
Long-term debt (including 

current portion of $120 million) $ 41 1 $ 411 $ 411 $ 392 
Long-term debt fi.om affiliate $ 485 $ 512 $ 485 $ 458 
Interest-rate swaps - liability $ 28 $ 28 $ 55 $ 55 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt fiom 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at 
current market rates. The current market values are determined based on quotes from investment banks that 
are actively involved in capital markets for utilities and factor in LG&E’s credit ratings and default risk. 
The fair values of the swaps reflect price quotes fioin dealers, consistent with the fair value measurements 
and disclosures guidance of the FASB ASC. The fair values of cash and cash equivalents, accounts 
receivable, accounts payable and notes payable are substantially the same as their carrying values. 

LG&E is subject to the risk of fluctuating interest rates in the normal course of business. The 
Company’s policies allow for the interest rate risk to be managed through the use of fixed rate debt, 
floating rate debt and interest rate swaps. At December 3 1 , 2009, a 100 basis point change in the 
benchmark rate on LG&E’s variable rate debt, not effectively hedged by an interest rate swap, would 
impact pre-tax interest expense by $2 million annually. 

The Company is subject to interest rate and commodity price risk related to on-going business 
operations. It currently manages these risks using derivative financial instruments, including swaps and 
forward contracts. 

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 the fair value measurements and disclosures 
guidance of the FASB ASC, as follows: 
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- Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets 
or liabilities in active markets. 

* Level 2 - Include other inputs that are directly or indirectly observable in the 
marketplace. - Level 3 - Unobservable inputs which are supported by little or no market activity. 

Interest Rate Swaps. 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. 

The fair value of the interest rate swaps is determined by a quote from the counterparty. This value is 
verified monthly by LG&E using a model that calculates the present value of future payments under the 
swap utilizing current swap market rates obtained from another dealer active in the swap market and 
validated by market transactions. Market liquidity is considered, however the valuation does not require 
an adjustment for market liquidity as the market is very active for the type of swaps used by the 
Company. LG&E considered the impact of counterparty credit risk by evaluating credit ratings and 
financial information. All counterparties had strong investment grade ratings at December 3 1 , 2009. 
LG&E did not have any credit exposure to the swap counterparties, as it was in a liability position at 
December 3 1 , 2009, therefore, the market valuation required no adjustment for counterparty credit risk. 
In addition, the Company and certain counterparties have agreed to post margin if the credit exposure 
exceeds certain thresholds. Using these valuation methodologies, the swap contracts are considered level 
2 based on measurement criteria in the fair value measurements and disclosures guidance of the FASB 
ASC. Cash collateral for interest rate swaps is classified as a collateral deposit which is a long-term asset 
and is a level 1 measurement based on the funds being held in a demand deposit account. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $179 
inillion as of December 3 1 , 2009 and 2008. Under these swap agreements, LG&E paid fixed rates 
averaging 4.52% and received variable rates based on LIBOR or the Securities Industry and Financial 
Markets Association’s municipal swap index averaging 0.20%, 1.27% and 3.5% at December 31,2009, 
2008 and 2007, respectively. One swap hedging the Company’s $83 million Trimble County 2000 
Series A bond has been designated as a cash flow hedge and continues to be highly effective. One swap 
designated to hedge the Company’s $128 million Jefferson County 2003 Series A bond with a notional 
value of $32 million was terminated in December 2008. See Note 7, Long-Term Debt. The remaining 
three interest rate swaps designated to hedge the same bond became ineffective during 2008 as a result 
of the impact of downgrades of the bond insurers of the underlying debt. 

The interest rate swaps are accounted for on a marl-to-market basis in accordance with the derivatives 
and hedging guidance of the FASB ASC. Financial instruments designated as effective cash flow hedges 
have resulting gains and losses recorded within other comprehensive income and common equity. The 
ineffective portion of financial instruments designated as cash flow hedges is recorded to earnings 
monthly as is the entire change in the market value of the ineffective swaps. The table below shows the 
pre-tax amount and income statement location of gains and losses from interest rate swaps for the years 
ended December 3 1 , 2009 and 2008: 
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(in millions) 
December 3 1 , 2009 

Interest rate swaps - change in the 
mark-to-market of ineffective swaps 

Interest rate swaps - change in the 
ineffective portion of swaps 
deemed highly effective 

Total 

December 3 1 , 2003 

Interest rate swaps - change in the 
mark-to-market of ineffective swaps 

Interest rate swaps - change in the 
ineffective portion of swaps 
deemed highly effective 

Total 

Location of Gain 
(Loss) Recognized 

in Income on Derivatives 

Other income (expense) - net 

Interest Expense 

Other income (expense) - net 

Interest Expense 

Amount of Gain 
(Loss) Recognized 

in Income on Derivatives 

$ 21 

1 
,$ 22 

The interest rate swaps were deemed to be highly effective in 2007, resulting in a pre-tax loss of $6 
million for the year ended December 3 1 , 2007, recorded in other Comprehensive income; therefore, there 
was no income statement impact in 2007. 

Amounts recorded in accumulated other comprehensive income will be reclassified into earnings in the 
same period during which the hedged forecasted transaction affects earnings. The amount amortized 
from other comprehensive income to income in the years ended December 3 1 , 2009,2008 and 2007 was 
less than $1 million. 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 $17 million, used 
as collateral for one of the interest rate swaps, is classified as a collateral deposit which is a long-term 
asset on the balance sheet. The amount of the deposit required is tied to the market value of the swap. 

A decline of 100 basis points in the current market interest rates would reduce the fair value of LG&E’s 
interest rate swaps by approximately $28 million. Such a change could affect other comprehensive 
income if the hedge is effective, or the income statement if the hedge is ineffective. 

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

Energy trading and risk management contracts are valued using prices based on active trades from 
Intercontinental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are 
the primary determinants of valuation. When sufficient trading activity is unavailable, other inputs 
include prices quoted by brokers or observable inputs other than quoted prices, such as one-sided bids or 
offers as of the balance sheet date. Using these valuation methodologies, these contracts are considered 
level 2 based on measurement criteria in the fair value measurements and disclosures guidance of the 
FASB ASC. Quotes are verified quarterly using an independent pricing source of actual transactions. 
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Quotes for combined off-peak and weekend timeframes are allocated between the two timeframes based 
on their historically proportionate ratios to the integrated cost. No other adjustments are made to the 
foiward prices. No changes to valuation techniques for energy trading and risk management activities 
occurred during 2009,2008 or 2007. Changes in market pricing, interest rate and volatility assumptions 
were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and 
trading activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have been 
initiated. To further mitigate credit risk, LG&E seeks to enter into netting agreements or require cash 
deposits, letters of credit and parental company guarantees as security fiom counterparties. The 
Company uses S&P, Moody’s and definitive qualitative and quantitative data to assess the financial 
strength of counterparties on an on-going basis. If no external rating exists, LG&E assigns an internal y 
generated rating for which it sets appropriate risk parameters. As risk management contracts are valued 
based on changes in market prices of the related commodities, credit exposures are revalued and 
monitored on a daily basis. At December 3 1,2009, 100% of the trading and risk management 
commitments were with counterparties rated BBB-/Baa3 equivalent or better. The Company has 
reserved against counterparty credit risk based on the counterparty’s credit rating and applying historical 
default rates within varying credit ratings over time provided by S&P or Moody’s. At December 31, 
2009 and 2008, credit reserves related to the energy trading and risk management contracts were less 
than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 3 1,2009 and 2008, 
was 315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009, 
will settle in 2010. 

The following tables set 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 of December 3 1 , 2009 and 2008. 
Cash collateral related to the energy trading and risk management contracts was less than $1 million at 
December 3 1 , 2008. Cash collateral is categorized as other accounts receivable and is a level 1 
measurement based on the fiinds being held in liquid accounts. Energy trading and risk management 
contracts are considered level 2 based on measurement criteria in the fair value measurements and 
disclosures guidance of the FASB ASC. Liabilities arising fiom energy trading and risk management 
contracts accounted for at fair value at December 31,2008 total less than $1 million and use level 2 
measurements. There are no level 3 measurements for the periods ending December 31,2009 and 2008. 

Recurring Fair Value Measurements (in millions) 
December 3 1,2009 

Financial Assets: 
Level 1 Level 2 Total 

Energy trading and risk management contract 
cash collateral $ 2  $ - $ 2 

Energy trading and risk management - 2 2 
contracts 
Interest rate swaD cash collateral 17 - 17 

Total Financial Assets $ 19 $ 2 $ 21 

Financial Liabilities: 
Energy trading and risk management $ - $ 2 $ 2 
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contracts 

Total Financial Liabilities 
Interest rate swaps - 28 

$ - $ 30 

December 31,2008 , 

Financial Assets: 
Level 1 Level 2 

- Energy trading and risk management $ $ 1 

Interest rate swap cash collateral 22 - 
Total Financial Assets $ 22 $ 1 

contracts 

Financial Liabilities: 
Interest rate swaps 

Total Financial Liabilities 

28 
$ 30 

Total 

$ 1 

22 
$ 23 

$ 55 
$ 55  

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based upon 
the Company's credit ratings from each of the major credit rating agencies. At December 3 1,2009, there 
are no energy trading and risk management contracts with credit risk related contingent features that are 
in a liability position, and no collateral posted in the normal course of business. The aggregate mark-to- 
market value of all interest rate swaps with credit risk related contingent features that are in a liability 
position on December 3 1 , 2009 is $22 million, for which the Company has posted collateral of $17 
million in the normal course of business. If the Company's credit rating had been one notch lower at 
December 3 1 , 2009, the credit risk related contingent features underlying these agreements would have 
been triggered and the Company would have been required to post an additional $2 million of collateral 
to its counterparties for the interest rate swaps. There would have been no effect on the energy trading 
and risk management contracts or collateral required as a result of a one notch lower credit rating at 
December 3 1 , 2009. 

The table below shows the fair value and balance sheet location of derivatives designated as hedging 
instruments as of December 3 1 , 2009 and 2008: 

(in millions) 
December 3 1,2009 

Interest rate swaps 
Total 

December 3 1,2008 

Interest rate swaps 
Total 

Asset Derivatives Liability Derivatives 
Balance Sheet Balance Sheet 

Location Fair Value Location Fair Value 

Long-term 
Other assets $ derivative liability 

$ m 

Other assets $ 
$ 
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The table below shows the fair value and balance sheet location of derivatives not designated as hedging 
instruments as of December 3 1 , 2009 and 2008: 

(in millions) 
December 3 1 , 2009 

Interest rate swaps 
Energy trading and risk 

management contracts (current) 
Total 

December 3 1 , 2008 

Interest rate swaps 
Energy trading and risk 

management contracts (current) 
Total 

Asset Derivatives 
Balance Sheet 

Location Fair Value 

Other assets $ - 
Other current 

assets 2 u 

Other assets $ - 
Other current 

assets 1 u 

Liability Derivatives 

Location Fair Value 
Balance Sheet 

Long-term 

Other current 
liabilities 

derivative liability $ 9 

2 - u 

Long-term 

Other current 
derivative liability $ 3 1 

liabilities ___. - 
$.2J 

The gain or loss on hedging interest rate swaps recognized in other comprehensive income for the year 
ended December 3 1 , 2009,2008 and 2007, was a $5 million gain, a $1 inillion loss and a $6 million 
loss, respectively. The gain or loss on derivatives reclassified from accumulated other comprehensive 
income to income was a gain of less than $1 million in 2009 and a loss of $7 million in 2008, and was 
recorded in other income (expense) - net. There was no gain or loss on derivatives reclassified from 
accumulated other comprehensive income in 2007. 

LG&E manages the price risk of its estimated future excess economic generation capacity using market- 
traded forward financial contracts. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income 
for the years ended December 3 1 , 2009,2008 and 2007: 

(in millions) 
December 3 1 , 2009 

Location of Gain 
(Loss) Recognized 

in Income on Derivatives 

Energy trading and risk management 

Energy trading and risk management 

Interest rate swaps (realized) 
Interest rate swaps (unrealized) 

contracts (realized) Electric revenues 

contracts (unrealized) Electric revenues 
Other income (expense) - net 
Other income (expense) - net 

Total 

Amount of Gain 
(Loss) Recognized 

in Income on Derivatives 

$ 10 
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December 3 1,2008 

Energy trading and risk management 

Energy trading and risk management 

Interest rate swaps (realized) 
Interest rate swaps (unrealized) 

contracts (realized) Electric revenues 

contracts (unrealized) Electric revenues 
Other income (expense) - net 
Other income (expense) - net 

Total 

December 3 1 , 2007 

Energy trading and risk management 

Energy trading and risk management 

Interest rate swaps (realized) 
Interest rate swaps (unrealized) 

contracts (realized) Electric revenues 

contracts (unrealized) Electric revenues 
Other income (expense) - net 
Other income (expense) - net 

Total 

$ 3  

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. 

LG&E’s customer receivables and natural gas and electric revenues arise from deliveries of natural gas to 
approximately 32 1,000 customers and electricity to approximately 396,000 customers in Louisville and 
adjacent areas in Kentucky. For the year ended December 3 1,2009,72% of total revenue was derived from 
electric operations and 28% from natural. gas operations. For the year ended December 3 1,2008,69% of 
total revenue was derived from electric operations and 3 1 % from natural gas operations. For the year ended 
December 3 1,2007,73% of total revenue was derived froin electric operations and 27% from natural gas 
operations. During 2009, the Company’s 10 largest electric and gas customers accounted for less than 
15% and less than 10% of total volumes, respectively. 

Effective November 2008, LG&E and employees represented by the IBEW Local 2100 signed a three-year 
collective bargaining agreement. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions. The employees represented by this bargaining agreement comprise 
approximately 67% of the Company’s workforce at December 3 1,2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

LG&E employees benefit from both funded and unfiinded non-contributory defined benefit pension 
plans and other postretirement benefit plans that together cover employees hired by December 3 1,2005. 
Employees hired after this date participate in the Retirement Income Account (“RIA”), a defined 
contribution plan. The Company makes an annual lump sum contribution to the RIA, based on years of 
service and a percentage of covered compensation. The health care plans are contributory with 
participants’ contributions adjusted annually. The Company uses December 3 1 as the measurement date 
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for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the 
defined benefit plans’ obligations and the fair value of assets for the two-year period ending December 
3 1 , 2009, and the funded status for the plans as of December 3 1 : 

(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Plan amendments 
Benefits paid, net of retiree contributions 
Actuarial loss and other 

Benefit obligation at end of year 

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 

Pension Benefits 
Other Postretirement 

Benefits 
2009 2008 

$ 429 $ 408 
4 4 

26 26 
- - 

(27) (28) 
9 19 

$ 441 $ 429 

00 
$ 325 $ 286 

$ (116) $ (143) 

2009 2008 

$ 88 $ 89 
1 1 
5 5 
- 2 

2 
(6) (9) 

- 
$ 90 $ 88 

$ 3 $ 5  

8 7 
(6) (9) 

$ (85) $ (85) 

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 3 1 : 

Other postretirement 
(in millions) 

Regulatory assets 
Accrued benefit liability (current) 
Accrued benefit liability (non-current) 

Amounts recognized in regulatory assets consist of: 

(in millions) 

Transition obligation 
Prior service cost 
Accuinulated loss 
Total regulatory assets 

Pension Benefits 
2009 2008 

$ 188 $ 233 

Pension Benefits 
2009 2008 

$ - $ -  
32 38 

156 195 
$ 188 $ 233 

Benefits 
2009 2008 

$ 16 $ 17 

Other Postretirement 
Benefits 

2009 2008 
$ 2 $ 3  

6 8 
8 6 

$ 16 $ 17 
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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 
2009 2008 2009 2008 

$ 441 $ 429 $ 90 $ 88 
408 3 96 - - 
325 286 5 3 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and 
Regulatory Matters. 

The amounts recognized in regulatory assets for the years ended December 3 1 , are composed of 
the following: 

(in millions) Pension Benefits 
2009 2008 

Prior service cost arising during the period $ - $ -  
Net loss/(gain) arising during the period (27) 147 
Amortization of prior service (cost)/credit (6) (6) 
Amortization of transitional (obligation)/asset - - 
Amortization of gaiid(1oss) 00 
Total amounts recognized in regulatory assets $ (45) $ 140 

Other Postretirement 
Benefits 

2009 2008 

Components of Net Periodic Benefit Cost. The following tables provide the components of net 
periodic benefit cost for pension and other postretirement benefit plans. The tables include the costs 
associated with both LG&E employees and E.ON U.S. Services’ employees, who provide services to the 
utility. The E.ON U.S. Services’ costs that are allocated to LG&E are approximately 43% of E.ON U.S. 
Services’ total cost for 2009, and 42% for both 2008 and 2007. 

(in millions) 

Service cost 
Interest cost 
Expected return on 

plan assets 
Amortization of prior 

service costs 
Amortization of 

actuarial loss 
Benefit cost at end 

of year 

Pension Benefits 

E.ON U.S. E.ON U.S. E.ON U.S. 
Services Services Services 

Allocation Total Allocation Total Allocation Total 
LG&E toLG&E LG&E LG&E toLG&E LG&E LG&E toLG&E LG&E 
2009 2009 2009 2008 2008 2008 2007 2007 2007 

$ 4 $  4 $  8 $ 4 $  4 %  8 $ 4 $  4 $ 8  
26 6 32 26 5 31 24 5 29 
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(in’millions) Other Postretirement Benefits 

Service cost 
Interest cost 
Amortization of prior 

Benefit cost at end 
service costs 

of year 

E.ON US. E.0NU.S. E.ON U.S. 
Services Services Services 

Allocation Total Allocation Total Allocation Total 
LG&E to LG&E LG&E LG&E to LG&E LG&E LG&E to LG&E LG&E 
2009 2009 2009 2008 2008 2008 2007 2007 2007 

$ 1 $  1 $ 2 $ 1 $  1 $ 2 $ 1 $  1 $ 2  
5 5 5 5 5 5 

The estimated amounts that will be amortized fiom regulatory assets into net periodic benefit cost in 
2010 are shown in the following table: 

(in millions) 

Regulatory assets: 
Net actuarial loss 
Prior service cost 
Transition obligation 

, 

Other 
Pension Postretirement 
Benefits Benefits 

$ 10 $ - 
5 1 
- 1 

Total regulatory assets amortized during 20 10 $ 15 $ 2 

The assumptions used in the measurement of LG&E’s pension benefit obligation are shown in the 
following table: 

2009 

6.08% 
Weighted-average assumptions as of December 3 1 : 
Discount rate - Union plan 
Discount rate - Non-union plan 6.13% 
Rate of compensation increase 5.25% 

2008 

6.33% 
6.25% 
5.25% 

The discount rates were determined by the December 28,2009, Mercer Pension Discount Yield Curve. 
These discount rates were then lowered by 8 basis points for the average change in 4 bond indices, 
Citigroup High Grade Credit Index AAA/AA 10+ years, Barclays Capital US Long Credit AA, Merrill 
Lynch US Corporate AA-AAA rated 10+ years and Merrill Lynch US Corporate AA rated 15+ years, 
for the period from December 28,2009 to December 3 1 , 2009. 

The assumptions used in the measurement of LG&E’s net periodic benefit cost are shown in the 
following table: 

2009 2008 2007 
Discount rate 6.25% 6.66% 5.96% 
Expected long-term return on plan assets 8.25% 8.25% 8.25 % 
Rate of compensation increase 5.25% 5.25% 5.25 yo 
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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. 

The following describes the effects on pension benefits by changing the major actuarial assumptions 
discussed above: 

A 1% change in the assumed discount rate could have an approximate $50 million positive or 
negative impact to the 2009 accumulated benefit obligation and an approximate $57 million 
positive or negative impact to the 2009 projected benefit obligation. 
A 25 basis point change in the expected rate of retuiii on assets would have resulted in less 
than a $1 million positive or negative impact on 2009 pension expense. 

Assumed Health Care Cost Trend Rates. For measurement purposes, an 8% annual increase in the per 
capita cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease 
gradually to 4.5% by 2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care 
plans. A 1% change in assumed health care cost trend rates would have resulted in an increase or 
decrease of less than $1 million on the 2009 total of service and interest costs components and an 
increase or decrease of less than $2 million in year-end 2009 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) Benefits 
2010 $ 26 
201 1 26 
2012 26 
2013 25 
2014 25 
2015-19 138 

Other 
Postretirement 

Benefits 
$ 7  

7 
7 
7 
8 I 

36 

Plan Assets. The following table shows the plans’ weighted-average asset allocation by asset category 
at December 3 1 : 

Pension Plans Target Range 2009 2008 

Debt securities 30% - 50% 40 43 
Equity securities 45% - 75% 59% 55% 

Other 
Totals 

0% - 10% 1 2 
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 
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policy index comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Barclays Capital 
Aggregate and Barclays Capital U.S. Long GovernmentKredit 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 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 fiind. The portfolio may include a limited 
investment of up to 20% in below investment grade securities provided that the overall average portfolio 
quality remains “My 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 are either 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. 

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 .OO 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 U.S. 
government. 

LG&E has classified plan assets that are accounted for at fair value into the three levels of the fair value 
hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB ASC. See 
Note 3 of the Notes to Financial Statements. 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input 
that is significant to the fair value measurement. Valuation techniques used need to maximize the use of 
observable inputs and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided 
below: 

Money Market Fzmd These investments are public investment vehicles valued using $1 for the 
net asset value. The money market funds are classified within level 2 of the valuation hierarchy. 

Col.iznzon/Collective Trusts: Valued based on the beginning of year value of the plan’s interests in 
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the trust plus actual contributions and allocated investment income (loss) less actual distributions 
and allocated administrative expenses. Quoted market prices are used to value investments in 
the trust. The fair value of certain other investments for which quoted market prices are not 
available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The common/collective trusts are classified within level 2 of the valuation 
hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable 
value or reflective of future fair values. Furthermore, although the Company believes its valuation 
methods are appropriate and consistent with other market participants, the use of different methodolo- 
gies or assumptions to determine the fair value of certain financial instruments could result in a different 
fair value measurement at the reporting date. There were no changes in the plans’ valuation methodolo- 
gies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plans’ assets at fair value as 
of December 3 1 , 2009: 

(millions) Level 2 

Money Market Fund $ 2 
Cornmon/Collective Trusts 328 

Total investments at fair value $ 330 

There are no assets categorized as level 1 or level 3. 

Contributions LG&E made a discretionary contribution to the pension plan of $8 million in April 2009 
and $56 million in January 2007. The Company also made contributions to other postretirement benefit 
plans of $7 million in 2009,2008 and 2007. The amount of future contributions to the pension plan will 
depend upon the actual return on plan assets and other factors, but the Company fiinds its pension 
obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, LG&E 
made a discretionary contribution to the pension plan of $20 million and anticipates making voluntary 
contributions to fiind Voluntary Employee Beneficiary Association trusts to match the annual 
postretirement expense and funding the 40 1 (h) plan up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. New rules 
regarding fiinding of defined benefit plans are generally effective for plan years beginning in 2008. 
Among other matters, this comprehensive legislation contains provisions applicable to defined benefit 
plans which generally (i) mandate full 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 a number of provisions relating to defined-contribution 
plans and qualified and non-qualified executive pension plans and other matters. The Company’s plans 
met the minimum funding requirements as defined by the Pension Protection Act of 2006 for years 
ended December 3 1 , 2009 and 2008. 

Thrift Savings Plans. LG&E has a thrift savings plan under section 401(k) of the Internal Revenue Code. 
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 
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of the employee contributions. The costs of this matching were $3 million in both 2009 and 2008, and $2 
million in 2007. 

LG&E also makes contributions to retirement income accounts within the thrift savings plans for certain 
employees not covered by noncontributory defined benefit pension plans. These employees consist 
mainly of those hired after December 3 1 , 2005. The Company makes these contributions based on years 
of service and the employees’ wage and salary levels, and it makes them in addition to the matching 
contributions discussed above. The amounts contributed by the Company under this arrangement 
equaled less than $1 million in 2009,2008 and 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US 
Investments Corp., for each tax period. Each subsidiary of the consolidated tax group, including LG&E, 
calculates its separate income tax for each period. The resulting separate-return tax cost or benefit is 
paid to or received from the parent company or its designee. The Company also files income tax returns 
in various state jurisdictions. While 2006 and later years are open under the federal statute of limitations, 
Revenue Agent Reports for 2006-2007 have been received from the IRS, effectively closing these years 
to additional audit adjustments. Adjustments made by the IRS for the 2006 year were recorded in the 
2008 financial statements. Tax years 2007 and 2008 were examined under an IRS pilot program named 
“Compliance Assurance Process” (,‘CAPyy). This program accelerates the IRS’s review to begin during 
the year applicable to the return and ends 90 days after the return is filed. Adjustments for 2007, agreed 
to and recorded in January 2009, were comprised of $5 million of depreciable temporary differences. 
Areas remaining under examination for 2008 include bonus depreciation and the Company’s application 
for a change in repair deductions. No net material adverse impact is expected from these remaining 
areas. 

Additions and reductions of uncertain tax positions during 2009,2008 and 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 the audit periods as defined in the 
statutes. If recognized, the less than $1 million of unrecognized tax benefits would reduce the effective 
income tax rate. 

The amount LG&E recognized as interest expense and interest accrued related to unrecognized tax 
benefits was less than $1 inillion as of December 3 1 , 2009,2008 and 2007. The interest expense and 
interest accrued is based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. At the date of adoption, the Company accrued less than $1 million in interest 
expense on uncertain tax positions. LG&E records the interest as interest expense and penalties as 
operating expenses in the income statement and accrued expenses in the balance sheets, on a pre-tax 
basis. No penalties were accrued by the Company through December 3 1 , 2009. 

Components of income tax expense are shown in the table below: 

(in millions) 2009 
Current - federal $ 26 

- state 4 
Deferred - federal - net 14 

- state - net 2 
Investment tax credit - deferred 4 
Amortization of investment tax credit (3) 

66 



Total income tax expense 

Deferred federal income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and interest rate swaps. The offsetting decrease in federal current 
income tax expense was partially offset by higher pretax income in 2009. Current state tax expense 
decreased in 2008, compared to 2007, due to an increase in coal and recycle credits in 2008. Deferred 
federal income tax expense decreased in 2008 primarily due to temporary differences for mark-to- 
market interest rate swaps and GSC. 

In June 2006, LG&E and KU filed ajoint application with the U.S. Department of Energy (“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. A final IRS certification required to obtain the investment tax credit was received in August 
2007. In September 2007, LG&E received an Order fkoin the Kentucky Commission approving the 
accounting of the investment tax credit. LG&E’s portion of the TC2 tax credit will be approximately 
$24 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 $4 million, $8 million and $9 million in 2009,2008 
and 2007, respectively, decreasing current federal income taxes. The amount claimed through 2009 is all 
that LG&E is allowed to claim. LG&E has recorded its maximum credit of $24 million. In addition, a 
full depreciation basis adjustment is required for the amount of the credit. The income tax expense 
impact fkom amortizing these credits will begin when the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation of certain 
environmental laws and demanded relief, including suspension or termination of the program. During 
2008 and 2009, the plaintiffs submitted amended complaints alleging additional claims for relief. In 
October 2009, the plaintiffs filed a motion for a preliminary injunction seeking temporary 
implementation of certain elements of the requested relief. The Company is not currently a party to this 
proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 
Deferred tax liabilities: 

Depreciation and other plant-related items 
Regulatory assets and other 
Pension and related benefits 
Total deferred tax liabilities 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Liabilities and other 
Total deferred tax assets 

Net deferred income tax liability 

Balance sheet classification 
Current assets 

67 

2009 

$ 383 
45 
2 

430 

11 
16 
34 
61 

$ 369 - 

$ (4) 

$ 372 
39 
4 

41 5 

12 
18 
39 
69 

$ 346 

$ (14) 



Non-current liabilities 
Net deferred income tax liability 

373 360 
$ 369 $ 346 

The Company expects to have adequate levels of taxable income to realize its recorded deferred tax 
assets. 

A reconciliation of differences between the statutory U.S. federal income tax rate and LG&E's effective 
income tax rate follows: 

2009 2008 2007 
Statutory federal income tax rate 35.0% 35.0% 35.0% 
State income taxes, net of federal benefit 2.7 0.6 3.4 
Reduction of income tax reserve (0.5) (0.4) (0.6) 
Qualified production activities deduction (0.8) (1 .o> (1.1) 
Amortization of investment tax credits (2.1) (3.0) (2.2) 
Reversal of excess deferred taxes (0.7) (0.7) (1.1) 
Other differences 
Effective income tax rate 

(0.5) 0.8 (0.4) 
33.1% 3 1.3% 33.0% 

The effective income tax rate increased from 2008 to 2009 primarily due to state income tax, net of 
federal benefit. In 2008, LG&E claimed $5 inillion in state coal and recycle credits as compared to $1 
inillion in 2009. The effective income tax rate decreased from 2007 to 2008 primarily due to coal and 
recycle credits claimed in 2008. 

Note 7 - Long-Term Debt 

As of December 31,2009 and 2008, 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 miiiions) Interest Rates Maturities Amounts 
Outstanding at December 3 1 , 2009 and 2008: 
Noncurrent portion Variable - 6.48% 20 12-2037 $ 776 
Current portion Variable 2026-2027 $ 120 

Long-term debt includes $120 million classified as current portion 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 and Trimble County 
Series 2001 A and B. Maturity dates for these bonds range from 2026 to 2027. The average annualized 
interest rate for these bonds during 2009,2008 and 2007 was I .06%, 2.34% and 3.66'30, respectively. 

Pollution control series bonds are obligations issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan 
agreement obligates the Coinpany to make debt service payments to the county that equate to .the debt 
service due froin the county on the related pollution control revenue bonds. The loan agreement is an 
unsecured obligation of the Company. 

Several of the pollution control bonds are insured by monoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At December 3 1 , 2009, the 
Company had an aggregate $574 million (including $163 million of reacquired bonds) of outstanding 
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pollution control indebtedness, of which $135 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. During 2008, interest rates increased, and the Company 
experienced “failed auctions” when there were insufficient bids for the bonds. When a failed auction 
occurs, the interest rate is set pursuant to a formula stipulated in the indenture. During 2009,2008 and 
2007, the average rate on the auction rate bonds was 0.38%, 4.19% and 3.77%, 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 infi-equently. In June 2009, S&P downgraded the credit rating of Ambac from “A” to 
“BBB”. As a result, S&P downgraded the ratings on certain bonds in June 2009. The S&P ratings of 
these bonds are now based on the rating of the Company rather than the rating of Ambac since the 
Company’s rating is higher. The following table presents the bonds downgraded: 

Bond Rating. 
($ in millions) Moody’s S&P 
Tax Exempt Bond Issues Principal - 2009 2008 2009 - 2008 

Trimble County 2000 Series A $ 83 A2 A2 BBBt A 
Jefferson County 2001 Series A $ 10 A2 A2 BBBt A 
Triible County 2002 Series A $ 42 A2 A2 BBBt A 
Trimble County 2007 Series A $ 60 A2 A2 BBBt A 
Louisville Metro 2007 Series B $ 35 A2 A2 BBBt A 

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 

e 

e 

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 $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 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. 
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In March and April 2008, the Company conveiqed the Louisville Metro 2005 Series A and, 2007 Series 
A and B bonds from the auction rate mode to a weekly interest rate mode, as permitted under the loan 
documents. In connection with the conversions, LG&E purchased the bonds from the remarlteting 
agent. The Louisville Metro 2005 and 2007 Series A bonds were remarketed in November 2008, and 
the Company continues to hold the 2007 Series B bonds. 

In May 2008, LG&E converted the Jefferson County 2000 Series A bonds from the auction mode to a 
weekly interest rate mode, as permitted under the loan documents. In connection with the conversion, 
LG&E purchased the bonds from the remarlteting agent. The bonds were remarketed in November 
2008. 

In July 2008, LG&E converted the Louisville Metro 2003 Series A bonds from the auction mode to a 
weekly interest rate mode, as permitted under the loan documents. In connection with the conversion, 
LG&E purchased the bonds from the remarketing agent and continues to hold these bonds. 

In November 2008, LG&E converted three pollution control bonds to a mode wherein the interest rate 
is fixed for an intermediate term, but not the full term of the bond. At the end of the intermediate term, 
the Company must remarket the bonds or buy them back. The terms of the November transactions are 
as follows: 

($ in millions) Principal End of Fixed 

Jefferson County 2000 Series A $25 5.375% November 3 0,20 1 1 
Louisville Metro 2007 Series A $31 5.625% December 2,2012 
Louisville Metro 2005 Series A $40 5.75% December 1 , 20 13 

Series Amount Interest Rate Rate Term 

At the time of the conversion, the bond insurance policy that had been in place was terminated. 

As of December 31,2009, LG&E continued to hold repurchased bonds in the amount of $163 million. 
The Company will hold some or all of such repurchased bonds until a later date, at which time it may 
refinance, remarket or further convert such bonds. Uncertainty in markets relating to auction rate 
securities or steps the Company has taken or may take to mitigate such uncertainty, such as additional 
conversion, subsequent restructuring 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. 

All of LG&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 the 
Company’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 2009,2008 and 2007 was 1.06%’ 2.34% and 
3.66%, 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 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 the Company’s pollution control 
bonds. As of December 3 1 , 2009 and 2008, the Company had swaps with an aggregate notional 
value of $179 million. See Note 3, Financial Instruments. 
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There were no redemptions or maturities of long-term debt for 2009 or 2008. Redemptions and 
maturities of long-term debt for 2007 are summarized below: 

($ in millions) Principal Secured1 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $31  Variable Secured 2017 
2007 Pollution control bonds $60 Variable Secured 2017 
2007 Pollution control bonds $35 Variable Secured 2013 
2007 Mandatorily Redeemable Preferred Stock $20  5.875% Unsecured 2008 

There were no issuances of long-term debt in 2009. Issuances of long-term debt for 2007 and 2008 are 
~ 

summarized below: ~ 

($ in millions) 
Year Description 
2008 Due to Fidelia 
2008 Due to Fidelia 
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 

$50  
$25  
$31 
$60 
$35 
$70 
$68  
$47  

Rate 
6.48% 
6.21% 

Variable 
4.60% 

Variable 
5.98% 
5.93% 
5.72% 

Secured1 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 

Maturity 
2015 
2018 
2033 
2033 
2033 
2037 
203 1 
2022 

As of December 31,2009, $485 million of unsecured notes payable was outstanding to the Company’s 
affiliate, Fidelia, with interest rates ranging from 4.33% to 6.48% and maturities ranging fkom 2013 to 
2037. 

Long-term debt maturities for LG&E are shown in the following table: 

(in millions) 
2010 - 2012 $ 25 
2013 200 
2014 - 
Thereafter 671 (a) 
Total $ 896 

(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. 

Note 8 - Notes Payable and Other Short-Term Obligations 

LG&E participates in an intercompany money pool agreement wherein E.ON U.S. andlor 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 are as follows: 

Total Money Amount Balance Average 
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($ in millions) Pool Available Outstanding Available Interest Rate 
December 3 1 , 2009 $ 400 $ 170 $ 230 0.20% 
December 3 1 , 2008 $ 400 $ 222 $ 178 1.49% 

E.0N US.  maintains revolving credit facilities totaling $3 13 million at December 3 1 , 2009 and 2008, to 
ensure funding availability for the money pool. At December 3 1 , 2009 and 2008, one facility, totaling 
$150 million, is with E.ON North America, Inc., while the remaining line, totaling $163 million, is with 
Fidelia; both are affiliated companies. The balances are as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Available Interest Rate 
December 3 1 , 2009 $ 313 $ 276 $ 37 1.25% 
December 3 1 , 2008 $ 313 $ 299 $ 14 2.05% 

At December 31,2009 and 2008, the Company maintained bilateral lines of credit, with 
unaffiliated financial institutions, totaling $125 inillion which mature in June 2012. At December 
31,2009, there was no balance outstanding under any of these facilities. 

The covenants under these revolving lines of credit include the following: 
L) 

e 

a 

The debtkotal capitalization ratio mist 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 
3 1 , 2006 

LG&E was in compliance with these covenants at December 3 1,2009. 

Note 9 - Commitments and Contingencies 

Operating Leases. LG&E leases office space, office equipment, plant equipment, real estate, railcars, 
telecommunications and vehicles and accounts for these leases as operating leases. Total lease expense 
less amounts contributed by affiliated companies occupying a portion of the office space leased by the 
Company, was $6 inillion for 2009 and 2008, and $5 million for 2007. The future minimum annual lease 
payments for operating leases for years subsequent to December 3 1 , 2009, are shown in the following table: 

(in millions) 
2010 $ 5  
201 1 4 
2012 4 
2013 3 
2014 3 
Thereafter 2 
Total $ 21 

Sale and Leaseback Transaction. The Company 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 8-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 
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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, the Company 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 events of default 
currently exist with respect to the lease. Upon 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 , 2009, the maximum aggregate amount of default fees or amounts was $8 million, of 
which LG&E would be responsible for 38% (approximately $3 million). The Company has made 
arrangements with E.ON U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay its 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. 

Power Purchases. The Company has a contract for power purchases 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. The Company’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) 
2010 $ 21 
201 1 22 
2012 24 
2013 25 
2014 26 
Thereafter 
Total 

398 
$ 516 

Coal and Gas Purchase Obligations. LG&E has contracts to purchase coal, natural gas and natural gas 
transportation. Future obligations are shown in the following table: 

(in millions) 
2010 $ 386 
201 1 330 
2012 115 
2013 136 
2014 131 
Thereafter 39 (a> 
Total $ 1,137 

(a) Obligations after 2014 are indexed to future market prices and are not included above since prices 
will be set in the future using the contracted methodology. 

Construction Program. LG&E had $14 million of commitments in connection with its construction 
program at December 3 1 , 2009. 
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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 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. In March 2009, the parties completed an agreement resolving certain construction cost 
increases due to higher labor and per diem costs above an established baseline, and certain safety and 
compliance costs resulting from a change in law. The Company’s share of additional costs froh 
inception of the contract through the expected project coinpletion in 2010 is estimated to be 
approximately $5 million. During the past and to date in 2010, LG&E and KU have received a number 
of contractual notices from the TC2 construction contractor asserting force inajeure/excusable event 
claims for adjustments to either or both of contract price or construction schedule with respect to certain 
events which, if granted, may affect such contractual terms in addition to a possible extension of the 
commercial operations date, liquidated damages or other relevant provisions. The parties are continuing 
to discuss such matters in good faith and to resolve them in a commercially reasonable manner. The 
Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction of TC2 and/or relief relating to the construction 
completion or operations dates. 

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 for Air 
Quality (“KDAQ’) in November 2005. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to object to the state permit and subsequent permit revisions. 
In determinations made in September 2008 and June 2009, the EPA rejected most of the environmental 
groups’ claims, but identified three permit deficiencies which the KDAQ addressed by revising the 
permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the 
proposed permit subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although 
the agency recommended certain enhancements to the administrative record. In January 20 10, the 
KDAQ issued a final permit revision incorporating the proposed changes to address the two EPA 
objections. In March 2010, the Sierra Club submitted a petition to the EPA to object to the permit 
revision, which petition is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. 
However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

Thermostat Replacement. During January 2010, LG&E and KU announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies’ demand reduction 
programs, due to concerns that the therinostats may present a safety hazard. Under the plan, the 
Companies anticipate replacing up to approximately 14,000 thermostats. Estimated costs associated with 
the replacement program may be $2 million. However, the Companies cannot fblly predict the ultimate 
outcome of the replacement program or other effects or developments which may be associated with the 
thermostat replacement matter at this time. 

Reserve Sharing Developments. The membership of LG&E and KU in the Midwest Contingency 
Reserve Sharing Group terminated on December 3 1 , 2009. In December 2009, the Companies entered 
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into arrangements with Tennessee Valley Authority and East Kentucky Power Cooperative to form a 
new reserve sharing group, the TEE Contingency Reserve Sharing Group. Contingency reserves, 
including spinning reserves and supplemental reserves, relate to power or capacity requirements that the 
Companies must have available for certain reliability purposes. In general, the operational and financial 
impact of reserve sharing arrangements varies based upon factors such as the terms of the agreement, the 
relative generating and operations conduct of the parties and relevant market prices. While the 
Companies do not anticipate the revised reserve sharing developments will have a material adverse 
effect on their prospective operations or financial condition, such outcome cannot be guaranteed. 

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 Kentucky, 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. Under the terms of the majority of the long-term 
coal contracts the Company has in place, provisions are made to allow for price adjustments for 
compliance costs resulting from new or amended laws or regulations. LG&E’s coal suppliers regularly 
submit price adjustments related to these compliance costs. The Company employs an external 
consultant to review all relevant mine safety compliance cost claims for validity and reasonableness. 
Depending upon the terms of the contracts and commercial practice, the Company may delay payment 
of the adjustments or pay certain adjustments subject to refund. At appropriate times in the review, 
payment or refund processes, LG&E may male adjustments to the values or amounts or values of 
inventory, accounts receivable or accounts payable relating to coal matters. In general, the Company 
expects to recover these coal-related cost adjustments through the FAC. 

Environmental Matters. The Company‘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 Qziality. 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 lmown as 
National Ambient Air Quality Standards (‘WAAQS”). Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such nonattain- 
ment 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 ‘WOx SIP 
Call” rule requiring reductions in NOx emissions of approximately 85% from 1990 levels in order to 
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mitigate ozone transport fi-om 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 required additional SO2 emission reductions of 70% and NOx emission 
reductions of 65% from 2003 levels. The CAIR provided 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. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those 
under the federal CAR. 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. In January 2010, EPA 
issued a proposed rule to reconsider the NAAQS for Ozone, previously revised in 2008. The proposal 
would institute inore stringent standards. At present, the Company is unable to determine what, if any, 
additional requirements may be imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new 
regulation, but leaving the CAIR in place in the interim. Depending upon the course of such matters, the 
CAIR could be superseded by new or revised NOx or SO2 regulations with different or inore stringent 
requirements and SIPs which incorporate C A R  requirements could be subject to revision. LG&E is also 
reviewing aspects of its compliance plan relating to the CAR, including scheduled or contracted 
pollution control construction programs. Finally, as discussed below, the remand of the CAIR results in 
some uncertainty with respect to certain other EPA or state program and proceedings and the 
Companies’ Compliance plans relating thereto, due to the interconnection of the C A R  with such 
associated programs. 

At present, LG&E is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Hazardous Air Pollutants. As provided in the Clean Air Act, as amended, the EPA investigated 
hazardous air pollutant emissions froin electric utilities and submitted a report to Congress identifying 
mercury emissions froin coal-fired power plants as warranting hrther study. In 2005, the EPA issued the 
Clean Air Mercury Rule (“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 provided for reductions of 70% froin 2003 levels. The 
EPA closely integrated the CAMR and C A R  programs to ensure that the 20 10 mercury reduction 
targets would be achieved as a “co-benefit” of the controls installed for purposes of Compliance with the 
CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has 
announced that it intends to promulgate a new rule to replace the CAMR. Depending on the final 
outcome of the rulemalting, the CAMR could be replaced by new mercury reduction rules with different 
or more stringent requirements. Kentucky has also repealed its corresponding state mercury regulations. 
At present, LG&E is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAMR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Acid Rain Progranz. The Clean Air Act, as amended, imposed a two-phased cap and trade program to 
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reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern U.S. The Clean Air Act, as amended, also contains 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 (LcCAVRy7) detailing how the Clean Air Act’s Best 
Available Retrofit Technology (,‘BARTy7) 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 C A R  provided for more visibility improvement than BART, states are allowed to 
substitute C A R  requirements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The final rule has been challenged in the courts. Additionally, because the regional 
haze SIPs incorporate certain C A R  requirements, the remand of C A R  could potentially impact regional 
haze SIPs. See “Ambient Air Quality” above for a discussion of CAR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized 
emissions on a company-wide basis and do not require installation of pollution controls on every 
generating unit. Under cap and trade programs, companies are free to focus their 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 I1 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 2009 time period at a cost of $1 97 million. In 
200 1 , the Kentucky Commission granted approval to recover the costs incurred by LG&E for these 
projects through the environmental surcharge mechanisms. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, LG&E expects to incur additional capital 
expenditures totaling approximately $85 million during the 20 10 through 20 12 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 the Company 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 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. See “Ambient Air Qualityyy above for a discussion of CAR- 
related uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified 
the Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the 
federal level. As discussed below, legislation mandating GHG reductions has been introduced in the 
Congress, but no federal legislation has been enacted to date. In the absence of a program at the federal 
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level, various states have adopted their own GHG emission reduction programs. Such programs have 
been adopted in various states including 11 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 on-going. The current administration has announced its support for the adoption of mandatory GHG 
reduction requirements at the federal level. The United States and other countries met in Copenhagen, 
Denmark in December 2009, in an effort to negotiate a GHG reduction treaty to succeed the Kyoto 
Protocol, which is set to expire in 2013. At Copenhagen, the U.S. made a nonbinding commitment to, 
among other things, seek to reduce GHG emissions to 17% below 2005 levels by 2020 and provide 
financial support to developing countries. The United States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue toward a binding agreement. 

GHG Legislation. LG&E is monitoring on-going efforts to enact GHG reduction requirements and 
requirements governing carbon sequestration at the state and federal level and is assessing potential 
impacts of such programs and strategies to mitigate those impacts. In June 2009, the U.S. House of 
Representatives passed the American Clean Energy and Security Act of 2009, (H.R. 2454), which is a 
comprehensive energy bill containing the first-ever nation-wide GHG cap and trade program. If enacted 
into law, the bill would provide for reductions in GHG emissions of 3% below 2005 levels by 2012, 
17% by 2020, and 83% by 2050. In order to cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility 
sector, with this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also 
establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand 
through renewable energy and energy efficiency by 2020. The bill contains additional provisions 
regarding carbon capture and sequestration, clean transportation, smart grid advancement, nuclear and 
advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely 
patterned on the House legislation, was introduced in the U.S. Senate. The Senate bill raises the 
emissions reduction target for 2020 to 20% below 2005 levels and does not include a renewable 
electricity standard. While the initial bill lacked detailed provisions for the allocation of emissions 
allowances, a subsequent revision has incorporated allowance allocation provisions similar to the House 
bill. The Company is closely monitoring the progress of the legislation, although the prospect for 
passage of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regulations. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to 
regulate GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding 
concluding that GHGs endanger public health and welfare, which is an initial rulemaking step under the 
Clean Air Act. A final endangerment finding was issued in December 2009. In September 2009, the 
EPA issued a final GHG reporting rule requiring reporting by facilities with annual GHG emissions 
equivalent to at least 25,000 tons of carbon dioxide. A number of the Company’s facilities will be 
required to submit annual reports commencing with calendar year 2010. Also in September 2009, the 
EPA proposed to require new or modified sources with GHG emissions equivalent to at least 10,000 to 
25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
Program. Such new or modified facilities would be required to install Best Available Control 
Technology. While the Company is unaware of any currently available GHG control technology that 
might be required for installation on new or modified power plants, it is currently assessing the potential 
impact of the proposed rule. A final rule is expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be 
enacted through legislation or regulations. As a company with significant coal-fired generating assets, 
LG&E could be substantially impacted by programs requiring mandatory reductions in GHG emissions, 
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although the precise impact on its operations, including the reduction targets and deadlines that would be 
applicable, cannot be determined prior to the enactment of such programs. While the Company believes 
that many costs of complying with mandatory GHG reduction requirements or purchasing emission 
allowances to meet applicable requirements would likely be recoverable, in whole or in part under the 
ECR, where such costs are related to the Company’s coal-fired generating assets, or other potential cost- 
recovery mechanisms, this cannot be assured. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a 
three judge panel of the United States Court of Appeals for the 5“’ Circuit in the case of Comer v. 
Murphy Oil reversed a lower court, holding that private plaintiffs have standing to assert certain 
common law claims against more than 30 utility, oil, coal and chemical companies. However, in March 
2010, the court vacated the opinion of the three-judge panel and granted a motion for rehearing. The 
Coiner complaint alleges that GHG emissions from the defendants’ facilities contributed to global 
warming which increased the intensity of Hurricane Katrina. E.ON, the parent of LG&E and KU was 
included as defendant in the complaint, but has not been subject to the proceedings due to the failure of 
the plaintiffs to pursue service under the applicable international procedures. LG&E and KU are 
currently unable to predict further developments in the Comer case. LG&E and KU continue to monitor 
relevant GHG litigation to identify judicial developments that may be potentially relevant to their 
operations. 

Section 114 Requests. 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 projects 
undertaken at LG&E’s Mill Creek 4 and TCl generating units and KU’s Ghent 2 generating unit. LG&E 
and IW have complied with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ash Ponds, Coal-Combustion Byproducts and Water Discharges. The EPA has undertaken various 
initiatives in response to the December 2008 impoundment failure at the Tennessee Valley Authority’s 
Kingston power plant, which resulted in a major release of coal combustion byproducts into the 
environment. The EPA issued information requests to utilities throughout the country, including LG&E, 
to obtain information on their ash ponds and other impoundments. In addition, the EPA inspected a large 
number of impoundments located at power plants to determine their structural integrity. The inspections 
included several of the Company’s impoundments, which the EPA found to be in satisfactory condition. 
The Company is awaiting final inspection reports for additional impoundments. The EPA and other 
agencies are currently considering the need to revise applicable standards governing the structural 
integrity of ash ponds and other impoundments. In addition, the EPA has announced that it is re- 
evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates 
proposing new rules by early 2010. The EPA is considering a wide range of regulatory options including 
subjecting ash ponds and landfills handling coal combustion byproducts to regulation under the 
hazardous waste program. Finally, the EPA has announced plans to develop revised effluent limitations 
guidelines and standards governing discharges from power plants. The Company is monitoring these 
ongoing regulatory developments, but will be unable to determine the impact until such time as new 
rules are finalized. 

General Environmental 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 or 
activities for former manufactured gas plant sites or elevated Polychlorinated Biphenyl (“PCB”) levels 
at existing properties; liability under the Comprehensive Environmental Response, Compensation and 
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Liability Act for cleanup at various off-site waste sites; on-going claims regarding alleged particulate 
emissions from the Company’s Cane Run station and claims regarding GHG emissions from the 
Company’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 Company’s operations. 

Note 10 - Jointly Owned Electric Utility Plant 

The Company 0wns.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, M E A  owns a 12.12% undivided interest, 
and IMPA owns a 12.88% undivided interest. Each company is responsible for its proportionate 
ownership share of fiiel cost, operation and maintenance expenses and incremental assets. 

The following data represent shares of the jointly owned property (based on nameplate rating): 

Ownership interest 

TC 1 
LG&E IMPA IMEA Total 

75% 12.88% 12.12% 100% 
Mw capacity 425 73 68 5 66 

(in millions) 
LG&E’s 75% ownership: 
Plant held for future use . $ 503 
Construction work in progress 22 
Accumulated depreciation 213 

$ 312 = Net book value 

LG&E and KU are nearing completion of TC2, a jointly owned unit at the Trimble County site. 
LG&E and KU own undivided 14.25% 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 fiiel, operation and maintenance cost when TC2 begins operation, which is 
scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

TC2 
LG&E KU IMPA IMEA Total 
14.25% 60.75% 12.88% 12.12% 100% Ownership interest 

Mw capacity I19 5 09 108 102 838 

(in millions) 
LG&E’s 14.25% ownership: 
Plant held for fiihire use $ 5  Plant held for fbture use $ 121 
Construction work in progress 169 Construction work in progress 679 
Accumulated depreciation 2 Accuinulated depreciation 63 

$ 737 Net book value 

KU’s 60.75% ownership: 

- $ 172 Net book value 
= 

LG&E and KU jointly own the following CTs and related equipment (capacity based on net summer 
capability): 
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($ in millions) LG&E KU Total 
($) ($1 ($1 

($) Net ($) Net ($) Net 
Mw ($) Depre- Book Mw (a) Depre- Book Mw ($) Depre- Book 

Ownership Percentage Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost ciation Value 
LG&E53%,KU47%(a) 146 59 (15) 44 129 54 (13) 41 275 113 (28) 85 
LG&E38%,KU62%(b) 118 46 (7) 39 190 79 (15) 64 308 125 (22) 103 
LG&E29%, KU 71% (c) 92 33 (8) 25 228 82 (21) 61 320 115 (29) 86 
LG&E37%,KU63%(d) 236 82 (16) 66 404 140 (25) 115 640 222 (41) 181 
LG&E 29%, KU 71% (e) nla 3 (1) 2 nla 9 (2) 7 nla 12 (3) 9 

(a) Comprised of Paddy’s Run 13 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. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 
(c) Comprised of units 5 and 6 at the Trimble County facility. 
(d) Comprised of CT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
(e) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

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 each company’s respective income statement (e.g., fuel, 
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 analyze financial performance based on the electric and natural 
gas segments of the business. Financial data for business segments follow: 

(in millions) 
2009 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

2008 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

2007 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

Electric 

$ 918 
116 
41 

35 
85 

2,845 
157 

- 

$ 1,016 
107 
36 

1 
48 
82 

2,840 
194 

$ 932 
107 
54 

1 
41 

112 
2,669 

165 

Gas 

$ 354 
20 

6 

9 
10 

722 
29 

- 

$ 452 
20 

5 

10 
8 

813 
49 

- 

$ 353 
19 
5 

9 
8 

644 
40 

- 

$ 1,272 
136 
47 

44 
95 

3,567 
186 

- 

$ 1,468 
127 
41 

I 
58 
90 

3,653 
243 

$ 1,286 
126 
59 

1 
50 

120 
3,313 

205 

Note 12 - Related Party Transactions 

LG&E, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 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 
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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 years ended December 3 1 , were as follows: 

(in millions) 
Electric operating revenues from KU 
Power purchased from KU 

2009 2008 2007 
$ 101 $ 109 $ 93 

21 80 46 

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 3 1, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2009 2008 2007 
$ 1  $ 6  $ 4  

27 23 17 

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. Services on behalf of LG&E, 
labor and burdens of E.ON U.S. Services employees performing services for LG&E, coal purchases and 
other 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 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 generating units 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 reimbursed through E.ON U.S. Services. 

Intercompany billings to and from LG&E for the years ended December 3 1 , were as follows: 

(in millions) 2009 2008 2007 

LG&E billings to E.ON U.S. Services 1 '  5 12 
LG&E billings to KU 44 5 12 

E.ON U.S. Services billings to LG&E $ 181 $206 $ 385 
KU billings to LG&E 78 75 6 

In December 2009 and June 2008, LG&E sold assets to KU related to the construction of TC2, including 
$3 million of unamortized investment tax credits, with net book values of $48 million and $10 million, 
respectively. 
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In March 2008, March 2009 and June 2009, the Company paid dividends of $40 million, $35 million 
and $45 million, respectively, to its common shareholder, E.ON U.S. 

LG&E received capital contributions of $20 million fiom its common shareholder, E.ON U.S., in 
December 2008 and 2007, respectively. 

Note 13 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

(in millions) 
Balance at December 3 1 , 2006 
Gains (losses) on derivative instruments 

designated and qualifying as cash flow 
hedging instruments 

Balance at December 3 1,2007 

Gains (losses) on derivative instruments 
designated and qualifying as cash .flow 
hedging instruments 

Balance at December 3 1 , 2008 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 
hedging instruments 

Balance at December 3 1,2009 

Pre-Tax 
Accumulated 

Derivative 
Gain or Loss 

$ (15) 

(6) - $ (21) 

(1) qq 

5 
$ (17) 

Income 
Taxes 

$ 6  

n 

$ 8  

$ 8  

Note 14 - Subsequent Events 

Subsequent events have been evaluated through March 19,20 10, the date of issuance of these statements 
and these statements contain all necessary adjustments and disclosures resulting fiom that evaluation. 

On January 29, 2010, LG&E filed an application with the Kentucky Commission requesting an increase 
in electric base rates of approximately 12%, or $95 million annually, and its gas base rates of 
approximately 8%, or $23 million annually, including an 1 1.5% return on equity for electric and gas. 
LG&E has requested the increase, based on the twelve month test year ended October 3 1 , 2009, to 
become effective on and after March 1,2010. The requested rates have been suspended until August 1, 
2010, at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. 

On January 13, 2010, the Company made $20 million in contributions to its pension plans. 
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1 PricewaterhouseCoopers LLP , 
Suite 1800 
500 W. Main St. 
Louisville KY 40202 
Telephone (502) 589 6100 
Facsimile (502) 585 7875 
pwc.com 

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 
retained earnings, cash flows and comprehensive income pr 
financial position of Louisville Gas and Electric Company at December 31, 2009 and 2008, and the 
results of its operations and its cash flows for each of the three years in the period ended December 31, 
2009 in conformity with accounting principles generally accepted in the United 
our opinion, the Company maintained, in all material respects, effective interna 
reporting as of December 31, 2009, based on criteria established in Internal Control - Integrated 
framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 
The Company's management is responsible for these financial statements, for maintaining effective 
internal 
financia 
Gas and Electric Company financial statements and additional information. Our responsibility is to 
express opinions on these financial statements and on the Company's internal control over financial 
reporting based on our integrated audits. We conducted our audits of the financial statements in 
accordance with auditing standards generally accepted in the United States of America and our audit of 
internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the 
audits to obtain reasonable assurance about whether the financial statements are free of material 
misstatement and whether effective internal control over financial reporting was maintained in all material 
respects. Our audits of the financial statements included 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. 
Our audit of internal control over financial reporting included obtaining an understanding of internal control 
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on the assessed risk. Our audits also 
included performing such other procedures as we considered necessary in the circumstances. We 
believe that our audits provide a reasonable basis for our opinions. 

over financial reporting and for its assertion of 
ng, included in "Controls and Procedures" app 

iveness of internal control over 
page 27 of the 2009 Louisville 

A company's internal control over financial reporting is a process affected by those charged with 
governance, management, and other personnel, designed to provide reasonable assurance regarding the 
preparation of reliable financial statements in accordance with accounting principles generally accepted in 
the United States of America. A company's internal control over financial reporting includes those policies 
and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; (ii) 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 of the 
company are being made only in accordance with authorizations of management and those charged with 
governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company's assets that could have a 
material effect on the financial statements. 
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Because of its inherent limitations, i 
and correct misstatements. Also, p ions of any evaluation of effectiveness to future periods are 

ntrols may become inadequate because of changes in conditions, or that the 
h the policies or procedures may deteriorate. 

Louisville, Kentucky 
March 19, 2010 
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Forward-Looking Information 

LG&E uses forward-looking statements in this annual report. Statements that are not historical facts are 
forward-looking statements, and are based on beliefs and assumptions of management, and on 
information currently available to management. Forward-looking statements include statements 
preceded by, followed by or using such words as ccbelieve,yy “expect,” “anticipate,” “plan,” “estimate” or 
similar expressions. Such statements speak only as of the date they are made, and the Company 
undertakes no obligation to update publicly any of them in light of new information or future events. 
Actual results may materially differ from those implied by forward-looking statements due to known 
and unknown risks and uncertainties, Factors that could cause actual results to differ materially from 
those indicated in any forward-looking statement include, but are not limited to: 

0 fuel supply availability; 
0 weather conditions affecting generation production, customer energy use and operating costs; 
Q operation, availability and operating costs of existing generation facilities; 
0 transmission and distribution system conditions and operating costs; 
0 collective labor bargaining negotiations; 
Q the outcome of litigation against the Company; 
0 potential effects of threatened or actual terrorism or war or other hostilities; 
0 commitments and liabilities; 
0 market demand and prices for energy, capacity, transmission services, emission allowances and 

0 competition in retail and wholesale power and natural gas markets; 
0 liquidity of wholesale power markets; 
0 defaults by counterparties under the Company’s energy, fuel or other power product contracts; 
e market prices of commodity inputs for ongoing capital expenditures; 

delivered fuel; 

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

funding requirements for defined benefit plans; 
0 the fair value of debt and equity securities and the impact on defined benefit costs and resultant cash 

0 interest rates and their effect on pension and retiree medical liabilities; 
0 volatility in or the impact of other changes in financial or commodity markets and economic 

0 profitability and liquidity, including access to capital markets and credit facilities; 
0 new accounting requirements or new interpretations or applications of existing requirements; 
9 securities and credit ratings; 
0 current and future environmental conditions and requirements and the related costs of compliance, 

including environmental capital expenditures, emission allowance costs and other expenses; 
Q political, regulatory or economic conditions in states, regions or countries where the Company 

conducts business; 
0 receipt of necessary governmental permits, approvals and rate relieg 

new state or federal legislation, including new tax, environmental, health care or pension-related 

0 state or federal regulatory developments; 
* the impact of any state or federal investigations applicable to the Company and the energy industry; 
0 the effect of any business or industry restructuring; 
0 development of new projects, markets and technologies; 

conditions; 

legislation; 
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0 performance of new ventures; and 
0 asset acquisitions and dispositions. 

In light of these risks and uncertainties, the events described in the forward-looking statements might not 
occur or might occur to a different extent or at a different time than the Company has described. For 
additional details regarding these and other risks and uncertainties, see Risk Factors. 
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Business 

General 

LG&E, incorporated in Kentucky in 1913, is a regulated utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. LG&E 
provides electric service to approximately 395,000 customers in Louisville and adjacent areas in 
Kentucky covering approximately 700 square miles in nine counties. Natural gas service is provided to 
approximately 320,000 customers in its electric service area and eight additional counties in Kentucky. 
Approximately 95% of the electricity generated by LG&E is produced by its coal-fired electric 
generating stations, all equipped with systems to reduce SO2 emissions. The remainder is generated by 
natural gas and oil fiieled CTs and a hydroelectric power plant. Underground natural gas storage fields 
help the Company provide economical and reliable natural gas service to customers. 
On November 1 , 20 10, LG&E became an indirect wholly owned subsidiary of PPL, when PPL acquired 
all of the outstanding limited liability company interests in the Company’s direct parent, LICE, from 
E.ON US Investments Corp. LICE, a Kentucky limited liability company, also owns the affiliate, KU, a 
regulated utility engaged in the generation, transmission, distribution and sale of electric energy in 
Kentucky, Virginia and Tennessee. Following the acquisition, the Company’s business has not changed. 
LG&E and KU are continuing as subsidiaries of LKE, which is now an intermediary holding company 
in the PPL group of companies. 

Headquartered in Allentown, Pennsylvania, PPL is an energy and utility holding company that was 
incorporated in 1994. Through its subsidiaries, PPL owns or controls about 19,000 megawatts of 
generating capacity in the U.S., sells energy in key U.S. markets and delivers electricity and natural gas 
to about 5.3 million customers in the U.S. and the U.K. 

Predecessor and Sziccessor 

LG&E’s historical financial results are presented using ccPredecessor’y or “Successor” to designate the 
periods before or after PPL’s acquisition of LIE.  Predecessor covers the time period prior to November 1 , 
2010. Successor covers the time period after October 3 1 , 2010. Certain accounting and presentation 
methods were changed to acceptable alternatives to conform to PPL accounting policies and the cost basis 
of certain assets and liabilities were changed as of November 1 , 2010, as a result of the application of push- 
down accounting. Consequently, the financial position, results of operations and cash flows for the 
Successor period are not comparable to the Predecessor period. 

Despite the separate presentation, the core operations of the Company have not changed. See Note 1 , 
Summary of Significant Accounting Policies, for the major differences in Predecessor and Successor 
accounting policies. See Note 2, Acquisition by PPL, for information regarding the acquisition and the 
purchase accounting adjustments. 

3 



Operations 

Dollars are in nzillions unless otherwise noted. 

For the year ended December 3 1 , 2010,77% of total operating revenues were derived &om electric 
operations and 23% &om 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: 

Successor 
November 1,2010 

through 
December 3 1 , 20 10 
Electric Gas 

Residential $ 57 ii--G 
Industrial and 

commercial 70 22 
Other retail 17 5 
Wholesale 

Predecessor 
January 1,2010 

through 
October 3 1 , 20 10 

Electric Gas Combined % Combined 
$ 309 $ 137 $ 559 43% 

35 1 58 501 3 8% 
87 11 120 9% 

25 99 ~ 5 131 10% 
100% - ,$ 169 1 $ 846, $ 211 $ 1,311 - 

The sources of electric operating revenues and volumes of sales for the following periods in 2010,2009 
and 2008 were as follows: 

Successor 
November 1,2010 

through 
December 3 1.20 10 

Volumes 
Revenues (Gwh) 

Residential $ 57 682 
Industrial and 

commercial 70 1,024 
Other retail 17 209 

Predecessor 

through Year Ended Y,ear Ended 
January 1 , 20 10 

October 3 1 , 2010 December 3 1 , 2009 December 3 1 , 2008 
Volumes Volumes Volumes 

Revenues (Gwh) Revenues (Gwh) Revenues (Gwh) 

$ 309 3,910 $ 310 4,096 $ 301 4,206 

351 5,372 377 6,029 387 6,574 
87 1,141 89 1,280 82 1,303 

Wholesale 25 99 4,138 142 5,711 246 7,884 
$ 846 14,561 $ 918 17,116 $ 1,016 , 19,967 $ 169 

LG&E’s all time peak electric load occurred in 2010 and was 2,852 Mw on August 4,2010, when the 
temperature reached a high of 102 degrees Fahrenheit in Louisville. 
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The sources of natural gas operating revenues and the volumes of sales for the following periods in 
2010,2009 and 2008 were as follows: 

Successor 
November 1,2010 

through 
December 31,2010 

Volumes 
Revenues (MMcf) 

Residential $ 56 6,583 
Industrial and 

commercial 22 2,903 
Other retail 5 490 
Wholesale 2 2,614 

,$ 85 12,590 

Predecessor 
January 1 , 20 10 

through Year Ended Year Ended 
October 31,2010 December 31,2009 December 31,2008 

Volumes Volumes Volumes 
Revenues (MMcf) Revenues (MMcf) Revenues (MMcf) 

$ 137 14,424 $ 230 19,742 $ 281 21,338 

58 7,319 98 9,600 136 10,914 
11 1,097 20 1,568 23 1,677 
5 8,719 6 10,866 12 12,241 

$ 211 31,559 $ 354 41,776 $ 452 46,170 

Natural gas billings include a WNA mechanism which adjusts the distribution cost component 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 July 2009, the Kentucky Commission approved LG&E’s 
request to male the current WNA mechanism permanent. 

During 20 10, the maximum daily natural gas sendout was approximately 4 16,000 Mcf, occurring on 
December 13,2010, when the average temperature for the day in Louisville was 15 degrees Fahrenheit. 
Supply on that day consisted of approximately 305,000 Mcf from pipeline deliveries, approximately 
11 1,000 Mcf from on-system gas storage. 

The Company’s power generating system includes coal-fired steam generating stations, with natural gas 
and oil fueled CTs which supplement the system during peak or emergency periods. As of December 3 1 , 
2010, LG&E’s system capacity was: 

Fuelplant 
Coal (steam) 

Mill Creek 
Cane Run 
Trimble County (b) 
OVEC - C l i Q  Creek (c) 
OVEC - Kyger Creek (c) 

Total steam 

Total Mw Ownership or 
Summer % Lease Interest 

Capacity (a) Ownership in Mw Location 

1,472 100.00 1,472 Jefferson County, KY 
563 100.00 563 Jefferson County, KY 
511 75 .OO 383 Trimble County, KY 

1,304 5.63 73 Jefferson County, IN 
1,086 5.63 61 Gallia County, OH 
4,936 2,552 
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Total Mw Ownership or 
Summer % Lease Interest 

FuelPlant Capacity (a) Ownership in Mw Location 
Natural gadoil (combustion turbines) 

Trimble County Units 7-10 (d) 640 37.00 237 Trimble County, KY 
E.W. Brown Units 6-7 (d) 338 38.00 124 Mercer County, KY 
Trimble County Units 5-6 (d) 320 29.00 93 Trimble County, KY 
Paddy’s Run Unit 13 (d) 158 53.00 84 Jefferson County, KY 
E.W. Brown Unit 5 129 53.00 66 Mercer County, KY 
Paddy’s Run Units 11-12 35 100.00 35 Jefferson County, KY 
Zorn 14 100.00 14 Jefferson County, KY 
Cane Run 14 100.00 14 Jefferson County, KY * 

Total combustion turbines 1,648 667 

Hydro 
Ohio Falls Hydroelectric 52 100.00 52 Jefferson County, KY 

Station 
Total hydro 52 52 

Total system capacity 6,636 3,271 

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

(b) TCl is jointly owned with IMEA and IMPA. See Note 14, Jointly Owned Electric Utility Plant, 
for further information. 

(c) LG&E is contractually entitled to 5.63% of OVEC’s output based on a power purchase 
agreement which is comprised of annual minimum debt service payments, as well as 
contractually-required reimbursement of plant operating, maintenance and other expenses. 
OVEC’s capacity is shown at unit nameplate ratings. 

(d) Units are jointly owned with KU. See Note 14, Jointly Owned Electric Utility Plant, for fiirther 
information. 

With limited exceptions the Company took care, custody and control of TC2 on January 22,201 1 , and 
has dispatched the unit to meet customer demand since that date. LG&E and the contractor agreed to a 
further amendment of the construction agreement whereby the contractor will complete certain actions 
relating to identifying and completing any necessary modifications to allow operation of TC2 on all 
fuels in accordance with initial specifications prior to certain dates, and amending the provisions relating 
to liquidated damages. Unit 2 is coal-fired and has a capacity of 760 Mw, of which LG&E’s share is 108 
Mw. 

On December 31,2010, LG&E’s electric transmission system included 45 substations (32 of which are 
shared with the distribution system) with transformer capacity of approximately 6,760 MVA and 
approximately 91 1 miles of lines. The electric distribution system included 95 substations (32 of which 
are shared with the transmission system) with transformer capacity of approximately 5,224 MVA and 
approximately 3,920 miles of overhead lines and 2,350 miles of underground conduit. 
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LG&E contracts with the TVA to act as LG&E’s transmission reliability coordinator and SPP to function as 
LG&E’s independent transmission operator, pursuant to FERC requirements. The TVA and SPP contracts 
provide services through August 3 1 , 201 1 and August 3 1,2012, respectively. See Note 3, Rates and 
Regulatory Matters, for further information. 

LG&E and KU jointly dispatch their generation units with the lowest cost generation used to serve their 
retail native load. When LG&E has excess generation capacity after serving its own retail native load 
and its generation cost is lower than that of KU, KU purchases electricity from LG&E. When KU has 
excess generation capacity after serving its own retail native load and its generation cost is lower than 
that of LG&E, LG&E purchases electricity fiom KU. These transactions are recorded as intercompany 
wholesale sales and purchases and are recorded by each company at a price equal to the seller’s fuel 
cost. Savings realized from purchasing electricity intercompany instead of generating from their own 
higher costs units or purchasing from the market are shared equally between the Utilities. The volume of 
energy each company has to sell to the other is dependent on its native load needs and its available 
generation. 

LG&E’s natural gas transmission system includes 380 miles of transmission mains, consisting of 255 
miles of natural gas transmission lines, 119 miles of natural gas storage lines and 6 miles of natural gas 
combustion turbine lines. LG&E’s the natural gas distribution system includes 4,235 miles of 
distribution mains. 

Five underground natural gas storage fields, with a current working natural gas capacity of 
approximately 15 million Mcf, help provide economical and reliable natural gas service to ultimate 
consumers. By using natural gas storage facilities, LG&E avoids the costs typically associated with 
more expensive pipeline transportation capacity to serve peak winter heating loads. Natural gas is stored 
in the summer season for withdrawal in the subsequent winter heating season. Without its storage 
capacity, LG&E would be required 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. Several suppliers under contracts of varying 
duration provide competitively priced natural gas. The underground storage facilities, in combination 
with its purchasing practices, enable the Company to offer natural gas sales service at competitive rates. 
At December 3 1,2010, LG&E had a 12 million Mcf inventory balance of natural gas stored 
underground valued at $60 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 the Company’s annual throughput. 

The estimated maximum deliverability from storage during the early part of the heating season is 
expected to be in excess of 350,000 McUday. Under mid-winter design conditions, LG&E expects to be 
able to withdraw about 307,000 Mcf/day from its storage facilities. The deliverability of natural gas 
from the storage facilities decreases as storage inventory levels are reduced by seasonal withdrawals. 

Substantially all of LG&E’s real and tangible property located in Kentucky is subject to a mortgage lien, 
securing its first mortgage bonds. See Note 11, Long-Term Debt, for further information. 
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Rates and Regulations 

PPL, LG&E’s ultimate parent, is a holding company under PUHCA 2005. PPL, 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. 

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

On April 28,2010, E.ON U.S. announced that a Purchase and Sale Agreement (the ccAgreeinentyy) had 
been entered into among E.ON US Investments Corp., PPL and E.ON. 

The transaction was subject to customary closing conditions, including the expiration or termination of 
the applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals 
(including the FERC and state regulators in Kentucky) and the absence of injunctions or restraints 
imposed by governmental entities. 

Change of control and financing-related applications were filed on May 28,2010, with the Kentucky 
Commission. An application with the FERC was filed on June 28,2010. During the second quarter of 
20 10, a number of parties were granted intervenor status in the Kentucky Cornmission proceedings and 
data request filings and responses occurred. Early termination of the Hart-Scott-Rodino waiting period 
was received on August 2,2010. 

A hearing in the Kentucky Commission proceedings was held on September 8,2010, at which time a 
unanimous settlement agreement was presented. In the settlement, LG&E committed that no base rate 
increases would take effect before January 1,2013. The LG&E rate increases that took effect on August 
1,2010, were not impacted by the settlement. Under the terms of the settlement, LG&E retains the right 
to seek approval for the deferral of “extraordinary and uncontrollable costs.” Interim rate adjustments 
will continue to be permissible during that period for existing fhel, environmental and demand-side 
management cost trackers. The agreement also substitutes an acquisition savings shared deferral 
mechanism for the requirement that the Company file a synergies plan with the Kentucky Commission. 
This mechanism, which will be in place until the earlier of five years or the first day of the year in which 
a base rate increase becomes effective, permits LG&E to earn up to a 10.75% return, on equity. Any 
earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. On 
September 30,2010, the Kentucky Commission issued an Order approving the transfer of ownership of 
LG&E via the acquisition of E.ON U.S. by PPL, incorporating the terms of the submitted settlement. 
The Commission’s Orders contained a number of other commitments with regard to operations, 
workforce, community involvement and other matters. 
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In mid-September 20 10, LG&E and other applicants in the FERC change of control proceeding reached 
an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which 
was filed for consideration with the FERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in prior cases, an exclusion of any 
transaction-related costs fkom wholesale energy and tariff customer rates to the extent that LG&E agreed 
not to seek the same transaction-related cost fkom retail customers and agreements to coordinate with 
protesters in certain open or ongoing matters. A FERC Order approving the transaction was received on 
October 26,20 10, and the transaction was completed on November 1 , 20 10. 

In January 2010, LG&E filed an application with the Kentucky Commission requesting increases in 
electric base rates of approximately 12%, or $95 million annually and natural gas base rates of 
approximately 8%, or $23 million annually. In June 201 0, LG&E and all of the intervenors, except the 
AG, agreed to a stipulation providing for increases in electric base rates of $74 million annually and 
natural gas base rates of $17 million annually and filed a request with the Kentucky Commission to 
approve such settlement. An Order in the proceeding was issued in July 2010, approving all the 
provisions in the stipulation including a return on equity range of 9.75-10.75%. The new rates became 
effective on August 1,2010. 

In January 2009, a significant ice storm passed through LG&E’s service area causing approximately 
205,000 customer outages, followed closely by a severe wind storm in February 2009 causing 
approximately 37,000 customer outages. The Company filed an application with the Kentucky 
Commission in April 2009, requesting approval to establish a regulatory asset and defer for fiiture 
recovery approximately $45 million in incremental operation and maintenance expenses related to the 
storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company 
to establish a regulatory asset of up to $45 million based on its actual costs for storm damages and 
service restoration due to the January and February 2009 storms. In September 2009, the Company 
established a regulatory asset of $44 million for actual costs incurred. LG&E received approval in its 
20 10 base rate case to recover this asset over a ten year period with recovery beginning August I, 20 10. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service area 
causing significant outages and system damage. In October 2008, LG&E filed an application with the 
Kentucky Commission requesting approval to establish a regulatory asset and defer for future recovery 
approximately $24 million of expenses related to the storm restoration. In December 2008, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $24 million 
based on its actual costs for storm damages and service restoration due to Hurricane Ile. In December 
2008, the Company established a regulatory asset of $24 million for actual costs incurred. The Company 
received approval in its 2010 base rate cases to recover this asset over a ten year period beginning 
August I, 2010. 

In July 2008, LG&E filed an application with the Kentucky Commission requesting increases in electric 
and natural gas base rates. In January 2009, LG&E, the AG, the KIUC and all other parties to the rate 
case filed a settlement agreement with the Kentucky Commission, under which LG&E’s natural gas 
base rates increased by $22 million annually and its electric base rates decreased by $13 million 
annually. An Order approving the settlement agreement was received in February 2009. The new rates 
were implemented effective February 6,2009. 

For a hrther discussion of regulatory matters, see Note 3, Rates and Regulatory Matters. 
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Coal Supply 

Coal-fired generating units provided approximately 95% of LG&E’s net kwh generation for 2010. The 
remainder is generated by natural gas and oil fueled CTs and a hydroelectric power 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. The 
Company has no nuclear generating units and has no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the 
coal-fired generating units. Reliability of coal deliveries can be affected periodically 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 201 1 and 
beyond and normally augments its coal supply agreements with spot market purchases. The Company 
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, Wyoming 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. 

Natural Gas Supply 

LG&E purchases natural gas supplies from multiple sources under contracts for varying periods of time, 
while transportation services are purchased fi-om Texas Gas Transmission LLC (“Texas Gas”) and 
Tennessee Gas Pipeline Company (“Tennessee Gas”). 

LG&E currently transports nahiral gas on the Texas Gas system under Rate Schedules No-Notice 
Service (‘cNNS”), Firm Transport (“FT”) and Short-Term Firm (,cSTFyy). LG&E’s total winter season 
NNS capacity is 184,900 MMBtu/day and its total summer season NNS capacity is 60,000 MMBtu/day. 
The three separate NNS agreements, which provide for equal amounts of capacity, are subject to 
termination by LG&E during 2015,2016 and 2018. LG&E’s FT capacity is 10,000 MMBtu/day 
throughout the year (winter and summer seasons). The FT agreement is subject to termination by LG&E 
during 2016. LG&E’s winter season STF capacity is 100 MMBhi/day and its summer season capacity is 
18,000 MMBtu/day. The STF agreement is subject to termination by LG&E during 2013. LG&E also 
transports on the Tennessee Gas system under Rate Schedule Firm Transport-A (“FT-A”). LG&E’s FT- 
A capacity is 51,000 MMBtu/day 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. Although neither pipeline is currently billing charges subject to refund, 
Tennessee Gas has filed at the FERC for an increase in base rates as well as other charges with an 
anticipated effective date of June 1 , 20 1 1. However, LG&E’s current negotiated rate in its transportation 
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agreement with Tennessee Gas insulates it from the potential impact of increases in base rates as 
proposed by Tennessee Gas for the duration of that agreement. 

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. In tandem with pipeline transportation services, these natural gas supplies 
provide the reliability and flexibility necessary to serve LG&E’s natural gas customers. 

Seasonalitv 

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

Environmental Matters 

General 

Protection of the environment is a major priority for LG&E and a.significant element of its business 
activities. LG&E’s properties and operations are subject to extensive environmental-related oversight by 
federal, state and local regulatory agencies, including via air quality, water quality, waste management 
and similar laws and regulations. Therefore, LG&E must conduct its operations in accordance with 
numerous permit and other requirements issued under or contained in such laws or regulations. 

Climate Change 

Recent developments continue to indicate an increased possibility of significant climate change or GHG 
legislation or regulation, at the international, federal, regional and state levels. During December 2009, 
as part of the United Nation’s Copenhagen Accord, the United States agreed to a non-binding goal to 
reduce GHG emissions to 17% below 2005 levels by 2020. Additionally, during 2009, the U.S. House of 
Representatives passed comprehensive GHG legislation, which included a number of measures to limit 
GHG emissions and achieve GHG emission reduction targets below 2005 levels of 3% by 2012, 17% by 
2020 and 83% by 2050. Similar legislation has been considered in the U.S. Senate, but the prospects for 
passage remain uncertain. In late 2009, the EPA issued a final endangerment finding relating to mobile 
sources of GHGs and a GHG reporting requirement beginning in 20 10. In 201 0, the EPA issued a final 
rule requiring implementation of best available control technology for GHG emissions from new or 
modified power plants, effective January 20 1 1. In December 20 IO, the EPA announced that it intends to 
propose New Source Performance Standards addressing GHG emissions from new and existing power 
plants, with a proposed rule expected in July 201 1. Finally, a number of U.S. states, although not 
currently including Kentucky, have adopted GHG-reduction legislation or regulation of various sorts. 
The developing GHG initiatives include a number of differing structures and formats, including direct 
limitations on GHG sources, issuance of allowances for GHG emissions, cap-and-trade programs for 
such allowances, renewable or alternative generation portfolio standards, and mechanisms relating to 
demand reduction, energy efficiency, smart-grid, transmission expansion, carbon-sequestration or other 
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GHG-reducing efforts. While the final terms and impacts of such initiatives cannot be estimated, LG&E, 
as a primarily coal-fired utility, could be highly affected by such proceedings. 

Among other emissions, GHGs include carbon-dioxide, which is produced via the combustion of fossil 
fuels such as coal and natural gas. LG&E’s generating fleet is approximately 78% coal-fired, 20% 
oilhatural gas-fired and 2% hydroelectric based on capacity. During 2010, LG&E produced 
approximately 95% of its electricity from coal, 4% from natural gas combustion and 1% from 
hydroelectric generation, based on Mwh. During 2010, LG&E’s emissions of GHGs were 
approximately1 6.2 million metric tons of carbon-dioxide equivalents froin LG&E’s owned or controlled 
generation sources. While its generation activities account for the bulk of its GHG emissions, other 
GHG sources at LG&E include operation of motor vehicles and powered equipment, leakage or 
evaporation associated with natural gas pipelines, refrigerating equipment and similar activities. 

Ultimately, environmental matters or potential environmental matters can represent an important 
element of current or fiiture potential capital requirements, fiiture unit retirement or replacement 
decisions, supply and demand for electricity, operating and maintenance expenses or compliance risks 
for the Company. Based on prior regulatory precedent, LG&E currently anticipates that many of such 
direct costs may be recoverable through rates or other regulatory mechanisms, particularly with respect 
to coal-related generation, but the availability, timing or completeness of such rate recovery cannot be 
assured. Ultimately, climate change and other environmental matters will likely increase the level of 
capital expenditures and operating and maintenance costs incurred by the Company during the next 
several years. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts 
developments, based on a preliminary analysis of proposed regulations, the Company may be required to 
consider actions such as upgrading existing emissions controls, installing additional emissions controls, 
upgrading byproducts disposal and storage and possible early replacement of coal-fired units. In order to 
comply with the coal combustion residual rules and the above referenced air rules, capital expenditures 
for LG&E are preliminarily estimated to be in the $1.5 to $1.8 billion range over the next 10 years, 
although final costs may substantially vary. This estimate does not include compliance with GHG rules 
or contemplated water-related environmental changes. See Risk Factors, Management’s Discussion and 
Analysis and Note 13, Commitments and Contingencies, for further information. 

State Executive or Legislative Matters 

In November 2008, the Commonwealth of Kentucky issued an action plan to create efficient, strstainable 
energy solutions and strategies and move toward state energy independence. The plan outlines the 
following seven strategies to work toward these goals: 

Improve the energy efficiency of Kentucky’s homes, buildings, industries and transportation 
fleet 
Increase Kentucky’s use of renewable energy 
Sustainably grow Kentucky’s production of biofiiels 
Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 
Implement a major and comprehensive effort to increase natural gas supplies, including coal- 
to-natural gas in Kentucky 
Initiate aggressive carbon capturehequestration projects for coal-generated electricity in 
Kentucky 
Examine the use ofnuclear power for electricity generation in Kentucky 
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In December 2009, the Governor of Kentucky’s Executive Task Force on Biomass and Biofuels issued a 
final report to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. 
The plan noted the potential importance of biomass as a renewable energy source available to Kentucky and 
discussed various goals or mechanisms, such as the use of approximately 25 million tons of biomass for 
generation fie1 annually, allotment of electricity and natural gas taxes and state tax credits to support 
biomass development. 

In January 20 10, a state-established Kentucky Climate Action Plan Council (the “Council”) commenced 
formal activities. The Council, which includes governmental, industry, consumer and other representatives, 
seeks to identifjl possible Kentucky responses to potential climate change and federal legislation, including 
increasing statewide energy efficiency, energy independence and economic growth. The Council has 
established various technical work groups, including in the areas of energy supply and energy 
efficiency/conservation, to provide input, data and recommendations. 

During the current session of the Kentucky General Assembly, as during prior legislative sessions, 
legislators have introduced or are expected to introduce various bills with respect to environmental or utility 
matters, including potential requirements relating to renewable energy portfolios, energy conservation 
measures, coal mining or coal byproduct operations and other matters. The current session is scheduled to 
end in March 201 1 and until such time the prospects and final terms of any such legislation cannot be 
determined. Legislative and regulatory actions as a result of these proposals and their impact on LG&E, 
which may be significant, cannot currently be predicted. 

Franchises and Licenses 

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

Competition 

There are currently no other electric utilities operating within the electric service areas of LG&E. 
Neither the Kentucky General Assembly nor the Kentucky Coinmission has adopted or approved a plan 
or timetable for retail electric industry competition in Kentucky. The nature or timing of any legislative 
or regulatory actions regarding industry restructuring and their impact on LG&E, which may be 
significant, cannot currently be predicted. See Note 3, Rates and Regulatory Matters, for further 
information. 

Alternative energy sources such as electricity, oil, propane and other fuels provide indirect competition 
for natural gas revenues. Marketers may also compete to sell natural gas to certain large end-users. 
Approximately 25% of LG&E’s annual throughput is purchased by large commercial and industrial 
customers directly from alternate suppliers for delivery through LG&E’s distribution system. LG&E 
does not profit from its sale of natural gas as a commodity; therefore, customer natural gas purchases 
from alternative suppliers do not impact profitability. In addition, some large industrial and commercial 
customers may be able to physically bypass LG&E’s facilities and seek delivery service directly from 
interstate pipelines or other natural gas distribution systems. 
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In April 2010, the Kentucky Commission commenced a proceeding to investigate natural gas retail 
competition programs, their regulatory, financial and operational aspects and potential benefits, if any, 
of such programs to Kentucky consumers. A number of entities, including LG&E, were parties to the 
proceeding. In December 201 0, the Kentucky Commission issued an Order in the proceeding declining 
to endorse natural gas competition at the retail level, noting the existence of a number of transition or 
oversight costs and an uncertain level of economic benefits in such programs. With respect to existing 
natural gas transportation programs available to large commercial or industrial users, the Order indicates 
that the Kentucky Commission will review the utilities’ current tariff structures, user thresholds and 
other terms and conditions of such programs, as part of such utilities’ next regular natural gas rate cases. 

Employees and Labor Relations 

LG&E had 1,022 employees at December 3 1 , 201 0, consisting of 1 ,O 18 fiill-time employees and 4 part- 
time employees. Of the total employees, 686, or 67%, were operating, maintenance and construction 
employees represented by the IBEW Local 2100. In November 2008, the Company and its employees 
represented by the DEW Local 2100 entered into a three-year collective bargaining agreement that 
provides for negotiated increases or changes to wages, benefits or other provisions. 
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Officers of the Company 

Officers are elected annually by the Board of Directors. There are no family relationships among any of 
the executive officers, nor is there any arrangement or understanding between any executive officer and 
any other person pursuant to which the officer was selected. 

Except as may be set forth in Legal Proceedings, there have been no events under any banlcruptcy act, no 
criminal proceedings and no judgments or injunctions material to the evaluation of the ability and 
integrity of any executive officer during the past five years. 

Listed below are the executive officers at December 31,2010. 

Name Age Positions Held During the Past Five Years Dates 

Chairman of the Board, President and Chief 
Executive Officer present 

May 2001 - Victor A. Staffieri 55 

Executive Vice President, General Counsel, July 1994 - 
Corporate Secretary and Chief Compliance Officer present 

John R. McCall 67 

Chris Hermann 63 Senior Vice President - Energy Delivery February 2003 - 
present 

Paula H. Pottinger 53 Senior Vice President - Human Resources January 2006 - 
present 

S. Bradford Rives 52 Chief Financial Officer September 2003 - 
present 

Paul W. Thompson 53 Senior Vice President - Energy Services June 2000 - 
present 

Officers generally serve in the same capacities at the Company, LKE and KU. 
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Risk Factors 

Any of the events or circumstances described as risks below could result in a signiJcant or material 
adverse efSect on the business, results of operations, cash flows or financial condition. The risks and 
uncertainties described below may not be the only risks and uncertainties that LGhE faces. Additional 
risks and uncertainties not currently known or that LGhE currently deems immaterial may also result in 
a signifcant or material adverse efSect on the business, results of operations, cash flow orjhancial 
condition. 

LG&E’s business is subject to significant and complex governmental regulation. 

Various federal and state entities, including but not limited to the FERC and Kentucky Commission, 
regulate many aspects of utility operations of LG&E, including the following: 

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

Such regulations or changes thereto may subject 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 rate 
requests and ultimately reduce, alter or limit the rates the Company seeks. 

The profitability of LG&E is highly dependent on its ability to recover the costs of providing energy 
and utility services to its customers and earn an adequate return on its capital investments. LG&E 
currently provides services to retail customers at rates approved by one or more federal or state 
regulatory commissions, including those commissions referred to above. While these rates are generally 
regulated based on an analysis of their costs incurred in a base year, the rates LG&E is allowed to 
charge may or may not match its costs at any given time. While rate regulation is premised on 
providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of the costs to have been 
prudently incurred or that the regulatory process in which rates are determined will always result in 
rates that will produce full recovery of LG&E’s costs or an adequate return on LG&E’s capital 
investments. If the Company’s costs are not adequately recovered through rates, it could have an 
adverse affect on the business, results of operations, cash flows or financial condition. 

As part of the PPL acquisition commitments, LG&E has agreed, subject to certain limited exceptions 
such as fuel and environmental cost recoveries, that no base rate increase would take effect for 
Kentucky retail customers before January 1 , 20 13. 
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Transmission and interstate market activities of LG&E, as well as other aspects of the business, 
are subject to significant FERC regulation. 

LG&E is subject to extensive regulation by the FERC covering matters including rates charged to 
transmission users, market-based or cost-based rates applicable to wholesale customers; interstate 
power market structure; construction and operation of transmission facilities; mandatory reliability 
standards; standards of conduct and affiliate restrictions and other matters. Existing FERC regulation, 
changes thereto or issuances of new rules or situations of non-compliance, including but not limited to 
the areas of market-based tariff authority, RSG resettlements in the MIS0 market, mandatory reliability 
standards and natural gas transportation regulation can affect the earnings, operations or other activities 
of LG&E. 

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

Wholesale sales fluctuate with regional demand, fie1 prices and contracted capacity. Changes to 
transmission and wholesale power market structures and prices may occur in the fiiture, are not 
estimable and may result in unforeseen effects on energy purchases and sales, transmission and related 
costs or revenues. These can include commercial or regulatory changes affecting power pools, 
exchanges or markets in which LG&E participates. 

LG&E undertakes significant capital projects and these activities are subject to unforeseen costs, 
delays or failures, as well as risk of inadequate recovery of resulting costs. 

LG&E’s business is capital intensive and requires significant investments in energy generation and 
distribution and other infrastructure projects, such as projects for environmental compliance. The 
completion of these projects without delays or cost overruns is subject to risks in many areas, including 
the following: 

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

Failure to complete capital projects on schedule or on budget, or at all, could adversely affect the 
Company’s financial performance, operations and fiture growth. 

The costs of compliance with, and liabilities under, environmental laws are significant and are 
subject to continual changes. 

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

LG&E is subject to operational and financial risks regarding certain on-going developments 
concerning environmental regulation. 

A number of regulatory initiatives have been implemented or are under development which could have 
the effect of significantly increasing the environmental regulation or operational or compliance costs 
related to a number of emissions or operating activities which are associated with the combustion of 
coal as occurs at the Company’s generating stations. Such developments could include potential new or 
revised federal or state legislation or regulation regarding emissions of NOx, SOz, mercury and other 
particulates generally and regarding storage of coal combustion byproducts. Additional regulatory 
initiatives may occur in other areas involving the Company’s operations, including revision of 
limitations on water discharge or intake activities or increased standards relating to polychlorinated 
biphenyl usage. Compliance with any new laws or regulations in these matters could result in 
significant changes to LG&E’ s operations, significant capital expenditures by the Company or 
significant increases in the cost of conducting business. 

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 other factors can significantly affect the finances or operations of LG&E by changing 
demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting 
capital markets and general economic conditions or impacting hture growth. 

LG&E is subject to operational and financial risks regarding potential developments concerning 
global climate change. 

Various regulatory and industry initiatives have been implemented or are under development to 
regulate or otherwise reduce emissions of GHGs, which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at the Company’s generating stations. Such developments could 
include potential federal or state legislation or industry initiatives allocating or limiting GHG 
emissions; establishing costs or charges on GHG emissions or on fiiels relating to such emissions; 
requiring GHG capture and sequestration; establishing renewable portfolio standards or generation 
fleet-diversification requirements to address GHG emissions; promoting energy efficiency and 
conservation; changes in transmission grid construction, operation or pricing to accommodate GHG- 
related initiatives; or other measures. The generation fleet of LG&E is predominantly coal-fired and 
may be highly impacted by developments in this area. Compliance with any new laws or regulations 
regarding the reduction of GHG emissions could result in significant changes to LG&E’s operations, 
significant capital expenditures by the Company and a significant increase in the cost of conducting 
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business. LG&E may face strong competition for, or difficulty in obtaining, required GHG-compliance 
related goods and services, including construction services, emissions allowances and financing, 
insurance and other inputs relating thereto. Increases in LG&E’s costs or prices of producing or selling 
electric power due to GHG-related developments could materially reduce or otherwise affect the 
demand, revenue or margin levels applicable to its power, thus adversely affecting its financial 
condition or results of operations. 

LG&E is subject to physical, market and economic risks relating to potential effects of climate 
change. 

Climate change may produce changes in weather or other environmental conditions, including 
temperature or precipitation changes, such as warming or drought. These changes may affect farm and 
agriculturally-dependent businesses and activities, which are an important part of Kentucky’s economy, 
and thus may impact consumer demand for electric power. Temperature increases could result in 
increased overall electricity volumes or peaks and precipitation changes could result in altered 
availability of water for plant cooling operations. These or other meteorological changes could lead to 
increased operating costs, capital expenses or power purchase costs by LG&E. Conversely, climate 
change could have a number of potential impacts tending to reduce demand. Changes may entail more 
frequent or more intense storm activity, which, if severe, could temporarily disrupt regional economic 
conditions and adversely affect electricity demand levels. As discussed in other risk factors, storm 
outages and damage often directly decrease revenues or increase expenses, due to reduced usage and 
higher restoration charges, respectively. GHG regulation could increase the cost of electric power, 
particularly power generated by fossil fuels, and such increases could have a depressive effect on the 
regional economy. Reduced economic and consumer activity in the service area of LG&E, both in 
general and specific to certain industries and consumers accustomed to previously low-cost power, 
could reduce demand for LG&E’s electricity. Also, demand for services could be similarly lowered 
should consumers’ preferences or market factors move toward favoring energy efficiency, low-carbon 
power sources or reduced electric usage generally. 

The business of LG&E is subject to risks associated with local, national and worldwide economic 
conditions. 

The consequences of prolonged recessionary conditions may include a lower level of economic activity 
and uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower 
level of economic activity might result in a decline in energy consumption, unfavorable changes in 
energy and coinmodity prices and slower customer growth, which may adversely affect LG&E’s future 
revenues and growth. Instability in the financial markets, as a result of recession or otherwise, also may 
affect the cost of capital and the ability to raise capital. A deterioration of economic conditions may 
lead to decreased production by LG&E’s industrial customers and, therefore, lower consumption of 
electricity. Decreased economic activity may also lead to fewer commercial and industrial customers 
and increased unemployment, which may in turn impact residential customers’ ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility 
infrastructure. Changes in global demand may impact the ability to acquire sufficient supplies and the 
cost of those commodities may be higher than expected. 
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EGBZE’s business is concentrated in the Midwest United States, specifically Kentucky. 

LG&E’s business is concentrated in Kentucky. Local and regional economic conditions, such as 
population growth, industrial growth, expansion and economic development or employment levels, as 
well as the operational or financial performance of major industries or customers, can affect the 
demand for energy and LG&E’s results of operations. Significant industries and activities in the service 
area of LG&E include airport and logistics activities; automotive; chemical and rubber processing; 
educational institutions; health care facilities; metal fabrication; and water and sewer utilities. Any 
significant downturn in these industries or activities or in local and regional economic conditions in 
LG&E’s service area may adversely affect the demand for electricity in the service area. 

EGBZE is subject to operational risks relating to kG&E’s generating plants, transmission 
facilities, distribution equipment, information technology systems and other assets and activities. 

Operation of power plants, transmission and distribution facilities, information technology systems and 
other assets and activities subjects LG&E to many risks, including the breakdown or failure of 
equipment; accidents; security breaches, viruses or outages affecting information technology systems; 
labor disputes; obsolescence; delivery/transportation problems and disruptions of fuel supply and 
performance below expected levels. Occurrences of these events may impact the ability of LG&E to 
conduct its business efficiently or lead to increased costs, expenses or losses. 

Although LG&E maintains customary insurance coverage for certain of these risks common to utilities, 
it does not have insurance covering the transmission and distribution systems, other than substations, 
because it has found the cost of such insurance to be prohibitive. If LG&E is unable to recover the costs 
incurred in restoring transmission and distribution properties following damage resulting from ice 
storms, tornados or other natural disasters or to recover the costs of other liabilities arising from the 
risks of its business, through a change in rates or otherwise, or if such recovery is not received on a 
timely basis, it may not be able to restore losses or damages to its properties without an adverse effect 
on its financial condition, results of operations or its reputation. 

LG&E is subject to liability risks relating to its generation, transmission, distribution and retail 
businesses. 

The conduct of the physical and commercial operations of LG&E subjects it to many risks, including 
risks of potential physical injury, property damage or other financial affects, caused to or caused by 
employees, customers, contractors, vendors, contractual or financial counterparties and other third 
parties. 

LG&E could be negatively affected by rising interest rates, downgrades to 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 significant capital expenditures, debt interest or maturities and operating needs. As a 
capital-intensive business, the Company is sensitive to developments in interest rate levels; credit rating 
considerations; insurance, security or collateral requirements; market liquidity and credit availability 
and refinancing steps necessary or advisable to respond to credit market changes. Changes in these 
conditions could result in increased costs and decreased liquidity available to the Company. 
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LG&E is subject to commodity price risk, credit risk, counterparty 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 the Company. 

LG&E is subject to risks associated with defined benefit retirement plans, health care plans, 
wages and other employee-related matters. 

LG&E sponsors pension and postretirement benefit plans for its employees. Risks with respect to these 
plans include adverse developments in legislation or regulation, future costs or funding levels, returns 
on investments, market fluctuations, interest rates and actuarial matters. Changes in health care rules, 
market practices or cost structures can affect current or future fbnding requirements or liabilities. 
Without sustained growth in respective investments over time to increase the value of plan assets, 
LG&E could be required to fclnd plans with significant amounts of cash. LG&E is also subject to risks 
related to 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. 

LG&E is subject to risks associated with federal and state tax regulations. 

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

Rates and Regulatorv Matters 

For a discussion of current rates and regulatory matters, including recent electric and natural gas base 
rate increase proceedings, rate commitments in change-of-control proceedings, TC2 proceedings, FERC 
and Kentucky Commission proceedings and other rates or regulatory matters affecting LG&E, see Note 
3, Rates and Regulatory Matters, and Note 13, Commitments and Contingencies. 

Environmental 

For a discussion of environmental matters, including potential coal combustion byproduct or ash pond 
regulation; additional reductions in SOz, NOx and other regulated emissions; other emissions 
proceedings; manufactured gas plant sites; environmental permit challenges; and other environmental 
items affecting LG&E, see Risk Factors, Note 3, Rates and Regulatory Matters, and Note 13, 
Commitments and Contingencies. 

Climate Change 

For a discussion of matters relating to potential climate change, GHG emission or global warming 
developments, including increased legislative and regulatory activity which could limit or increase costs 
applicable to fossil fuel generation sources, legal proceedings claiming damages relating to global 
warming, GHG reporting requirements and other matters, see Business, Risk Factors, Management’s 
Discussion and Analysis and Note 13, Commitments and Contingencies. 

Litigation 

In connection with an administrative proceeding alleging a violation by a former Argentine affiliate 
under that country’s 2002-2003 emergency currency exchange laws, claims are pending against the 
affiliate’s then directors, including two individuals who are executive officers of the Company, in a 
specialized Argentine financial criminal court. Under applicable Argentine laws, directors of a local 
company may be liable for monetary penalties for a subject company’s violations of the currency laws. 
The affiliate and the relevant executive officers believe their actions were in compliance with the 
relevant laws and have presented defenses in the administrative and criminal proceedings. LICE has 
standard indemnification arrangements with its executive officers. The former affiliate is now owned by 
a third party, which has agreed to indemnify LKE and the relevant executive officers. 

For a discussion of litigation matters, see Note 13, Commitments and Contingencies. 

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, the 
Company 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 

Dollars are in millions unless otherwise noted. 

Successor 
November 1 , 20 10 

through 
December 31,2010 

$ 254 - Operating revenues 

$ 40 Operating income - 
Net income 

Total assets 

$ 19 

$4,519 = 

Long-term debt 
obligations 
(including amounts 
due within one year) $1,112 - 

Predecessor 
January 1 , 20 10 

October 31,2010 2009 2008 2007 2006 

Year Ended 
through December 3 1 , 

$ 1,272 $ 1,468 $ 1,285 $ 1,338 =-== $ 1,057 - 
$ 167 $ 219 $ 229 $ 223 ---- $ 188 - 
$ 95 $ 90 $ 120 $ 117 

$3,568 $3,653 $3,313 $3,184 

==-- $ 109 

$3,699 

- 
=--- 

$ 896 $ 896 $ 984 $ 820 ---- $ 896 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management’s Discussion and Analysis 

Managentent’s Discussion and Analysis should be read in conjunction with the Financial Statements 
and Notes for the years ended December 31, 201 0, 2009 and 2008. Dollars are in nzillions unless 
otherwise noted. 

The purpose of “Management’s Discussion and Analysis” is to provide information about LG&E’s 
performance in implementing its’ strategies and managing risks and challenges. Specifically: 

e “Overview” provides background regarding LG&E’s business and identifies significant 
matters with which management is primarily concerned in evaluation of LG&E’s financial 
condition and operating results. 
“Results of Operations” provides a description of LG&E’s operating results in 2010,2009 and 
2008, including a review of earnings and a brief outlook for 201 1. 
“Financial Condition” provides an analysis of LG&E’s liquidity position and credit profile, 
including its sources of cash (including bank credit facilities and sources of operating cash 
flow) and uses of cash (including contractual obligations and capital expenditure 
requirements) and the key risks and uncertainties that impact LG&E’s past and future liquidity 
position and financial condition. This subsection also includes a discussion of LG&E’s current 
credit ratings. 
“Application of Critical Accounting Policies and Estimates” provides an overview of the 
accounting policies that are particularly important to the results of operations and financial 
condition of LG&E and that require its management to make significant estimates, 
assumptions and other judgments. 
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Overview 

LG&E is a regulated utility engaged in the generation, transmission, distribution and sale of electric 
energy and the storage, distribution and sale of natural gas in Kentucky. See the Business section for a 
description of the business. The rates LG&E charges its customers requires approval of the appropriate 
regulatory government agency. See Note 3, Rates and Regulatory Matters, for information regarding rate 
cases, regulatory assets and liabilities and other regulatory matters. 

LG&E and its affiliate, KU, are wholly owned subsidiaries of LKE, a Kentucky limited liability company. 
PPL acquired LKE on November 1 , 2010. Headquartered in Allentown, Pennsylvania, PPL is an energy 
and utility holding company that was incorporated in 1994. Through its subsidiaries, PPL owns or controls 
about 19,000 megawatts of generating capacity in the U.S., sells energy in key U.S. markets and delivers 
electricity and natural gas to about 5.3 million customers in the U.S. and the U.K. Following the acquisition, 
both LG&E and KU continue operating as subsidiaries of LKE, which is now an intermediary holding 
company in the PPL group of companies. See Note 2, Acquisition by PPL, for further information regarding 
the acquisition. 

In operating its business, the Company faces several risks including credit risks, liquidity risks, interest rate 
risks and commodity and price risks. For instance, the Company has credit risks from counterparties, 
customers and effects of its own credit ratings. LG&E attempts to manage these risks through the 
adoption of financial and operational risk management programs that, among other things, are designed 
to monitor and reduce its exposure to these risks. Identified within “Management’s Discussion and 
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Analysis” of “Financial Condition” and “Results of Operations” are risks LG&E’s management 
currently consider material; these risks are not the only risks faced by LG&E. Additional risks not 
presently known or currently deemed immaterial may also impair LG&E’s business operations. See Risk 
Factors and Financial Condition - Risk Management for further discussion. 

Predecessor and Successor Financial Presentation 

LG&E’s financial statements and related financial and operating data include the periods before or after 
PPL’s acquisition of LICE on November 1 , 201 0, and are labeled as Predecessor or Successor. LG&E 
applied push-down accounting to account for the acquisition. For accounting purposes only, push-down 
accounting is considered to create a new entity due to new cost basis assigned to assets, liabilities and 
equity as of the acquisition date. Consequently, LG&E’s results of operations and cash flows for the 
Predecessor and Successor periods in 20 10 are shown separately, rather than combined, in its audited 
financial statements. 

In the “Management’s Discussion and Analysis” of “Results of Operations” and “Financial Condition,” 
the Company has included disclosure of the combined Predecessor and Successor results of operations 
and cash flows. Such presentation is considered to be a non-GAAP disclosure. LG&E has included such 
disclosure because the Company believes it facilitates the comparison of 201 0 operating and financial 
performance to 2009 and 2008, and because the core operations of the Company have not changed as a 
result of the acquisition. 

Competition 

See the Business section for information concerning competition. 

Environmental Matters 

General 

Protection of the environment is a major priority for LG&E and a significant element of its business 
activities. Extensive federal, state and local environmental laws and regulations are applicable to 
LG&E’s air emissions, water discharges and the management of hazardous and solid waste, among other 
areas; and the costs of compliance or alleged non-compliance cannot be predicted with certainty but 
could be material. In addition, costs may increase significantly if the requirements or scope of 
environmental laws or regulations, or similar rules, are expanded or changed from prior versions by the 
relevant agencies. Costs may take the form of increased capital or operating and maintenance expenses; 
monetary fines, penalties or forfeitures or other restrictions. Many of these environmental law 
considerations are also applicable to the operations of key suppliers, or customers, such as coal 
producers, industrial power users, etc., and may impact the costs of their products or their demand for 
LG&E’s services. 

Climate Change 

Recent developments continue to indicate an increased possibility of significant climate change or GHG 
legislation or regulation, at the international, federal, regional and state levels. During December 2009, 
as part of the United Nation’s Copenhagen Accord, the United States agreed to a non-binding goal to 
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reduce GHG emissions to 17% below 2005 levels by 2020. Additionally, during 2009, the U.S. House of 
Representatives passed comprehensive GHG legislation, which included a number of measures to limit 
GHG emissions and achieve GHG emission reduction targets below 2005 levels of 3% by 2012, 17% by 
2020 and 83% by 2050. Similar legislation has been considered in the U.S. Senate, but the prospects for 
passage remain uncertain. In late 2009, the EPA issued a final endangerment finding relating to mobile 
sources of GHGs and a GHG reporting requirement beginning in 20 10. In 20 10, the EPA issued a final 
rule requiring implementation of best available control technology for GHG emissions from new or 
modified power plants, effective January 20 1 1. In December 20 10, the EPA announced that it intends to 
propose New Source Performance Standards addressing GHG emissions from new and existing power 
plants, with a proposed rule expected in July 201 1. Finally, a number of U.S. states, although not 
currently including Kentucky, have adopted GHG-reduction legislation or regulation of various sorts. 
The developing GHG initiatives include a number of differing structures and formats, including direct 
limitations on GHG sources, issuance of allowances for GHG emissions, cap-and-trade prograins for 
such allowances, renewable or alternative generation portfolio standards and mechanisms relating to 
demand reduction, energy efficiency, smart-grid, transmission expansion, carbon-sequestration or other 
GHG-reducing efforts. While the final t e rm and impacts of such initiatives cannot be estimated, LG&E, 
primarily coal-fired utility, could be highly affected by such proceedings. 

Other Environnzental Regulatory Initiatives 

The EPA has proposed or announced that it intends to propose a number of additional environmental 
regulations that could substantially impact utilities with coal-fired generating assets. These regulatory 
initiatives include revisions to the ambient air quality standards for S02, NO2, ozone and particulate 
matter 2.5 microns in size or less, rules aimed at mitigating the interstate transport of SO2 and NOx, a 
program governing emissions of hazardous air pollutants from utility generating units, a program for the 
management of coal combustion residuals, revised effluent guidelines for utility generating facilities and 
standards for cooling water intake structures. Such requirements could potentially mandate upgrade of 
existing emission controls, installation of additional emission controls such as FGDs, SCRs, fabric filter 
bag houses, activated carbon injection, wet electrostatic precipitators, closure of ash ponds and retrofit 
of landfills, installation of cooling towers, deployment of new water treatment technologies and 
retirement of facilities that cannot be retrofitted on a cost effective basis. 

The cost to LG&E and the effect on LG&E’s business of complying with potential GHG restrictions and 
other environmental regulatory initiatives will depend upon provisions of any final rules and how the 
rules are implemented by the EPA. Some of the design elements which may have the greatest effect on 
LG&E include (a) the required levels and timing of emissions caps, discharge limits or similar 
standards, (b) the sources covered by such requirements, (c) transition and mitigation provisions, such as 
phase-in periods, free allowances or price caps, (d) the availability and pricing of relevant mitigation or 
control technologies, goods or services, and (e) economic, market and customer reaction to electricity 
price and demand changes due to environmental concerns. 

Ultimately, environmental matters or potential environmental matters can represent an important 
element of current or future potential capital requirements, future unit retirement or replacement 
decisions, supply and demand for electricity, operating and maintenance expenses or compliance risks 
for the Company. Based on prior regulatory precedent, LG&E currently anticipates that many of such 
direct costs may be recoverable by LG&E through rates or other regulatory mechanisms, particularly 
with respect to coal-related generation, but the availability, timing or completeness of such rate recovery 
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cannot be assured. Ultimately, climate change and other environmental matters will likely increase the 
level of capital expenditures and operating and maintenance costs incurred by the Company during the 
next several years. With respect to NAAQS, CATR, CAMR replacement and coal combustion 
byproducts developments, based on a preliminary analysis of proposed regulations, the Company may 
be required to consider actions such as upgrading existing emissions controls, installing additional 
emissions controls, upgrading byproducts disposal and storage and possible early replacement of coal- 
fired units. In order to comply with the coal combustion residual rules and the above referenced air 
rules, capital expenditures for LG&E are preliminarily estimated to be in the $1.5 to $1.8 billion range 
over the next ten years, although final costs may substantially vary. This estimate does not include 
compliance with GHG rules or contemplated water-related environmental changes. See Risk Factors and 
Note 13 , Commitments and Contingencies, for further information. 

Results of Operations 

The utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. Revenue and earnings are generally 
highest during the first and third quarters, and lowest in the second quarter, due to weather. 

Net Income 

The following table summarizes the significant components of net income for 2010,2009 and 2008 and 
the changes therein: 

Total operating 

Total operating 
revenues 

expenses 
Operating income 

Derivative gain (loss) 
Interest expense 
Interest expense to 

Other income 
affiliated companies 

(expense) - net 
Income before 

income taxes 
Income tax expense 

Net income 

Combined Successor 

Year Ended through 
November 1,2010 

December 31,2010 December 31,2010 

$ 1,311 $ 254 

1,083 214 
228 40 

19 - 
23 7 

23 1 

196 29 
68 10 

$ 128 $ 19 

Predecessor 
Year Ended 

January 'Y 2010 December 31, 
through 

October 31,2010 2009 2008 ~- 

$ 1,057 $ 1,272 $ 1,468 

1,105 1,249 869 
188 167 219 

~~ 

19 18 (37) 
16 17 29 

22 27 29 

1 7 (2) -~ 

167 142 131 
47 41 

$ 109 $ 95 $ 90 
-~ 58 

27 



The change in LG&E’s net income was as follows: 

Total operating revenues 
Total operating expenses 

Operating income 
Derivative gain 
Interest expense 
Interest expense to affiliated companies 
Other income (expense) - net 

Income taxes 
Income before income taxes 

Net income 

operating Revenues 

Operating revenues follow: 

Combined Successor 

November 1 , 20 10 

December 3 1 , 20 10 December 3 1 , 20 10 
Year Ended through 

Electric $ 1,015 $ 169 
Natural gas 296 85 

$ 1,311 $ 254 

The changes in operating revenues were as follows: 

Electric 
Natural gas 

Increase (Decrease) 
2009 vs. 2008 

$ 39 $ (196) 
(22) ( 144) 
61 (52) 

2010 vs. 2009 

(6) 
11 

(6) 
54 
21 6 

,$ 33 ,$ 5 

Predecessor 

January 2010 December 31, through 
October 31,2010 2009 2008 

$ 846 $ 918 $ 1,016 
354 452 21 1 

$ 1,272 $ 1,468 $ 1,057 

Year Ended 

___- 

-- -- 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

$ 97 $ (98) 
0 0 
$ 39 
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Electric Revenues 

The $97 million increase from 2009 to 2010 and the $98 million decrease from'2008 to 2009 in electric 
revenues were primarily due to: 

Retail sales volumes (a) 
Base rate price variance (b) 
FAC price variance (c) 
Demand revenue (d) 
Merger surcredit termination in February 2009 
Increased recoverable program spending billed through the DSM 
Other operating revenue primarily due to late payment charges 
Transmission sales 
ECR price variance (e) 
VDT surcredit termination in August 2008 
Wholesale sales (f) 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

$ 46 $ (33) 
33 (12) 
21 13 
14 2 
- 14 
3 7 
2 4 
1 - 
- 4 

(7) 7 

(16) (1 04) 
,$ 97 p (98) 

(a) Retail sales volumes increased during 2010 compared to 2009 as a result of increased 
consumption primarily due to increased heating degree days during the first and fourth quarters 
of 201 0 and increased cooling degree days during the second and third quarters of 201 0. 
Additionally, improved economic conditions in 2010 and significant storm outages in 2009 
contributed to the increased volumes. 

The decrease in retail sales volumes during 2009 compared to 2008 was attributable to reduced 
consumption by retail customers as a result of milder weather and weakened economic 
conditions, in addition to significant storm outages during 2009. 

(b) The increase in revenues due to the base rate price variance during 2010 compared to 2009 
resulted from higher base rates effective August 1 , 2010. As part of the 2010 rate case, the 2001 
and 2003 ECR plans were added to rate base, which caused a portion of this increase. See Note 
3, Rates and Regulatory Matters, for fhrther discussion of the 2010 Kentucky rate cases. 

The decrease in revenues due to the base rate price variance during 2009 compared to 2008 
resulted from a reduction in base energy rates effective February 6 ,  2009. See Note 3, Rates and 
Regulatory Matters, for fhrther discussion of the 2008 Kentucky rate cases. 

(c) FAC revenues increased during 2010 compared to 2009 and 2009 compared to 2008 as a result 
of increased recoverable fiiel costs billed to customers through the FAC due to higher fuel prices. 

(d) Demand revenues increased during 2010 compared to 2009 as a result of higher demand rates 
effective August 1 , 20 10 and higher customer peak demand. See Note 3, Rates and Regulatory 
Matters, for fiirther discussion of the 20 IO Kentucky rate cases. 
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Demand revenues increased during 2009 compared to 2008 primarily as a result of higher 
demand rates effective February 6,2009, partially offset by lower customer peak demand. See 
Note 3, Rates and Regulatory Matters, for further discussion of the 2008 Kentucky cases. 

(e) The decrease in revenues due to the ECR price variance during 20 10 compared to 2009 resulted 
from lower recoverable capital spending due to the 2001 and 2003 plans being removed from the 
ECR mechanism. 

The increase in revenues due to the ECR price variance during 2009 compared to 2008 resulted 
from higher recoverable capital spending. 

(f) The decrease in wholesale sales during 2010 compared to 2009 was primarily due to lower sales 
volumes to KU and third party customers and decreased revenues from financial energy swaps. 
Wholesale volumes decreased as a result of increased consumption by residential customers, due 
to increased cooling and heating degree days, increased coal-fired generation outages and higher 
energy usage by industrial custoiners as a result of improved econoinic conditions. Financial 
energy swap revenues decreased as a result of less activity from the buyback of positions in 20 10 
and a change in the allocation between LG&E and KU in 2009. See Note 15, Related Party 
Transactions, for fiirther discussion of the mutual agreement for wholesale sales and purchases 
between the Utilities. 

The decrease in wholesale sales during 2009 coinpared to 2008 resulted from decreased volumes 
to third party customers as a result of lower econoinic capacity, scheduled coal-fired generation 
outages, decreased sales to KU due to lower fuel costs, and decreased third party prices as a 
result of lower prices in the spot energy market. These decreases were partially offset by 
increased gains in energy marketing financial swaps. 

Natural Gas Revenues 

The $58 million decrease from 2009 to 2010 and $98 inillion decrease from 2008 to 2009 in natural gas 
revenues were primarily due to: 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

Reduction in natural gas prices billed through GSC 
Retail sales voluines (a) 
Retail base rates price variance (b) 
Off-system wholesale sales due to lower demand 
Other 

(a) Retail sales volumes increased during 2010 compared to 2009 as a result of increased 
consumption was primarily due to colder temperatures during the first and fourth quarters of 
2010 and improved economic conditions. The increase in revenues resulting from higher 
volumes was partially offset by a reduction in WNA. 

30 



Retail sales volumes decreased during 2009 compared to 2008 as a result of milder weather and 
weakened economic conditions. The decrease in the volume variance in 2009 was partially offset 
by increased W A  revenues resulting fiom lower natural gas sales volumes. 

Combined Successor 

Year Ended through 
November 1,2010 

December 31,2010 December 31,2010 

$ 366 $ 60 
55 10 

(b) The increase in revenues due to the base rate price variance during 2010 compared to 2009 
resulted from higher base rates effective August 1 , 2010. See Note 3, Rates and Regulatory 
Matters, for further discussion of the 20 10 Kentucky rate case. 

Predecessor 
January 1,2010 Year Ended 

October 31,2010 2009 2008 

$ 306 $ 328 $ 346 
45 59 120 

through December 3 1 , 

The increase in revenues due to the base rate price variance during 2009 compared to 2008 was 
due to the change in base rates resulting fiom the application of the base rate case settlement in 
February 2009. See Note 3, Rates and Regulatory Matters, for further discussion of the 2008 
Kentucky rate case. 

Operatinn 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 GSC and FAC, subject to the approval of the FERC and 
the Kentucky Commission. Operating expenses and the changes therein for 2010,2009 and 2008 follow: 

Fuel for electric 

Power purchased 
Natural gas supply 

Other operation and 

generation 

expense 

maintenance 
expenses 

Depreciation and 
amortization 

162 53 109 243 347 

294 339 309 
68 I 3 62 

138 
$ 1,083 

136 127 
$ 1,105 $ 1,249 
-- 115 

$ 214 233 1 $ 869 
=- 

The changes in operating expenses were as follows: 

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

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

$ 38 $ (18) 
(4) (61) 

(81) (104) 
23 30 
2 9 

$ (22) $ (144) 
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Fuel for Electric Generation 

The $38 million increase horn 2009 to 2010 and $18 million decrease from 2008 to 2009 were primarily 
due to: 

Commodity costs for coal and natural gas 
Fuel usage volumes (a) 
Other 

Increase (Decrease) 

$ 23 $ 2 
17 (20) 

(2) - 
p; (18) 

2010 vs. 2009 2009 vs. 2008 

p; 38 

(a) Fuel usage volumes increased in 2010 compared to 2009 due to increased native load sales. Fuel 
usage volumes decreased in 2009 compared to 2008 due to decreased native load and wholesale 
sales. 

Power Purchased Expense 

The $4 million decrease horn 2009 to 2010 and $61 million decrease from 2008 to 2009 were primarily 
due to: 

Increase (Decrease) 

Purchases from KU due to volume (a) 
Purchases from KU due to prices 
Prices for purchases used to serve retail customers 
Demand payments for third party purchases 
Third party purchased volumes for native load 

(a) Purchased volumes from I<U decreased in 2010 compared to 2009 due to increased demand by 
the Utilities’ native load customers and reduced availability of LG&E’s lower cost generation to 
supply KU’s demand as a result of LG&E unit outages. 

Purchased volumes from KU decreased in 2009 compared to 2008 as result of LG&E’s and 
KU’s scheduled outages at coal-fired generation units during 2009 and as a result of KU’s units 
held in reserve as a result of low spot market pricing for the majority of 2009. See Note 15, 
Related Party Transactions, for further discussion of the mutual agreement for wholesale sales 
and purchases between the Utilities. 
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Natural Gas Supply Expense 

The $81 million decrease from 2009 to 2010 and $104 million decrease from 2008 to 2009 were 
primarily due to: 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

Cost of natural gas supply billed to customers due to 
lower cost per Mcf $ (95) $ (73) 

Natural gas volumes delivered 13 (26) 
Wholesale sales of purchased natural gas volumes (5) 
Other 1 - 

,- $ (104) 

- 

Other Operation and Maintenance Expenses 

The $23 million increase from 2009 to 2010 was primarily due to $8 million of increased other 
operation expenses and $15 million of increased maintenance expenses. The $30 million increase from 
2008 to 2009 was primarily due to $28 million of increased other operation expenses and $2 million of 
increased maintenance expenses. 

Other Operation Expenses: 

The $8 million increase from 2009 to 2010 and $28 million increase from 2008 to 2009 were primarily 
due to: 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

Administrative and general expense $ 2 $ 2 
Bad debt expense 2 - 
DSM program spending 2 10 
Transmission expense 2 (3) 
Distribution expense 2 (1) 
Power supply expense 1 (4) 
Pension expense (a) (4) 24 
Other 1 - - 

,$ 8 $ 28 

(a) Pension expense decreased in 2010 compared to 2009 primarily due to favorable asset 
performance in 2009 and increased in 2009 compared to 2008 primarily due to unfavorable asset 
performance in 2008. 
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Other Maintenance Expenses: 

The $15 million increase from 2009 to 2010 and $2 million increase from 2008 to 2009 were primarily 
due to: 

Steam expense (a) 
Generation expense (b) 
Administrative and general expense 
Distribution expense 

Increase (Decrease) 

$ 9 $ 3 
2010 vs. 2009 2009 vs. 2008 

3 
2 
1 (2) 

,$ 15 ,$ 2 

(a) Steam expense increased in 2010 compared to 2009 primarily due to increased boiler and electric 
maintenance expense mainly related to outage work. Steam expense increased in 2009 compared 
to 2008 due to the timing of scheduled unit outages and routine maintenance. 

Paddy's Run Unit 13. 
(b) Generation expense increased in 2010 compared to 2009 primarily due to the overhaul of 

Derivative Gain /Loss) 

The $1 million increase from 2009 to 2010 and $55 million increase from 2008 to 2009 were primarily 
due to: 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

Reclassification of ineffective interest rate swap loss to a 

Reclassification of terminated interest rate swap loss to a 
regulatory asset in 2010 (a) $ 21 $ - 

regulatory asset in 2010 (a) 9 - 
Interest expense related to interest rate swaps 2 (2) 
Gain (loss) on interest rate swap (31) 

,$ 1 ,$ 55 
57 

(a) See Note 3, Rates and Regulatory Matters, for hrther discussion of the interest rate swap 
regulatory assets. 

Interest Expense 

The $2 million increase from 2009 to 2010 and $14 million decrease from 2008 to 2009 were primarily 
due to: 

Bond interest expense '(a) 
Interest rate swaps (b) 
Interest expense to affiliated companies (c) 
Other interest expense 

Increase (Decrease) 
2010 vs. 2009 2009 vs. 2008 

$ 2 $ (4) 
1 (8) 

(4) (2) 

,$ (14) 
3 - 

$ 2 
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(a) Bond interest expense increased in 2010 compared to 2009 due to the issuance of first mortgage 
bonds in November 2010. Bond interest expense decreased in 2009 compared to 2008 due to the 
repurchase of bonds in 2008. See Note 11 , Long-Term Debt, for further information. 

(b) See Note 3, Rates and Regulatory Matters, and Note 5, Derivative Financial Instruments, for 
further information regarding interest rate swaps. 

(e )  Interest expense to affiliated companies decreased in 20 10 compared to 2009 primarily due to 
notes payable to Fidelia being paid in full in November as a result of the PPL acquisition. 
Interest expense to affiliated companies decreased in 2009 compared to 2008 as a result of lower 
interest rates on intercompany short-term borrowings ($6 million), which was partially offset by 
increased interest expense as a result of additional debt issued during 2008 ($4 million). 

Other Income (Expense) - Net 

Other income (expense) - net decreased $6 million in 2010 and 2009 primarily due to decreased gains 
on the sale of Company property. 

Income Tax Expense 

See Note 10, Income Taxes, for a reconciliation of differences between the U.S. federal income tax 
expense at statutory rates and LG&E’s income tax expense. 

201 1 Outlook 

LG&E projects 20 1 1 earnings to be on par with 20 10 as increases associated with the 20 10 Kentucky 
rate case and lower financing costs are offset by a decrease in other income due to the recognition of a 
regulatory asset associated with the interest rate swaps, as well as higher operation and maintenance 
expenses and depreciation. Operation and maintenance expenses and depreciation are expected to 
increase due to placing TC2 in service in January 201 1. See Risk Factors for a discussion of the risk 
factors that may impact the 201 1 outlook. 

Financial Condition 

Liauidity and Capital Resources 

LG&E expects to continue to have adequate liquidity available through operating cash flows, cash and 
cash equivalents and its credit facilities. LG&E remarketed $163 million of pollution control bonds in 
January 201 1 and expects to remarket an additional $25 million of pollution control bonds in November 
201 1. LG&E currently has no other plans to access debt capital markets in 201 1. See Note 19, 
Subsequent Events, for further information. 

LG&E’s cash flows from operations and access to cost-effective bank and capital markets are subject to 
risks and uncertainties including, but not limited to, the following: 

e 

e 

changes in market prices for electricity; 
potential ineffectiveness of the trading, marketing and risk management policy and programs 
used to mitigate LG&E’s risk exposure to adverse electricity and fuel prices and interest rates; 
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operational and credit risks associated with selling and marketing products in the wholesale 
power markets; 
unusual or extreme weather that may damage LG&E’s transmission and distribution facilities or 
affect energy sales to customers; 
unavailability of generating units (due to unscheduled or longer than anticipated generation 
outages, weather and natural disasters) and the resulting loss of revenues and additional costs of 
replacement electricity; 
ability to recover and the timeliness and adequacy of recovery of costs ; 
costs of compliance with existing and new environmental laws; 
any adverse outcome of legal proceedings and investigations with respect to LG&E”s current and 
past business activities; 
deterioration in the financial markets that could make obtaining new sources of bank and capital 
markets funding more difficult and more costly; and 
a downgrade in LG&E’s credit ratings that could adversely affect its ability to access capital and 
increase the cost of credit facilities and any new debt. 

See the Risk Factors section for further discussion of risks and uncertainties affecting LG&E’s cash 
flows. 

At December 3 1 , LG&E had the following: 

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

Current portion of long-term debt (b) 
Notes payable to affiliated companies (c) 
Note payable (d) 

Successor 
2010 

$ 2 
163 

$ 165 

$ - 
12 

163 
$ 175 

Predecessor 
2009 

$ 5 
- 

$ 5 

$ 120 
170 - 

$ 290 

(a) 20 10 amount represents tax-exempt bonds issued by Louisville/Jefferson County, Kentucky, on 
behalf of LG&E that were subsequently purchased by LG&E. Such bonds were reinarlceted to 
unaffiliated investors in January 201 1. See Note 18, Available for Sale Debt Securities, and Note 
19, Subsequent Events, for hrther information. 

(b) 2009 amount represents Jefferson County 2001 Series A and B and Triinble County 2001 Series 
A and B pollution control bonds subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events. The Successor has 
classified these bonds as long-term because the Company has the intent and ability to utilize its 
$400 million credit facility which matures in December 2014, to fund any mandatory purchases. 
The Predecessor classified these bonds as the current portion of long-term debt due to the tender 
for purchase provisions. The Predecessor presentation and the Successor presentation are both 
appropriate under GAAP. See Note 1 , Summary of Significant Accounting Policies and Note 1 1 , 
Long-Term Debt, for further information. 
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(c) Amounts represent borrowings under LG&E’s intercompany money pool agreement wherein 
LKE and/or KU make funds available to LG&E at market-based rates of up to $400 million. See 
Note 12, Notes Payable and Other Short-Term Obligations, for further information. 

group of banks. See Note 12, Notes Payable and Other Short-Term Obligations, for further 
information. 

(d) 2010 amount represents borrowings on LG&E’s $400 million revolving line of credit with a 

A condensed table of cash flows for the following periods in 2010,2009 and 2008 is presented below. 
The Predecessor period, January 1 , 20 10 through October 3 1 , 201 0, and the Successor period, 
November 1,2010 through December 3 1,2010, were aggregated without further adjustment for 
purposes of comparison with the same periods in 2009 and 2008. 

Combined Successor 

Year Ended through 
November 1 , 20 10 

December 31,2010 December 31,2010 
Net cash provided by 

(used in) operating 

Net cash provided by 
(used in) investing 

Net cash provided by 
(used in) financing 
activities 0 69 

activities $ 181 $ (8) 

activities (170) (63) 

Change in cash and 
cash equivalents .$ (3) u 

Predecessor 
January 1,2010 Year Ended 

through December 3 1, 
October 31,2010 2009 2008 

~~ 

$ 189 $ 309 $ 197 

(107) (176) (232) 

0 (132) 35 

$ (1) $ 1 $ -, 

Operating Activities 

Net cash provided by operating activities decreased by 41%, or $128 million, in 2010 compared with 
2009, primarily as a result of changes in working capital, refunds of prior year GSC over-collections, 
higher interest payments due to an accelerated settlement with the previous owner and higher income tax 
payments due to higher taxable income. These decreases in cash flow were partially offset by increased 
earnings and lower storm expenses. 

Net cash provided by operating activities increased by 57%, or $1 12 million, in 2009 compared with 
2008, primarily as a result of increased GSC recoveries and favorable changes in working capital. These 
increases in cash flow were partially offset by lower earnings excluding derivative gains and losses, 
higher storm expenses and increased pension funding. 

LG&E expects to achieve relatively stable cash flows from operations during the next three years 
although future cash flows may be significantly impacted by changes in economic conditions or new 
environmental and tax regulations. 
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Investing Activities 

The primary use of cash in investing activities is capital expenditures. See “Forecasted Uses of Cash” 
for details regarding projected capital expenditures for the years 20 1 1 through 20 13. 

Net cash used in investing activities decreased by 3%, or $6 million, in 2010 compared with 2009, 
primarily as a result of additional proceeds received of $45 million on the sale of assets and an increase 
of $2 million in restricted cash collections. These increases in cash flow were partially offset by $34 
million in higher capital expenditures and a decrease of $7 million in cash received on the settlement of 
derivatives. 

Net cash used in investing activities decreased by 24%, or $56 million, in 2009 compared with 2008, 
primarily as a result of a decrease of $57 million in capital expenditures and an increase of $15 million 
in cash received on the settlement of derivatives, partially offset by $16 million less in proceeds received 
on the sale of assets. 

Financing Activities 

Net cash used in financing activities was $14 million in 2010 compared with $132 million in 2009. The 
change from 2009 to 2010 is a result of new long-term debt issued in excess of retirements, lower 
dividend payments and less short-term debt repayment. 

Net cash’used in financing activities was $132 million in 2009 compared with cash provided by 
financing activities totaling $35 million in 2008. The lower level of cash provided by financing in 2009 
was the result of higher dividends and the repayment of short-term debt partially offset by fewer 
retirements and repurchases of long-term debt. 

In the two months of 2010 following the acquisition, cash provided by financing activities of the 
Successor primarily consisted of the issuance of first mortgage bonds totaling $53 1 million after 
discounts, the issuance of intercompany notes totaling $485 million to a PPL subsidiary to repay debt 
due to an E.ON affiliate upon the closing of the sale and a $163 million drawing under a revolving line 
of credit. These amounts were offset by the repayment of $485 million to an E.ON affiliate upon the 
closing of the sale, the repayment of $485 million to a PPL affiliate upon the issuance of the first 
mortgage bonds, the repayment of $130 million of short-term borrowings due to an affiliated company 
and the payment of $10 million of debt issuance costs. 

In 2010, cash used in financing activities by the Predecessor primarily consisted of the payment of $55 
million of dividends to LKE and decreases in short-term borrowings due to an affiliated company 
totaling $28 million. 

In 2009, cash used in financing activities primarily consisted of the payment of dividends to LKE 
totaling $80 million and the repayment of $52 million of short-term borrowings due to an affiliated 
company. 

In 2008, cash provided by financing activities primarily consisted of an increase in short-term 
borrowings due to an affiliated company of $144 million, the issuance of $95 million of pollution 
control revenue bonds,. the issuance of $75 million of intercompany notes to an E.ON affiliate and the 
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receipt of capital contributions from LKE totaling $20 million, partially offset by the repurchase of $259 
million of pollution control revenue bonds and the payment of $40 million in dividends to LKE. 

LG&E’s debt financing activity in 201 0 was: 
Issuances (a) Retirements 

Short-term borrowings from affiliated company - net change $ - $ (158) 
Other borrowings from affiliated company 485 (485) 
Borrowings from an E.ON affiliate - (485) 
Issuance of short-term note payable 163 - 
Issuance of bonds 53 1 - 

Net change in debt financing $ 1,179 ,$ (1,128) 

(a) Issuances are net of pricing discounts, where applicable. 

See Note 1 1 , Long-Term Debt, for hrther information. 

Working Capital Deficiency 

As of December 3 1 , 2009, LG&E had a working capital deficiency of $150 million, primarily due to 
notes payable to affiliated companies totaling $1 70 million and $120 million of tax-exempt bonds which 
allow the investors to put the bonds back to the Company causing them to be classified as “Current 
portion of long-term debt.” As of December 3 1,2010, the Company no longer had a working capital 
deficiency because the majority of the notes payable to affiliated companies were paid off in conjunction 
with the PPL acquisition, the $120 million of tax-exempt bonds were no longer classified as “Other 
current liabilities” by the Successor because the Company has the intent and ability to utilize its $400 
million credit facility which expires in December 2014 to fund any mandatory purchases, and the $163 
million in repurchased pollution control bonds that were previously reported on a net basis by the 
Predecessor are now reported on a gross basis as available for sale debt securities by the Successor. See 
Note 1 1 , Long-Term Debt, Note 18, Available for Sale Debt Securities, and Note 19, Subsequent 
Events, for further information. 

Auction Rate Securities 

Auctions for auction rate securities issued by LG&E continued to fail throughout 2010. LG&E held 
$163 million of its own securities at December 3 I, 2010 and December 3 1,2009, that at one time were 
auction rate securities. These pollution control bonds were reissued in January 201 1. See Note 1 I, Long- 
Term Debt, Note 18, Available for Sale Debt Securities, and Note 19, Subsequent Events, for further 
discussion. 

Forecasted Sources of Cash 

LG&E expects to continue to have adequate sources of cash available in the near term, including access 
to external financing, financing from affiliates and/or infhsions of capital from LICE. 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 November 
2009, LG&E received a two-year authorization from the FERC to borrow up to $400 million in short- 
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term funds. Short-term funds are made available via the Company’s participation in an intercompany 
money pool agreement wherein LKE and/or KU make funds available to LG&E at market-based rates 
(based on highly rated commercial paper issues) up to $400 million or via the $400 million Revolving 
Credit Agreement discussed below. LG&E currently believes this authorization and these facilities, 
together with the Company’s credit facilities discussed below, provide the necessary flexibility to 
address any liquidity needs. 

Credit Facilities 

On November 1 , 20 10, LG&E entered into a $400 million unsecured Revolving Credit Agreement with 
a group of banks. Under this new credit facility, which expires on December 31,2014, LG&E has the 
ability to make cash borrowings and to request the lenders to issue letters of credit. Borrowings will 
generally bear interest at LISOR-based rates plus a spread, depending upon LG&E’s senior unsecured 
long-term debt rating. The new credit facility contains financial covenants requiring LG&E’s debt to 
total capitalization to not exceed 70% and other customary covenants. As of December 3 1,2010, 
LG&E’s debt to total capitalization was 43% as calculated pursuant to the credit agreement. Under 
certain conditions, LG&E may request that the facility’s capacity be increased by up to $100 million. 
This new credit facility replaced three bilateral credit facilities totaling $125 inillion that were 
terminated November 1 , 20 10. As of December 3 1 , 20 10, there were $163 inillion of borrowings 
outstanding under the new credit facility. In January 20 1 1 , LG&E successfully remarketed $163 inillion 
of its repurchased pollution control bonds and used the proceeds to repay the outstanding balance on 
LG&E’s credit facility. LG&E will utilize unused credit facility and money pool balances to fund 
working capital needs as they arise. See Note 11 , Long-Term Debt, Note 18, Available for Sale Debt 
Securities, and Note 19, Subsequent Events, for further information regarding the Company’s 
remarketed bonds. See Note 12, Notes Payable and Other Short-Term Obligations, for fiirther 
information regarding the Company’s credit facilities. 

Contributions fionz LKE 

LKE may make capital contributions to LG&E, which can be used for general business purposes. 

Long-Tern? Debt 

LG&E currently does not plan to issue any new long-term debt in 20 1 1. However, LG&E remarketed 
$163 million of pollution control bonds in January 201 1 and expects to remarket an additional $25 
million of pollution control bonds in the second half of 201 1. See Note 19, Subsequent Events, for 
further information. 

Forecasted Uses of Cash 

In addition to expenditures required for normal operating activities, such as fuel for electric generation, 
power purchased, payroll and taxes; LG&E currently expects to incur future cash outflows for capital 
expenditures, various contractual obligations and the payment of dividends. 
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Capital Requirements 

LG&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. LG&E plans to fund capital expenditures through operating cash flows, the credit facility 
and, if needed, the issuance of long-term debt. LG&E expects its capital expenditures for the three year 
period ending December 3 1 , 20 13, to total approximately $1,569 million, consisting primarily of the 
following: 

Construction of environmental controls and capacity replacement 
Construction of distribution and metering assets 
Construction of generation assets 
Construction of coal combustion residual storage structures 
Redevelopment of Ohio Falls hydroelectric facility 
Information technology projects 
Construction of transmission assets 
Other projects 
Recoverable environmental assets 

$ 731 
3 89 
169 
90 
67 
41 
40 
26 
16 

$ 1,569 

The Company’s capital program will focus primarily on compliance with existing or anticipated EPA 
environmental regulations, aging infrastructure and the need for increased storage capacity for coal 
combustion by-product materials over the next several years. This program may also 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, changes in commodity prices 
and labor rates and other regulatory requirements. In particular, climate change initiatives, whether via 
legislative, regulatory or market channels, could restrict or disadvantage power generation from higher- 
carbon sources. Therefore, LG&E has included estimates regarding significant additional capital 
expenditures related to pending environmental regulations and legislation. These estimates are subject to 
final regulations and least cost analysis based on engineering studies. To the extent financial markets see 
climate change as a potential risk, LG&E may face reduced access to or increased costs in capital 
markets. Capital expenditures for LG&E associated with such actions are preliminarily estimated to be 
in the $1.5 to $1.8 billion range over the next ten years, although final costs may substantially vary. 

See the contractual obligations table below and Note 13, Commitments and Contingencies, for fbrther 
information concerning commitments. 
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Contractual Obligations 

The following is provided to summar,Le contractual cash obligations for periods after December 3 1 , 
2010. LG&E anticipates cash .from operations and external financing will be sufficient to fund future 
obligations. See the Statements of Capitalization. 

Short-term debt (a) 
Long-term debt (b) 
Interest on long-term debt (c) 
Operating leases (d) 
Unconditional power purchase 

Coal and natural gas purchase 
obligations (f) 

Pension benefit plan 

Postretirement benefit plan 

Construction obligations (i) 
Other obligations (j) 

obligations (e) 

obligation (g) 

obligations (h) 

Payments Due by Period 
2011 2012 2013 2014 2015 Thereafter Total - ~ ~ - ~  

$ 1 7 5 s  - $  - $  - $  - $  - $ 175 
- - - - 250 859 1,109 

32 33 36 39 43 826 1,009 
5 4 3 3 2 1 18 

20 22 22 23 22 258 367 

334 109 112 98 100 36 789 

28 33 30 6 1 3 101 

7 7 7 7 7 35 70 
118 6 4 128 

1 1 2 
$ 720 $ 215 $ 214 $ 176 $ 425 $ 2,018 $ 3,768 

- - - 
- - - - - ~ - - _ _ _  

--=--, 

This table does not reflect contingent obligations. See Note 13, Commitments and Contingencies, for 
further information on contingent obligations. 

(a) Represents borrowings of $12 million of debt due to affiliates and debt due to external parties of 

(b) Reflects principal maturities only based on legal maturity dates and includes the current portion 

(c) Assumes interest payments through maturity. The payments herein are subject to change as 

(d) Represents future operating lease payments. 
(e) Represents future minimum payments under OVEC power purchase agreements through March 

(f) Represents contracts to purchase coal, natural gas and natural gas transportation. 
(g) Represents projected cash flows for funding the pension benefit plans as calculated by the 

$163 million within one year. 

of long-term debt. 

payments for debt that is or becomes variable-rate debt have been estimated. 

13,2026. 

actuary. For pension fiinding information see Note 9, Pension and Other Postretirement Benefit 
Plans. 

(h) Represents projected cash flows for the postretirement benefit plan as calculated by the actuary. 
For postretirement funding information, see Note 9, Pension and Other Postretirement Benefit 
Plans. 
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(i) Represents construction commitments, including commitments for the Ohio Falls refurbishment 
and the Trimble landfill construction including the associated material transport systems for coal 
combustion residuals. 

0) Represents other contractual obligations including the SPP and TVA coordination agreements. 

Pension and Postretirenzent Benefit Plans 

See Application of Critical Accounting Policies and Estimates for discussion regarding discretionary 
contributions to the pension and postretirement benefit plans in 201 1. 

Dividends 

Future dividends may be declared at the discretion of LG&E’s Board of Directors, payable to its sole 
shareholder, L I E .  As discussed in Note 12, Notes Payable and Other Short-Term Obligations, LG&E’s 
dividend payments are limited under a covenant in its $400 million revolving line of credit facility. This 
covenant restricts the debt to total capital ratio to not more than 70%. LG&E is subject to Section 305(a) 
of the Federal Power Act, which makes it unlawful for a public utility to make or pay a dividend from 
any funds “properly included in capital account.” The meaning of this limitation has never been clarified 
under the Federal Power Act. LG&E believes, however, that this statutory restriction, as applied to its 
circumstances, would not be construed or applied by the FERC to prohibit the payment fkom retained 
earnings of dividends that are not excessive and are for lawfill and legitimate business purposes. 

Purchase, Redemption or Remarketing of Debt Securities 

In January 20 1 1 , LG&E successfilly remarketed $1 63 million of its repurchased pollution control 
bonds, which were classified as “Available for sale debt securities” on the Balance Sheets at December 
31,2010. LG&E used the proceeds from the remarketed bonds to repay the balance of its credit facility. 
LG&E will continue to evaluate purchasing, redeeming or remarketing outstanding debt securities and 
may decide to take action depending upon prevailing market conditions and available cash. 

See Note 1 1 , Long-Term Debt, Note 18, Available for Sale Debt Securities, and Note 19, Subsequent 
Events, for further information regarding the Company’s remarketed bonds. See Note 12, Notes Payable 
and Other Short-Term Obligations, for discussion regarding the Company’s credit facilities. 

Credit Ratings 

LG&E’s credit ratings reflect the views of three national rating agencies. A security rating is not a 
recommendation to buy, sell or hold securities and is subject to revision or withdrawal at any time by the 
rating agency. In October 2010, one national rating agency revised downward the short-term credit 
rating of the pollution control bonds and the issuer rating of the Company as a result of the then pending 
acquisition by PPL. Another raised the long-term rating of the pollution control bonds as a result of the 
addition of the first mortgage bonds as collateral. In October 2010, a third national rating agency 
provided an initial rating of the Company’s pollution control bonds and first mortgage bonds. See Note 
11, Long-Term Debt, for a discussion of downgrade actions in 2009 and 2008 related to the pollution 
control bonds caused by a change in the rating of the entity insuring those bonds. 
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Ratings Trig= 

LG&E has various derivative and non-derivative contracts, including contracts for the sale and purchase 
of electricity and fiiel and commodity transportation and interest rate instruments, which contain 
provisions requiring LG&E to post additional collateral, or permit the counterparty to terminate the 
contract if LG&E’s credit rating were to fall below investment grade. See Note 5 ,  Derivative Financial 
Instruments, for a discussion of Credit Risk Related Contingent Features, including a discussion of the 
potential additional collateral that would have been required for derivative contracts in a net liability 
position at December 3 1 , 20 10. At December 3 1 , 20 10, if LG&E’s credit ratings had been below 
investment grade, LG&E would have been required to prepay or post an additional $83 million of 
collateral to counterparties for both derivative and non-derivative commodity and commodity-related 
contracts used in its generation, marketing and trading operations and interest rate contracts. 

Off-Balance Sheet Arrangements 

LG&E has very limited off-balance sheet activity. See Note 13, Commitments and Contingencies, for 
fiirther discussion. 

Risk Management 

Credit Risk 

LG&E is exposed to potential losses as a result of nonperformance by counterparties of their contractual 

evaluating credit ratings and financial information along with having certain counterparties post margin 
if the credit exposure exceeds certain thresholds. See Note 5 ,  Derivative Financial Instruments, for 
information regarding risk management activities. 

‘ obligations. LG&E maintains credit policies and procedures to limit counterparty credit risk including 

LG&E is exposed to potential losses as a result of nonpayment by customers. The Company maintains 
an allowance for doubtfbl accounts composed of accounts aged more than four months. Accounts are 
written off as management determines them uncollectible. See Application of Critical Accounting 
Policies and Estimates and Note 1 , Summary of Significant Accounting Policies, for further discussion. 

Certain of the Company’s derivative instruments contain provisions that require it to provide immediate 
and on-going collateralization on derivative instruments in net liability positions based tipon the 
Company’s credit ratings from each of the major credit rating agencies. See Note 5 ,  Derivative Financial 
Instruments, for information regarding exposure and the risk management activities. 

Liquidity Risk 

LG&E expects to continue to have access to adequate sources of liquidity through operating cash flows, 
cash and cash equivalents, credit facilities and/or infusion of capital froin its parent. See Financial 
Condition - Liquidity and Capital Resources for an expanded discussion of LG&E’s liquidity position 
and a discussion of its forecasted sources of cash. 
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Securities Price Risk 

LG&E has securities price risk through its participation in defined benefit pension and postretirement 
benefit plans. Declines in the market price of debt and equity securities could impact contribution 
requirements. See Application of Critical Accounting Policies and Estimates - Defined Benefits for a 
discussion of the assumptions and sensitivities regarding the Company’s defined benefit pension and 
postretirement benefit plans assumptions. 

Interest Rate and Commodity Price Risk 

LG&E is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages commodity risks using derivative instruments, including swaps and forward 
contracts. The Company’s policies allow for the interest rate risk to be managed through the use of fixed 
rate debt, floating rate debt and interest rate swaps. At December 31,2010, the Company’s annual 
exposure to increased interest expense, based on a 10% increase in interest rates, was less than $1 
million. 

LG&E manages price risk by conducting energy trading activities through forward financial 
transactions. The following chart sets forth the net fair value of LG&E’s commodity derivative 
contracts. See Note 5 ,  Derivative Financial Instruments, for further information. 

Successor 
December 3 1 , 

2010 
Fair value of contracts outstanding at the beginning of the 

Contracts realized or otherwise settled during the period 
Fair value of new contracts entered into during the period 

period $ -  

(1) 

- 
- 

Other changes in fair value (a) 

Fair value of contracts outstanding at the end of the period 

Predecessor 
October 3 I, December 3 1 , 

2010 2009 

$ -  $ -  

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

Related Party Transactions 

LG&E and its Parent, LKE and subsidiaries of LKE engage in related party transactions. See Note 15, 
Related Party Transactions, for fitrther information. 

LG&E is not aware of any material ownership interest or operating responsibility by the executive 
officers of LG&E in outside partnerships, including leasing transactions with variable interest entities, or 
entities doing business with LG&E. 
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Acquisitions. Development and Divestitures 

LG&E and KU have been constructing a new 760-Mw capacity base-load, coal-fired unit, TC2, which is 
jointly owned by LG&E (14.25%) and KU (60.75%), together with IMEA and IMPA (combined 25%). 
With limited exceptions the Company took care, custody and control of TC2 on January 22,20 1 1 , and 
has dispatched the unit to meet customer demand since that date. LG&E and the contractor agreed to a 
further amendment of the construction agreement whereby the contractor will complete certain actions 
relating to identifying and completing any necessary modifications to allow operation of TC2 on all 
fuels in accordance with initial specifications prior to certain dates, and amending the provisions relating 
to liquidated damages. See Note 13, Commitments and Contingencies, for further information. 

LG&E continuously re-examines development projects based on market conditions and other factors to 
determine whether to proceed, to cancel or to expand the projects. 

Application of Critical Accounting Policies and Estimates 

The financial statements of LG&E are prepared in compliance with GAAP. The application of these 
principles 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 also 
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. 
LG&E’s senior management has reviewed the significant and critical accounting policies with the relevant 
governing bodies of the Company and its parent, as applicable. 

An accounting policy is deemed to be critical if it requires an accounting estimate to be made based on 
assumptions about matters that are highly uncertain at the time the estimate is made, if different estimates 
reasonably could have been used or if changes in the estimate that are reasonably possible could materially 
impact the financial statements. Management believes the following critical accounting policies reflect the 
significant estimates and assumptions used in the preparation of the Financial Statements. 

Price Risk Management 

See Financial Condition - Risk Management. 

Rep;ulatory Mechanisms 

LG&E is a cost-based rate-regulated utility. As a result, the financial statements reflect the effects of 
regulatory actions. Regulatory assets are recognized for the effect of transactions or events where future 
recovery is probable in regulated customer rates. The effect of such accounting is to defer certain or 
qualifying costs that would otherwise be charged to expense. Likewise, regulatory liabilities are 
recognized for obligations expected to be returned through future regulated customer rates. The effect of 
such transactions or events would otherwise be reflected as income, or, in certain cases, regulatory 
liabilities are recorded based on the understanding with the regulator that current rates are being set to 
recover costs that are expected to be incurred in the future. The regulated entity is accountable for any 
amounts charged pursuant to such rates and not yet expended for the intended purpose. The accounting 
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for regulatory assets and liabilities is based on specific ratemaking decisions or precedent for each 
transaction or event as prescribed by the FERC and the Kentucky Commission. See Note 3, Rates and 
Regulatory Matters, for additional detail regarding regulatory assets and liabilities. 

Defined Benefits 

LG&E employees benefit fiom both funded and unfunded retirement benefit plans. See Note 1, 
Summary of Significant Accounting Policies, for information about policy changes between the 
Predecessor and Successor and the accounting for defined benefits including LG&E’s method of 
amortizing gains and losses. LG&E makes various assumptions in arriving at pension and other 
postretirement benefit costs and obligations. The major assumptions include: 

LG&E’s selection of discount rates is based on the Mercer Pension Discount Yield Curve 
(Predecessor) and the Towers Watson Yield Curve (Successor). 
LG&E’s selection of rate of salary growth is based on historical data that includes employees’ 
periodic pay increases and promotions, which are used to project employees’ pension benefits at 
retirement. 
LG&E determines the expected long-term return on plan assets based on the current level of 
expected return on risk fiee investments (primarily government bonds), the historical Ievel 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 the current asset allocation. 
LG&E’s management projects health care cost trends based on past health care costs, the near- 
term outlook and an assessment of likely long-term trends. 

The performance of the capital markets affects the values of the assets that are held in trust to satisfjr 
future obligations under the defined benefit pension plans. The return on investments within the plans 
was approximately 12% for the year ended December 3 1,2010. The benefit plan assets and obligations 
are re-measured annually using a December 3 1 measurement date. Due to the PPL acquisition, the 
benefit plan assets and obligations were also re-measured at October 31,2010. The Company’s 2010 
pension and postretirement benefit cost was approximately $6 million less than 2009. The Company 
anticipates its 201 1 pension cost will be approximately $4 million less than the 2010 expense. The 
amount of future funding will depend upon the actual return on plan assets, the discount rate and other 
factors, but the Company funds its pension obligations in a manner consistent with the Pension 
Protection Act of 2006. The Company made discretionary contributions to its pension plan of $20 
million and $8 million in 2010 and 2009, respectively. In January 201 1, LG&E contributed $64 million 
to its pension plans. See Note 19, Subsequent Events, for further information. 

See Note 9, Pension and Other Postretirement Benefit Plans, for further information on defined benefits 
including sensitivity analysis expressing potential changes in expected returns that would result fiom 
hypothetical changes to assumptions and estimates, expected rate of return assumptions and health care 
trends. 

Asset Impairment 

LG&E performs a quarterly review to determine if an impairment analysis is required for long-lived 
assets that are subject to depreciation or amortization. This review identifies changes in circumstances 
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indicating that a long-lived asset’s carrying value may not be recoverable. An impairment analysis will 
be performed if warranted based on the review. For these long-lived assets, such events or changes in 
circumstances which may indicate an impairment analysis is required include: 

a significant decrease in the market price of an asset; 
a significant adverse change in the manner in which an asset is being used or in its physical 
condition; 
a significant adverse change in legal factors or in the business climate; 
an accumulation of costs significantly in excess of the amount originally expected for the 
acquisition or construction of an asset; 
a current-period operating or cash flow loss combined with a history of losses or a forecast that 
demonstrates continuing losses; 
a current expectation that, more likely than not, an asset will be sold or otherwise disposed of 
before the end of its previously estimated usefiil life; and 
a significant change in the physical condition of an asset. 

Q 

e 

Q 

For a long-lived asset, impairment is recognized when the carrying amount of the asset is not 
recoverable and exceeds its fair value. The carrying amount is not recoverable if it exceeds the sum of 
the undiscounted cash flows expected to result from the use and eventual disposition of the asset. If the 
asset is impaired, an impairment loss is recorded to adjust the asset’s carrying value to its estimated fair 
value. Management must make significant judgments to estimate future cash flows including the usefbl 
lives of long-lived assets, the fair value of the assets and management’s intent to use the assets. LG&E 
did not recognize an impairment of any long-lived asset in 2010. 

Effective with PPL’s acquisition of LKE on November 1,2010, LG&E recorded $389 million of goodwill. 
At December 3 1 20 10, LG&E’s goodwill remained unchanged. GAAP requires goodwill to be tested for 
impairment on an annual basis or more frequently if events or Circumstances indicate that assets may be 
impaired. LG&E performs its annual goodwill impairment test in the fourth quarter. See Note 7, Goodwill 
and Intangible Assets, for hither discussion. 

Goodwill is tested for impairment using a two-step approach. In step 1 the Company identifies a potential 
impairment by comparing the estimated fair value of the Company (the goodwill reporting unit) to its 
carrying value, including goodwill, on the measurement date. If the estimated fair value exceeds its 
carrying amount, goodwill is not considered impaired. If the carrying amount exceeds the estimated fair 
value, the second step is performed to measure the amount of impairment loss, if any. 

The second step requires a calculation of the implied fair value of goodwill. The implied fair value of 
goodwill is determined in the same manner as the amount of goodwill in a business combination. That is, 
the estimated fair value is allocated to all of LG&E’s assets and liabilities as if LG&E had been acquired in 
a business combination and the estimated fair value of LG&E wasthe price paid. The excess of the 
estimated fair value of LG&E over the amounts assigned to its assets and liabilities is the implied fair value 
of goodwill. The implied fair value of goodwill is then compared with the carrying amount of that goodwill. 
If the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal 
to that excess. The loss recognized cannot exceed the carrying amount of the reporting unit’s goodwill. 

Determining the fair value of LG&E is judgmental in nature and involves the use of significant estimates 
and assumptions. These estimates and assumptions can include revenue growth rates and operating 

48 



margins used to calculate projected future cash flows, risk adjusted discount rates and future economic 
and market conditions. 

LG&E tested goodwill for impairment in the fourth quarter of 2010 and no impairment was recognized. See 
Note 7, Goodwill and Intangible Assets, for further discussion. 

Loss Accruals 

LG&E accrues losses for the estimated impacts of various conditions, situations or circumstances 
involving uncertain or contingent future outcomes. For loss contingencies, the loss must be accrued if 
(1) information is available that indicates it is probable that a loss has been incurred, given the likelihood 
of the uncertain fiiture events and (2) the amount of the loss can be reasonably estimated. Accounting 
guidance defines “probable” as cases in which “the future event or events are likely to occur.” LG&E 
does not record the accrual of contingencies that might result in gains, unless recovery is assured. LG&E 
continuously assesses potential loss contingencies for environmental remediation, litigation claims, 
regulatory penalties and other events. 

The accounting aspects of estimated loss accruals include (1) the initial identification and recording of 
the loss, (2) the determination of triggering events for reducing a recorded loss accrual and (3) the 
ongoing assessment as to whether a recorded loss accrual is sufficient. All three of these aspects require 
significant judgment by LG&E’s management. LG&E uses its internal expertise and outside experts 
(such as lawyers and engineers), as necessary, to help estimate the probability that a loss has been 
incurred and the amount or range of the loss. 

LG&E has identified certain other events that could give rise to a loss, but that do not meet the 
conditions for accrual. Such events are disclosed, but not recorded, when it is reasonably possible that a 
loss has been incurred. Accounting guidance defines “reasonably possible” as cases in which “the future 
event or events occurring is more than remote, but less than likely to occur.” See Note 13, Commitments 
and Contingencies, for disclosure of other potential loss contingencies that have not met the criteria for 
accrual. 

When an estimated loss is accrued, LG&E identifies, where applicable, the triggering events for 
subsequently adjusting the loss accrual. The triggering events generally occur when the contingency has 
been resolved and the actual loss is incurred, or when the risk of loss has diminished or been eliminated. 
The following are some of the triggering events that provide for the adjustment of certain recorded loss 
accruals: 

0 Allowances for uncollectible accounts are reduced when accounts are written off after prescribed 
collection procedures have been exhausted, a better estimate of the allowance is determined or 
underlying amounts are ultimately collected. 
Environmental and other litigation contingencies are reduced when the contingency is resolved, 
LG&E makes actual payments, a better estimate of the loss is determined or the loss is no longer 
considered probable. 

e 

LG&E reviews its loss accruals on a regular basis to assure that the recorded potential loss exposures are 
appropriate. This involves ongoing communication and analyses with internal and external legal 
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counsel, engineers, operation management and other parties. This review may result in the increase or 
decrease of the loss accrual. 

Asset Retirement Obligations 

LG&E is required to recognize a liability for legal obligations associated with the retirement of long- 
lived assets. The initial obligation is measured at its estimated fair value. An equivalent amount is 
recorded as an increase in the value of the capitalized asset and allocated to expense over the useful life 
of the asset. Until the obligation is settled, the liability is increased, through the recognition of accretion 
expense in the Statements of Income, for changes in the obligation due to the passage of time. An 
offsetting regulatory asset is recognized to reverse the depreciation and accretion expense related to the 
ARO such that there is no income statement impact. The regulatory asset is relieved when the ARO has 
been settled. An ARO must be recognized when incurred if the fair value of the ARO can be reasonably 
estimated. 

’ 

In determining AROs, management must make significant judgments and estimates to calculate fair 
value. Fair value is developed using an expected present value technique based on assumptions of 
market participants that considers estimated retirement costs in current period dollars that are inflated to 
the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in 
assumptions and estimates included within the calculations of the fair value of AROs could result in 
significantly different results than those identified and recorded in the financial statements. Estimated 
ARO costs and settlement dates, which affect the carrying value of various AROs and the related assets, 
are reviewed periodically to ensure that any material changes are incorporated into the estimate of the 
obligations. Any change to the capitalized asset is amortized over the remaining life of the associated 
long-lived asset. See Note 4, Asset Retirement Obligations, for further information on AROs. 

At December 3 1 , 2010, LG&E had AROs totaling $49 million recorded on the Balance Sheets. Of the 
total amount, $29 million, or 59%, relates to LG&E’s ash ponds, landfills and natural gas mains. The 
most significant assumptions surrounding AROs are the forecasted retirement costs, the discount rates 
and the inflation rates. A variance in the forecasted retirement costs, the discount rates or the inflation 
rates could have a significant impact on the ARO liabilities. 

The following chart reflects the sensitivities related to LG&E’s ARO liabilities for ash ponds, landfills 
and natural gas mains as of December 3 1 , 2010: 

Change in Impact on 
Assumption ARO Liability 

Retirement cost 1 O%/( 1 O)% $3/$(3) 
Discount rate 0.25%/(0.25)% $(2)/$2 
Inflation rate 0.25%/(0.25)% $2/$(2) 

Income Tax Uncertainties 

Significant management judgment is required in developing LG&E’s provision for income taxes 
primarily due to the uncertainty related to tax positions taken or expected to be taken in tax returns and 
the determination of deferred tax assets, liabilities and valuation allowances. 
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Significant management judgment is required to determine the amount of benefit recognized related to 
an uncertain tax position. LG&E evaluates its tax positions following a two-step process. The first step 
requires an entity to determine whether, based on the technical merits supporting a particular tax 
position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. 
This determination assumes that the relevant taxing authority will examine the tax position and is aware 
of all the relevant facts surrounding the tax position. The second step requires an entity to recognize in 
the financial statements the benefit of a tax position that meets the more-likely-than-not recognition 
criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of 
realization, upon settlement, that exceeds 50%. LG&E’s management considers a number of factors in 
assessing the benefit to be recognized, including negotiation of a settlement. 

On a quarterly basis, LG&E reassesses its uncertain tax positions by considering information known at 
the reporting date. Based on management’s assessment of new information, LG&E may subsequently 
recognize a tax benefit for a previously unrecognized tax position, de-recognize a previously recognized 
tax position or re-measure the benefit of a previously recognized tax position. The amounts ultimately 
paid upon resolution of issues raised by taxing authorities may differ materially from the amounts 
accrued and may materially impact LG&E financial statements in the future. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to 
reduce deferred tax assets also require significant management judgment. LG&E classifies unrecognized 
tax benefits as current, to the extent management expects to settle an uncertain tax position, by payment 
or receipt of cash, within one year of the reporting date. Valuation allowances are initially recorded and 
reevaluated each reporting period by assessing the likelihood of the ultimate realization of a deferred tax 
asset. Management considers a number of factors in assessing the realization of a deferred tax asset, 
including the reversal of temporary differences, future taxable income and ongoing prudent and feasible 
tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition 
and measurement criteria utilized by LG&E to account for an uncertain tax position. See Note 10, 
Income Taxes, for the required disclosures, 

At December 3 1,2010, LG&E’s existing reserve exposure to either increases or decreases in 
unrecognized tax benefits during the next 12 months is less than $1 million. This change could result 
from subsequent recognition, de-recognition and/or changes in the measurement of uncertain tax 
positions. The events that could cause these changes are direct settleinents’with taxing authorities, 
litigation, legal or administrative guidance by relevant taxing authorities and the lapse of an applicable 
statute of limitations. 

Purchase Price Allocation 

On November 1 , 2010, PPL completed the acquisition of LG&E’s parent. In accordance with accounting 
guidance on business combinations, the identifiable assets acquired and the liabilities assumed were 
measured at fair value at the acquisition date. Fair value is defined as the price that would be received to 
sell an asset or paid to transfer a liability in an orderly transaction between market participants. The 
excess of the purchase price over the estimated fair value of the identifiable net assets is recorded as 
goodwill. 

The determination and allocation of fair value to the identifiable assets acquired and liabilities assumed 
was based on various assumptions and valuation methodologies requiring considerable management 
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judgment, including estimates based on key assumptions of the acquisition, and historical and current 
market data. The most significant variables in these valuations were the discount rates, the number of 
years on which to base cash flow projections, as well as the assumptions and estimates used to determine 
cash inflows and outflows. Although the assumptions applied were reasonable based on information 
available at the date of acquisition, actual results may differ from the forecasted amounts and the 
difference could be material. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory 
assets acquired and regulatory Iiabilities assumed, LG&E determined that fair value was equal to net 
book value at the acquisition date because LG&E’s operations are conducted in a regulated environment 
and the regulatory commissions allow for earning a rate of return on the book value of a majority of the 
regulated asset bases at rates determined to be fair and reasonable. As there is no current prospect for 
deregulation in LG&E’s operating area, it is expected that these operations will remain in a regulated 
environment for the foreseeable future, therefore management has concluded that the use of these assets 
in the regulatory environment represents their highest and best use and a market participant would 
measure the fair value of these assets using the regulatory rate of return as the discount rate, thus 
resulting in fair value equal to book value. 

The fair value of intangible assets and liabilities (e.g. contracts that have favorable or unfavorable terms 
relative to market), including coal contracts and power purchase agreements, as well as emission 
allowances, have been reflected on the Balance Sheets with offsetting regulatory assets or liabilities. 
Prior to the acquisition, LG&E recovered the cost of the coal contracts, power purchases and emission 
allowances and this rate treatment will continue after the acquisition. As a result, management believes 
the regulatory assets and liabilities created to offset the fair value adjustments meet the recognition 
criteria established by existing accounting guidance and eliminate any ratemaking impact of the fair 
value adjustments. LG&E’s customer rates will continue to reflect these items (e.g. coal, purchased 
power, emission allowances) at their original contracted prices. 

LG&E also considered whether a separate fair value should be assigned to LG&E’s rights to operate 
within its various electric and natural gas distribution service areas but concluded that these rights only 
provided the opportunity to earn a regulated return and barriers to market entry, which in management’s 
judgment is not considered a separately identifiable intangible asset under applicable accounting 
guidance; rather, it is considered going-concern value, or goodwill. 

See Note 2, Acquisition by PPL, and Note 7, Goodwill and Intangible Assets, for further information. 

New Accounting: Guidance 

Recent accounting pronouncements affecting LG&E are detailed in Note 1 , Summary of Significant 
Accounting Policies. 

Other Information 

PPL’s Audit Committee has approved the audit fees and audit-related services. The audit-related 
services include services in connection with regulatory filings, reviews of offering documents and 
registration statements and internal control reviews. 
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Management’s Report of Internal Control Over Financial Reporting 

Through December 3 1 , 20 10, the Company was not subject to the internal control and other 
requirements of the Sarbanes-Oxley Act of 2002 and associated rules (the “Act”) and consequently is 
not required to evaluate the effectiveness of its internal control over financial reporting pursuant to 
Section 404 of the Act. However, management is responsible for establishing and maintaining adequate 
internal control over financial reporting. Internal control over financial reporting is a process affected b 
those charged with governance, management and other personnel designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with GAAP. 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 GAAP 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 
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. 

Management has assessed the effectiveness of the Company’s internal control over financial reporting as 
of December 3 1 , 20 10 using the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission in Internal Control - Integrated Framework. Management has concluded that, as 
of December 3 1 , 20 10, the Company’s internal control over financial reporting was effective based on 
those criteria. 

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2010, 
has been audited by PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its 
report which is included herein. 
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Louisville Gas and Electric Company 
Statements of Income 

(millions) 

Successor 
November 1,2010 

through 
December 3 1 ,20  10 

Operating revenues (Note 15): $ 254 

Operating expenses: 
Fuel for electric generation ........................ 
Power purchased (Notes 13 and 15) 
Natural gas supply expenses ...................... 

60 
10 
53 

expenses .................................................. 68 
23 

Other operation and maintenance 

Depreciation and amortization (Note 1) 

Total operating expenses ...................... 214 

Operating income ................................. 40 

Derivative gain (loss) (Note 5) ....................... 

Interest expense to affiliated companies 
Interest expense (Notes 5, 11 and 12) ............. 

(Notes 11, 12 and 15) ................................... 
Other income (expense) - net ......................... 

7 

1 
(3) 

Income before income taxes ................ 29 

Income tax expense (Note IO) ........................ 10 

Net income ........................................... $ 19. 

Predecessor 
Januaiy 1,20 10 Year h d e d  

October 31,2010 2009 2008 
through December 3 1 , 

$ 1,057 

306 
45 

109 

294 
115 

869 

188 

19 
16 

22 
(2) 

167 

58 

$ 109 

$ 1,272 $ 1,468 

328 346 
59 120 

243 347 

339 309 
136 127 ~- 

- A  1,105 1249  

167 219 

18 (37) 
17 29 

27 29 
1 7 -- 

142 131 

47 41 -~ 

$ 95, $ 90 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Retained Earnings 

(millions) 

Successor 

November 1,20 10 

Predec 

January 1 ,20  10 

or 

Year Ended 
through 

December 31,2010 

Balance at beginning of period ....................... $ 809 
................................ Effect of PPL acquisition (809) 

Balance at November 1, 2010 ................... 

through December 3 1, 
October 31,2010 2009 2008 

$ 755 $ 740 $ 690 
- - - 

755 740 690 

Add net income .............................................. 
Cash dividends declared (Note 15) ................. 

Balance at end of period ................................. 

19 
- 

109 95 90 
80 40 55 - 

$ 19, I ,$ 809, $ 755 $ 740 

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) 

Successor 

November 1 , 20 10 
through 

Predecessor 
Year Ended 

January 1 20 10 Decelnber 
through 

December Fly 2010 

Net income ..................................................... $ 19 
Gain on derivative instruments and 

hedging activities, net of tax benefit 
(expense) of $0, $(7), $( l )  and $0, 
respectively (Note 5) .............................. - 

October 31,2010 2009 2008 

Comprehensive income ............................. $ 19 - 

$ 109 $ 95 $ 90 

10 ~ 4 2) 
I $ 119 $ 99 $ 88, - 

The accoinpanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Balance Sheets 

(millions) 

Assets 
Current assets: 

Cash and cash equivalents ..................................................................... 
Accounts receivable (less allowance for doubtful accounts: 201 0. $2; 

Customer ........................................................................................... 
Affiliated companies ......................................................................... 
Other ................................................................................................. 

Unbilled revenues .................................................................................. 
Available for sale debt securities ........................................................... 
Fuel. materials and supplies: 

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

Other intangible assets ........................................................................... 

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

2009. $2): 

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

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

Property. plant and equipment: 
Regulated utility plant . electric and natural gas ................................... 
Accumulated depreciation ..................................................................... 

Net regulated utility plant ........................................................... 

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

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

Deferred debits and other assets: 
Regulatory assets (Notes 3 and 9) ........................................................ 

Other regulatory assets ..................................................................... 
Goodwill (Notes 2 and 7) ...................................................................... 
Other intangible assets (Notes 2 and 7) ................................................. 
Other assets ............................................................................................ 

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

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

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

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

Successor 
December 3 1. 

2010 

$ 2  

70 
30 
13 
81 

163 

68 
60 
34 
36 
13 
13 

583 

2. 600 
0 

2. 583 

385 

2. 968 

213 
154 
3 89 
181 
31 

968 

$ 4. 519 

Predecessor 
December 3 1 . 

2009 

$ 5  

66 
53 
12 
65 

61 
56 
33 

14 
18 

383 

4. 200 
(1. 708) 

2. 492 

342 

2. 834 

204 
125 

22 

351 

$ 3. 568 - 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(millions) 

Liabilities and Equity 
Current liabilities: 

Current portion of long-term debt (Note 11) ......................................... 
Notes payable to affiliated companies (Notes 12 and 15) ..................... 
Note payable .......................................................................................... 

Accounts payable to affiliated companies (Note 15) ............................. 
Accrued taxes ........................................................................................ 
Customer deposits .................................................................................. 
Regulatory liabilities (Note 3) ............................................................... 
Accrued interest ..................................................................................... 
Employee accruals ................................................................................. 
Other current liabilities .......................................................................... 

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

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

Long-term debt: 
Long-term bonds (Note 11) ................................................................... 
Long-term debt to affiliated company (Note 1 1 and 15) ....................... 

Total long-term debt ................................................................................... 

Deferred credits and other liabilities: 
Deferred income taxes (Note 10) ........................................................... 
Accumulated provision for pensions (Note 9) ....................................... 

Asset retirement obligations (Notes 3 and 4) ........................................ 

Accumulated cost of removal of utility plant ................................... 
Other regulatory liabilities ................................................................ 

Derivative liabilities (Note 5) ................................................................ 
Other liabilities ...................................................................................... 

Investment tax credits (Note 10) ........................................................... 

Regulatory liabilities (Note 3): 

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

Successor 
December 3 1 . 

2010 

$ -  
12 

163 
100 
20 
10 
23 
51 

5 
17 
16 

417 

1. 112 

1. 112 

419 
126 
46 
49 

275 
208 

32 
114 

1. 269 

Predecessor 
December 3 1 . 

2009 

$ 120 
170 

97 
28 
27 
22 
38 

3 
12 
16 

533 

291 
485 

776 

373 
198 
48 
31 

259 
44 
28 
25 

1 006 L 

The accomnanving notes are an integral Dart of these financial statements . ............ r-~--* -Y " I  
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LouisviIIe Gas and Electric Company 
Balance Sheets (continued) 

(millions) 

Successor 
December 3 I , 

Equity: 2010 
Common stock, without par value - authorized 75,000,000 shares, 

outstanding 21,294,223 shares ............................................................ $ 424 
Additional paid-in capital ...................................................................... 1,278 
Retained earnings: 

Retained earnings ............................................................................. 19 
Accuinulated other comprehensive loss (Note 17) .......................... - 

Predecessor 
December 3 1 , 

2009 

$ 424 
84 

755 
0 

Total equity ............................................................. : .................................. 1,721 1 1,253 

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

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

$ 4,519, 1 $ 3,568, 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(millions) 

Cash flows from operating activities: 
Net income .................. ................. ............. 
Adjustments to reconcile net income to 

net cash provided by (used in) operating 
activities: 

Depreciation and amortization ..... . ....... 
Deferred income taxes - net ................. 
Investment tax credits (Note 10) .......... 
Provision for pension and 

postretirement benefits ......... ........ ..... 
Unrealized (gain) loss on derivatives ... 
Regulatoiy asset for unrealized gain on 

interest rate swaps (Note 3) ............... 
Other - net ............................................ 

Accounts receivable ... ........... ....... . ....... 
Unbilled revenues ............. .. ......... . ... .... 
Fuel, materials and supplies ................. 
Regulatory assets ........... ... ... .......... . .. . ... 
Natural gas supply clause receivable, 

net ... .. . . . . . . . . . . .. . . . . .. . . . .. . . . . . . . . . . .. .. ,.. . ... ..... 
Other current assets ........ ... ... . ....... ........ 
Accounts payable ................................. 
Accounts payable to affiliated 

companies.. . .. . , . . .. . . . .. . . . . . . . . . . .. . . . . . . .. . . . . . . 
Accrued taxes .......... ..... ...... .... . ... .... . .. ... 
Regulatory liabilities .. , ..... ........ ..... ... .... 
Other current liabilities ........................ 

Pension and postretirement benefits 
funding (Note 9) ..................................... 

Storm restoration regulatory asset 
(Note 3) ................................................... 

Other regulatory assets ........... ....... ... ......... 
Change in collateral deposit - interest rate 

swap ................ .............. . ............. ..... . .. .... 
Other regulatory liabilities ......... ............ ... 
Change in other comprehensive income ... 
Other - net ................................................. 

activities . .. . .. . . . . . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . 

Change in current assets and liabilities: 

Net cash provided by (used in) operating 

Successor 
November 1 , 20 10 

through 
December 3 1 , 201 0 

$ 19 

(8) 

Predecessor 
January 1 , 20 10 

through December 3 1 , 
October 31,2010 2009 2008 

Year Ended 

$ 95 $ 90 

(2> 1 

309 197 

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

(millions) 

Cash flows from investing activities: 
Construction expenditures ......................... 
Proceeds from sale of assets to affiliated 

company.. ................................................ 
Proceeds from sale of assets ...................... 
Change in restricted cash ........................... 
Cash settlement on derivatives. ................. 

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

Cash flows from financing activities: 
Issuance of bonds (Note 11) ...................... 
Issuance of short-teim note payable 
(Note 12) ................................................... 
Short-term borrowings from affiliated 

company -net (Note 12) ........................ 
Other borrowings from affiliated 

companies (Note 11) ............................... 
Repayments on other borrowings to 

affiliated companies (Note 11) ............... 

Debt issuance costs .................................... 
Repayments to E.ON affiliate (Note 1 1) ... 

Acquisition of outstanding bonds. ............. 
Reissuance of reacquired bonds ................ 

Capital contribution (Note 15) .................. 
Payment of dividends ................................ 

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

Change in cash and cash equivalents .............. 

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

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

Successor 
November 1,20 10 

through 
December 3 1,20 10 

- 
2 

69 

(2) 

4 

$ 2  

Predecessor 
January 1 , 20 10 

through December 3 1, 
3ctober 31,2010 2009 2008 

Year Ended 

$ (155) $ (186) $ (243) 

48 - 10 
3 9 

7 0  

(107) (176) (232) 

- 75 

(83) (132) 35 

(1) 1 

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

(millions) 

Successor 
November 1 ,20  10 

through 
December 3 1 20 10 

Supplemental disclosures of cash flow 
information: 

Cash paid (received) during the year for: 
Interest - net of amount capitalized ..... $ 11 

(8) Income taxes - net ................................ 

Predecessor 

through December 3 1, 
January 1 ,20  10 Year Ended 

October 3 1 201 0 2009 2008 

$ 39 $ 36 $ 38 
60 23 24 

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

62 



Louisville Gas and Electric Company 
Statements of Capitalization 

(millions) 

Successor . 
December 3 1 . 

2010 

Long-term debt (Note 11): 
Pollution control series: 

Jefferson Co . 2001 Series A. due September 1.2026. variable % ............ 
Trimble Co . 2001 Series A. due September 1 . 2026. variable % .............. 

Jefferson Co . 2001 Series A. due September 1. 2027. variable % ............ 

Trimble Co . 2001 Series By due November 1.2027. variable % .............. 

Jefferson Co . 2000 Series A. due May 1. 2027. 5.375% ........................... 

Jefferson Co . 2001 Series By due November 1.2027. variable % ............. 

Trimble Co . 2000 Series A. due August 1. 2030. variable % ................... 
Triinble Co . 2002 Series A. due October 1. 2032. variable % .................. 
Trimble Co . 2007 Series A. due June 1. 2033. 4.60% .............................. 
Louisville Metro 2007 Series A. due June 1. 2033. 5.625% ..................... 
Louisville Metro 2007 Series €3. due June 1. 2033. variable % ................ 

Louisville Metro 2005 Series A. due February 1. 2035. 5.75% ................ 
Louisville Metro 2003 Series A. due October 1.2033. variable % ........... 

$ 22 
28 
25 
10 
35 
35 
83 
42 
60 
31 
35 

128 
40 

574 Total pollution control series ............................................................................. 

First mortgage bonds: 
First mortgage bond 2015 Series. due November 15.2015. 1.625% ........ 
First mortgage bond 2040 Series. due November 15.2040. 5.125% ........ 

250 
285 

Total first mortgage bonds 535 ................................................................................. 

Notes payable to Fidelia: 
Due January 16. 2012. 4.33%, unsecured ................................................. 
Due April 30. 2013. 4.55%, unsecured ..................................................... 
Due August 15. 2013. 5.31%, unsecured .................................................. 
Due November 23, 2015. 6.48%, unsecured ............................................. 
Due July 25, 2018. 6.21%, unsecured ....................................................... 
Due November 26, 2022, 5.72%, unsecured ............................................. 
Due April 13. 2031, 5.93%, unsecured ..................................................... 
Due April 13. 2037. 5.98 %. unsecured .................................................... 

Total notes payable to Fidelia ............................................................................ . 

Total long-term debt outstanding ...................................................................... 1. 109 

Predecessor 
December 3 1 . 

2009 

$ 22 
28 
25 
10 
35 
35 
83 
42 
60 
31 
35 

128 
40 

574 

25 
100 
100 
50 
25 
47 
68 
70 

485 

1. 059 

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

(millions) 

Successor 
December 3 1, 

Prede 
Decelr ier 1, 

2009 
2010 1 

Total long-term debt outstanding ...................................................................... $ 1,109 

3 
Less reacquired debt ................................................................................... 
Purchase-accounting adjustments and discounts (net) ............................... 

- 

Less current portion of long-term debt ....................................................... 
Long-term debt .................................................................................................. 1,112 

Common equity: 
Common stock, without par value - 

424 
Additional paid-in capital ......................................................................... 1,278 

......................................................................................... 19 Retained earnings 

......................................................................................... 1,721 Total common equity 

Authorized 75,000,000 shares, outstanding 21,294,223 shares ................. 

Accuinulated other comprehensive loss (Note 17) ....................................... 

Total capitalization ............................................................................................ $ 2,833 

$ 1,059 
163 

120 

776 

424 
84 

755 

1,253 

$ 2,029 

(10) 

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

Note 1 - Summary of Significant Accounting Policies 

General 

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

Business 

LG&E, incorporated in Kentucky in 19 13, is a regulated utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. LG&E 
provides electric service to approximately 395,000 customers in Louisville and adjacent areas in 
Kentucky covering approximately 700 square miles in nine counties. Natural gas service is provided to 
approximately 320,000 customers in its electric service area and eight additional counties in Kentucky. 
Approximately 95% of the electricity generated by LG&E is produced by its coal-fired electric 
generating stations, all equipped with systems to reduce SO2 emissions. The remainder is generated by 
natural gas and oil fueled CTs and a hydroelectric power plant. Underground natural gas storage fields 
help the Company provide economical and reliable natural gas service to customers. 

On November 1 , 20 10, LG&E became an indirect wholly owned subsidiary of PPL, when PPL acquired 
all of the outstanding limited liability company interests in the Company’s direct parent, LKE, from 
E.ON US Investments Corp. LKE, a Kentucky limited liability company, also owns the affiliate, KU, a 
regulated utility engaged in the generation, transmission, distribution and sale of electric energy in 
Kentucky, Virginia and Tennessee. Following the acquisition, the Company’s business has not changed. 
LG&E and ICU are continuing as subsidiaries of LKE, which is now an intermediary holding company 
in the PPL group of companies. 

Headquartered in Allentown, Pennsylvania, PPL is an energy and utility holding company that was 
incorporated in 1994. Through its subsidiaries, PPL owns or controls about 19,000 megawatts of 
generating capacity in the U.S., sells energy in ley  U.S. markets and delivers electricity and natural gas 
to about 5.3 million customers in the U.S. and the U.K. 

Basis of Accounting 

LG&E’s basis of accounting incorporates the business combinations guidance of the FASB ASC as of 
the date of the acquisition, which requires the recognition and measurement of identifiable assets 
acquired and liabilities assumed at fair value as of the acquisition date. LG&E’s financial statements and 
accompanying footnotes have been segregated to present pre-acquisition activity as the Predecessor and 
post-acquisition activity as the Successor, Predecessor covers the time period prior to November 1 , 2010. 
Successor covers the time period after October 3 1,2010. Certain accounting and presentation methods were 
changed to acceptable alternatives to conform to PPL accounting policies, which are discussed below, and 
the cost basis of certain assets and liabilities were changed as of November 1 , 2010, as a result of the 
application of push-down accounting. Consequently, the fmancial position, results of operations and cash 
flows for the Predecessor period are not comparable to the Successor period. 
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Despite the separate presentation, the core operations of the Company have not changed. See Note 2, 
Acquisition by PPL, for information regarding the acquisition and the purchase accounting adjustments. 

Changes in Classification 

Certain reclassification entries have been made to the Predecessor’s previous years’ financial statements 
to conform to the 2010 presentation with no impact on total assets, liabilities and capitalization or 
previously reported net income and cash flows. These reclassifications mainly consist of those necessary 
to identify amounts for prior periods that are separately disclosed in the financial statements. 

Renulatow Accounting 

LG&E is a cost-based rate-regulated utility. As a result, the financial statements reflect the effects of 
regulatory actions. Regulatory assets are recognized for the effect of transactions or events where future 
recovery is probable in regulated customer rates. The effect of such accounting is to defer certain or 
qualifying costs that would otherwise be charged to expense. Likewise, regulatory liabilities may be 
recognized for obligations expected to be returned through future regulated customer rates. The effect of 
such transactions or events would otherwise be reflected as income, or, in certain cases, regulatory 
liabilities are recorded based on the understanding with the regulator that current rates are being set to 
recover costs that are expected to be incurred in the fiiture. The regulated entity is accountable for any 
amounts charged pursuant to such rates and not yet expended for the intended purpose. Offsetting 
regulatory assets or liabilities for fair value purchase accounting adjustments have also been recorded to 
eliminate any ratemalting impact of the fair value adjustments. The accounting for regulatory assets and 
liabilities is based on specific ratemaking decisions or precedent for each transaction or event as 
prescribed by the FERC or the Kentucky Commission. See Note 3, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Management’s Use of Estimates 

The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported assets and liabilities, the disclosure of contingent 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period. Actual results could differ from those estimates. 

Derivative Financial Instruments 

LG&E enters into interest rate swap contracts to hedge exposure to variability in expected cash flows 
associated with existing debt instruments. LG&E enters into energy trading contracts to manage price 
risk and to maximize the value of power sales from the physical assets it owns. 

Interest rate swap contracts and energy trading contracts meet the definition of a derivative and are 
reflected on the Balance Sheets at fair value in accordance with the derivatives and hedging guidance of 
the FASB ASC. Beginning in the third quarter of 2010, the change in fair value of interest rate swap 
contracts is recorded as regulatory assets or liabilities based on an Order froin the Kentucky 
Commission in the 201 0 rate case whereby the cost of a terminated swap was allowed to be recovered in 
base rates. Prior to the third quarter, interest rate swaps designated as effective cash flow hedges had 
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resulting gains and losses recorded within other comprehensive income and common equity, The 
ineffective portion of interest rate swaps designated as cash flow hedges was previously recorded to 
earnings monthly, as was the entire change in the market value of the ineffective swaps. The energy 
trading contracts are non-hedging derivatives and the change in value is recognized in earnings on a 
mark-to-market basis. 

Interest rate swap contracts are recorded by the Successor as “Other current liabilities” or non-current 
“Derivative liabilities” on the Balance Sheets. The current and non-current interest rate swap liabilities 
are calculated by dividing the total interest rate swap liability by the number of years remaining on the 
contract at the end of the period. The Predecessor classified all interest rate swap liabilities as non- 
current “Derivative liabilities” on the Balance Sheets. The Successor and Predecessor presentation are 
both appropriate under GAAP. The Predecessor and Successor determine the classification of energy 
trading contracts based on the settlement date of the individual contracts. Energy trading contracts 
classified as current are recognized in “Prepayments and other current assets” or “Other current 
liabilities” on the Balance Sheets. Energy trading contracts classified as non-current are recognized in 
“Other assets” or long-term “Derivative liabilities” on the Balance Sheets. Cash inflows and outflows 
related to derivative instruments are included as a component of operating activity on the Statements of 
Cash Flows due to the underlying nature of the hedged items. 

The Company does not net collateral against derivative instruments. 

See Note 5 ,  Derivative Financial Instruments, and Note 6, Fair Value Measurements, for further 
information on derivative instruments. 

Revenue and Accounts Receivable 

The operating revenues line item in the Statements of Income contains revenues fkom the following: 

Successor 
November 1 , 20 10 

through 
December 31,2010 

Residential $ 113 
Industrial and commercial 92 
Other retail 22 
Wholesale 27 

$ 254 

Revenue Recognition 

Predecessor 

through December 3 1 , 
January 1,2010 Year Ended 

October 31,2010 2009 2008 
$ 446 $ 540 $ 5 82 

409 475 523 
98 109 105 

104 148 258 
1 $ 1,057, $ 1,272 $ 1,468 

Revenues are recorded based on service rendered to customers through month-end. Operating revenues 
are recorded based on energy deliveries through the end of the calendar month. Unbilled retail revenues 
result because customers, meters are read and bills are rendered throughout the month, rather than all 
being read at the end of the month. Unbilled revenues for a month are calculated by inultiplying an 
estimate of unbilled 1Wh by the estimated average cents per kWh. 
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Accounts Receivable 

Successor 
December 3 1 

2010 
Balance at beginning of period (a) $ 
Charged to income 1 
Charged to balance sheets 1 
Balance at end of period $ 

Accounts receivable are reported in the Balance Sheets at the gross outstanding amount adjusted for an 
allowance for doubtful accounts. 

Predecessor 
October 3 1 December 3 1 December 3 1 

2010 2009 2008 
- $  2 $  2 $  2 

(2) 
2 

2 $  2 $  2 $  2 

(4) 
4 

(4) 
4 

Allowance for Doubtful Accounts 

The allowance for doubtful accounts included in “Accounts receivable - customer” 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. The allowance 
for doubtful accounts included in “Accounts receivable - other” is composed of accounts aged more than 
four months. Accounts are written off as management determines thein uncollectible. 

(a) Successor beginning of period reflects revaluation of accounts receivable due to purchase 
accounting. 

Cash 

Cash Equivalents 

All highly liquid investments with an original maturity of three months or less are considered to be cash 
equivalents. 

Restricted Cash 

Bank deposits and other cash equivalents that are restricted by agreement or that have been clearly 
designated for a specific purpose are classified as restricted cash. The change in restricted cash is 
reported as an investing activity on the Statements of Cash Flows. On the Balance Sheets, the current 
portion of restricted cash is included in “Prepayments and other current assets,” and the non-current 
portion is included in “Other assets.” For LG&E, the December 3 1 20 10, balance of restricted cash is 
$22 million, consisting primarily of cash collateral posted to counterparties related to LG&E’s interest 
rate swap contracts. 
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Fair Value Measurements 

LG&E values certain financial assets and liabilities at fair value. Generally, the most significant fair 
value measurements relate to derivative assets and liabilities, investments in securities including 
investments in the pension and postretirement benefit plans and reacquired bonds and cash and cash 
equivalents. LG&E uses, as appropriate, a market approach (generally, data fiom market transactions), 
an income approach (generally, present value techniques) and/or a cost approach (generally, replacement 
cost) to measure the fair value of an asset or liability. These valuation approaches incorporate inputs 
such as observable, independent market data and/or unobservable data that management believes are 
predicated on the assumptions that market participants would use to price an asset or liability. These 
inputs may incorporate, as applicable, certain risks such as nonperformance risk, which includes credit 
risk. 

LG&E prioritizes fair value measurements for disclosure by grouping them into one of three levels in 
the fair value hierarchy. The highest priority is given to measurements using level 1 inputs. The 
appropriate level assigned to a fair value measurement is based on the lowest level input that is 
significant to the fair value measurement in its entirety. The three levels of the fair value hierarchy are as 
follows: 

e 

e 

BD 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical 
assets or liabilities in active markets. 
Level 2 - Other inputs that are directly or indirectly observable in the marketplace. 
Level 3 - Unobservable inputs which are supported by little or no market activity. 

Assessing the significance of a particular input requires judgment that considers factors specific to the 
asset or liability. As such, LG&E’s assessment of the significance of a particular input may affect how 
the assets and liabilities are classified within the fair value hierarchy. See Note 5, Derivative Financial 
Instruments, and Note 6, Fair Value Measurements, for hrther information on fair value measurements. 

Investments 

Investments in Debt Securities 

At December 31,2010, LG&E had $163 million of bonds classified as “Long- term debt” on the Balance 
Sheets that LG&E reacquired. The Successor has classified these bonds as “Available for sale debt 
securities” because management intended to remarket the bonds at a later date. The Predecessor cIassified 
the reacquired bonds as an offset to “Long-term debt” because the Company was no longer obligated to any 
third party investors. The Predecessor presentation and the Successor presentation are both appropriate 
under GAAP. 

“Available for sale debt securities” are carried at fair value and are classified as current assets on the 
Balance Sheets. Unrealized gains and losses on all available for sale debt securities are reported, net of tax, 
in other comprehensive income or recognized in earnings when the decline in fair value below cost is 
determined to be other-than-temporary impairment. For 2010, LG&E had no unrealized gains or losses on 
available for sale debt securities. 
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The criteria for determining whether a decline in fair value of a debt security is other than temporary and 
whether the other-than-temporary impairment is recognized in earnings or reported in other comprehensive 
income when the debt security is in an unrealized position is as follows: 

e if there is intent to sell the security or a requirement to sell the security before recovery, the 
other-than-temporary impairment is recognized currently in earnings; or 
if there is no intent to sell the security or requirement to sell the security before recovery, the 
portion of the other-than-temporary impairment that is considered a credit loss is recognized 
currently in earnings and the remainder of the other-than-temporary impairment is reported in 
other comprehensive income, net of tax; or 
if there is no intent to sell the security or requirement to sell the security before recovery and 
there is no credit loss, the unrealized loss is reported in other comprehensive income, net of tax. 

0 

See Note 19, Subsequent Events, for the current status of reacquired bonds. 

Cost Method Investment 

LG&E’s cost method investment, included in “Other assets” on the Balance Sheets, consists of the 
Company’s investment in OVEC. LG&E and 11 other electric utilities are owners of OVEC, which is 
located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek Station in 
Ohio and Cliky Creek Station in Indiana with combined nameplate generating capacities of 2,390 Mw. 
OVEC’s power is currently supplied to LG&E and 13 other companies affiliated with the various 
owners. Pursuant to current contractual agreements, LG&E owns 5.63% of OVEC’s common stock and 
is contractually entitled to 5.63% of OVEC’s output. Based on nameplate generating capacity, this 
would be approximately 134 Mw. 

As of December 31,2010 and 2009, 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 Company’s financial 
statements and is accounted for under the cost method of accounting. The direct exposure to loss as a 
result of the Company’s involvement with OVEC is generally limited to the value of its investment; 
however, LG&E may be conditionally responsible for a pro-rata share of certain OVEC obligations. See 
Note 2, Acquisition by PPL, and Note 13, Commitments and Contingencies, for hrther discussion 
regarding purchase accounting adjustments recognized, ownership interest and power purchase rights. 

Long-Lived and Intangible Assets 

Regulated Utility Plant 

Regulated utility plant was stated at original cost for the Predecessor and adjusted to the net book value on 
November 1 , 20 10, the acquisition date for the Successor. LG&E determined that fair value was equal to 
net book value at the acquisition date since LG&E’s operations are conducted in a regulated environment. 
Original cost 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 fiinds used during construction in accordance with the 
FERC. 
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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. 

Successor 
November 1,2010 

through 

Capitalized Software Cost 

Predecessor 

through December 3 1 , 
January 1,2010 Year Ended 

Included in “Property, plant and equipment” on the Balance Sheets are capitalized costs of software 
projects that were developed or obtained for internal use. These capitalized costs are amortized ratably 
over the expected lives of the projects when they become operational, generally not to exceed five years. 
Following are capitalized software costs and the accumulated amortization: 

Successor 
December 3 1 , 20 10 

Carrying Accumulated 
Amount Amortization (a) 

$ 44 $ 1  

Predecessor 
December 3 1,2009 

Carrying Accumulated 
Amount Amortization 

$ 63 $ 18 

(a) The accumulated amortization as ofNovember 1 , 2010, was netted against the carrying amount 
of the software as the fair value was determined to be equal to net book value for property, plant 
and equipment. 

Amortization expense of capitalized software costs was as follows: 

December 31,2010 2009 2008 
$ 1  $ 8  $ 6  

The amortization of capitalized software is included in “Depreciation and amortization” on the 
Statements of Income. 

DeDreciation and Amortization 

Depreciation is provided on the straight-line method over the estimated service lives of depreciable plant. 
The amounts provided as a percentage of depreciable plant were approximately: 

Average 
Year Percentage 

2010 5.4% 
2009 3.1% 
2008 3.2% 
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Of the amount provided for depreciation, the following were related to the retirement, removal and disposal 
costs of long lived assets: 

Average 
Year Percentage 

2009 0.5% 
2008 0.4% 

2010 0.9% 

Goodwill, Intangible Assets and Asset Impairment 

LG&E performs a quarterly review to determine if an impairment analyses is required for long-lived 
assets that are subject to depreciation or amortization. This review identifies changes in circumstances 
indicating that a long-lived asset’s carrying value inay not be recoverable. An impairment analysis will 
be performed if warranted, based on the review. 

For a long-lived asset to be held and used, impairment exists when the carrying amount exceeds the sum 
of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. If 
the asset is impaired, an impairment loss is recorded to adjust the asset’s carrying amount to its fair 
value. 

LG&E, as the result of PPL’s acquisition of LIOE, recorded the fair value of its coal contracts, emission 
allowances and OVEC power purchase contract. The difference between the fair value and the cost for 
these assets is being amortized over their useful lives based upon the pattern in which the economic 
benefits of the intangible assets are consumed or otherwise used. When determining the usehl life of an 
intangible asset, including intangible assets that are renewed or extended, LG&E considers the expected 
use of the asset, the expected usefir1 life of other assets to which the usefid life of the intangible asset 
may relate and legal, regulatory, or contractual provisions that inay limit the useful life. See Note 2, 
Acquisition by PPL, for methods used to determine the long-lived intangible assets’ fair values. See 
Note 7, Goodwill and Intangible Assets, for the fair value amounts and amortization periods. The current 
intangible assets and long-term intangible assets are included in “Other intangible assets” on the Balance 
Sheets. 

The Predecessor reported emission allowances in “Other materials and supplies” on the Balance Sheets. 
The emission allowances were not amortized; rather, they were expensed when consumed. The 
Predecessor did not recognize the coal contracts or the OVEC power purchase contract, as these 
intangible assets were not derivatives. 

In connection with PPL’s acquisition of LKE, LG&E recorded goodwill on November 1,2010. 
Goodwill represents the excess of the purchase price paid over the estimated fair value of the assets 
acquired and liabilities assumed in the acquisition of a business. Goodwill is tested annually for 
impairment during the fourth quarter, or more frequently if management determines that a triggering 
event may have occurred that would more likely than not reduce the fair value of an operating unit 
below its carrying value. Goodwill impairment charges are not subject to rate recovery. See Note 7, 
Goodwill and Intangible Assets, for fLirther discussion regarding the Company’s goodwill and current 
test results. 
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Asset Retirement Obligations 

LG&E recognizes various legal obligations associated with the retirement of long-lived assets as 
liabilities in the financial statements. Initially this obligation is measured at fair value. An equivalent 
amount is recorded as an increase in the value of the capitalized asset and allocated to expense over the 
useful life of the asset. Until the obligation is settled, the liability is increased, through the recognition of 
accretion expense in the Statements of Income, for changes in the obligation due to the passage of time. 
An offsetting regulatory asset is recognized to reverse the depreciation and accretion expense related to 
the ARO such that there is no income statement impact. The regulatory asset is relieved when the ARO 
has been settled. Estimated ARO costs and settlement dates, which affect the carrying value of various 
AROs and the related assets, are reviewed periodically to ensure that any material changes are 
incorporated into the latest estimate of the obligations. See Note 4, Asset Retirement Obligations, for 
further information on AROs. 

Defined Benefits 

LG&E employees benefit from both fbnded and unftinded retirement benefit plans . An asset or liability 
is recorded to recognize the fiinded status of all defined benefit plans with an offsetting entry to 
regulatory assets or regulatory liabilities. Consequently, the funded status of all defined benefit plans is 
fully recognized on the Balance Sheets. 

The expected return on plan assets is determined based on the current level of expected return 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 is then weighted based on the current asset 
allocation. 

The discount rate used for pensions, postretirement and post-employment plans by the Predecessor was 
determined using the Mercer Yield Curve. The expected return on assets assumption was 7.75%. Gains 
and losses in excess of 10% of the greater of the plan’s projected benefit obligation or market value of 
assets were amortized on a straight-line basis over the average future service period of active 
participants. The marltet-related value of assets was equal to the fair market value of the assets. 

The discount rate used by the Successor was determined by the Towers Watson Yield Curve based on 
the individual plan cash flows. The expected return on assets was reduced from 7.75% to 7.25%. The 
amortization period for the recognition of gains and losses for retirement plans was changed to reflect 
the Successor’s amortization policy. Under the Successor’s method, gains and losses in excess of 10% 
but less than 30% of the greater of the plan’s projected benefit obligation or market-related value of 
assets, are amortized on a straight-line basis over the average future service period of active participants. 
Gains and losses in excess Of 30% of the plan’s projected benefit obligation or market-related value of 
assets are amortized on a straight-line basis over a period equal to one-half of the average future service 
period of active participants. The market-related value of assets for the qualified retirement plans will be 
equal to a five year smoothed asset value. Gains and losses in excess of the expected return will be 
phased-in over a five year period, prospectively from November 1 , 2010. 

See Note 9, Pension and Other Postretirement Benefit Plans, for further information. 
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Other 

Loss Accruals 

Potential losses are accrued when information is available that indicates it is “probable” that a loss has 
been incurred, given the likelihood of uncertain future events, and the amount of the loss can be 
reasonably estimated. Accounting guidance defines “probable” as cases in which “the future event or 
events are likely to occur.” LG&E continuously assesses potential loss contingencies for environmental 
remediation, litigation claims, regulatory penalties and other events. 

LG&E does not record the accruaI of contingencies that might result in gains unless recovery is assured. 

Income Taxes 

For the periods ended on or before October 31,2010, LG&E was a subsidiary of E.ON US.  and was 
part of E. ON U S ’ S  direct parent’s, E.ON US Investments Corp., consolidated U.S. federal income tax 
return. On November 1,2010, LG&E became a part of PPL’s consolidated US.  federal income tax 
return. 

Significant management judgment is required in developing LG&E’ s provision for income taxes 
primarily due to the uncertainty related to tax positions taken or expected to be taken in tax returns and 
the determination of deferred tax assets, liabilities and valuation allowances. 

LG&E evaluates tax positions following a two-step process. The first step requires an entity to 
determine whether, based on the technical merits supporting a particular tax position, it is more likely 
than not (greater than a 50% chance) that the tax position will be sustained. This determination assumes 
that the relevant taxing authority will examine the tax position and is aware of all the relevant facts 
surrounding the tax position. The second step requires an entity to recognize in the financial statements 
the benefit of a tax position that meets the more-likely-than-not recognition criterion. The benefit 
recognized is measured at the largest amount of benefit that has a likelihood of realization, upon 
settlement, that exceeds 50%. The amounts ultimately paid upon resolution of issues raised by taxing 
authorities may differ materially from the amounts accrued and may materially impact the financial 
statements of LG&E. 

Deferred income taxes reflect the net future tax effects of temporary differences between the carrying 
amounts of assets and liabilities for accounting purposes and their basis for income tax purposes, as well 
as the tax effects of net operating losses and tax credit carryfonvards. 

LG&E records valuation allowances to reduce deferred tax assets to the amounts that are more likely 
than not to be realized. LG&E considers the reversal of temporary differences, future taxable income 
and ongoing prudent and feasible tax planning strategies in initially recording and subsequently 
reevaluating the need for valuation allowances. If LG&E determines that it is able to realize deferred tax 
assets in the fbture in excess of recorded net deferred tax assets, adjustments to the valuation allowances 
increase income by reducing tax expense in the period that such determination is made. Likewise, if 
LG&E determines that it is not able to realize all or part of net deferred tax assets in the future, 
adjustments to the valuation allowances would decrease income by increasing tax expense in the period 
that such determination is made. 
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The provision for LG&E’s deferred income taxes for regulated assets and liabilities is based upon the 
rateinaking principles reflected in rates established by the regulators. The difference in the provision for 
deferred income taxes for regulated assets and liabilities and the amount that otherwise would be 
recorded under GAAP is deferred and included on the Balance Sheets in “Regulatory liabilities.” 

LG&E defers investment tax credits when the credits are utilized and amortizes the deferred amounts 
over the average lives of the related assets. 

See Note 10, Income Taxes, for further discussion regarding income taxes. 

Leases 

LG&E evaluates whether arrangements entered into contain leases for accounting purposes. 

Materials and Supplies 

Fuel, natural gas stored underground and other materials and supplies inventories are accounted for using 
the average-cost method. 

Fuel and Natural Gas Costs 

The cost of fiiel 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 PBR mechanism related to natural gas procurement activity. See Note 3, Rates and Regulatory 
Matters, for a description of the FAC and GSC. 

The Company’s long-term debt includes $120 million of pollution control bonds, which are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase on the occurrence of 
certain events. The Successor has classified these bonds as long term because the Company has the 
intent and ability to utilize its $400 million credit facility, which matures in December 2014, to fbnd any 
mandatory purchases. Predecessor classified these bonds as the current portion of long-term debt due to 
the tender for purchase provisions. The Predecessor presentation and the Successor presentation are both 
appropriate under GAAP’. See Note 11, Long-Term Debt, and Note 12, Notes Payable and Other Short- 
Term Obligations, for more information on the Company’s debt and credit facilities. 

Unamortized Debt ExDense 

Debt expense is capitalized and amortized over the lives of the related bond issues using the straight-line 
method, which approximates the effective interest method. Depending on the type of expense, the 
Successor capitalized debt expenses in long-term other regulatory assets or long-term other assets to align 
with the term of the debt the expenses were related. The Predecessor capitalized debt expenses in current or 
long-term other regulatory assets or other current or long-term other assets based on the amount of expense 
expected to be recovered within the next year through rate recovery. Both the Predecessor and the 
Successor amortize debt expenses over the lives of the related bond issues. The Predecessor presentation 
and the Successor presentation are both appropriate under regulatory practices and GAAP. 
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Recent Accounting Pronouncements 

The following recent accounting pronouncement affected LG&E: 

Fair Value Measurements 

In January 201 0, the FASB issued guidance related to fair value measurement disclosures requiring 
separate disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value 
measurements and separate information about purchases, sales, issuances and settlements within level 3 
measurements. This guidance is effective for the interim and annual reporting periods beginning after 
December 15,2009, except for the disclosures about the roll-forward of activity in level 3 fair value 
measurements. Those disclosures are effective for fiscal years beginning after December 1 5 2 0  10 and 
for interim periods within those fiscal years. This guidance has no impact on the Company’s results of 
operations, financial position, liquidity or disclosures. 

Note 2 - Acquisition by PPL 

On November 1,2010, PPL completed its acquisition of L I E  and its subsidiaries. The push-down basis 
of accounting was used to record the fair value adjustments of assets and liabilities on LKE at the 
acquisition date. PPL paid a cash consideration for LKE and its subsidiaries of $2,493 million as well as 
a capital contribution on November 1,2010, of $1,565 million; included within this was the 
consideration paid for LG&E of $1,702 million. The allocation of the LG&E purchase price was based 
on the fair value of assets acquired and liabilities assumed. 

The allocation of the purchase price to the fair value of assets acquired and liabilities assumed is as 
follows: 

Current assets 
Investments 
Property, plant and equipment 
Other intangible assets 
Regulatory and other non-current assets 
Current liabilities 
Affiliated debt 
Debt 
Other non-current liabilities 
Net identifiable assets acquired 
Goodwill 
Total purchase price 

.$ 546 
1 

2,935 
183 
416 

(420) 
(485) 
(5 80) 

(1,283) 
1,313 

389 
,$ 1,702 
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Goodwill represents value paid for the rate regulated business of LG&E, which is located in a defined 
service area with a constructive regulatory environment, which provides for future investment, earnings 
and cash flow growth, as well as the talented and experienced workforce. LG&E’s franchise values are 
being attributed to the going concern value of the business, and thus were recorded as goodwill rather 
than a separately identifiable intangible asset. None of the goodwill recognized is deductible for income 
tax purposes or included in regulated customer rates. 

Adjustments to LG&E’s assets and liabilities that contributed to goodwill were as follows: 

The pollution control bonds, excluding the reacquired bonds, had a fair market value adjustment of $7 
million. All variable bonds were valued at par while the fixed rate bonds were valued with a yield curve 
based on average credit spreads for similar bonds. 

As a result of the purchase accounting associated with the acquisition, the following items had a fair 
value adjustment but no effect on goodwill as the offset was either a regulatory asset or liability. The 
regulatory asset or liability has been recorded to eliminate any ratemaking impact of the fair value 
adjustments: 

The value of OVEC was determined to be $87 million based upon an announced transaction 
by another owner. LG&E’s stock was valued at less than $1 million and the power purchase 
.agreement has been valued at $87 million. An intangible asset was recorded with the offset to 
regulatory liability and will be amortized using the units of production method until the 
power purchase agreement ends in March 2026 . 

e LG&E recorded an emission allowance intangible asset and regulatory liability as the result 
of adjusting the fair value of the emission allowance at LG&E. The emission allowance 
intangible of $8 million represents allocated and purchased SO2 and NOx emission 
allowances that are unused as of the valuation date or allocated for use in future years. LG&E 
had previously recorded emission allowances as other materials and supplies. To conform to 
PPL’s accounting policy all emission allowances are now recorded as intangible assets. This 
emission allowance intangible asset is amortized as the emission allowances are consumed, 
which is expected to occur through 2040. 
LG&E recorded a coal contract intangible asset of $124 million and a non-current liability of 
$1 1 million on the Balance Sheets. An offsetting regulatory asset was recorded for those 
contracts with unfavorable terms relative to market. An offsetting regulatory liability was 
recorded for those contracts that had favorable terms relative to market. All coal contracts 
held by LG&E, wherein it had entered into arrangements to buy amounts of coal at fixed 
prices from counterparties at a future date, were fair valued. The intangible assets and other 
liabilities, as well as the regulatory assets and liabilities, are being amortized over the same 
terms as the related contracts, which expire through 20 16. 

Q 

The fair value of intangible assets and liabilities (e.g. contracts that have favorable or unfavorable terms 
relative to market), including coal contracts and power purchase agreements, as well as emission 
allowances, have been reflected on the Balance Sheets with offsetting regulatory assets or liabilities. 
Prior to the acquisition, LG&E recovered the cost of the coal contracts, power purchases and emission 
allowances and this rate treatment will continue after the acquisition. As a result, management believes 
the regulatory assets and liabilities created to offset the fair value adjustments meet the recognition 
criteria established by existing accounting guidance and eliminate any ratemaking impact of the fair 
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value adjustments. LG&E’s customer rates will continue to reflect these items (e.g. coal, purchased 
power, emission allowances) at their original contracted prices. 

LG&E also considered whether a separate fair value should be assigned to LG&E’s rights to operate 
within its various electric and natural gas distribution service areas but concluded that these rights only 
provided the opportunity to earn a regulated return and barriers to market entry, which in management’s 
judgment is not considered a separately identifiable intangible asset under applicable accounting 
guidance; rather, it is considered going-concern value, or goodwill. 

Note 3 - Rates and Regulatory Matters 

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

LG&E’s base rates are calculated based on a return on capitalization (common equity, long-term debt 
and notes payable) including certain regulatory adjustments to exclude non-regulated investments and 
environmental compliance plans recovered separately through the ECR mechanism. No regulatory assets 
or regulatory liabilities recorded at the time base rates were determined were excluded from the return 
on capitalization utilized in the calculation of Kentucky base rates. Therefore, a return is earned on all 
Kentucky regulatory assets existing at the time base rates were determined, except where such 
regulatory assets were offset by associated liabilities and thus, have no net impact on capitalization. 

As a result of purchase accounting, certain fair value amounts, reflecting contracts that have favorable or 
unfavorable terms relative to market, were recorded on the Balance Sheets with offsetting regulatory 
assets or liabilities. Prior to the acquisition, LG&E recovered in customer rates the cost of the coal 
contracts, power purchases and emission allowances and this rate treatment will continue after the 
recognition criteria established by existing accounting guidance and eliminate any ratemaking impact of 
the fair value adjustments. LG&E’s customer rates will continue to reflect these items (e.g. coal, 
purchased power, emission allowances) at their original contracted prices. 

2010 Purchase and Sale Agreement with PPL 

On April 28,2010, E.ON U.S. announced that a Purchase and Sale Agreement (the “Agreement”) had 
been entered into among E.ON US Investments Corp., PPL and E.ON. 

The transaction was subject to customary closing conditions, including the expiration or termination of 
the applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals 
(including state regulators in Kentucky and the FERC) and the absence of injunctions or restraints 
imposed by governmental entities. 

Change of control and financing-related applications were filed on May 28,2010 with the Kentucky 
Commission. An application with the FERC was filed on June 28,2010. During the second quarter of 
20 10, a number of parties were granted intervenor status in the Kentucky Commission proceedings and 
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data request filings and responses occurred. Early termination of the Hart-Scott-Rodino waiting period 
was received on August 2,2010. 

A hearing in the Kentucky Commission proceedings was held on September 8,2010 at which time a 
unanimous settlement agreement was presented. In the settlement, LG&E committed that no base rate 
increases would take effect before January 1 , 20 13. The LG&E rate increases that took effect on August 
1,2010, were not impacted by the settlement. Under the terms of the settlement, LG&E retains the right 
to seek approval for the deferral of “extraordinary and uncontrollable costs.” Interim rate adjustments 
will continue to be permissible during that period for existing fuel, environmental and demand-side 
management cost trackers. The agreement also substitutes an acquisition savings shared deferral 
mechanism for the requirement that the Utilities file a synergies plan with the Kentucky Commission. 
This mechanism, which will be in place until the earlier of five years or the first day of the year in which 
a base rate increase becomes effective, permits LG&E to earn up to a 10.75% return on equity. Any 
earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. On 
September 30,2010, the Kentucky Commission issued an Order approving the transfer of ownership of 
LG&E via the acquisition of E.ON U.S. by PPL, incorporating the terms of the submitted settlement. 
The Commission’s Orders contained a number of other commitments with regard to operations, 
workforce, community involvement and other matters. 

In mid-September 20 IO, LG&E and other applicants in the FERC change of control proceeding reached 
an agreement with the protesters, whereby such protests were withdrawn. The agreement, which was 
filed for consideration with the FERC, includes various conditional commitments, such as a continuation 
of certain existing undertakings with protesters in prior cases, an exclusion of any transaction-related 
costs fiom wholesale energy and tariff customer rates to the extent that LG&E agreed not to seek the 
same transaction-related cost from retail customers and agreements to coordinate with protesters in 
certain open or ongoing matters. A FERC Order approving the transaction was received on October 26, 
2010 and the transaction was completed November 1,2010. 

20 10 Kentucky Rate Case 

In January 2010, LG&E filed an application with the Kentucky Commission requesting an increase in 
electric base rates of approximately 12%, or $95 million annually, and its natural gas base rates of 
approximately 8%, or $23 million annually. In June 2010, LG&E and all of the intervenors, except the 
AG, agreed to stipulations providing for increases in electric base rates of $74 million annually and 
natural gas base rates of $ I7 million annually and filed a request with the Kentucky Commission to 
approve such settlement. An Order in the proceeding was issued in July 2010, approving all the 
provisions in the stipulations, including a return on equity range of 9.75%-10.75%. The new rates 
became effective on August 1,2010. 

2008 Kentucky Rate Case 

In J ~ l y  2008, LG&E filed an application with the Kentucky Commission requesting increases in electric 
and natural gas base rates. In January 2009, LG&E, the AG, the KIUC and all other parties to the rate 
cases filed a settlement agreement with the Kentucky Commission, under which LG&E’s natural gas 
base rates increased by $22 million annually and its electric base rates decreased by $1 3 million 
annually. An Order approving the settlement agreement was received in February 2009. The new rates 
were implemented effective February 6,2009. 
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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 : 

Current regulatory assets: 
GSC and PBR (a) 
ECR (b) 
FAC (b) 
Coal contracts (c) 
MIS0 exit (d) 
Other (e) 

Total current regulatory assets 

Non-current regulatory assets: 
Pension and postretirement benefits (f) 

Other non-current regulatory assets: 
Storm restoration (d) 
Mark to market impact of interest rate swaps (g) 
ARo (h) 
Unamortized loss on bonds (d) 
Swap termination (d) 
Coal contracts (c) 
Unamortized debt expense 
MIS0 exit (d) 
Other (e) 

Subtotal other non-current regulatory assets 
Total non-current regulatory assets 

Current regulatory liabilities: 
Coal contracts 
GSC 
DSM 
Emission allowances 

Total current regulatory liabilities 

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

Coal contracts 
OVEC power purchase contract 
Deferred income taxes - net 
Other (i) 

Subtotal other non-current regulatory liabilities 
Total non-current regulatory liabilities 
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Successor Predecessor 
2010 I 2009 

$ 4 
5 
3 
1 
- 
- 

$ 13' 

$ 213 

65 
34 
7 

22 
9 
8 
4 
1 
4 

154 
$ 367 

$ 31 
9 
5 
6 

$ 51 

$ 275 

87 
86 
34 

1 
208 

$ 483 

$ 3 
7 
- 

1 
3 

$ 14 

$ 204 

67 

30 
22 

- 

- 
- 
- 
4 
2 

125 
$ 329 

$ - 
34 
4 - 

$ 38' 

$ 259 

- 
- 

41 
3 

44 
$ 303 



1 (a) The GSC and natural gas PBR regulatory assets have separate recovery mechanisms with 

(b) The FAC and ECR regulatory assets have separate recovery mechanisms with recovery within 

(c) Offsetting regulatory assets or liabilities for fair value purchase accounting adjustments. See 

(d) These regulatory assets are recovered through base rates. 
(e) Other regulatory assets include: 

recovery within eighteen months. 

twelve months. 

Note 2, Acquisition by PPL, for information on the purchase accounting adjustments. 

0 

0 

0 

Mill Creek Ash Pond costs, which were recovered through base rates. 
The CMRG and KCCS contributions, an EKPC FERC transmission settlement agreement 
and rate case expenses, which are recovered through base rates. 
Offsetting regulatory asset for fair value purchase accounting adjustment for leases. See Note 
2, Acquisition by PPL, for information on the purchase accounting adjustments. 

(0 LG&E generally recovers this asset through pension expense included in the calculation of base 
rates. 

(g) Beginning in the third quarter of 2010, based on an Order from the Kentucky Commission in the 
2010 rate case whereby the cost of a terminated rate swap was allowed to be recovered in base 
rates, the mark-to-market impact of the effective and ineffective interest rate swaps is considered 
probable of recovery through rates and therefore included in regulatory assets. See Note 5 ,  
Derivative Financial Instruments, for further discussion. 

associated ARO regulatory liability, ARO asset and ARO liability. 

exit. 

(h) When an asset with an ARO is retired, the related ARO regulatory asset will be offset against the 

(i) Other regulatory liabilities include the emission allowance purchase accounting offset and MIS0 

LG&E’s natural gas rates contain a GSC, whereby increases and 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 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-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 adjusted annually to recover (or refund) its portion of the 
expense (or savings) incurred during each PBR year (12 months ending October 3 1). Pursuant to the 
extension of LG&E’s natural gas supply cost PBR mechanism effective November 1 , 200 1 , the sharing 
mechanism under the PBR requires savings and expenses to be shared 25% with shareholders and 75% 
with customers 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 customers. 
The current natural gas supply cost PBR mechanism was extended through 201 0 without further 
modification. In December 2009, LG&E filed an application with the Kentucky Commission to extend 
and modify its existing natural gas cost PBR. The current PBR was set to expire at the end of October 
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2010. In April 2010, the Kentucky Commission issued an Order approving a five year extension and the 
requested minor modifications to the PBR effective November 2010. 

During the PBR years ending in 2010,2009 and 2008, LG&E achieved $8 million, $7 million and $1 1 
million in savings, respectively. In 2010,2009 and 2008, of the total savings amount, LG&E’s portion 
was approximately $2 million, $2 million and $3 million, respectively, and the customers’ portion was 
approximately $6 million in 2010, $5 million in 2009 and $8 million in 2008. 

ECR 

LG&E recovers the costs of complying with the Federal Clean Air Act pursuant to Kentucky Revised 
Statute 278-1 83 as amended and those federal, state or local environmental requirements which apply to 
coal combustion wastes and by-products ftom facilities utilized for production of energy fiom coal, 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. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for 
six-month and two-year billing periods to evaluate the related charges, credits and rates of return, as well 
as to provide for the roll-in of ECR amounts to base rates each two-year period. In December 2010, the 
Kentucky Commission initiated a six-month review of the Utilities’ environmental surcharge for the 
billing period ending October 2010. An order is expected in the second quarter of 201 1. Also, in 
December 2010, an Order was issued approving the charges and credits billed through the ECR during 
the six-month period ending April 2010, as well as approving billing adjustments for under-recovered 
costs and the rate of return on capital. In May 2010, an Order was issued approving the amounts billed 
through the ECR during the six-month period ending October 2009 and the rate of return on capital and 
allowing recovery of the under-recovery position in subsequent monthly filings. In December 2009, an 
Order was issued approving the charges and credits billed through the ECR during the two-year period 
ending April 2009, an increase in the jurisdictional revenue requirement, a base rate roll-in and a revised 
rate of return on capital. In J ~ l y  2009, an Order was issued approving the charges and credits billed 
through the ECR during the six-month period ending October 2008, as well as approving billing 
adjustments for under-recovered costs and the rate of return on capital. In August 2008, an Order was 
issued approving the charges and credits billed through the ECR during the six-month periods ending April 
2008 and October 2007 and the rate of return on capital. In March 2008, an Order was issued approving 
the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustments 
to base rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission 
seeking approval to recover investments in environmental upgrades and operations and maintenance 
costs at the Company’s generating facilities. During 2009, LG&E reached a unanimous settlement with 
all parties to the case and the Kentucky Commission issued an Order approving LG&E’s application. 
Recovery on customer bills through the monthly ECR surcharge for these projects began with the 
February 2010 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which 
provides for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the 
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February 2009 expense month filing, which represents a slight increase over the previously authorized 
10.50%. The 10.63% return on equity for the ECR mechanism was affirmed in the 2010 rate case. 

FAC 

LG&E’s retail electric rates contain a 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 billed amounts 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 fiiel adjustment charge or credit to the base charges. In December 20 10, May 20 10, November 
2009, January 2009, May 2008 and January 2008 the Kentucky Commission issued Orders approving 
the charges and credits billed through the FAC for the six-month periods ending April 2010, August 
2009, April 2009, April 2008, October 2007 and April 2007, respectively. In January 2009, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year period November 1 , 
2006 through October 3 1 , 2008. The Kentucky Commission issued an Order in June 2009 approving the 
charges and credits billed through the FAC during the review period. 

Coal Contracts 

In November 2010, purchase accounting adjustments were recorded for the fair value of LG&E’s coal 
contracts. Offsetting regulatory assets or liabilities for fair value purchase accounting adjustments 
eliminate any ratemaking impact of the fair value adjustments. 

M S O  

Following receipt of applicable FERC, Kentucky Commission and other regulatory Orders, related to 
proceedings that had been underway since J ~ l y  2003, LG&E withdrew from the MISO effective 
September 1,2006. Since the exit from the MISO, LG&E has been operating under a FERC approved 
OATT. LG&E now contracts with the TVA to act as its transmission reliability coordinator and SPP to 
function as its independent transmission operator, pursuant to FERC requirements. The contractual 
obligations with the TVA extend through August 201 1 and with SPP through August 2012. 

LG&E and the MISO agreed upon overall calculation methods for the contractual exit fee to be paid by 
the Company following its withdrawal. In October 2006, the Company paid $13 million to the MISO 
and made related FERC compliance filings. The Company’s payment of this exit fee was with 
reservation of its rights to contest the amount, or components thereof, following a continuing review of 
its calculation and supporting documentation. LG&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, as 
well as the approved agreement providing LG&E with recovery of $2 million, of which $1 million was 
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immediately recovered in 2008, with the remainder to be recovered over the seven years from 2008 
through 20 14 for credits realized from other payments the MISO will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, LG&E established a 
regulatory asset for the MISO exit fee, net of former MISO administrative charges collected via base 
rates through the base rate case test year ended April 30,2008. The net MISO exit fee is subject to 
adjustment for possible fiiture MISO credits and a regulatory liability for certain revenues associated 
with former MISO administrative charges, which were collected via base rates until February 6,2009. 
The approved 2008 base rate case settlement provided for MISO administrative charges collected 
through base rates from May 1,2008 to February 6,2009 and any fiiture adjustments to the MISO exit 
fee, to be established as a regulatory liability until the amounts can be amortized in future base rate 
cases. This regulatory liability balance as of October 3 1 , 2009 was included in the base rate case 
application filed on January 29,20 10. MISO exit fee credit amounts subsequent to October 3 1 , 2009, 
will continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MIS0 RSG 
calculation and resettlement procedures. RSG charges are amounts assessed to various participants 
active in the MISO trading market which generally seek to compensate for uneconomic generation 
dispatch due to regional transmission or power market operational considerations, with some customer 
classes eligible for payments, while others may bear charges. The FERC Orders approved two requests 
for significantly altered formulas and principles, each of which the FERC applied differently to calculate 
RSG charges for various historical and future periods. Based upon the 2008 FERC Orders, the Company 
established a reserve during the fourth quarter of 2008 of $2 million relating to potential RSG 
resettlement costs for the period ended December 3 1,2008. However, in May 2009, after a portion of 
the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on 
one November 2008 Order, which changed the effective date and reduced almost all of the previously 
accrued RSG resettlement costs. Therefore, these costs were reversed and a receivable was established 
for amounts already paid of $1 million. The MISO began refunding the amounts to the Company in June 
2009, with full repayment in September 2009. In June 2009, the FERC issued an Order in the rate 
mismatch RSG proceeding, stating it will not require resettlements of the rate mismatch calculation from 
April 1,2005 to November 4,2007. An accrual had previously been recorded in 2008 for the rate 
mismatch issue for the time period April 25,2006 to August 9,2007, but no accrual had been recorded 
for the time period November 5,2007 to November 9,2008 based on the prior Order. Accordingly, the 
accrual for the former time period was reversed and an accrual for the latter time period was recorded in 
June 2009, with a net effect of less than $1 million of expense, substantially all of which was paid by 
September 2009. 

In August 2009, the FERC determined that the MISO had failed to demonstrate that its proposed 
exemptions to real-time RSG charges were just and reasonable. In November 2009, the MISO made a 
compliance filing incorporating the rulings of the FERC Orders and a related task force, with a primary 
open issue being whether certain of the tariff changes are applied prospectively only or retroactively to 
approximately January 6,2009. 

In November 2009, the Utilities filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with SPP 
in September 2010. The application sought authority for LG&E and KU to hnction after such date as 
the administrators of their own OATT for most purposes. However, due to the lack of FERC approval 
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for such an approach and the approaching expiration of the SPP contract, the Utilities determined the 
approach was no longer reasonably achievable without unacceptable delay and uncertainty. In July 
201 0, the Utilities entered into a new agreement with SPP to provide independent transmission operator 
services for a specified, limited time and removed its application for authority of administering its own 
OAT”. The TVA, which currently acts as reliability coordinator, has also been retained under the 
existing service contract. The new agreement extends TVA services to August 201 1 with no alterations 
or changes to the party’s duties or responsibilities. 

In August 2010, the FERC issued three Orders accepting most facets of several MISO RSG compliance 
filings. The FERC ordered the MISO to issue refunds for RSG charges that were imposed by the MISO 
on the assumption that there were rate mismatches for the period beginning November 5, 2007 through 
the present. There is no financial statement impact to the Company fi-oin this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included thein in the 
resettlements paid in 2009. The FERC denied the MISO’S proposal to exempt certain resources from 
RSG charges, effective prospectively, The FERC accepted portions and rejected portions of the MISO’s 
proposed RSG Rate Redesign Proposal, which will be effective when the software is ready for 
implementation subject to fiirther compliance filings. The impact of the Redesign Proposal on the 
Company cannot be estimated at this time. 

Pension and Postretirement BeneJits 

LG&E accounts for pension and postretirement benefits in accordance with the compensation - 
retirement benefits guidance of the FASB ASC. This guidance requires employers to recognize the over- 
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or 
liability on the Balance Sheets and to recognize through other comprehensive income the changes in the 
funded status in the year in which the changes occur. Under the regulated operations guidance of the 
FASB ASC, 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 the Compensation - retirement 
benefits guidance of the FASB ASC. Regulators have been clear and consistent with their historical 
treatment of such rate recovery; therefore, the Company has recorded a regulatory asset representing the 
change in funded status of its pension and postretirement benefit 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. 

Storm Restoration 

In January 2009, a significant ice storm passed through LG&E’s service area causing approximately 
205,000 customer outages, followed closely by a severe wind storm in February 2009, causing 
approximately 37,000 customer outages. An application was filed with the Kentucky Commission in 
April 2009, requesting approval to establish a regulatory asset and defer for future recovery, 
approximately $45 million in incremental operation and maintenance expenses related to the storm 
restoration. In September 2009, the Kentucky Commission issued an Order allowing the establishment a 
regulatory asset of up to $45 million based on actual costs for storin damages and service restoration due 
to the January and February 2009 storms. In September 2009, a regulatory asset of $44 million was 
established for actual costs incurred and approval was received in LG&E’s 2010 base rate case to 
recover this asset over a ten year period beginning August 1,2010. 
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In September 2008, high winds fiom the remnants of Hurricane I l e  passed through the service area 
causing significant outages and system damage. In October 2008, an application was filed with the 
Kentucky Commission requesting approval to establish a regulatory asset and defer for fbture recovery 
approximately $24 million of expenses related to the storm restoration. In December 2008, the Kentucky 
Commission issued an Order allowing the establishment of a regulatory asset of up to $24 million based 
on actual costs for storm damages and service restoration due to Hurricane Ilte. In December 2008, a 
regulatory asset of $24 million was established for actual costs incurred and LG&E received approval in 
its 201 0 base rate case to recover this asset over a ten year period, beginning August I ,  20 10. 

Interest Rate Swaps 

Interest rate swaps are accounted for on a fair value basis in accordance with the derivatives and hedging 
guidance of the FASB ASC. Beginning in the third quarter of 2010, the unrealized gains and losses of 
the effective and ineffective interest rate swaps are included in a regulatory asset based on an Order 
froin the Kentucky Commission in the 2010 rate case whereby the cost of a terminated swap was 
allowed to be recovered in base rates. Previously, interest rate swaps designated as effective cash flow 
hedges had resulting gains and losses recorded within other comprehensive income and common equity. 
The ineffective portion of interest rate swaps designated as cash flow hedges was previously recorded to 
earnings monthly, as was the entire change in the market value of the ineffective swaps. LG&E is able to 
recover the unrealized gains and losses on the interest rate swaps under its existing rate recovery 
structure as the interest expense on the swaps is realized. 

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 the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

CMRG and KCCS Contributions 

In July 2008, LG&E and KU, along with Duke Energy Kentucky, Inc. and Kentucky Power Company, 
filed an application with the Kentucky Commission requesting approval to establish regulatory assets 
related to contributions to the CMRG for the development of technologies for reducing carbon dioxide 
emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing 
companies proposed that these contributions be treated as regulatory assets to be deferred until recovery 
is provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with respect to 
the CMRG. LG&E and KU jointly agreed to provide $2 million over two years to the KCCS and up to 
$2 million over ten years to the CMRG. In October 2008, an Order approving the establishment of the 
requested regulatory assets was received. LG&E received approval fkom the Kentucky Commission in 
the Company’s 2010 Kentucky base rate case to recover these regulatory assets over the requested 
period beginning August I , 201 0. 
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Rate Case Expenses 

LG&E incurred $1 inillion in expenses related to the development and support of the 2008 Kentucky 
base rate case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

LG&E incurred $1 million in expenses related to the development and support of the 20 10 Kentucky 
base rate case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in August 2010. 

DSM 

DSM consists of energy efficiency programs which are intended to reduce peak demand and delay the 
investment in additional power plant construction, provide customers with tools and information to 
become better managers of their energy usage and prepare for potential hture legislation governing 
energy efficiency. LG&E’s rates contain a DSM provision which 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. The total annual budget for these programs is approximately $26 inillion. In March 
2008, the Kentucky Commission issued an Order approving the application, with minor modifications. 
LG&E and IW filed revised tariffs in April 2008, under authority of this Order, which were effective in 
May 2008. 

Emission Allowances 

In November 201 0, purchase accounting adjustments were recorded for fair market value LG&E’s S02, 
NOx ozone season and NOx annual emission allowances. Offsetting regulatory assets or liabilities for 
fair value purchase accounting adjustments eliminate any ratemalting impact of the fair value 
adjustments. LG&E is granted SO, emission allowances through 2040 and NOx ozone season and NOx 
annual emission allowances through 201 I. 

Accumulated Cost of Renzoval of Utility Plant 

As of December 3 1 , 2010 and 2009, LG&E segregated the cost of removal, previously embedded in 
accumulated depreciation, of $275 million and $259 million, respectively, in accordance with FERC 
Order No. 63 I. For reporting purposes on the Balance Sheets, LG&E presented this cost of removal as a 
“Regulatory liability” pursuant to the regulated operations guidance of the FASB ASC. 

OVEC Power Purchase Contract 

In November 20 10, purchase accounting adjustments were recorded for the fair value of the power 
purchase agreement between LG&E and OVEC. Offsetting regulatory liabilities for fair value purchase 
accounting adjustments eliminate any ratemaking impact of the fair value adjustments. 
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Deferred Inconze Taxes -Net 

These regulatory liabilities represent the future revenue impact fkom the reversal of deferred income 
taxes required for unamortized investment tax credits and deferred taxes provided at rates in excess of 
currently enacted rates. 

Other Regulatory Matters 

Kentucky Conzrnission Report on Storms 

In November 2009, the Kentucky Commission issued a report following review and analysis of the 
effects and utility response to the September 2008 wind storm and the January 2009 ice storm and 
possible utility industry preventative measures relating thereto. The report suggested a number of 
proposed or recommended preventative or responsive measures, including consideration of selective 
hardening of facilities, altered vegetation management programs, enhanced customer outage 
communications and similar measures. In March 2010, the Utilities filed a joint response reporting on 
their actions with respect to such recommendations. The response indicated implementation or 
completion of substantially all of the recommendations, including, among other matters, on-going 
reviews of system hardening and vegetation management procedures, certain test or pilot programs in 
such areas and fielding of enhanced operational and customer outage-related systems. 

Wind Power Agreements 

In August 2009, LG&E and KU filed a notice of intent with the Kentucky Commission indicating their 
intent to file an application for approval of wind power purchase contracts and cost recovery 
mechanisms. The contracts were executed in August 2009 and were contingent upon LG&E and KU 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, LG&E and KU 
would jointly purchase respective assigned portions of the output of two Illinois wind farms totaling an 
aggregate 109.5 Mw. In September 2009, the Utilities filed an application and supporting testimony with 
the Kentucky Commission. In October 2009, the Kentucky Commission issued an Order denying the 
Utilities’ request to establish a surcharge for recovery of the costs of purchasing wind power. The 
Kentucky Commission stated that such recovery constitutes a general rate adjustment and is subject to 
the regulations of a base rate case. The Kentucky Commission Order provided for the request for 
approval of the wind power agreements to proceed independently &om the request to recover the costs 
thereof via surcharges. In November 2009, LG&E and KU filed for rehearing of the Kentucky 
Commission’s Order and requested that the matters of approval of the contract and recovery of the costs 
thereof remain the subject of the same proceeding. During December 2009, the Kentucky Commission 
issued data requests on this matter. In March 20 10, LG&E and KU delivered notices of termination 
under provisions of the wind power contracts. The Utilities also filed a motion with the Kentucky 
Commission noting the termination of the contracts and seeking withdrawal of their application in the 
related regulatory proceeding. In April 2010, the Kentucky Commission issued an Order allowing the 
Utilities to withdraw their pending application. 
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Trinzble County Asset Sale and Depreciation 

In July 2009, the Utilities notified the Kentucky Commission of the proposed sale from the Utilities of 
certain ownership interests in certain existing Trimble County generating station assets which were 
anticipated to provide joint or common use in support of the jointly-owned TC2 generating unit under 
construction at the station. The undivided ownership interests sold provide KU an ownership interest in 
these common assets proportional to its interest in TC2 and the assets’ role in supporting both TCl and 
TC2. In December 2009, LG&E and KU completed the sale transaction at a price of $48 million, 
representing the current net book value of the assets multiplied by the proportional interest being sold. 

In August 2009, the Utilities jointly filed an application with the Kentucky Commission to approve new 
depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovery 
process through January 2010 and authorized the Utilities on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission 
issued a final Order approving the use of the proposed depreciation rates on a permanent basis. 

TC2 CCN Application and Transmission Matters 

An application for a CCN for construction of TC2 was approved by the Kentucky Commission in 
November 2005. CCNs for two transmission lines associated with TC2 were issued by the Kentucky 
Commission in September 2005 and May 2006. All regulatory approvals and rights of way for one 
transmission line have been obtained. 

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

Coinpletion of the transmission lines are also subject to standard construction permit, environmental 
authorization and real property or easement acquisition procedures and certain Hardin County 
landowners have raised challenges to the transmission line in some of these forums as well. 

With respect to the remaining on-going dispute, LG&E’s affiliate, KU obtained various successful 
rulings during 2008 at the Hardin County Circuit Court confirming its condemnation rights. In August 
2008, several landowners appealed such rulings to the Kentucky Court of Appeals and received a 
temporary stay preventing KU from accessing their properties. In May 2010, the Kentucky Court of 
Appeals issued an Order affirming the Hardin Circuit Court’s finding that KU had the right to condemn 
easements on the properties. In May 2010, the landowners filed a petition for reconsideration with the 
Court of Appeals. In July 2010, the Court of Appeals denied that petition. In August 2010, the 
landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

Settlement discussions with the Hardin County property owners involved in the appeals of the 
condemnation proceedings have been unsuccessfiil to date. During the fourth quarter of 2008, LG&E 
and KU entered into settlements with certain Meade County landowners and obtained dismissals of prior 
litigation they brought challenging the same transmission line. 
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As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU obtained easements to allow construction of temporary transmission 
facilities, bypassing those properties while the litigated issues are resolved. In September 2009, the 
Kentucky Commission issued an Order stating that a CCN was necessary for two segments of the 
proposed temporary facilities. In December 2009, the Kentucky Commission granted the CCNs for the 
relevant segments and the properly owners have filed various motions to intervene, stay and appeal 
certain elements of the Kentucky Commission’s recent Orders. In January 2010, in respect of two of 
such proceedings, the Franklin County circuit court issued Orders denying the property owners’ request 
for a stay of construction and upholding the prior Kentucky Commission denial of their intervenor 
status. 

Consistent with the regulatory authorizations and the favorable outcome of the legal proceedings, the 
Utilities completed construction activities on the permanent transmission line easements. During 20 10, 
the Utilities placed the transmission line into operation. While the Utilities are not currently able to 
predict the ultimate outcome and possible financial effects of the remaining legal proceedings, the 
Utilities do not believe the matter involves relevant or continuing risks to operations. 

Avena 

In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for the 
sale of property to the Louisville Arena Authority which was granted in a September 2006 Order. 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 reimbursement to LG&E of the costs to be incurred in relocating certain LG&E facilities 
related to the arena transaction of approximately $63 million. As of December 31,2010, approximately 
$62 inillion of the total costs have been received. The relocation work was substantially completed 
during 2009, with follow up work continuing in 2010 and 201 1. The parties further entered into a 
property sale contract providing for LG&E’s sale of a downtown site to the Louisville Arena Authority 
which was completed for $9 million in September 2008. 

Market-Based Rate Authority 

In July 2006, the FERC issued an Order in LG&E’s inarket-based rate proceeding accepting the 
Company’s further proposal to address certain market power issues the FERC claimed would arise upon 
an exit from the h4ISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of balancing areas in which it may be deemed to have market power, subject to a 
restriction that such power will not be collusively re-sold back into such balancing areas. However, 
restrictions exist on sales by LG&E of power at market-based rates in the LG&E and KU and Big Rivers 
Electric Corporation balancing 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 the Company’s power sales at balancing area interfaces. In December 2008, the FERC issued 
Order No. 697-B potentially placing additional restrictions on certain power sales involving areas where 
market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, 
LG&E must comply with applicable affiliate restrictions set forth in the FERC regulation. During 
September 2008, the Company submitted a regular triennial update filing under market-based rate 
regulations. 
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In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating 
to power sales and purchases at balancing area interfaces or into balancing areas involving market 
power. In July 2009, the FERC issued an Order approving the Company’s September 2008 application 
for market-based rate authority. During July 2009, affiliates of LG&E completed a transaction 
terminating certain prior generation and power marketing activities in the Big Rivers Electric 
Corporation balancing area, which termination should ultimately allow a filing to request a 
determination that the Company no longer is deemed to have market power in such balancing area. 

LG&E conducts certain of its wholesale power sales activities in accordance with existing market-based 
rate authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market- 
based rate authority could alter the amount of sales made at market-based versus cost-based rates. The 
Company’s sales under market-based rate authority totaled $21 million for the year ended December 3 1, 
2010. 

Mandatory Reliability Standards 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in 
June 2007 and authority was delegated to various Regional Reliability Organizations ((‘FUZOs”) by the 
NERC, which was authorized by the FERC to enforce compliance with such standards, including 
promulgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non- 
monetary penalties, depending upon the circumstances of the violation. The Utilities are members of 
SERC, which acts as LG&E’s and KU’s RRO. During December 2009 and April, July and August 2010, 
the Utilities submitted ten self-reports relating to various standards, which self-reports remain in the 
early stages of RRO review and therefore, the Utilities are unable to estimate the outcome of these 
matters. Mandatory reliability standard settlements commonly also include non-penalty elements, 
including compliance steps and mitigation plans, Settlements with the SERC proceed to NERC and 
FERC review before becoming final. While the Utilities believe they are in compliance with the 
mandatory reliability standards, events of potential non-compliance may be identified from time-to-time. 
The Utilities cannot predict such potential violations or the outcome of self-reports described above. 

Natural Gas Customer Choice Study 

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

Integrated resource planning (“IRP”) regulations in Kentucky require major utilities to make triennial 
IRP filings with the Kentucky Commission. In April 2008, LG&E and IKJ filed their 2008 joint IRP 
with the Kentucky Commission. The IRP provides historical and projected demand, resource and 
financial data and other operating performance and system information. The Kentucky Coinmission 
issued a staff report and Order closing this proceeding in December 2009. LG&E expects to file their 
next IRP in April 20 1 1. 

PUHCA 2005 

PPL, LG&E’s ultimate parent, is a holding company under PUHCA 2005. PPL, 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 coinprehensive 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. 

l 

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 standards within eighteen months after the enactment of 
EPAct 2005 and to cominence consideration of Section 1254 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 Coinmission issued an Order in this proceeding indicating that the 
EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. However, all 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 program for 
large industrial and commercial customers and filed the details of the plan with the Kentucky 
Commission in April 2007. In February 2008, the Kentucky Commission issued an Order approving the 
real-time pricing pilot program proposed by LG&E for implementation within approximately eight 
months. The tariff was filed in October 2008, with an effective date of December 1,2008. LG&E files 
annual reports on the program within 90 days of each plan year end for the three-year pilot period. 
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Pursuant to an LG&E 2004 rate case settlement agreement 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. In July 2007, the Kentucky Coinmission 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 refinrbishing the facility to add approximately 20 Mw of generating capacity in 2004 and 
plans to spend approximately $89 million from 201 1 to 2014. 

Green Energy Riders 

In February 2007, LG&E and KU filed a Joint Application and Testimony for Proposed Green Energy 
Riders. 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. During November 2009, LG&E and KU filed an application to both continue 
and modify the existing Green Energy Programs. In February 201 0, the Kentucky Coinmission approved 
the Utilities’ application, as filed. 

Home Energy Assistance Program 

In July 2007, LG&E filed an application with the Kentucky Commission for the establishment of a 
Home Energy Assistance program. During September 2007, the Kentucky Cominission approved the 
five-year program as filed, effective in October 2007. The programs were scheduled to terminate in 
September 2012 and is fiinded through a $0.10 per month meter charge. Effective February 6,2009, as a 
result of the settlement agreement in the 2008 base rate case, the program is fiinded through a $0.15 per 
month meter charge. As a condition in the settlement in the change of control proceeding before the 
Kentucky Commission in the PPL acquisition, the program was extended to September 20 15. 

Collection Cycle Revision 

As part of its base rate case filed on JUIY 29,2008, LG&E proposed to change the due date for customer 
bill payments from 15 days to 10 days to align its collection cycle with KU. In addition, in its rate case 
filed on July 29,2008, KU proposed to include a late payment charge if payment is not received within 
15 days from the bill issuance date to align with LG&E. The settlement agreements approved in the rate 
cases in February 2009 changed the due date for customer bill payments to 12 days after bill issuance for 
both LG&E and KU. 
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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. In August 2008, the Kentucky Coinmission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate 
case established new depreciation rates effective February 2009. 

Brownfield Development Rider Tar18 

In March 2008, LG&E 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 permits special contracts with such customers which provide for a series of declining 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. 

Interconnection and Net Metering Guidelines 

In May 2008, the Kentucky Commission on its own motion initiated a proceeding to establish 
interconnection and net metering guidelines in accordance with amendments to existing statutory 
requirements for net metering of electricity. The jurisdictional electric utilities and intervenors in this 
case presented proposed interconnection guidelines to the Kentucky Commission in October 2008. In a 
January 2009 Order, the Kentucky Cornmission issued the Interconnection and Net Metering Guidelines 
- Kentucky that were developed by all parties to the proceeding. LG&E does not expect any financial or 
other impact as a result of this Order. In April 2009, LG&E filed revised net metering tariffs and 
application forms pursuant to the Kentucky Commission’s Order. The Kentucky Cornmission issued an 
Order in April 2009, which suspended for five months all net metering tariffs filed by the jurisdictional 
electric utilities. This suspension was intended to allow sufficient time for review of the filed tariffs by 
the Kentucky Commission Staff and intervening parties. 

In June 2009, the Kentucky Commission Staff held an informal conference with the parties to discuss 
issues related to the net metering tariffs filed by LG&E. Following this conference, the intervenors and 
LG&E resolved all issues and LG&E filed revised net metering tariffs with the Kentucky Commission. 
In August 2009, the Kentucky Commission issued an Order approving the revised tariffs. 

EISA 2007 Standards 

In November 2008, the Kentucky Commission initiated an administrative proceeding to consider new 
standards as a result of the Energy Independence and Security Act of 2007 (“EISA 2007”), part of which 
amends the Public Utility Regulatory Policies Act of 1978 (“PURPA”). There are four new PURPA 
standards and one non-PURPA standard applicable to electric utilities. The proceeding also considers 
two new PURPA standards applicable to natural gas utilities. EISA 2007 requires state regulatory 
commissions and non-regulated utilities to begin consideration of the rate design and smart grid 
investments no later than December 19,2008 and to complete the consideration by December 19,2009. 
The Kentucky Commission established a procedural schedule that allowed for data discovery and 
testimony through July 2009. In October 2009, the Kentucky Commission held an informal conference 
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for the purpose of discussing issues related to the standard regarding the consideration of Smart Grid 
investments. A public hearing has not been scheduled in this matter. 

Note 4 - Asset Retirement Obligations 

A summary of LG&E’s net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC follows: 

ARO Net ARO Regulatory 
Assets Liabilities Assets 

As of December 3 1,2008, Predecessor $ 4 $  (31) $ 29 
(2) 3 

- 1 (2) 
ARO accretion and depreciation (1) 
ARO settlements 
Removal cost incurred - 1 - 
As of December 3 1,2009, Predecessor 3 (3 1) 30 
ARO accretion and depreciation - (2) 2 
Reclassification for retired assets (1) - 1 

1 ARO revaluation - change in estimates 29 (3 0) 
Removal cost incurred - 1 - 

As of October 3 1,2010, Predecessor 31 (62) 34 

13 (28) 
ARO accretion and depreciation (1) - 1 
Purchase accounting - fair value adjustment 15 

As of December 3 1 , 20 10, Successor ,$ 45 $ (49) ,$ 7 

In September 201 0, the Company performed a revaluation of its AROs as a result of recently proposed 
environmental legislation and improved ability to forecast asset retirement costs due to recent 
construction and retirement activity. 

In November 20 10, the Company recorded a purchase accounting adjustment to fair value AROs due to 
the PPL acquisition. 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, 
an offsetting regulatory credit was recorded in “Depreciation and amortization” in the Statements of 
Income for the Successor of $1 inillion in 2010 and $2 million for the Predecessor for the ARO 
accretion and depreciation expense. The offsetting regulatory credit recorded was $2 million in 2009 and 
2008 for the ARO accretion and depreciation expense. The ARO liabilities are offset by cash settlements 
that have not yet been applied. Therefore, ARO net assets, ARO liabilities and regulatory assets balances 
do not net to zero. 

LG&E’s AROs are primarily related to the final retirement of assets associated with generating units and 
natural gas mains and wells. LG&E transmission and distribution lines largely operate under perpetual 
property easement agreements which do not generally require restoration upon reinoval of the property. 
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Therefore, under the asset retirement and environmental obligations guidance of the FASB ASC, no 
material asset retirement obligations are recorded for transmission and distribution assets. 

! 

Note 5 - Derivative Pinancial Instruments 

LG&E is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative instruments, including swaps and forward contracts. The 
Company’s policies allow for the interest rate risk to be managed through the use of fixed rate debt, 
floating rate debt and interest rate swaps. At December 3 1,2010, LG&E’s potential annual exposure to 
increased interest expense, based on a 10% increase in interest rates, was less than $1 million. 

The Company does not net collateral against derivative instruments. 

Interest Rate Swaps 

LG&E uses over-the-counter interest rate swaps to limit exposure to market fluctuations in interest 
expense. Pursuant to Company policy, use of these derivative instruments is intended to mitigate risk, 
earnings and cash flow volatility and is not speculative in nature. 

LG&E’s interest rate swap agreements range in maturity through 2033, with aggregate notional amounts 
of $179 million as of December 3 I, 2010 and December 31,2009. Under these swap agreements, LG&E 
paid fixed rates averaging 4.52% and received variable rates based on LIBOR or the Securities Industry 
and Financial Markets Association’s municipal swap index averaging 0.23% and 0.20% at December 
3 1 , 20 10 and December 3 1 , 2009, respectively. Beginning in the third quarter of 20 10, the unrealized 
gains and losses on the interest rate swaps are included in a regulatory asset based on an Order from the 
Kentucky Commission in the 2010 rate case, whereby the cost of a terminated swap was allowed to be 
recovered in base rates. 

The fair value of the interest rate swaps is determined by a quote from the counterparty. This value is 
verified monthly by the Company using a model that calculates the present value of future payments 
under the swap utilizing current swap market rates obtained from another dealer active in the swap 
market and validated by market transactions. Market liquidity is considered; however, the valuation does 
not require an adjustment for market liquidity as the market is very active for the type of swaps used by 
the Company. LG&E considered the impact of its own credit risk and that of counterparties by 
evaluating credit ratings and financial information and adjusting market valuations to reflect such credit 
risk. LG&E and all counterparties had strong investment grade ratings at December 3 1 , 201 0. In 
addition, the Company and certain counterparties have agreed to post margin if the credit exposure 
exceeds certain thresholds. Cash collateral related to interest rate swaps at December 3 1 , 201 0 and 
December 3 1 , 2009 was $19 million and $17 million, respectively. Cash collateral for interest rate swaps 
is classified as a long-term “Other asset” on the accompanying Balance Sheets. 
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The table below shows the fair value and Balance Sheets location of interest rate swap derivatives: 

Fair Value 
Successor Predecessor 

December 3 1, December 3 1 , 
Balance Sheet Location 2010 2009 

Current derivative liability 
Long-term derivative liability 

$ 2 $  - 
32 28 

,$ 34 $ 28 

The interest rate swaps are accounted for on a fair value basis in accordance with the derivatives and 
hedging guidance of the FASB ASC. The tables below show the pre-tax amount and income statement 
location of derivative gains and losses for the change in the mark-to-market value of the interest rate 
swaps, realized losses and the change in the ineffective portion of the interest rate swaps deemed highly 
effective, during the periods ended December 3 1 , 20 10, October 3 1 , 20 10, December 3 1 , 2009 and 
December 31,2008, including the impact of reclassifying these amounts to regulatory assets during the 
period ended October 3 1 , 201 0. For the period ended October 3 1 , 20 10, LG&E recorded a pre-tax gain 
of less than $1 million in interest expense to reflect the change in the ineffective portion of the interest 
rate swaps deemed highly effective and recorded pre-tax gains of $21 million and $9 million, 
respectively, to reflect the reclassification of the ineffective swaps and the terminated swap to a 
regulatory asset: 

Successor 

Gain (Loss) 
Recognized in Income Location 
Change in the 

ineffective portion 
deemed highly 
effective Interest expense 

regulatory assets of 
unrealized gain on Derivative gain 
interest rate swaps (loss) 

Unrealized gain (loss) Derivative gain 
on ineffective swaps (loss) 

Reclassification to 
regulatory assets of 
unrealized gain on Derivative gain 

Reclassification to 

terminated swap (loss) 
Derivative 

Realized loss on swaps gain(1oss) 

November 1 , 20 10 
through 

December 3 1 , 20 10 

$ -  

$ -  

Predecessor 
January 1 , 2010 Year Ended 

through December 3 1 , 
October 31,2010 2009 2008 - _ _ _ _  

$ -  $ 1 $ (8) 

9 - 

(3) I;?.) 
$ 19 $ (45) 

(I) - $ 19 

No gain or loss on hedging interest rate swaps was recognized in other coinprehensive income for the 
periods ended December 3 1,2010 and October 3 1,2010. The gain on interest rate swaps recognized in 
other comprehensive income for the year ended December 3 1 , 2009 was $5 million, and the loss on 
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interest rate swaps recognized in other comprehensive income for the year ended December 31,2008, 
was $8 million. For the period ended October 3 1 , 20 10, the gain on derivatives reclassified from 
ccAccumulated other comprehensive income” to “Regulatory assets” was $23 million. 

Prior to including the unrealized gains and losses on the interest rate swaps in regulatory assets, amounts 
previously recorded in accumulated other comprehensive income were reclassified into earnings in the 
same period during which the derivative forecasted transaction affected earnings. No amount was 
amortized fiom accumulated other comprehensive income to income in the period ended December 3 1,  
2010, and in the periods ended October 31,2010, December 31,2009 and December 31,2008, 
amortization was less than $1 million each year. 

A decline of 100 basis points in the current market interest rates would reduce the fair value of LG&E’s 
interest rate swaps by $28 million. 

Enerw Trading and Risk Management Activities 

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

Energy trading and risk management contracts are valued using prices based on active trades fiom 
Intercontinental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are 
the primary determinants of valuation. When sufficient trading activity is unavailable, other inputs 
include prices quoted by brokers or observable inputs other than quoted prices, such as one-sided bids or 
offers as of the balance sheet date. Quotes are verified quarterly using an independent pricing source of 
actual transactions. Quotes for combined off-peak and weekend timeframes are allocated between the 
two timefiames based on their historical proportional ratios to the integrated cost. No other adjustments 
are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during 2010 or 2009. Changes in market pricing, interest rate and 
volatility assumptions were made during both years. 

The table below shows the fair value and balance sheet location of energy trading and risk management 
derivative contracts: 

Non Hedging Derivatives: Fair Value 
Successor Predecessor 

December 3 1, December 3 1 , 
Balance Sheet Location 2010 2009 

Asset derivative 
Prepayments and other current assets (a) $ - $  2 

Liability derivative 
Other current liabilities $ 2 $  2 

(a) The amount recorded in prepayments and other current assets totals less than $1 million. 
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Assets and liabilities fiom long-term energy trading and risk management derivative contracts total less 
.than $1 million at December 31,2010 and were zero at December 31,2009. 

Successor 
November 1 , 20 10 

Income Location December 31,2010 

Gain (Loss) 
Recognized in through 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and 
trading activities by assessing the creditworthiness of potential counterparties prior to entering into 
transactions with them and continuing to evaluate their creditworthiness once transactions have been 
initiated. To fbrther mitigate credit risk, LG&E seeks to enter into netting agreements or require cash 
deposits, letters of credit and parental company guarantees as security fiom counterparties. The 
Company uses ratings of S&P, Moody’s and definitive qualitative and quantitative data to assess the 
financial strength of counterparties on an on-going basis. If no external rating exists, LG&E assigns an 
internally generated rating for which it sets appropriate risk parameters. As risk management contracts 
are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 3 1 , 20 10, 100% of the trading and risk management 
commitments were with counterparties rated BBB-/Baa3 equivalent or better. The Company has 
reserved against counterparty credit risk based on LG&E’s own creditworthiness (for net liabilities) and 
its counterparty’s creditworthiness (for net assets). The Company applies historical default rates within 
varying credit ratings over time provided by S&P or Moody’s. At December 3 I, 201 0 and December 3 1, 
2009, counterparty credit reserves related to energy trading and risk management contracts were zero 
and less than $1 million respectively. 

Predecessor 
January 1 , 20 10 

through December 3 1 , 
October 31,2010 2009 2008 

Year Ended 

The net volume of electricity based financial derivatives outstanding at December 3 1 , 2010 and 
December 31,2009, was 869,101 Mwh and 315,600 Mwh, respectively. Cash collateral related to the 
energy trading and risk management contracts was $3 million and $2 million at December 3 I, 2010 and 
December 3 1 , 2009, respectively. Cash collateral related to the energy trading and risk management 
contracts is recorded in “Prepayments and other current assets” on the Balance Sheets. 

LG&E manages the price risk of its estimated future excess economic generation capacity using market- 
traded forward contracts. Hedge accounting treatment has not been elected for these transactions; 
therefore, realized and unrealized gains and losses are included in the Statements of Income. 

Realized gain Electric revenues $ -  

(loss) Electric revenues (I) 
$ (1) 

Unrealized gain 
$ l o $  3 P 3  

.. (1) 1 I 
I F 3  $ 9 $  4 
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I Credit Risk Related Contingent Features 

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

Additionally, certain of LG&E’s derivative contracts contain credit contingent provisions that require 
LG&E to provide “adequate assurance” of performance if the other party has reasonable grounds for 
insecurity regarding LG&E’s performance of its obligation under the contract. A counterparty 
demanding adequate assurance could require a transfer of additional collateral or other security, 
including letters of credit, cash and guarantees fkom a creditworthy entity. A demand for additional 
assurance would typically involve negotiations among the parties. However, amounts disclosed below 
represent assumed immediate payment or immediate and ongoing full collateralization for derivative 
instruments in net liability positions with “adequate assurance” provisions. 

To determine net liability positions, LG&E uses the fair value of each agreement. The aggregate fair 
value of all derivative instruments with the credit contingent provisions described above that were in a 
net liability position at December 3 1,20 10 was $25 million of which LG&E had posted collateral of $1 9 
inillion in the normal course of business. At December 3 1,2010, if the credit contingent provisions 
underlying these derivative instruments were triggered due to a credit downgrade below investment 
grade, LG&E would have been required to post an additional $6 million of collateral to its 
counterparties. 

Note 6 - Fair Value Measurements 

LG&E adopted the fair value guidance in the FASB ASC in two phases. Effective January 1 , 2008, the 
Company adopted it for all financial instruments and non-financial instruments accounted for at fair 
value on a recurring basis, and effective January 1,2009, the Company adopted it for all non-financial 
instruments accounted for at fair value on a non-recurring basis. The FASB ASC guidance clarifies that 
fair value is an exit price, representing the amount that would be received to sell an asset or paid to 
transfer a liability in an orderly transaction between market participants. As such, fair value is a market- 
based measurement that should be determined based on assumptions that market participants would use 
in pricing an asset or a liability. As a basis for considering such assumptions, the FASB ASC guidance 
establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies 
in measuring fair value. 
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The carrying values and estimated fair values of LG&E’s non-trading financial instruments follow: 

December 31,2010 
Carrying Fair 

Long-term bonds 
Long-term debt to affiliated company 
Derivative liabilities - interest rate swaps 

December 31,2009 
Carrying Fair 

Successor I Predecessor 

Vaiue- Value 
$ 1,112 $ 1,069 

Value Value 
$ 411 $ 411 

- 485 512 
32 32 - 1  28 28 

The long-term fixed rate pollution control bond valuations reflect prices quoted by investment banks, which 
are active in the market for these instruments. First mortgage bond valuations reflect prices quoted from a 
third party service. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as 
deteiinined based on quotes from investment banks that are actively involved in capital markets for utilities 
and factor in LG&E’s credit ratings and default risk. The fair values of the interest rate swaps reflect price 
quotes from investment banks, consistent with the fair value ineasureinents and disclosures guidance of the 
FASB ASC. This value is verified monthly by the Company using a model that calculates the present 
value of fbture payments under the swap utilizing current swap market rates obtained from another 
dealer active in the swap market and validated by market transactions. The fair values of cash and cash 
equivalents, accounts receivable, accounts payable and notes payable are substantially the same as their 
carrying values. 

LG&E has classified the applicable financial assets and liabilities that are accounted for at fair value into 
the three levels of the fair value hierarchy, as discussed in Note 1, Summary of Significant Accounting 
Policies. 

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

December 3 1,20 10 Level 1 Level 2 Level 3 Total 
Financial assets: 

Cash and cash equivalents $ 2 $  - $  - $  2 

securities 163 - - 163 

contracts 3 - - 3 
Restricted cash 19 - - 19 

Total financial assets p; 187 $ - $  - $ 187 

Short-term investments - municipal debt 

Energy trading and risk management 

Financial liabilities: 
Energy trading and risk management 

- $  2 $  - $  2 
- - 34 

Total financial liabilities $ - $  36 $ - $  36 

December 3 1,2009 Level 1 Level 2 Level 3 Total 
Financial assets: 

contracts $ 
Interest rate swaps 34 

Energy trading and risk management 

Energy trading and risk management 
contract cash collateral $ 2 $  - $  - $  2 

contracts - 2 - 2 
Interest rate swap cash collateral 17 - - 17 

Total financial assets p; 19 $ 2 $  ; $  21 

Financial liabilities: 
Energy trading and risk management 

- $  2 $  - $  2 
- - 28 Interest rate swaps 28 

Total financial liabilities $ - $  30, $ -, $ 30 

contracts $ 

There were no level 3 measurements for the periods ending December 3 1 , 20 10 and December 3 1 , 2009. 

Note 7 - Goodwill and Intangible Assets 

In connection with PPL’s acquisition of LKE and its subsidiaries, goodwill was recorded on November 
1,2010. In addition, as of November 1,2010, certain intangible assets were adjusted to their fair value 
and new intangible assets were recorded. See Note 2, Acquisition by PPL, for further information. 

Goodwill 

The Company performs its required annual goodwill impairment test in the fourth quarter. Impairment 
tests are performed between the annual tests when the Company determines that a triggering event has 
occurred that would, more likely than not, reduce the fair value of a reporting unit below its carrying 

102 



I value. The goodwill impairment test is comprised of a two-step process. In step 1 , the Company 
identifies a potential impairment by comparing the estimated fair value of the regulated utilities (the 
goodwill reporting unit) to their carrying value, including goodwill, on the measurement date. If the 
estimated fair value exceeds its carrying amount, goodwill is not considered impaired. If the fair value is 
less than the carrying value, then step 2 is performed to measure the amount of impairment loss, if any. 
The step 2 calculation compares the implied fair value of the goodwill to the carrying value of the 
goodwill. The implied fair value of goodwill is equal to the excess of the company’s estimated fair value 
over the fair values of its identified assets and liabilities. If the carrying value of goodwill exceeds the 
implied fair value of goodwill, an impairment loss is recognized in an amount equal to that excess (but 
not in excess of the carrying value). 

In connection with PPL’s acquisition of LKE on November 1 , 2010, LG&E recorded goodwill on 
November I, 2010. The allocation of the goodwill to LG&E was based on the net asset value of the 
Company. The goodwill represents value paid for the rate regulated business located in a defined service 
area with a constructive regulatory environment, which provides for fiiture investment, earnings and 
cash flow growth, as well as the talented and experienced workforce. LG&E’s franchise values are being 
attributed to the going concern value of the business, and thus were recorded as goodwill rather than a 
separately identifiable intangible asset. None of the goodwill recognized is deductible for income tax 
purposes or included in customer rates. See Note 2, Acquisition by PPL, for fbrther information. 

For the 2010 annual impairment test, the primaiy valuation technique used was an income methodology 
based on management’s estimates of forecasted cash flows for LG&E, with those cash flows discounted 
to present value using rates commensurate with the risks of those cash flows. Management also took into 
consideration the acquisition price paid by PPL. The discounted cash flows for LG&E were based on 
discrete financial forecasts developed by management for planning purposes and consistent with those 
given to PPL. Cash flows beyond the discrete forecasts were estimated using a terminal-value 
calculation, which incorporated historical and forecasted financial trends for LG&E. No impairment 
resulted from the fourth quarter test, as the determined fair value of LG&E was greater than its carrying 
value. 

Other Intangible Assets 

The gross carrying amount and the accumulated amortization of other intangible assets were as follows: 

Successor 
December 3 1 , 20 10 

Gross Carrying Accumulated 
Amount Amortization 

Subject to amortization: 
Coal contracts (a) 
Land rights (b) 
Emission allowances (c) 
OVEC power purchase agreement (d) 

Total other intangible assets 

$ 124 $ 6 
6 - 
8 1 

87 1 
,$ 225 ,$ 8 
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The gross carrying amount represents the fair value of coal contracts recognized as a result of 
the 20 10 acquisition by PPL. The weighted average amortization period of these contracts is 
three years. See Note 2, Acquisition by PPL, for further information. 
The gross carrying amount represents the fair value of land rights recognized as a result of 
adopting PPL’s accounting policies in the Successor period. The weighted average amortization 
period of these rights is 10 years. See Note 1, Summary of Significant Accounting Policies, for 
further information. 
The gross carrying amount represents the fair value of emission allowances recognized as a 
result of the 2010 acquisition by PPL, as well as the reclassification of amounts fiom inventory 
to intangible assets as a result of adopting PPL’s accounting policies in the Successor period. 
The weighted average amortization period of these emission allowances is three years. See Note 
2, Acquisition by PPL, for further information. 
The gross carrying amount represents the fair value of the OVEC power purchase contract 
recognized as a result of the 2010 acquisition by PPL. The weighted average amortization 
period of the power purchase agreement is 8 years. See Note 2, Acquisition by PPL, for further 
information. 

Current intangible assets and long-term intangible assets are included in “Other intangible assets” in 
their respective areas on the Balance Sheets in 2010. Intangible assets of LG&E resulting fiom 
purchasing accounting adjustments are not recoverable in rates. 

Amortization expense, excluding consumption of emission allowances, was $7 million for the Successor 
in 2010. The estimated aggregate amortization expense for each of the next five years is as follows: 

Estimated Expense in Period Ended 
201 1 2012 2013 2014 2015 

Aggregate amortization expense $ 45 $ 23 $ 25 $ 23 $ 24 

Note 8 - 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. 

LG&E’s customer receivables arise fiom deliveries of electricity and natural gas. Electric revenues 
represented 77%, 72% and 69% of LG&E’s revenues for 2010,2009 and 2008, respectively. Natural gas 
revenues represented 23%, 28% and 31% of LG&E’s revenues for 2010,2009 and 2008, respectively. 
During 2010, the Company’s 10 largest electric and natural gas customers accounted for less than 11% 
and less than 14% of total volumes, respectively. Volumes associated with the ten largest natural gas 
customers were predominantly for transportation service. 

Effective November 2008, LG&E and its employees represented by the IBEW Local 2100 entered into a 
three-year collective bargaining agreement. This agreement provides for negotiated increases or changes to 
wages, benefits or other provisions. The employees represented by this bargaining agreement comprise 
approximately 68% of the Company’s workforce at December 3 1,2010. 
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Note 9 - Pension and Other Postretirement Benefit Plans 

LG&E employees benefit fiom both funded and unfunded retirement benefit plans. Its defined benefit 
pension plans cover employees hired by December 3 1 , 2005.Employees hired after this date participate 
in the Retirement Income Account (TIA"), a defined contribution plan. The postretirement plan 
includes health care benefits that are contributory with participants' contributions adjusted annually. The 
Company 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 defined benefit plans' obligations, the 
fair value of assets and the funded status of the plan for November 1 , 20 10 through December 3 1 , 201 0, 
for the Successor, and for January 1,2010 through October 3 1,2010, and January 1,2009 through 
December 3 1 , 2009, for the Predecessor: 

Pension Benefits Other Poi 
Successor 

2010 
Change in benefit 

obligation: 
Benefit obligation at 

beginning of period $ 485 
Service cost 1 
Interest cost 4 
Benefits paid, net of retiree 

contributions (4) 
Actuarial (gain) loss and 

other (3) 
Benefit obligation at end of 

period p 483 

Predecessor Successor 
2010 2009 2010 

$ 441 $ 429 $ 92 
3 4 - 

21 26 1 

42 9 2  

$ 485 $ 441 $ 91 

retirement Benefits 
Predecessor 

2010 2009 

$ 90 $ 88 
1 1 
4 5 

2 2 

$ 92 $ 90 
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P€ 

Predecessor Successor 
2010 2009 2010 

$ 209 $ 188 $ 16 

- - (1) 

(133) (1 16) (84) 

Successor 
2010 

Predecessor 
2010 2009 

$ 17 $ 16 

- (3) 

(86) (82) 

Change in plan assets: 
Fair value of plan assets at 

beginning of period $ 352 
9 

Employer contributions - 
Benefits paid, net of retiree 

Administrative expenses and 

Fair value of plan assets at 

Funded status at end of 

Actual return on plan assets 

contributions (4) 

other - 
end of period $ 357 

period $ (126) 

- 

Predecessor Successor 
2010 2009 2010 

;ion Benefits Other Postretirement Benefits 
Predecessor 

2010 2009 

F 325 $ 286 $ 6 
30 59 - 
20 8 1 

$.  352, $ 325 $ 6 
I 

$ 5 $  3 

6 8 
- - 

$ 6 $  5 

Amounts Recognized in the Balance Sheets 

The following tables provide the amounts recognized in the Balance Sheets and information for plans 
with benefit obligations in excess of plan assets for November 1,2010 through December 31,2010, for 
the Successor, and for January 1,2010 through October 3 1,2010, and January 1,2009 through 
December 3 1 , 2009, for the Predecessor: 

Pt 
Successor 

2010 
Regulatory assets $ 197 
Accrued benefit liability 

(current) - 
Accrued benefit liability 

(non-current) (126) 

Amounts recognized in regulatory assets and liabilities for November 1 , 20 10 through December 3 1 , 
2010, for the Successor, and for January 1,2010 through October 31,2010, and January 1,2009 through 
December 3 1 , 2009, for the Predecessor consist of: 

Pe 
Successor 

2010 
Transition obligation $ - 
Prior service cost 27 
Accumulated loss 170 
Total regulatory assets $ 197 

sion Benefits Other Postretirement Benefits 
Predecessor Successor Predecessor 

2010 2009 
$ - $  - 

28 32 
10 8 

lo  1 17 $ 16 $ 209 $ 188 $ 16 $ 
181 156 
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i Additional information for plans with accumulated benefit obligations in excess of plan assets for 
November 1 , 20 10 through December 3 1 , 20 1 0, for the Successor, and for January 1 , 20 10 through 
October 3 1,2010, and January 1,2009 through December 3 1 , 2009, for the Predecessor consists of: 

Predecessor Successor 
2010 2009 2010 

$ 485 $ 441 $ 91 

P€ 
Successor 

2010 
Benefit obligation $ 483 
Accumulated benefit 

obligation 45 0 
357 Fair value of plan assets 

Predecessor 
2010 2009 

$ 92 $ 90 

449 408 - 
352 325 6 

- - 
6 5 

The amounts recognized in regulatory assets for November 1 , 20 10 through December 3 1 , 20 10, for the 
Successor, and for January 1,2010 through October 31,2010, and January 1,2009 through December 
3 1 , 2009, for the Predecessor: 

Pension Benefits Other Postretirement Benefits 
Successor 

2010 
Net (gain) loss arising 

Amortization of prior 

Amortization of transitional 
obligation - 

Amortization of (loss) gain (3) 
Total amounts recognized in 

during the period $ (8) 

service cost (1) 

regulatory assets and 
liabilities 3 ,  (12) 

Predecessor Successor 
2010 2009 2010 

33 $ (27) $ (1) 

(4) (6)  - 

Predecessor 
2010 2009 

i6 2 s  1 

For discussion of the pension and postretirement regulatory assets, see Note 3, Rates and Regulatory 
Matters. 
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Components of Net Periodic Benefit Cost 

November 1 , 20 10 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both LG&E employees and 
Servco employees, who provide services to LG&E. The Servco costs are allocated to LG&E based on 
employees’ labor charges and are approximately 44%, 43% and 42% of Servco’s costs for 2010,2009 
and 2008, respectively. 

Pension Benefits 
I 

January 1.20 10 * -  

through December 3 1,20 10 
Servco 

Allocation Total 
LG&E toLG&E LG&E 

Service cost $ 1 $  I $  2 
Interest cost 4 1 5 
Expected return on plan 

assets (4) (1) (5) 
Amortization of prior 

service cost 1 .. 1 
Amortization of actuarial 

through October 3 1,20 10 
Servco 

Allocation Total 
LG&E toLG&E LG&E 

$ 3 $  4 $  7 
22 5 27 

4 1 5 

1 8 1 9 
3 1  1 6 $  7 $  23 Net periodic benefit cost $ 4 $  2 $  6 $  

gain 2 

Pension Benefits 
Predecessor - Year Ended Predecessor - Year Ended 

December 3 1 , 2009 December 3 1,2008 
Servco Servco 

Allocation Total Allocation Total 
LG&E toLG&E LG&E LG&E toLG&E LG&E 

Service cost $ 4 $  4 $  8 $  4 $  4 $  8 

assets (23) (4) (27) (32) ( 5 )  (37) 

service cost 6 1 7 6 1 7 

gain 12 2 14 1 - 1 
Net periodic benefit cost $ 25 $ 9 $  34 p; 5 $  5 $  10 

Interest cost 26 6 32 26 5 31 
Expected return on plan 

Amortization of prior 

Amortization of actuarial 
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Other Postretirement Benefits 
Successor Predecessor 

November 1.2010 

Other Postretirement Benefits 

December 3 1 2009 December 3 1 2008 
Predecessor - Year Ended Predecessor - Year Ended 

Servco Servco 
Allocation Total Allocation Total 

LG&E toLG&E LG&E LG&E toLG&E LG&E 
Service cost $ 1 $  1 $  2 $  1 $  1 $  2 
Interest cost 5. - 5 5 - 5 
Amortization of transitional 

obligation 2 - 2 2 - 2 
Net periodic benefit cost ,$ 8 $  1 0  9 $  S $  1 $  9 

January 1 20 10 

The estimated amounts that will be amortized from regulatory assets into net periodic benefit cost in 
201 1 are shown in the following table: 

Other 
Pension Postretirement 
Benefits Benefits 

Regulatory assets and liabilities: 
Net actuarial loss $ 14 $ - 
Prior service cost 4 1 
Transition obligation - 1 

Total regulatory assets and Iiabiiities amortized during 20 1 1 , $ ,  18 ,$ 2 

through December 3 1 201 0 
Servco 

Allocation Total 
LG&E toLG&E LG&E 

- $  - $  
- 1 

service cost - - - 

Service cost $ 
Interest cost 1 
Amortization of prior 

Net periodic benefit cost $ 1, $ - $  1, 
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through October 3 1 20 10 
Servco 

Allocation Total 
LG&E toLG&E LG&E 

- $  1 $  1 $  2 
4 - 4 

1 - 1 
,$ 6 $  1 $  7 



The weighted average assumptions used in the measurement of LG&E’s pension and postretirement 
benefit obligations for November 1 , 2010 through December 3 1 , 20 10, for the Successor, and for 
January 1,2010 through October 3 1,2010, and January 1,2009 through December 31,2009, for the 
Predecessor are shown in the following table: 

Successor Predecessor 
2010 1 2010 2009 

5.39% 
5.52% 
5.12% 
5.25% 

Discount rate - union plan 
Discount rate - non-union plan 
Discount rate - postretirement 
Rate of compensation increase 

5.32% 6.08% 
5.46% 6.13% 
4.96% 5.82% 
5.25% 5.25% 

For the first ten months of 2010, the discount rates used to determine the pension and postretirement 
benefit obligations and the period expense were determined using the Mercer Pension Discount Yield 
Curve. This model takes the plans’ cash flows and matches them to a yield curve that provides the 
equivalent yields on zero-coupon corporate bonds for each maturity. The discount rate is the single rate 
that produces the same present value of cash flows. The selection of the various discount rates represents 
the equivalent single rate under a broad-market AA yield curve constructed by Mercer. 

For the last two months of 2010, the Towers Watson Yield Curve was used to determine the discount 
rate. This model starts with an analysis of the expected benefit payment stream for its plans. This 
information is first matched against a spot-rate yield curve. A portfolio of Aa-graded non-callable (or 
callable with make-whole provisions) bonds, with a total amount outstanding in excess of $667 billion, 
serves as the base from which those with the lowest and highest yields are eliminated to develop the 
ultimate yield curve. The results of this analysis are considered together with other economic data and 
movements in various bond indices to determine the discount rate assumption. 

The weighted average assumptions used in the measurement of LG&E’s pension and postretirement net 
periodic benefit costs for November 1,2010 through December 31,2010, for the Successor, and for 
January 1 , 2010 through October 31,2010, and January 1,2009 through December 3 1,2009, for the 
Predecessor are shown in the following table: 

Successor 
2010 

Discount rate - union plan 5.28% 
5.45% 

Discount rate - postretirement benefits 4.94% 
Expected long-term return on plan assets 7.25% 
Rate of compensation increase 5.25% 

Discount rate - non-union plan 

Predecessor 
2010 2009 2008 

6.08% 6.33% 6.56% 
6.13% 6.25% 6.66% 
5.82% 6.36% 6.56% 
7.75% 8.25% 8.25% 
5.25% 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 current asset allocation to develop the expected long-term rate of return on assets 
assumption for the portfolio. The Company has determined that the 201 1 expected long-term rate of 
return on assets assumption should be 7.25%. 
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The following describes the effects on pension benefits by changing the major actuarial assumptions 
discussed above: 

e A 1% change in the assumed discount rate would have a $58 million positive or negative 
impact to the 2010 accumulated benefit obligation and a $66 million positive or negative 
impact to the 2010 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have resulted in less 
than a $1 million positive or negative impact to 2010 pension expense. 
A 25 basis point increase in the rate of compensation increase would have a $2 million 
negative impact to the 20 10 projected benefit obligation. 

e 

e 

Assumed Health Care Cost Trend Rates 

For measurement purposes, an 8% annual increase in the per capita cost of covered health care benefits 
was assumed for the first ten months of 2010. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. For the last two months of 2010, an 8% annual increase in the 
per capita cost of covered health care benefits was assumed, and the rate was assttined to decrease 
gradually to 5.5% by 2019. For 201 1 , a 9% annual increase in the per capita cost of covered health care 
benefits is assumed, and the rate is assumed to decrease gradually to 5.5% by 2019. This change in the 
length of the health care trend was made to conforin to PPL’s accounting policies. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care 
plans. A 1% change in assumed health care cost trend rates would have resulted in an increase or 
decrease of less than $1 million to the 2010 total of service and interest costs components and an 
increase or decrease of less than $2 million in year end 2010 postretirement benefit obligations. 

Expected Future BeneJt Payments 

The following list provides the amount of expected fitture benefit payments, which reflect expected 
hture service cost: 

Other 
Pension Postretirement 
Benefits Benefits 

201 1 $ 26 $ 7 
2012 26 7 
2013 25 7 
2014 25 7 
2015 26 7 
20 16-2020 144 35 
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Plan Assets 

Target Successor 
Range 2010 

Equity securities 45% - 75% 58% 

Other 0% - 10% 1 Yo 

Totals , 1ooo/s 

Debt securities 30% - 50% 41% 

Predecessor 
2009 
59% 
40% 

1 Yo 

100% - 
The investment policy of the pension plans was developed in conjunction with financial and actuarial 
consultants, investment advisors and legal counsel. The goal of the investment policy is to preserve the 
capital of the pension plans’ assets and maximize investment earnings in excess of inflation with 
acceptable levels of volatility. The return objective is to exceed the benchmark return for the policy 
index comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Barclays Capital Aggregate 
and Barclays Capital 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 over rolling three and five 
year periods. 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 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 fiind. 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 are either short maturities (not to exceed I80 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. 

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 .OO per share. The 
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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 U.S. 
government. 

LG&E has classified plan assets that are accounted for at fair value into the three levels of the fair value 
hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB ASC. See 
Note 6, Fair Value Measurements, for further information. 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input 
that is significant to the fair value measurement. Valuation techniques used need to maximize the use of 
observable inputs and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided 
below: 

Money market fund These investments are public investment vehicles valued using $1 for the 
net asset value. The money market funds are classified within level 2 of the valuation hierarchy. 

Comnzonkollective trusts: Valued based on the beginning of year value of the plan’s interests in 
the trust plus actual contributions and allocated investment income (loss) less actual distributions 
and allocated administrative expenses. Quoted market prices are used to value investments in the 
trust. The fair value of certain other investments for which quoted market prices are not available 
are valued based on yields currently available on comparable securities of issuers with similar 
credit ratings. The common/collective trusts are classified within level 2 of the valuation 
hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable 
value or reflective of future fair values. Furthermore, although the Company believes its valuation 
methods are appropriate and consistent with other market participants, the use of different 
inethodologies or assumptions to determine the fair value of certain financial instruments could result in 
a different fair value measurement at the reporting date. There were no changes in the plans’ valuation 
inethodologies during 201 0. 

The following table sets forth, by level within the fair value hierarchy, the plans’ assets at fair value at 
December 3 1 : 

Successor Predecessor 
2010 2009 

Level 2 Level 2 

Common/collective trusts 361 328 
Money market fund $ 2  $ 2  

Total investments at fair value $ 363 $ 330 

There are no assets categorized as level 1 or level 3 as of December 3 1 , 20 10 and December 3 1 , 2009. 

113 



Contributions 

LG&E made a discretionary contribution to the pension plan of $20 million in 2010 and $8 million in 
2009. Servco made discretionary contributions to its pension plan of $9 million and $8 million in 2010 
and 2009, respectively. The amount of future contributions to the pension plan will depend upon the 
actual return on plan assets and other factors, but the Company funds its pension obligations in a manner 
consistent with the Pension Protection Act of 2006. The Company made contributions totaling $64 
inillion in January 201 1. See Note 19, Subsequent Events, for further information. 

The Company made contributions to its other postretirement benefit plan of $7 million in 2010 and 
2009. In 201 1, the Company anticipates making voluntary contributions to fund 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 Lenislation 

The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding funding of 
defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) 
mandate full 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 
Iegislation also contains a number of provisions relating to defined-contribution plans and qualified and 
non-qualified executive pension plans and other matters. The Company’s plans met the minimum 
funding requirements as defined by the Pension Protection Act of 2006 for years ended December 3 1, 
2010 and 2009. 

Thrift Savings Plans 

LG&E has a thrift savings plan under section 401(k) of the Internal Revenue Code. 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 of the employees’ 
contributions. The costs ofthis matching were $3 million in 2010,2009 and 2008. 

LG&E also makes contributions to RIAs within the thrift savings plans for certain employees not 
covered by the noncontributory defined benefit pension plans. These employees consist of those hired 
after December 31,2005. The Company makes these contributions based on years of service and the 
employees’ wage and salary levels, and makes them in addition to the matching contributions discussed 
above. The amounts contributed by the Company under this arrangement were less than $1 million in 
2010,2009 and 2008. 

Health Care Reform 

In March 20 10, Health Care Reform (the Patient Protection and Affordable Care Act of 20 10) was 
signed into law. Many provisions of Health Care Reform do not take effect for an extended period of 
time and many aspects of the law which are currently unclear or undefined will likely be clarified in 
future regulations. 
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Specific provisions within Health Care Reform that may impact LG&E include: 

e 

e 

Beginning in 201 1 , requirements extend dependent coverage up to age 26, remove the $2 million 
lifetime maxiinuin and eliminate cost sharing for certain preventative care procedures. 
Beginning in 2018, a potential excise tax is expected on high-cost plans providing health 
coverage that exceeds certain thresholds. 

The Company has evaluated these provisions of Health Care Reform on its benefit prograins in 
consultation with its actuarial consultants and has determined that the excise tax will not have an impact 
on its postretirement medical plans. The requirement to extend dependent coverage up to age 26 is not 
expected to have a significant impact on active or retiree medical costs. The Company will continue to 
monitor the potential impact of any changes to the existing provisions and iinpleinentation guidance 
related to Health Care Reform on its benefit programs. 

Note 10 - Income Taxes 

LG&E’s federal income tax return is included in a United States consolidated income tax return filed by 
L E ’ S  direct parent. Prior to October 3 1 , 20 10 the return was included in the consolidated return of 
E.ON US Investments Corp. Due to the acquisition by PPL, the return will be included in the 
consolidated PPL return beginning November 1 , 201 0, for each tax period. Each subsidiary of the 
consolidated tax group, including LG&E, calculates its separate income tax for each period. The 
resulting separate-return tax cost or benefit is paid to or received froin the parent company or its 
designee. The Company also files income tax returns in various state jurisdictions. While 2007 and later 
years are open under the federal statute of limitations, Revenue Agent Reports for 2007-2008 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Tax years 
beginning with 2007 were examined under an IRS program, Compliance Assurance Process (“CAP”). 
This prograin accelerates the IRS’s review to begin during the year applicable to the return and ends 90 
days after the return is filed. Adjustments for 2007, agreed to and recorded in January 2009, were 
comprised of $5 million of depreciable temporary differences. For 2008, the IRS allowed additional 
deductions in connection with the Company’s application for a change in repair deductions and 
disallowed certain bonus depreciation claimed on the original return. The net temporary tax impact for 
the Company was a $13 million reduction in tax and was recorded in 2010. The 2009 federal return was 
filed in the third quarter of 2010 and the IRS issued a Partial Acceptance Letter in connection with CAP. 
The IRS is continuing to review bonus depreciation, storms and other repairs, contributions in aid of 
construction and purchased natural gas adjustments. No net adverse impact is expected from these 
remaining areas. The short tax year beginning January 1 , 20 10 through October 3 1 , 201 0, is also being 
examined under CAP. No material items have been raised by the IRS at this time. The two month period 
beginning November 1 , 20 10 and ending December 3 1 , 20 10 is not currently under examination. 

Additions and reductions of uncertain tax positions during 2010,2009 and 2008 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 the audit periods as defined in the 
statutes. If recognized, the less than $1 million of unrecognized tax benefits would reduce the effective 
income tax rate. 

The amount LG&E recognized as interest expense and interest accrued related to unrecognized tax 
benefits was less than $1 million for the twelve month periods ended and as of December 3 1,2010,2009 
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and 2008. The interest expense and interest accrued is based on IRS and Kentucky Department of 
Revenue large corporate interest rates for underpayment of taxes. At the date of adoption, the Company 
accrued less than $1 million in interest expense on uncertain tax positions. LG&E records the interest as 
“Interest expense” and penalties, if any, as “Operating expenses” on the Statements of Income and 
“Other current liabilities” on the Balance Sheets, on a pre-tax basis. No penalties were accrued by the 
Company through December 3 1,201 0. 

Components of income tax expense are shown in the table below: 

Current: 
Federal 
State 

Deferred: 
Federal - net 
State - net 

Investment tax credit - 

Amortization of 
deferred 

investment tax credit 

Successor 
November 1,2010 

through 
December 31,2010 

$ (4) 
1 

Total income tax expense .s; 10 

Predecessor 
January 1,2010 Year Ended 

through December 3 1 , 
October 31,2010 2009 2008 

$ 32 $ 26 $ 37 
5 4 4 

21 14 (2) 
2 2 (2) 

8 4 

(2) (3) (4) 

$ 58 .$ 47 ~ 41 

In June 2006, LG&E and KU filed a joint application with the U.S. Department of Energy (“DOEyy) 
requesting certification to be eligible for an investment tax credit 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. A final IRS certification required to obtain the investment tax credit was received in August 
2007. In September 2007, LG&E received an Order fiom the Kentucky Commission approving the 
accounting of the investment tax credit, which includes a full depreciation basis adjustment for the 
amount of the credit. LG&E’s portion of the TC2 tax credit is approximately $24 million. Based on 
eligible construction expenditures incurred, LG&E recorded an investment tax credit of $4 million and 
$8 million in 2009 and 2008, respectively, decreasing current federal income taxes. As of December 31, 
2009, LG&E had recorded its maximum credit of $24 million. The income tax expense impact from 
amortizing this credit over the life of the related property began when the facility was placed in service 
in January 20 1 I. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS cIaiming the investment tax credit program was in violation of certain 
environmental laws and demanded relief, including suspension or termination of the program. The 
plaintiffs voluntarily dismissed their complaint in August 20 10. 

116 



Components of deferred income taxes included in the Balance Sheets are shown below: 

Deferred income tax liabilities: 
Depreciation and other plant-related items 
Regulatory assets and other 
Pension and related benefits 

Total deferred income tax liabilities 

Deferred income tax assets: 
Regulatory liabilities and other 
Investment tax credit 
Income taxes due to customers 
Liabilities and other 

Total deferred income tax assets 

Net deferred income tax liabilities 

Balance sheet classification: 
Prepayments and other current assets 
Deferred income taxes (non-current) 

Net deferred income tax liabilities 

Successor 
December 3 1 

2010 

$ 423 
121 
16 

560 

86 
8 

13 
36 

143 

$ 417 

$ (2) 
419 

$ 417 

Predecessor 
December 3 1 

2009 

$ 383 
45 
2 

430 

- 
11 
16 
34 

61 

$ 369 

$ (4) 
3 73 

$ 369 

The Company expects to have adequate levels of taxable income to realize its recorded deferred income 
tax assets. 
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A reconciliation of differences between the income tax expense at the statutory U.S. federal income tax 
rate and LG&E’s actual income tax expense follows: 

Statutory federal income 
tax expense 

State income taxes - net 
of federal benefit 

Qualified production 
activities deduction 

Amortization of 
investment tax credits 

Other differences - net 

Income tax expense 

Effective income tax rate 

Successor 
November 1,2010 

through 
December 3 1 , 20 10 

$ 10 

1 

Predecessor 
January 1 , 20 10 

October 31,2010 2009 2008 

Year Ended 
through December 3 1 , 

$ 58 $ 50 $ 46 

4 4 1 

$ $ 58 

34.5% I 34.7% 

$ 47 $ 41 

33.1% 3 1.3% 

The Tax Relief, Unemployment Reauthorization and Job Creation Act of 2010, enacted December 17, 
2010 provided, among other provisions, certain incentives related to bonus depreciation and 100% 
expensing of qualifjing capital expenditures. LG&E benefited f2om these new provisions by reducing its 
2010 current federal income tax expense. This reduction in federal taxable income for LG&E does, 
however, result in a reduction of LG&E’s Section 199 Manufacturing deduction, which is based on 
manufacturing taxable income and correspondingly increases income tax expense. The impact fiom 
these changes on 2010 was not material; however, LG&E anticipates a significant reduction of taxable 
income in 20 1 1 and 201 2 and a corresponding loss of most, if not all, of the Section 199 Manufacturing 
deduction for the following two years. 
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Note 11 - Long-Term Debt 

Successor 
2010 

As summarized below, at December 3 1 , 20 10, long-term debt consisted of first mortgage bonds and 
secured pollution control bonds. At December 3 1 , 2009, long-term debt and the current portion of long- 
term debt consisted primarily of pollution control bonds and long-term loans from affiliated companies. 

Predecessor 
2009 

Long-term debt to affiliated companies $ - 
debt discount 535 

Pollution control revenue bonds, collateralized by first mortgage bonds 574 
Fair value adjustment from purchase accounting 7 
Unamortized discount (4) 

Total long-term debt 1,112 

Long-term debt, excluding current portion $ 1,112 

Secured first mortgage bonds, net of debt discount and amortization of 

Less current portion - 

$ 485 

- 
896 
120 

$ 776 

Debt 
Stated Interest Rates Maturities Amounts 

Successor 
Outstanding at December 3 1 , 20 10: 

Current portion NIA NIA $ - 
Non-current portion Variable - 5.75% 2015-2040 1,112 

Predecessor 
Outstanding at December 3 1,2009: 

Current portion Variable 2026-2027 $ 120 
Non-current portion Variable - 6.48% 20 12-2037 776 

As of December 3 1,2009, long-term debt includes $120 million of pollution control bonds that were 
classified as current portion 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 2001 Series A and B and Trimble County 2001 Series A and B. Maturity dates for 
these bonds range from 2026 to 2027. As of December 3 1 , 2009, the bonds were classified as current 
portion of long-term debt because investors could put the bonds back to the Company within one year. 
As of December 3 1 , 2010, the bonds were reclassified as long-term debt. See Note 1, Summary of 
Significant Accounting Policies, for changes in classification. 

Pollution control bonds are obligations of LG&E issued in connection with tax-exempt pollution control 
bonds by various counties in Kentucky. A loan agreement obligates the Company to make debt service 
payments to the counties in amounts equal to the debt service due from the counties on the related 
pollution control bonds. Depending on the type of expense, the Successor capitalized debt expenses in 
long-term other regulatory assets or long-term other assets to align with the term of the debt to which the 
expenses were related. The Predecessor capitalized debt expenses in current or long-term other regulatory 
assets or other current or long-term other assets based on the amount of expense expected to be recovered 
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1 

within the next year through rate recovery. Both Predecessor and Successor amortized debt expenses over 
the lives of the related bond issues. The Predecessor presentation and the Successor presentation are 
both appropriate under regulatory practices and GAAP. 

Successor 
November 1 , 20 10 

through December 31,2010 

0.47% 

In October 2010, in order to secure their respective obligations with respect to the pollution control 
bonds, LG&E issued first mortgage bonds to the pollution control bond trustees. LG&E’s first mortgage 
bonds contain terms and conditions that are substantially parallel to the terms and conditions of the 
counties’ debt, but provide that obligations are deemed satisfied to the extent of payments under the 
related loan agreement, and thus generally require no separate payment of principal and interest except 
under certain circumstances, including should LG&E default on the respective loan agreement. Also in 
October 2010, one national rating agency revised downward the short-term credit rating of the pollution 
control bonds and the Company’s issuer rating as a result of the pending acquisition by PPL. 

Predecessor 

through October 31,2010 December 31,2009 
January 1 , 20 10 Year Ended 

0.43% 0.38% 

Several series of LG&E’s pollution control bonds are insured by monoline bond insurers whose ratings 
have been reduced due to exposures relating to insurance of sub-prime mortgages. At December 3 1 
2010, LG&E had an aggregate $574 million (including $163 million of reacquired bonds) of 
outstanding pollution control indebtedness, of which $135 inillion 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. Since 2008, interest rates increased and the 
Company experienced “failed auctions” when there were insufficient bids for the bonds. When a failed 
auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 

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

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. 

As of December 31,2010, LG&E continued to hold repurchased bonds in the amount of $163 million. 
As of December 3 1 2009, the repurchased bonds were reported net by excluding from long-term debt. 
As of December 3 1,2010, the accounting treatment changed and the repurchased bonds were reported 
gross by including in long-term debt). See Note 1, Summary of Significant Accounting Policies, for 
changes in classification. See Note 19, Subsequent Events, and Note 18, Available for Sale Debt 
Securities, for details regarding the remarketing of the repurchased bonds on January 13,201 1. 

As a result of downgrades of the monoline insurers by all of the rating agencies to levels below that of 
the Company’s rating, the debt ratings of the Company’s insured bonds are all based on the Company’s 
senior secured debt rating and are not influenced by the monoline bond insurer ratings. 
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Interest rate swaps are used to hedge certain underlying variable-rate debt obligations. The swaps 
exchange floating-rate interest payments for fixed rate interest payments to reduce the impact of 
interest rate changes on the pollution control bonds. As of December 3 1,2010 and 2009, the 
Company had swaps with an aggregate notional value of $179 million. Beginning in the third 
quarter of 20 10, the unrealized gains and losses of the interest rate swaps are included in a 
regulatory asset, which offsets the long-term derivative liabilities. See Note 5, Derivative Financial 
Instruments, for further information. 

In connection with the PPL acquisition, on November 1,2010, LG&E borrowed $485 million from a 
PPL subsidiary, in order to repay loans from a subsidiary of E.ON. LG&E used the net proceeds 
received from the sale of the first mortgage bonds to repay the debt owed to the PPL subsidiary arising 
from the borrowing. 

In November 20 10, LG&E issued first mortgage bonds totaling $535 million and used the proceeds to 
repay the loans from a PPL subsidiary mentioned above and for general corporate purposes. The first 
mortgage bonds were issued at a discount as described in the table below: 

First Mortgage Bonds Principal Discount Price Bonds Proceeds (a) 
Series due 20 15 $ 250 99.647% $ 249 

First Mortgage 

Series due 2040 
Total 

285 98.912% 282 
$ 535 ,$ 53 1 

(a) Before expenses other than discount to purchaser 

The first mortgage bonds were issued by LG&E in accordance with the rules of Section 144A of the 
Securities Act of 1933. LG&E has entered into a registration rights agreement in which it has agreed to 
file a registration statement with the SEC relating to an offer to exchange the first mortgage bonds for 
publicly tradable securities having substantially identical terms. If ultimate registration and/or certain 
milestones are not completed by certain dates in mid- and late 201 1, the Company has agreed to pay 
liquidated damages to the bondholders. The liquidated damages would total 0.25% per annum of the 
principal amount of the bonds for the first 90 days and 0.50%.per annum of the principal amount 
thereafter until the conditions described above have been cured. 

There were no redemptions or maturities of long-term debt for 2009. Redemptions and maturities of 
long-term debt for 201 0 are summarized below: 

Principal Securedl 
Year Description Amount Rate Unsecured Maturity 
Successor 
2010 Due to PPL Investment Corp. $ 485 4.33%-6.48% Unsecured 2012-2037 
2010 Due to E.ON affiliates 485 4.33%-6.48% Unsecured 2012-2037 
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There were no issuances of long-term debt in 2009. Issuances of long-term debt for 2010 are 
summarized below: 

Year Description Amount Rate Unsecured Maturity 
Successor 

Principal Securedl 

2010 Due to PPL Investment Corp. $ 485 4.33%-6.48% Unsecured 2012-2037 
2010 First mortgage bonds 250 1.625% Secured 2015 
20 10 First mortgage bonds 285 5.125% Secured 2040 

As of December 3 1,2010, all of the Company’s long-term debt is secured by a first mortgage lien on 
substantially all of the real and tangible personal property of the Company located in Kentucky. 

Long-term debt maturities for LG&E are shown in the following table: 

201 1 $ -  
2012 - 
2013 - 
2014 - 
2015 250 

Thereafter 859 
$ 1,109 

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

See Note 1, Summary of Significant Accounting Policies, for certain debt refinancing and associated 
transactions completed by LG&E in connection with the PPL acquisition, Note 2, Acquisition by PPL, 
for the adjustment made to the pollution control bonds to reflect fair value and Note 15, Related Party 
Transactions, for long-term debt payable to affiliates. 

Note 12 - Notes Payable and Other Short-Term Obligations 

Intercompany Revolving Line of Credit 

LG&E participates in an intercompany money pool agreement wherein LICE and/or KU make funds 
available to LG&E at marltet-based rates (based on highly rated commercial paper issues) of up to $400 
million. Details of the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

December 31,2010, Successor $ 400 $ 12 $ 388 0.25% 
December 3 1 , 2009, Predecessor 400 170 230 0.20% 

LKE maintains revolving credit facilities totaling $300 million at December 31,2010 and $313 million 
at December 3 1 , 2009, to ensure funding availability for the money pool. At December 3 1 , 201 0, the 
LKE facility is with PPL Investment Corp. L I E  pays PPL Investment Corp. an annual commitment fee 
based on the Utilities’ current bond ratings on the unused portion of the commitment. At December 3 1 , 
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i 
2009, one facility, totaling $150 million, was with E.ON North America, Inc., while the remaining line, 
totaling $163 million, was with Fidelia, both affiliated companies of E.ON. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

December 31,2010, Successor $ 300 $ - $ 300 NIA 
December 3 1 , 2009, Predecessor 313 276 37 1.25% 

Bank Revolving Line of Credit 

As of December 3 1 , 20 10, the Company maintained a $400 million revolving line of credit with a group 
of banks maturing in December 2014. The revolving line of credit allows LG&E to issue letters of credit 
or borrow fiinds LIP to $400 million. Outstanding letters of credit reduce the facility’s available 
borrowing capacity. The Company pays the banks an annual commitment fee based on current bond 
ratings on the unused portion of the commitment. At December 3 1 , 20 10, there was $163 million 
borrowed under this facility with an average interest rate of 2.27%. This credit agreement contains 
financial covenants requiring the borrower’s debt to total capitalization ratio to not exceed 70%, as 
calculated pursuant to the credit agreement, and other customary covenants. 

As of December 3 1 , 2009, the Company maintained bilateral lines of credit with unaffiliated 
financial institutions totaling $125 million, maturing in June 2012. The Company paid the banks 
an annual commitment fee on the unused portion of the commitment. At December 3 1 , 2009, there 
was no balance outstanding under any of these facilities. These facilities were terminated on 
November 1,2010 in conjunction with the PPL acquisition. 

LG&E was in compliance with all line of credit covenants at December 3 1,2010. 

See Note 1 , Summary of Significant Accounting Policies, for certain debt refinancing and associated 
transactions completed by LG&E in connection with the PPL acquisition and Note 15, Related Party 
Transactions, for long-term debt payable to affiliates. 
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Note 13 - Commitments and Contingencies 

Operating; Leases 

LG&E leases office space, office equipment, plant equipment, real estate, railcars, telecommunications and 
vehicles and accounts for these leases as operating leases. Total lease expense less amounts contributed by 
affiliated companies occupying a portion of the office space leased by the Company, was $6 million each 
for 20 10,2009 and 2008. The fiiture minilnuin annual lease payments for operating leases for years 
subsequent to December 3 1 , 2010, are shown in the following table: 

201 1 $ 5 
2012 4 
2013 3 
2014 3 
2015 2 

Thereafter 1 
$ 18 

Sale and Leaseback Transaction 

The Company 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, 18-year lease of the CTs. The Utilities 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 the Utilities had retained its ownership. The leasing transaction was entered into 
following receipt of required state and federal regulatory approvals. At December 3 1 2010, the Balance 
Sheets included these assets at a value of $39 million, which is reflected in “Regulated utility plant, - 
electric and natural gas.’’ 

In case of default under the lease, the Company 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 events of default 
currently exist with respect to the lease. Upon 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 1,2010, the maximum aggregate amount of default fees or amounts was $7 million, of 
which LG&E would be responsible for 38% (approximately $3 million). The Company has made 
arrangements with LKE, via guarantee and regulatory commitment, for LKE to pay its full portion of 
any default fees or amounts. 

Letters of Credit 

LG&E has provided letters of credit as of December 31,2010 and 2009, for off-balance sheet 
obligations totaling $3 inillion to support certain obligations related to landfill reclamation and letters of 
credit for off-balance sheet obligations totaling less than $1 million to support certain obligations related 
to workers’ compensation. 
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Commodity Purchases 

OVEC 

LG&E has a contract for power purchases with OVEC, terminating in 2026, for various Mw capacities. 
LG&E holds a 5.63% investment interest in OVEC with 10 other electric utilities. LG&E is not the 
primary beneficiary; therefore, the investment is not consolidated into the Company’s financial 
statements, but is recorded on the cost basis. OVEC is located in Piketon, Ohio, and owns and operates 
two coal-fired power plants, Kyger Creek Station in Ohio, and Clifty Creek Station in Indiana. LG&E is 
contractually entitled to 5.63% of OVEC’s output, approximately 134 Mw of nameplate generation 
capacity. Pursuant to the OVEC power purchase contract, the Company may be conditionally 
responsible for a 5.63% pro-rata share of certain obligations of OVEC under defined circumstances. 
These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in 
certain excess decommissioning costs and postretirement benefits other than pension. LG&E’s 
contingent potential proportionate share of OVEC’s December 3 1 , 201 0 outstanding debt was $78 
million. Future obligations for power purchases from OVEC are demand payments, comprised of annual 
minimum debt service payments, as well as contractually required reimbursement of plant operating, 
maintenance and other expenses and are shown in the following table: 

201 1 $ 20 
2012 22 
2013 22 
2014 23 
2015 22 

Thereafter 258 
$ 367 

Coal and Natural Gas Purchase Obligations 

LG&E has contracts to purchase coal, natural gas and natural gas transportation. Future obligations are 
shown in the following table: 

201 1 $ 334 
2012 109 
2013 112 
2014 98 
2015 100 

Thereafter 36 
$ 789 

Construction Program 

LG&E had approximately $128 million of commitments in connection with its construction program at 
December 31,2010. 

In June 2006, LG&E entered into a construction contract regarding the TC2 project. The contract is 
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generally in the form of a turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and 
conditions. The contract price and its components are subject to a number of potential adjustments 
which may serve to increase or decrease the ultimate construction price. During 2009 and 2010, LG&E 
received several contractual notices from the TC2 construction contractor asserting historical force 
majeure and excusable event claims for a number of adjustments to the contract price, construction 
schedule, commercial operations date, liquidated damages or other relevant provisions. In September 
2010, LG&E and the construction contractor agreed to a settlement to resolve the force majeure and 
excusable event claims occurring through J L ~ Y  20 10, under the TC2 construction contract, which 
settlement provided for a limited, negotiated extension of the contractual commercial operations date 
and/or relief from liquidated damage calculations. With limited exceptions the Company took care, 
custody and control of TC2 on January 22’20 1 1 , and has dispatched the unit to meet customer demand 
since that date. LG&E and the contractor agreed to a further amendment of the construction agreement 
whereby the contractor will complete certain actions relating to identifying and completing any 
necessary modifications to allow operation of TC2 on all fiiels in accordance with initial specifications 
prior to certain dates, and amending the provisions relating to liquidated damages. LG&E cannot 
currently estimate the ultimate outcome of these matters. 

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 ICDAQ in November 2005. In September 2007, 
the Secretary of the Kentucky Environmental and Public Protection Cabinet issued a final Order 
upholding the permit. The environmental groups petitioned the EPA to object to the state permit and 
subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA 
rejected most of the environmental groups’ claims but identified three permit deficiencies which the 
KDAQ addressed by revising the permit. In August 2009, the EPA issued an Order denying the 
remaining claims with the exception of two additional deficiencies which the KDAQ was directed to 
address. The EPA determined that the proposed permit subsequently issued by the IUDAQ satisfied the 
conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 20 10, the IUDAQ issued a final permit revision incorporating the 
proposed changes to address the EPA objections. In March 2010, the Sierra Club submitted a petition to 
the EPA to object to the permit revision, which is now pending before the EPA. The Company believes 
that the final permit as revised should not have a material adverse effect on its financial condition or 
results of operations. However, until the EPA issues a final ruling on the pending petition and all 
applicable appeals have been exhausted, the Company cannot predict the final outcome of this matter. 

Environmental Matters 

The Company’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. As 
indicated below and summarized at the conclusion of this section, evolving environmental regulations 
will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based upon prior regulatory precedent, the Company believes 
that many costs of complying with such pending or fiiture requirements would likely be recoverable 
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under the ECR or other potential cost-recovery mechanisms, but the Company can provide no assurance 
as to the ultimate outcome of such proceedings before the regulatory authorities. 

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 lcnown as 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. 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 SO2 and NOx emissions from power plants. In 1998, the EPA issued its final ‘WOx 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 required additional SO2 emission reductions of 70% and NOx emission 
reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, with 
initial reductions of NOx and SO2 emissions due by 2009 and 201 0, respectively, and final reductions 
due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those 
under the federal CAIR. 

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

In January 20 IO, the EPA proposed a revised NAAQS for ozone which would increase the stringency of 
the standard. In addition, the EPA published final revised NAAQS standards for NO2 and SO2 in 
February 20 10 and June 20 10, respectively, which are more stringent than previous standards. 
Depending on the level of action determined necessary to bring local nonattaininent areas into 
compliance with the revised NAAQS standards, LG&E’s power plants are potentially subject to 
requirements for additional reductions in SO2 and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR 
provides for a two-phase SO2 reduction program with Phase I reductions due by 2012 and Phase I1 
reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent 
than the CAIR as it accelerates certain compliance dates and provides for only intrastate and limited 
interstate trading of emission allowances. In addition to its preferred approach, the EPA is seeking 
comment on an alternative approach which would provide for individual emission limits at each power 
plant. The EPA has announced that it3will propose additional “transport” rules to address compliance 
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with revised NAAQS standards for ozone and particulate matter which will be issued by the EPA in the 
future, as discussed below. 

Hazardous Air Pollutants 

As provided in the Clean Air Act, the EPA investigated hazardous air pollutant emissions from electric 
utilities and submitted a report to Congress identifjring mercury emissions from coal-fired power plants 
as warranting fiirther 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 20 10 and final reductions due by 20 18. The CAMR provided for reductions of 
70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 
20 10 mercury reduction targets would be achieved as a “co-benefit” of the controls installed for 
purposes of compliance with the C A R  In addition, in 2006, the Metro Louisville Air Pollution Control 
District adopted rules aimed at regulating additional hazardous air pollutants from sources including 
power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered 
into a consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule 
to replace the CAMR with a proposed rule due by March 201 1 and a final rule by November 201 1. 
Depending on the final outcome of the rulemaking, the CAMR could be replaced by new rules with 
different or more stringent requirements for reduction of mercury and other hazardous air pollutants. 
Kentucky has also repealed its corresponding state mercury regulations. 

Acid Rain Program 

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

Regional Haze 

The Clean Air Act also includes visibility goals for certain federally designated areas, including national 
parlts, 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 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 provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs 
in lieu of controls that would otherwise be required by BART. The final rule has been challenged in the 
courts. Additionally, because the regional haze SIPs incorporate certain CAIR requirements, the remand 
of the CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

128 



Installation of Pollaition 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 FGD equipment on all of its generating units prior to the 
effective date of the acid rain program. LG&E’s strategy for its Phase I1 SO:! requirements, which 
commenced in 2000, is to use accumulated emission allowances to defer certain additional capital 
expenditures and continue to evaluate improvements to further reduce SO:! emissions. LG&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 
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. LG&E expects to incur additional capital expenditures currently approved in its ECR plans 
totaling approximately $100 million during the 201 1 through 2013 time period to achieve emissions 
reductions and manage coal combustion residuals. Monthly recovery is subject to periodic review by the 
Kentucky Commission. 

GHG Developments 

In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 industrialized 
countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal 
level. As discussed below, legislation mandating GHG reductions has been introduced in the Congress, 
but no federal legislation has been enacted to date. In the absence of a program at the federal level, 
various states have adopted their own GHG emission reduction programs, 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 on-going. The current administration has 
announced its support for the adoption of mandatory GHG reduction requirements at the federal level. 
The United States and other countries met in Copenhagen, Denmark, in December 2009, in an effort to 
negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. In 
Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG 
emissions to 17% below 2005 levels by 2020 and provide financial support to developing countries. The 
United States and other nations met in Cancun, Mexico, in December 2010 to continue negotiations 
toward a binding agreement. 

GHG Legislation 

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

In September 2009, the Clean Energy Jobs and American Power Act, which was largely patterned on the 
House legislation, was introduced in the U.S. Senate. The Senate bill raised the emissions reduction 
target for 2020 to 20% below 2005 levels and did not include a renewable electricity standard. While the 
initial bill lacked detailed provisions for the allocation of emissions allowances, a subsequent revision 
incorporated allowance allocation provisions similar to the House bill. Although Senators Kerry and 
Lieberman and others worked to reach a consensus on GHG legislation, no bill passed the Senate in 
2010. The Company is closely monitoring the progress of pending energy legislation, but the prospect 
for passage of comprehensive GHG legislation in 201 1 is uncertain. 

GHG Regulations 

In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that GHGs 
endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG 
reporting rule requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 
tons of carbon dioxide. A number of the Company’s facilities are required to submit annual reports 
commencing with calendar year 20 10. In May 20 10, the EPA issued a final GHG “tailoring” rule, 
effective January 20 1 1 , requiring new or modified sources with GHG emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
Program. Such new or modified facilities would be required to install Best Available Control 
Technology. While the Company is unaware of any currently available GHG control technology that 
might be required for installation on new or modified power plants, it is currently assessing the potential 
impact of the rule. The final rule will apply to new and modified power plants beginning in January 
201 1. The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regulations. In December 2010, the EPA announced that it 
plans to promulgate GHG New Source Performance Standards for power plants, including both new and 
existing facilities. A proposed rple is expected by July 201 1, while a final rule is expected by May 2012. 
In the absence of either a proposed or final regulation, LG&E is unable to assess the potential impact of 
any future regulation. 

GHG Litigation 

A number of lawsuits have been filed asserting common law claims including nuisance, trespass and 
negligence against various companies with GHG emitting facilities. In October 2009, a three-judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil 
reversed a lower court, holding that private plaintiffs have standing to assert certain common law claims 
against more than 30 utility, oil, coal and chemical companies. In March 2010, the court vacated the 
opinion of the three-judge panel and granted a motion for rehearing but subsequently denied the appeal 
due to the lack of a quorum. The appellate ruling leaves in effect the lower court ruling dismissing the 
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plaintiffs’ claims. In January 201 1, the Supreme Court denied petitioner’s petition for review, which 
effectively brings the case to an end. The Comer complaint alleged that GHG emissions from the 
defendants’ facilities contributed to global warming which increased the intensity of Hurricane Katrina. 
E.ON, the former indirect parent of the Utilities, was named as a defendant in the complaint but was not 
a party to the proceedings due to the failure of the plaintiffs to pursue service under the applicable 
international procedures. LG&E continues to monitor relevant GHG litigation to identify judicial 
developments that may be potentially relevant to operations. 

Ash Ponds and Coal-Conibustion Byproducts 

The EPA has undertaken various initiatives in response to the December 2008 impoundment failure at 
the TVA’s Kingston power plant, which resulted in a major release of coal combustion byproducts into 
the environment. The EPA issued information requests to utilities throughout the country, including 
LG&E, to obtain information on their ash ponds and other impoundments. In addition, the EPA 
inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of LG&E’s impoundments, which the EPA found to be in 
satisfactory condition except for certain impoundments at the Mill Creek and Cane Run stations, which 
were determined to be in fair condition. In June 20 10, the EPA published proposed regulations for coal 
combustion byproducts handled in landfills and ash ponds. The EPA has proposed two alternatives: (1) 
regulation of coal combustion byproducts in landfills and ash ponds as a hazardous waste or (2) 
regulation of coal combustion byproducts as a solid waste with minimum national standards. Under both 
alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal 
combustion byproducts. 

Water Discharges and PCB Regulations 

The EPA has also announced plans to develop revised effluent limitation guidelines governing 
discharges from power plants and standards for cooling water intake structures. The EPA has further 
announced plans to develop revised standards governing the use of polychlorinated biphenyls (,‘PCB’’) 
in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Future Environniental Developments 

As a company with significant coal-fired generating assets, LG&E will likely be substantially impacted 
by pending or future environmental rules or legislation requiring mandatory reductions in GHG 
emissions or other air emissions, imposing more stringent standards on discharges to waterways, or 
establishing additional requirements for handling or disposal of coal combustion byproducts. These 
evolving environmental regulations will likely require an increased level of capital expenditures and 
increased incremental operating and maintenance costs by the Company over the next several years. Due 
to the uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the 
reduction targets and the deadlines that will be applicable, the Company cannot finalize estimates of the 
potential compliance costs, but should the final rules incorporate additional emission reduction 
requirements, require more stringent emissions controls or implement more stringent byproducts storage 
and disposal practices, such costs will likely be significant. With respect to NAAQS, CATR, CAMR 
replacement and coal combustion byproducts developments, based upon a preliminary analysis of 
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proposed regulations, the Company may be required to consider actions such as upgrading existing 
emissions controls, installing additional emissions controls, upgrading byproducts disposal and storage 
and possible early replacement of coal-fired units. Capital expenditures for LG&E associated with such 
actions are preliminarily estimated to be in the $1.5 to $1.8 billion range over the next ten years, 
although final costs may substantially vary. With respect to potential developments in water discharge, 
revised PCB standards or GHG initiatives, costs in such areas cannot be estimated due to the preliminary 
status or uncertain outcome of such developments, but would be in addition to the above amount and 
could be substantial. Ultimately, the precise impact on the Company’s operations of these various 
environmental developments cannot be determined prior to the finalization of such requirements. Based 
upon prior regulatory precedent, the Company believes that many costs of complying with such pending 
or fiiture requirements would likely be recoverable under the ECR or other potential cost-recovery 
mechanisms, but the Company can provide no assurance as to the ultimate outcome of such proceedings 
before the regulatory authorities. 

TC2 Water Pernzit 

In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a petition with the 
Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge Elimination 
System permit issued in April 20 10, which covers water discharges from the Trimble County generating 
station. In October 2010, the hearing officer issued a report and recommended Order providing for 
dismissal of the claims raised by the petitioners. In December 2010, the Secretary issued a final Order 
dismissing all claims and upholding the permit which petitioners subsequently appealed to Trimble 
County Circuit Court. 

General Environmental Proceedings 

Froin 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 a prior Section 114 information request from the EPA relating to new 
source review issues at LG&E’s Mill Creek Unit 4 and TCl; remediation obligations or activities for 
former manufactured gas plant sites or elevated PCB levels at existing properties; liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site 
waste sites; and on-going claims regarding alleged particulate emissions from the Company’s Cane Run 
generating station and claims regarding GHG emissions from the Company’s generating stations. 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 Company’s operations. 

Note 14 - Jointly Owned Electric Utility Plant 

Trimble County Unit 1 

The Company owns a 75% undivided interest in TC 1 which the Kentucky Commission has allowed to be 
reflected in customer rates. Of the remaining 25% of the unit, Ih4EA owns a 12.12% undivided interest 
and IMPA owns a 12.88% undivided interest. Each company is responsible for its proportionate 
ownership share of fiiel cost, operation and maintenance expenses and incremental assets. 
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The following data represent shares of the jointly owned property (capacity based on nameplate rating): 

TC 1 
LG&E IMPA IMEA Total 

Ownership interest 75% 12.88% 12.12% 100% 
~ ~ c a p a i i t y  425 73 68 566 

LG&E’s 75% ownership: 
cost $ 288 
Construction work in progress 17 
Accumulated depreciation (9) 

Net book value $ 296 

Trimble County Unit 2 

TC2 is a jointly owned unit at the Triinble County site. LG&E and KU own undivided 14.25% 
and 60.75% interests,.respectively. Of the remaining 25%, 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 is in-service. With limited exceptions the Company took care, custody and control of 
TC2 on January 22,201 I, and has dispatched the unit to meet customer demand since that date. 
LG&E and the contractor agreed to a further amendment of the construction agreement whereby 
the contractor will complete certain actions relating to identifying and completing any necessary 
modifications to allow operation of TC2 on all fuels in accordance with initial specifications 
prior to certain dates, and amending the provisions relating to liquidated damages.In December 
2009 and June 2008, LG&E sold assets to I<U related to the construction of TC2 with a net book 
value of $48 million and $10 million, respectively. 

Ownership interest 
Mw capacity 

LG&E KU IMPA IMEA Total 
14.25% 60.75% 12.88% 12.12% 100% 

119 5 09 108 102 838 

LG&E’s 14.25% ownership: 
Plant held for fiiture use $ 2  
Construction work in progress 187 
Accumulated depreciation - 

$ 189 - Net book value 

KU’s 60.75% ownership: 
Plant held for fiiture use $ 62 
Construction work in progress 703 
Accumulated depreciation (1) 

$ 764 - Net book value 
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LG&E and KU jointly own the following CTs and related equipment (capacity based on net summer 
capability) as of December 3 1,2010: 

LG&E KU Total 
Net Net Net 

Ownership Mw Book Mw Book Mw Book 
Percentage Capacity Cost Depr. Value Capacity Cost Depr. Value Capacity Cost Depr. Value 

KU 47%, 
LG&E 53% (a) 146 $ 48 $ - $ 48 129 $ 43 $ - $ 43 275 $ 91 $ - $ 91 

I W  62%, 

KU 71%, 

KU 63%, 

KU 71%, 

LG&E 38% (b) 118 40 (2) 38 190 64 (2) 62 308 104 (4) 100 

LG&E 29% (e) 92 26 - 26 228 63 (1) 62 320 89 (1) 88 

LG&E37%(d) 236 64 (1) 63 404 109 (1) 108 640 173 (2) 171 

LG&E 29% (e) nfa 2 2 nfa 4 4 nfa 6 6 

(a) Comprised of Paddy’s Run 13 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. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 
(c) Comprised of units 5 and 6 at the Trimble County facility. 
(d) Comprised of CT Substation 7-10 and units 7, 8,9  and 10 at the Trimble County facility. 
(e) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

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 each company’s respective Statements of Income, (i.e., fuel, 
maintenance of plant, other operating expense). 

Note 15 - Related Party Transactions 

LG&E and subsidiaries of LICE and PPL engage in related party transactions. Transactions between 
LG&E and LICE subsidiaries are eliminated on consolidation of LKE. Transactions between LG&E and 
PPL subsidiaries are eliminated on consolidation of PPL. These transactions are generally performed at 
cost and are in accordance with FERC regulations under PUHCA 2005 and the applicable Kentucky 
Commission regulations. 

Intercompany Wholesale Sales and Purchases 

LG&E and KU jointly dispatch their generation units with the lowest cost generation used to serve their 
retail native load. When LG&E has excess generation capacity after serving its own retail native load 
and its generation cost is lower than that of KU, I W  purchases electricity fi-om LG&E. When KU has 
excess generation capacity after serving its own retail native load and its generation cost is lower than 
that of LG&E, LG&E purchases electricity from KU. These transactions are recorded as intercompany 
wholesale sales and purchases are recorded by each company at a price equal to the seller’s fitel cost. 
Savings realized from purchasing electricity intercompany instead of generating fi-om their own higher 
costs units or purchasing fi-om the market are shared equally between the Utilities. The volume of 

, 
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energy each company has to sell to the other is dependent on its native load needs and its available 
generation. 

These sales and purchases are included in the Statements of Income as “Operating revenues”, “Power 
purchased” expenses and “Other operation and maintenance expenses”. LG&E’s intercompany electric 
revenues and power purchased expenses were as follows: 

Successor 
November 1 , 20 10 

through 
December 31,2010 

Electric operating revenues from 
KU 

Power purchased and related 
operations and maintenance 
expenses from KU 

$ 21 

2 

Predecessor 
January 1,2010 Year Ended 

through December 3 1 , 
October 31,2010 2009 2008 

$ 79 $ 101 $ 109 

13 21 80 

Interest Charges 

See Note 11, Long-Term Debt, and Note 12, 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 interest expense to affiliated companies was as follows: 

Successor 
November 1,2010 

through 
December 31,2010 

Interest on money pool loans $ - 
Interest on PPL loans 1 
Interest on Fidelia loans - 

Predecessor 
January I, 2010 Year Ended 

through December 3 1, 
October 31,2010 2009 2008 

$ - $ 1 $  6 
- - - 

22 27 23 

Interest paid to LKE on the inoney pool arrangement was less than $1 million for 2010 and 2009. 

Dividends 

In March and September 2010, the Company paid dividends of $30 million and $25 million, 
respectively, to its sole shareholder, L m .  The Company also paid dividends of $80 million and $40 
million to LKE in 2009 and 2008, respectively. 

Capital Contributions 

The Company received no capital contributions in 2010 or 2009, but received a capital contribution of 
$20 million from its sole shareholder, LKE, in December 2008. 
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Sale of Assets 

Successor 
November 1 , 20 10 

through 
December 31,2010 

$ 40 

In 2010, LG&E sold and bought assets of less than $1 million to and from KU. In December 2009, 
LG&E sold assets to KU related to the construction of TC2 with a net book value of $48 million. 

Predecessor 
January 1 , 20 1 0 

through December 3 1 , 
October 31,2010 2009 2008 

$ 216 $ 181 $ 206 

Year Ended 

Other Intercompany Billings 

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

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

Intercompany billings to and from LG&E were as follows: 

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

Intercompany Balances 

- 78 75 
16 1 5 
49 44 5 

The Company had the following balances with its affiliates: 
Successor 

December 3 1 , 

Accounts receivable from KU 
Accounts receivable from LKE 
Accounts payable to Servco 
Accounts payable to LKE 
Accounts payable to Fidelia 
Notes payable to LKE 
Long-term debt to Fidelia 

2010 
$ 22 

8 
20 

- 
12 

Predecessor 
December 3 1 , 

2009 
53 

- 
18 
4 
6 

170 
485 
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Note 16 - Selected Quarterly Data (Unaudited) 

Predecessor 
March 3 1 June 30 September 30 October 3 1 

Operating revenues $ 366 $ 27 $ 327 $ 85 
Operating income 64 43 77 4 
Net income 33 14 60 2 

Successor 
December 3 1 
$ 254 

40 
19 

(a) Periods ended March 3 1, June 30 and September 30 represent three months then ended. Period 
ended October 3 1 represents one month then ended and period ended December 3 1 represents 
two months then ended. 

For the 2009 Quarters Ended 
Predecessor 

March 3 1 June 30 September 30 December 3 1 
Operating revenues $ 428 $ 277 $ 276 $ 29 1 
Operating income 12 33 94 28 
Net income 5 21 50 19 
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Note 17 - Accumulated Other Comprehensive Income (Loss) 

Accumulated other comprehensive loss consisted of the following: 

Pre-Tax 
Accumulated 

Derivative Income 
Gain (Loss) Taxes Net 

Balance at December 3 1 , 2007, Predecessor $ (20) $ 8 $ (12) 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 
hedging instruments (2) - (2) 

Balance at December 3 1 , 2008, Predecessor $ (22) $ 8 $ (14) 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 
hedging instruments 5 (1) 4 

Balance at December 3 1 , 2009, Predecessor $ (17) $ 7 $ (10) 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 

10 hedging instruments 17 (7) 
Balance at October 3 1 , 20 10, Predecessor $ - $ - $  - 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 
hedging instruments - - - 

Balance at December 3 1 201 0, Successor $ ‘  - $ : $  - 

Note 18 - Available for Sale Debt Securities 

LG&E’s available for sale debt securities include the following pollution control bonds, which were 
repurchased from the remarlteting agent in 2008: 

December 3 1 
2010 2009 

Louisville Metro 2003 Series A, due October 1,2033, variable % $ 128 $ - 
Louisville Metro 2007 Series By due June 1,2033, variable % 35 - 

$ 163 (a)$ - (b) 

(a) No realized or unrealized gains (losses) were recorded on these securities as the difference 
between the carrying value and the fair value was insignificant. 

(b) Prior to the PPL acquisition, repurchased bonds were not accounted for as “Available for sale 
debt securities” and were presented on a net basis on the Balance Sheets. See Note 1, Summary 
of Significant Accounting Policies, and Note 11, Long-Term Debt, for further discussion. 
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In January 201 1 , LG&E remarketed these bonds to unaffiliated investors. See Note 19, Subsequent 
Events, for further discussion regarding the remarketing of these bonds. 

Note 19 - Subsequent Events 

Subsequent events have been evaluated through February 25,201 1, the date of issuance of these 
statements. These statements contain all necessary adjustments and disclosures resulting from that 
evaluation. 

With limited exceptions the Company took care, custody and control of TC2 on January 22,20 1 1 , and 
has dispatched the unit to meet customer demand since that date. LG&E and KU and the contractor 
agreed to a fiirther amendment of the construction agreement whereby the contractor will complete 
certain actions relating to identifjing and completing any necessary modifications to allow operation of 
TC2 on all fiiels in accordance with initial specifications prior to certain dates, and amending the 
provisions relating to liquidated damages. 

, 

On January 14,201 1 , LG&E contributed $64 million to its pension plans. 

On January 13,201 1 , LG&E remarketed the Louisville/Jefferson County Metro Government 2003 
Series A and 2007 Series B bonds, having $128 million and $35 million in outstanding principal 
amount, respectively, which bonds had been previously repurchased by LG&E and shown in 
“Available for sale debt securities” on the Balance Sheets. In connection with the remarketing, each 
bond series was converted to a mode wherein the interest rate is fixed for an intermediate term but not 
the full term of the bond. The bonds will bear interest at the rate of 1.90% each, until April 2012 and 
June 2012, in the case of the 2003 Series A and 2007 Series B bonds, respectively. At the end of the 
intermediate term, the Company must remarket the bonds or buy them back. As of January 13,20 1 1 , 
LG&E had no remaining repurchased bonds. LG&E used the proceeds from the remarketed bonds to 
repay the balance of its credit facility. 
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Report of Independent Auditors 

To Stockholder of Louisville Gas and Electric Company 

In our opinion, the accompanying balance sheet and the related statements of income, 
retained earnings, comprehensive income, cash flows, and capitalization present fairly, in all 
material respects, the financial position of Louisville Gas and Electric Company (Successor 
Company) at December 3 1,201 0 and the results of its operations and its cash flows for the 
period from November 1 , 201 0 to December 3 1 , 201 0 in conformity with accounting 
principles generally accepted in the United States of America. Also in our opinion, the 
Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31,2010, based on criteria established in Internal Control - 
Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO). The Company's management is responsible for these 
financial statements, for maintaining effective internal control over financial reporting and 
for its assertion of the effectiveness of internal control over financial reporting, included in 
"Management's Report of Internal Controls Over Financial Reporting I' which appears on 
page 54. Our responsibility is to express opinions on these financial statements and on the 
Company's internal control over financial reporting based on our integrated audit. We 
conducted our audit in accordance with the standards of the Public Company Accounting 
Oversight Board (United States) and in accordance with the auditing and attestation standards 
established by the American Institute of Certified Public Accountants. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement and whether effective internal control 
over financial reporting was maintained in all material respects. Our audit of the financial 
statements included 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. Our audit of internal control over financial reporting included obtaining an 
understanding of internal control over financial reporting, assessing the risk that a material 
weakness exists, and testing and evaluating the design and operating effectiveness of internal 
control based on the assessed risk. Our audit also included performing such other procedures 
as we considered necessary in the circumstances. We believe that our audit provides a 
reasonable basis for our opinions. 

I 

As discussed in Note 2 to the financial statements, on November 1 , 2010, PPL Corporation 
completed its acquisition of LG&E and KU Energy LLC and its subsidiaries. The push-down 
basis of accounting was used to at the acquisition date. 

A company's internal control over financial reporting is a process effected by those charged 
with governance, management, and other personnel, designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial 

Pr-icewaterhouseCoopers LLP, 500 West Main Sti7eet, Ste. 1800, Louisville, I(Y40202-2941 
l? (502) 589 6100, F: (502) 585 7875, www.pwc.com/us 
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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 (i) pertain to the maintenance of records that, in reasonable detail, accurately 
and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide 
reasonable assurance that transactions are recorded as necessary to permit preparation of 
financial statements in accordance WJth generally accepted accounting principles, and that 
receipts and expenditures of the company are being made only in accordance with 
authorizations of management and those charged with governance and (iii) provide 
reasonable assurance regarding prevention or timely detection and correction 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 and correct misstatements. Also, projections of any evaluation of effectiveness to 
fbture 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. 

Louisville, Kentucky 
February 25; 201 1 
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Report of Independent Auditors 

To Stockholder of Louisville Gas and Electric Company 

In our opinion, the accompanying balance sheet and the related statements of income, 
retained earnings, comprehensive income, cash flows, and capitalization present fairly, in all 
material respects, the financial position of Louisville Gas and Electric Company (Predecessor 
Company) at December 3 1 , 2009 and the results of its operations and its cash Bows for the 
period from January 1 , 2010 to October 31,2010 and for each of the two years in the period 
ended December 3 1 , 2009 in conformity with accounting principles generally accepted in the 
United States of America. These fmancial 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 generally accepted auditing standards as established by the Auditing Standards Board 
(United States) and in accordance with the auditing standards of the Public Company 
Accounting Oversight Board (United States). Those standards require that we plan and ‘ 
perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, and evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for 
our opinion. 

As discussed in Note 2 to the fmancial statements, on November 1 , 201 0, PPL Corporation 
completed its acquisition of LG&E and KU Energy LLC and its subsidiaries. The push-down 
basis of accounting was used at the acquisition date. 

Louisville, Kentucky 
February 25,201 1 

PricewaterhouseCooper.~ LLP, 500 West Main Street, Ste. 1800, Louisville, ICY40202-2941 
E (502) 589 6100, F: (502) 585 7875, www.pwc.com/us 
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GLOSSARY OF TERMS AND ABBREVIATIONS 

PPL Corooratioii and its current and foriner subsidiaries 

rml - Empresas Emel S.A., a Chilean electric distribution holding company in which PPL Global had a majority ownership interest until its 
,de in November 2007. 

Hyder - Hyder Limited, a subsidiary of WPDL that was the previous owner of South Wales Electricity plc. In March 2001, South Wales 
Electricity pic was acquired by WPDH Limited and renamed WPD (South Wales). 

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

PPL Capital Ftindiiig - PPL Capital Funding, Inc., a financing subsidiary of PPL. 

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

PPL Energy Funding - PPL Energy Funding Corporation, a subsidiary of PPL and the parent company of PPL Energy Supply. 

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

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

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

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

PPL Global - PPL Global, LLC, a subsidiary of PPL Energy Supply that primarily owns and operates a business in the U.K., WPD, that is 
focused on the regulated distribution of electricity. 

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

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

PPL Maine - PPL Maine, LLC, a subsidiary of PPL Generation that owns generating operations in Maine. 

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

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

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

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

PPL Transition Boizd Conipany - PPL Transition Bond Company, LLC, a subsidiary of PPL Electric that was formed to issue transition bonds 
under the Customer Choice Act. This subsidiary was dissolved in June 2009. 

SIUK Capital Trust I - a business trust created to issue preferred securities, the common equity of which was held by WPD LLP. The 
preferred securities were redeemed in February 2007. 

W D  - refers collectively to WPDH Limited and WPDL. 

W D  LLP -Western Power Distribution LLP, a wholly owned subsidiary of WPDH Limited, which owns WPD (South West) and WPD 
(South Wales). 

WPD (South Wales) - Western Power Distribution (South Wales) plc, a British regional electric utility company. 

W D  (South West) - Western Power Distribution (South West) plc, a British regional electric utility company. 

, O D H  Limited - Western Power Distribution Holdings Limited, an indirect, wholly owned subsidiary of PPL Global. WPDH Limited owns 
WPD LLP. 

WPDL - WPD Investment Holdings Limited, an indirect wholly owned subsidiary of PPL Global. WPDL owns 100% of the common shares 



of Hyder. 

Other t e r m  arid abbreviations 

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

E - British pounds sterling. 

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

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

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

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

AMT - alternative minimum tax. 

AOCI - accumulated other comprehensive income or loss. 

ARO - asset retirement obligation. 

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

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

Bcf - billion cubic feet. 

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

CAIR - t he EPA's Clean Air Interstate Rule. 

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

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

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

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

DDCP - Directors Deferred Compensation Plan. 

DEP - Department of Environmental Protection, a state government agency. 

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

DRIP - Dividend Reinvestment Plan. 

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

EMF - electric and magnetic fields. 

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

CPS - earnings per share. 

S O P  - Employee Stock Ownership Plan. 

EWG - exempt wholesale generator. 



FASB - Financial Accounting Standards Board, a rulemaking organization that establishes financial accounting and reporting standards. 

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

,I'itch - Fitch, Inc 

FTR - financial transmission rights, which are financial instruments established to manage price risk related to electricity transmission 
congestion. They entitle the holder to receive compensation or require the holder to remit payment for certain congestion-related transmission 
charges that arise when the transmission grid is congested. 

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

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

HMRC - HM Revenue & Customs. The tax authority in the U.K., formerly known as Inland Revenue 

. 

IBEW- International Brotherhood of Electrical Workers. 

ICP - Incentive Compensation Plan. 

ICPKE - Incentive Compensation Plan for Key Employees. 

biterinediate andpeaking generation - includes the output provided by PPL Energy Supply's oil- and natural gas-fired units. 

Ironwood - a natural gas-fired power plant in Lebanon, Pennsylvania with a winter rating of 759 MW. 

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

IRCSec. 481 - the Internal Revenue Code Section that prescribes the tax year in which adjustments to taxable income resulting from a change 
in a tax accounting method must be recognized. 

IS0 - Independent System Operator. 

f C  - intangible transition charge on customer bills to recover intangible transition costs associated with securitizing stranded costs under the 
Customer Choice Act. 

IcVA - kilovolt-ampere. 

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

LCIDA - Lehigh County Industrial Development Authority. 

LIBOR - London Interbank Offered Rate. 

Lorig Islandgeneratioii business - includes a 79.9 MW gas-fired plant in the Edgewood section of Brentwood, New York and a 79.9 MW oil- 
fired plant in Shoreham, New York. 

MACT - maximum achievable control technology. 

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

Moody's - Moody's Investors Service, Inc. 

MW - megawatt, one thousand kilowatts. 

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

NDT - nuclear plant decommissioning trust. 

VERC - North American Electric Reliability Corporation. 

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

NPDES - National Pollutant Discharge Elimination System. 



NPNS - the normal purchases and normal sales exception as permitted by derivative accounting rules. 

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

~ JUGS (Non-Utility Generators) - generating plants not owned by public utilities, whose electrical output must be purchased by utilities under 
the PURPA if the plant meets certain criteria. 

iVYMEX - New York Mercantile Exchange. 

OCI - other comprehensive income or loss. 

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

PEDFA - Pennsylvania Economic Development Financing Authority. 

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

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

PP&E - property, plant and equipment. 

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

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

PUHCA - Public Utility Holding Company Act of 1935, legislation passed by the U.S. Congress. Repealed effective February 2006 by the 
Energy Policy Act of 2005. 

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

PURTA - The Pennsylvania Public Utility Realty Tax Act. 

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

RECs - renewable energy credits. 

Regrilatioiz S-K - SEC regulation governing the content of reports and other documents required to be filed pursuant to the federal securities 
laws. 

RFC - ReliabilityFirst Corporation (the regional reliability entity that replaced the Mid-Atlantic Area Coordination Council). 

RMC - Risk Management Committee. 

RMR - reliability must run. Describes a generation facility that is operated at the request of an IS0 to ensure system reliability, generally in a 
transmission constrained area of the electricity system. 

RTO - Regional Transmission Organization. 

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

SCR - selective catalytic reduction, a pollution control process . 

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

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

S&P - Standard & Poor's Ratings Services. 

Srtzart rtzeter - an electric meter that utilizes smart metering technology. 



Smart ineteriiig teclznology - technology that can measure, among other things, time of electricity consumption to permit offering rate 
incentives for usage during lower cost or demand intervals. 

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

Synfiielprojects - production facilities that manufactured synthetic fuel from coal or coal byproducts. Favorable federal tax credits, which 
expired effective December 3 1, 2007, were available on qualified synthetic fuel products. 

Tolling agreeirient - agreement whereby the owner of an electric generating facility agrees to use that facility to convert fuel provided by a 
third party into electric energy for delivery back to the third party. 

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

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

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



F0RWARI)-LOOKING INFORMATION 

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

eaning of the federal securities laws. Although PPL, PPL Energy Supply and PPL Electric believe that the expectations and assumptions 
-4flected in these statements are reasonable, there can be no assurance that these expectations will prove to be correct. Forward-looking 
statements are subject to many risks and uncertainties, and actual results may differ materially from the results discussed in forward-looking 
statements. In addition to the specific factors discussed in "Item 1A. Risk Factors" and in "Item 7. Management's Discussion and Analysis of 
Financial Condition and Results of Operations" in this Form 10-K report, the following are among the important factors that could cause actual 
results to differ materially from the forward-looking statements. 
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fuel supply cost and availability; 
weather conditions affecting generation, customer energy use and operating costs; 
operation, availability and operating costs of existing generation facilities; 
transmission and distribution system conditions and operating costs; 
potential expansion of alternative sources of electricity generation; 
potential laws or regulations to reduce emissions of "greenhouse" gases; 
collective labor bargaining negotiations; 
the outcome of litigation against PPL and its subsidiaries; 
potential effects of threatened or actual terrorism, war or other hostilities, or natural disasters; 
the commitments and liabilities of PPL and its subsidiaries; 
market demand and prices for energy, capacity, emission allowances and delivered fuel; 
competition in retail and wholesale power markets; 
liquidity of wholesale power markets; 
defaults by counterparties under energy, fuel or other power product contracts; 
market prices of commodity inputs for ongoing c'apital expenditures; 
capital market conditions, including the availability of capital or credit, changes in interest rates, and decisions regarding capital structure; 
stock price performance of PPL; 
the fair value of debt and equity securities and the impact on defined benefit costs and resultant cash funding requirements for defined 
benefit plans; 
interest rates and their effect on pension, retiree medical and nuclear decommissioning liabilities; 
the impact of the current financial and economic downturn; 
the effect of electricity price deregulation beginning in 2010 in PPL Electric's service territory; 
the profitability and liquidity, including access to capital markets and credit facilities, of PPL and its subsidiaries; 
new accounting requirements or new interpretations or applications of existing requirements; 
changes in securities and credit ratings; 
foreign currency exchange rates; 
current and future environmental conditions, regulations and other requirements and the related costs of compliance, including 
environmental capital expenditures, emission allowance costs and other expenses; 
political, regulatory or economic conditions in states, regions or countries where PPL or its subsidiaries conduct business; 
receipt of necessary governmental permits, approvals and rate relief; 
new state, federal or foreign legislation, including new tax legislation; 
state, federal and foreign regulatory developments; 
the outcome of any rate cases by PPL Electric at the PUC; 
the impact of any state, federal or foreign investigations applicable to PPL and its subsidiaries and the energy industry; 
the effect of any business or industry restructuring; 
development of new projects, markets and technologies; 
performance of new ventures; and 
business or asset acquisitions and dispositions. 

Any such forward-loolcing statements should be considered in light of such important factors and in conjunction with other documents of PPL, 
PPL Energy Supply and PPL Electric on file with the SEC. 

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



PART I 

ITEM 1. BUSINESS 

ACKGROUND 

PPL Coiporation , headquartered in Allentown, PA, is an energy and utility holding company that was incorporated in 1994. Through its 
subsidiaries, PPL generates electricity from power plants in the northeastern and western U.S., markets wholesale or retail energy primarily in 
the northeastern and western portions of the U.S. and delivers electricity to approximately 4 million customers in Pennsylvania and the 
U.K. PPL's significant subsidiaries are shown below: 

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

PPL Energy Sipply, LLC , an indirect wholly owned subsidiary of PPL formed in 2000, is an energy company engaged through its subsidiaries 
in the generation and marketing of power, primarily in the northeastern and western power markets of the U.S. and in the delivery of electricity 
in the U.K. PPL Energy Supply's major operating subsidiaries are PPL Generation, PPL EnergyPlus and PPL Global. At December 3 1,2009, 

mtain of its existing generation facilities in Pennsylvania and Montana to provide 239 MW of additional generating capacity by 2014. 

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

'L Energy Supply owned or controlled 11,719 MW of electric power generation capacity and has plans to implement capital projects at 

Segment Information 

PPL is organized into three segments: Supply, Pennsylvania Delivery and International Delivery. PPL Energy Supply's segments consist of 
Supply and International Delivery. PPL ,Electric operates in a single business segment. See Note 2 to the Financial Statements for financial 
information about the segments and geographic financial data. 

0 SiiDplv Seprrient - 
Owns and operates doniestic power plants to generate electricity; markets and trades this electricity and other piirchasedpower to 
deregulated wholesale arid retail markets; and acqiiires and develops domestic generation projects. Consists primarily of the 
activities of PPL Generation and PPL EnergyPliis. 

PPL Energy Supply has generation assets that are located in the eastern and western U.S. markets. The eastern generation assets are located in 
the Northeasmid-Atlantic energy markets - including PJM, the New York IS0  and IS0  New England. PPL Energy Supply's western 
generating capacity is located in markets within the Western Electricity Coordinating Council. 

PPL Energy Siivplv Owtied or Controlled Generation Capacity 

PPL Energy Supply owned or controlled generating capacity of 1 1,7 19 M W  at December 3 1,2009. Through subsidiaries, PPL Generation 
owns and operates power plants primarily in Pennsylvania, Montana, Illinois, Connecticut, New York and Maine. The total owned or 
controlled generating capacity includes power obtained through PPL EnergyPlus' tolling or power purchase agreements (including Ironwood 
and other facilities that consist of NUGs, wind farms and landfill gas facilities). See "Item 2. Properties - Supply Segment" for a complete 

?ing of PPL Energy Supply's generating capacity. 

PPL Energy Supply's U.S. generation subsidiaries are EWGs, which sell electricity into the wholesale market. PPL Energy Supply's EWGs are 
subject to regulation by the FERC, which has authorized these EWGs to sell generation from their facilities at market-based prices. The 
electricity from these plants is sold to PPL EnergyPlus under FERC-jurisdictional power purchase agreements. 



PPL Generation operates its Pennsylvania and Illinois power plants in conjunction with PJM. PPL Generation's Pennsylvania and Illinois 
power plants and PPL EnergyPlus are members of the RFC. Refer to "Pennsylvania Delivery Segment" for information regarding PJM's 
operations and functions and the RFC. 

- ennsylvania generation had a total capacity of 9,583 MW at December 31,2009. These plants are fueled by uranium, coal, natural gas, oil, 
watgr and other fuels. 

PPL Susquehanna, a subsidiary of PPL Generation, owns a 90% undivided interest in each of the two nuclear-fueled generating units at its 
Susquehanna station in Pennsylvania. Allegheny Electric Cooperative, Inc. owns the remaining 10% undivided interest. PPL's 90% share of 
Susquehanna's generating capacity was 2,206 MW at December 3 1,2009. The Illinois natural gas-fired station has a total capacity of 585 MW. 

The Montana coal-fired and hydroelectric-powered stations have a capacity of 1,286 MW. PPL Montana's power plants are operated in 
conjunction with the Western Electricity Coordinating Council. 

The Connecticut natural gas-fired station has a total capacity of 244 MW, is operated in conjunction with IS0  New England and the Northeast 
Power Coordinating Council. 

The New York oil/gas-fired stations have a capacity of 159 MW. These generating assets are operated in conjunction with the New York IS0  
and the Northeast Power Coordinating Council. Tolling agreements are in place for 100% of the capacity and output of this business. See 
Note 9 to the Financial Statements for additional information on the anticipated sale of the Long Island generation business. 

The Maine hydroelectric-powered stations have a total capacity of 12 M W .  The Maine generating assets are operated in conjunction with IS0 
New England and the Northeast Power Coordinating Council. See Note 9 to the Financial Statements for information on the November 2009 
sale of the majority of the Maine hydroelectric business, the sale of PPL's interest in an oil-fired unit in Maine and the conditional agreement of 
sale for the remaining three hydroelectric facilities. 

PPL Generation has current plans for capital projects at certain of its generation facilities in Pennsylvania and Montana to provide 239 MW of 
additional generation capacity for its use by 2014. See "Item 2. Properties - Supply Segment" for additional information regarding these capital 
projects. 

Refer to the ''Power Supply'' section for additional information regarding electricity generated by the power plants operated by PPL Generation 
and to the "Fuel Supply'' section for a discussion of fuel requirements and contractual arrangements for fuel. 

subsidiary of PPL Energy Supply develops renewable energy plants on various sites using technologies such as turbines, reciprocating 
engines and photovoltaic solar panels. Included in PPL Energy Supply's owned or controlled generating capacity reported in "Item 2. 
Properties - Supply Segment'' is approximately 28 MW of installed capacity from these projects that serve commercial and industrial 
customers. 

Certain PPL Energy Supply subsidiaries are subject to the jurisdiction of certain federal, regional, state and local regulatory agencies with 
respect to air and water quality, land use and other environmental matters. PPL Susquehanna is subject to the jurisdiction of the NRC in 
connection with the operation of the Susquehanna units. Certain of PPL Energy Supply's other subsidiaries are subject to the jurisdiction of the 
NRC in connection with the operation of their fossil plants with respect to certain level and density monitoring devices. 

Certain operations of PPL Generation's subsidiaries are subject to the Occupational Safety and Health Act of 1970 and comparable state 
statutes. 

Enerqv Marketing 

PPL EnergyPlus sells the electricity produced by PPL Generation subsidiaries, along with purchased power, FTRs, natural gas, oil, uranium, 
emission allowances and RECs in competitive wholesale and deregulated retail markets in order to take advantage of opportunities in the 
competitive energy marketplace. 

PPL EnergyPlus purchases and sells electric capacity and energy at the wholesale level at competitive prices under FERC market-based 
prices. PPL EnergyPlus enters into these agreements to market available energy and capacity from PPL Generation's assets and to profit from 
market price fluctuations. Within the constraints of its hedging policy, PPL EnergyPlus actively manages its portfolios to optimize the value of 
PPL's generating assets and to limit exposure to price fluctuations. PPL EnergyPlus also enters into over-the-counter and futures contracts to 
purchase and sell energy and other commodity-based financial instruments in accordance with PPL's risk management policies, objectives and 
strategies. 

PPL EnergyPlus had contracted to provide electricity to PPL Electric sufficient for it to meet its PLR obligation through 2009 at the 
predetermined capped rates PPL Electric was entitled to charge its customers. These contracts accounted for 29% of PPL Energy Supply's 
operating revenues in 2009 and expired December 31,2009. See Note 15 to the Financial Statements for more information concerning these 

.ntracts. 

PPL EnergyPlus is licensed to provide retail electric supply to customers in Delaware, Maine, Massachusetts, Maryland, Montana, New Jersey 
and Pennsylvania and provides electricity to industrial and commercial customers in Montana and Pennsylvania. PPL EnergyPlus provides 
natural gas to customers in Pennsylvania, New Jersey, Delaware and Maryland. 



Competition 

The unregulated businesses and markets in which PPL and its subsidiaries participate are highly competitive. Since the early 199Os, there has 
:en increased competition in U.S. energy markets because of federal and state deregulation initiatives. For example, in 1992 the Energy Act 

,mended the Federal Power Act to provide open access to electric transmission systems for wholesale transactions. In 1996, the Customer 
Choice Act was enacted in Pennsylvania to restructure the state's electric utility industry to create a competitive market for electricity 
generation. Certain other states in which PPL's subsidiaries operate have also adopted "customer choice" plans to allow customers to choose 
their electricity supplier. PPL and its subsidiaries believe that competition in deregulated energy markets will continue to be intense. 

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

Power Sirpplv 

PPL Energy Supply's owned or controlled system capacity (winter rating) at December 31,2009 was 11,719 MW. The capacity of generating 
units is based upon a number of factors, including the operating experience and physical condition of the units, and may be revised periodically 
to reflect changes in circumstances. See "Item 2. Properties - Supply Segment" for a description of PPL Energy Supply's plants at 
December 3 1,2009. 

During 2009, PPL Energy Supply's plants, excluding renewable facilities that are discussed separately below, generated the following amounts 
of electricity. 

State Millions of IVVh 

Pennsylvania 46,019 
lontana 8,120 
.aine 26 1 

Connecticut 108 
New Yorlc (a) 
Illinois 64 

Total 54,572 

(a) 72 million kwhs were excluded as tolling agreements were in place for 100% of the output. 

Of this generation, 49% of the energy was from coal-fired stations, 32% from nuclear operations at the Susquehanna station, 11% from oil/gas- 
fired stations and 8% from hydroelectric stations. 

PPL Energy Supply estimates that, on average, approximately 94% of its total expected annual generation output for 2010 will be used to meet 
EnergyPlus' committed contractual sales. PPL Energy Supply has also entered into commitments of varying quantities and terms for the years 
201 1 and beyond. These commitments are consistent with, and integral to, PPL Energy Supply's business strategy to capture profits while 
managing exposure to adverse movements in energy and fuel prices. See "Commodity Volumetric Activity'' in Note 18 to the Financial 
Statements for the strategies PPL Energy Supply employs to optimize the value of its wholesale and retail energy portfolio. 

Subsidiaries of PPL Energy Supply controlled existing renewable energy projects located in Pennsylvania, New Jersey, Vermont and New 
Hampshire with capacity of 28 MW. PPL EnergyPlus sells the energy and R.l2Cs produced by these plants to commercial, industrial and 
institutional customers. During 2009, these projects generated 145 million kwhs. In addition, a PPL Energy Supply subsidiary owns 
renewable energy facilities with capacity of 6 MW that have power purchase agreements in place. During 2009, these projects generated 23 
million kwhs. 

PPL EnergyPlus also purchases the full output from two wind farms in Pennsylvania with a combined capacity of 50 MW. 

Fuel Sziuulv 

Coal 

:nnsylvania 

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



During 2009, PPL Generation, by and through its agent PPL EnergyPlus, purchased 100% of the coal delivered to PPL Generation's wholly 
owned Pennsylvania stations under short-term and long-term contracts. These contracts provided PPL Generation 7.3 million tons of 
coal. Contracts currently in place are expected to provide 7.8 million tons in 2010. The amount of coal in inventory varies from time to time 

:pending on market conditions and plant operations. 

PPL Generation, by and through its agent PPL EnergyPlus, entered into a long-term coal purchase agreement with CONSOL Energy Inc. The 
contract will provide more than one-third of PPL Generation's projected annual coal needs for the Pennsylvania power plants from 2010 
through 2018. PPL Generation has other contracts that, in total, will provide additional coal supply for PPL's projected annual needs from 2010 
through 2013. 

A PPL Generation subsidiary owns a 12.34% interest in the Keystone station and a 16.25% interest in the Conemaugh station. The Keystone 
station contracts with Keystone Fuels, LLC for its coal requirements. In 2009, Keystone Fuels, LLC provided 4.8 million tons of coal to the 
Keystone station. The Conemaugh station requirements are purchased under contract from Conemaugh Fuels, LLC. In 2009, Conemaugh 
Fuels, LLC provided 4.8 million tons of coal to the Conemaugh station. A PPL Generation subsidiary also owns a 12.34% equity interest in 
Keystone Fuels, LLC and a 16.25% equity interest in Conemaugh Fuels, LLC. 

Scrubbers were placed in service at Montour in 2008 and at Brunner Island in 2009. At December 3 1,2009, scrubbers were in place at all of 
PPL Generation's Pennsylvania coal stations. Contracts are in place for all the limestone requirements for all the scrubbers at PPL Generation's 
wholly owned Pennsylvania coal stations through 20 10. It is projected that annual limestone requirements will be approximately 600,000 
tons. During 2009, approximately 325,000 tons of limestone were delivered to PPL Generation's wholly owned Pennsylvania stations under 
long-term contracts. 

Montana 

PPL Montana has a 50% leasehold interest in Colstrip Units 1 and 2, and a 30% leasehold interest in Colstrip Unit 3. Northwestern owns a 
30% leasehold interest in Colstrip Unit 4. PPL Montana and Northwestern have a sharing agreement to govern each party's responsibilities 
regarding the operation of Colstrip Units 3 and 4, and each party is responsible for 15% of the respective operating and construction costs, 
regardless of whether a particular cost is specified to Colstrip Unit 3 or 4. However, each party is responsible for its own fuel-related 
costs. PPL Montana, along with the other owners, is party to contracts to purchase 100% of its coal requirements with defined coal quality 
characteristics and specifications. In 2007, PPL Montana entered into a long-term purchase and supply agreement with the current supplier for 
Units 1 and 2 beginning January 1,2010. The contract is to provide these units 100% of their coal requirements through December 2014, and 
at least 85% of such requirements from January 2015 through December 2019. The coal supply contract for Unit 3's requirements is in effect 
'?rough December 2019. Scrubbers are in place at all of these units. 

Coal supply contracts are in place to purchase low-sulfur coal with defined quality characteristics and specifications for PPL Montana's Corette 
station. The contracts covered 100% of the station's coal requirements in 2009, and similar contracts are currently in place to supply 100% of 
the expected coal requirements through 20 12. 

Oil and Natural Gas 

Pennsylvania 

PPL Generation's Martins Creek Units 3 and 4 burn both oil and natural gas. PPL EnergyPlus is responsible for procuring the oil and natural 
gas supply for all PPL Generation operations. During 2009, 100% of the physical gas and oil requirements for the Martins Creek units were 
purchased on the spot market. At December 31,2009, PPL EnergyPlus had no long-term agreements for oil or gas. 

PPL EnergyPlus has a short-term and long-term gas transportation contract in place for approximately 30% of the maximum daily requirements 
of the Lower Mt. Bethel facility. 

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

Illinois 

At December 3 1,2009, there were no long-term delivery or supply agreements to purchase natural gas for the University Park facility. 

Coiinecticzrt 

PPL EnergyPlus has a long-term contract for approximately 40% of the expected pipeline transportation requirements of the Wallingford 
sility, but has no long-term physical supply agreement to purchase natural gas. 

Nuclear 

The nuclear file1 cycle consists of several material and service components: the mining and milling of uranium ore to produce uranium 



concentrates; the conversion of these concentrates into uranium hexafluoride, a gas component; the enrichment of the hexafluoride gas; the 
fabrication of fuel assemblies for insertion and use in the reactor core; and the temporary storage and final disposal of spent nuclear fuel. 

PPL Susquehanna has a portfolio of supply contracts, with varying expiration dates, for nuclear fuel materials and services. These contracts are 
cpected to provide suEcient fuel to permit Unit 1 to operate into the first quarter of 2016 and Unit 2 to operate into the first quarter of 

5. PPL Susquehanna anticipates entering into additional contracts to ensure continued operation of the nuclear units. 

Federal law requires the federal government to provide for the permanent disposal of commercial spent nuclear fuel. Under the Federal 
Nuclear Waste Policy Act, the DOE carried out an analysis of a site in Nevada for a permanent nuclear waste repository. There is no definitive 
date by which a repository will be operational. As a result, it was necessary to expand Susquehanna's on-site spent fuel storage capacity. To 
support this expansion, PPL Susquehanna contracted for the design and construction of a spent fuel storage facility employing dry cask fuel 
storage technology. The facility is modular, so that additional storage capacity can be added as needed. The facility began receiving spent 
nuclear fuel in 1999. PPL Susquehanna estimates that there is sufficient storage capacity in the spent nuclear fuel pools and the on-site spent 
fuel storage facility at Susquehanna to accommodate spent fuel discharged through approximately 20 17 under current operating conditions. If 
necessary, the on-site spent fiiel storage facility can be expanded, assuming appropriate regulatory approvals are obtained. If additional on-site 
storage capacity is required, supplementary storage capacity will be pursued. 

Fraiichise and Licenses 

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

PPL Susquehanna operates Units 1 and 2 pursuant to NRC operating licenses. In November 2009, the NRC approved PPL Susquehanna's 
application for 20-year license renewals for each of the Susquehanna units, extending the license expiration dates to 2042 for Unit 1 and to 
2044 for Unit 2. See Note 8 to the Financial Statements for additional information. 

In 2008, PPL Susquehanna received NRC approval for its request to increase the generation capacity of the Susquehanna nuclear plant. The 
total expected capacity increase is 159 M W ,  of which PPL Susquehanna's 90% ownership share would be 143 MW. The first uprate for Unit 1 
totaling 50 M W  was completed in 2008 and the second uprate is scheduled to be completed in 2010. The first uprate for Unit 2 totaling 50 
MW was completed in 2009, and the second uprate is scheduled to be completed in 201 1. The remaining total capacity increase is 59 MW, of 
which PPL Susquehanna's share is 53 MW. PPL Susquehanna's share of the expected capital cost for the total uprate of 143 MW is $345 
million. 

-1 October 2008, a PPL subsidiary submitted a COLA to the NRC for a new nuclear generating unit (Bell Bend) to be built adjacent to the 

schedule that culminates with the issuance of Bell Bend's final safety evaluation report in 2012. See Note 8 to Financial Statements for 
additional information. 

Isquehanna plant. The COLA was accepted for review by the NRC in December 2008. In May 2009, the NRC published its official review 

PPL Holtwood operates the Holtwood hydroelectric generating station pursuant to a license that was recently extended by the FERC to expire 
in 2030. PPL Holtwood operates the Wallenpaupack hydroelectric generating station pursuant to a license renewed by the FERC in 2005 and 
expiring in 2044. PPL Holtwood also owns one-third of the capital stock of Safe Harbor Water Power Corporation (Safe Harbor), which holds 
a project license that extends the operation of its hydroelectric generating station until 2030. The total capacity of the Safe Harbor generating 
station is 421 MW, and PPL Holtwood is entitled by contract to one-third of the total capacity. 

In 2007, PPL requested FERC approval to expand its Holtwood plant by 125 MW. In 2008, PPL withdrew the application in light of prevailing 
economic conditions, including the high cost of capital and projections of future energy prices. PPL reconsidered its Holtwood expansion 
project in view of the tax incentives and potential loan guarantees for renewable energy projects contained in the Economic Stimulus 
Package. In April 2009, PPL resubmitted the expansion application to FERC and in October 2009, the FERC approved the request to expand 
the plant and extended the operating license through August 2030. See Note 8 to the Financial Statements for additional information. 

The 1 1 hydroelectric facilities and one storage reservoir in Montana are licensed by the FERC. These licenses expire periodically and the 
generating facilities must be relicensed at such times. The FERC license for the Mystic facility expired in 2009 but has been extended, 
effective January 1,2010, for an additional 40-year term. The Thompson Falls and Kerr licenses expire in 2025 and 2035, respectively; and the 
licenses for the nine Missouri-Madison facilities expire in 2040. 

In connection with the relicensing of these generation facilities, the FERC may, under applicable law, relicense the original licensee or license a 
new licensee, or the U.S. government may take over the facility. If the original licensee is not relicensed, it is compensated for its net 
investment in the facility, not to exceed the fair value of the property taken, plus reasonable damages to other property affected by the lack of 
relicensing. 

0 Pertnsvlvanin Delivery Segtnettt - 
Inchides the regulated electric deliveiy operations of PPL Electric. 

PPL Electric 

PPL Electric delivers electricity to approximately 1.4 million customers in a 10,000-square mile territory in 29 counties of eastern and central 
Pennsylvania. The largest cities in this territory are Allentown, Bethlehem, Harrisburg, Hazleton, Lancaster, Scranton, Wilkes-Barre and 



Williamsport. 

PPL Electric is the sole electricity distribution provider in its service territory, and also provides electricity supply in that temtory as a PLR. 
As part of the PUC Final Order, PPL Electric agreed to supply this electricity at predetermined capped rates through 2009. PPL Electric 

itered into two contracts to purchase electricity from PPL EnergyPlus sufficient for PPL Electric to meet its PLR obligation through 2009 at 
..le capped rates. As discussed below, PPL Electric's PLR obligation after 2009 is governed by the PUC pursuant to the Public Utility Code as 
amended by Act 129, PLR regulations and a policy statement regarding interpretation and implementation of those regulations. Both the 
regulations and the policy statement became effective in September 2007. The PUC has approved PPL Electric's procurement plans for 2010 
and for the period from January 201 1 through May 2013. Refer to Notes 14 and 15 to the Financial Statements for additional information. 

During 2009, about 98% of PPL Electric's operating revenues were derived from regulated electricity delivery and supply as a PLR. The 
remaining 2009 operating revenues were from wholesale revenues, primarily the sale to PPL EnergyPlus of power purchased from 
NUGs. During 2009, about 46% of electricity delivery and PLR revenues were from residential customers, 37% from commercial customers, 
16% from industrial customers and 1% from other customer classes. 

PPL Electric's transmission facilities are operated as part of PJM, which operates the electric transmission network and electric energy market 
in the mid-Atlantic and Midwest regions of the U.S. Bulk electricity is transmitted to wholesale users throughout a geographic area including 
all or part of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina, Ohio, Pennsylvania, Tennessee, 
Virginia, West Virginia and the District of Columbia. As of January 1, 2006, PPL Electric became a member of the RFC. The purpose of the 
RFC is to preserve and enhance electric service reliability and security for the interconnected electric systems within its territory and to be a 
regional entity under the framework of the NERC. The RFC's key functions are the development of regional standards for reliable planning 
and operation ofthe bulk electric system and non-discriminatory compliance monitoring and enforcement of both NERC and regional 
standards. 

PJM serves as a FERC-approved RTO in order to promote greater participation and competition in the region. An RTO, like an ISO, is a 
designation provided by the FERC to a FERC-approved independent entity that operates the transmission system and typically administers a 
competitive power market. PJM also administers regional markets for energy, capacity and ancillary services. A primary purpose of the 
RTODSO is to separate the operation of, and access to, the transmission grid from market participants that buy or sell electricity in the same 
markets. Electric utilities continue to own the transmission assets, but the RTODSO directs the control and operation of the transmission 
facilities. PPL Electric is entitled to fully recover from retail customers the charges that it pays to PJM for transmission-related services. PJM 
imposes these charges pursuant to its FERC-approved Open Access Transmission Tariff. 

PPL Electric is subject to regulation as a public utility by the PUC, and certain of its activities are subject to the jurisdiction of the FERC under 
'.e Federal Power Act. 

PPL Electric also is subject to the jurisdiction of certain federal, regional, state and local regulatory agencies with respect to land use and other 
environmental matters. Certain operations of PPL Electric are subject to the Occupational Safety and Health Act of 1970 and comparable state 
statutes. 

In November 2004, Pennsylvania enacted the Alternative Energy Portfolio Standard (the AEPS), which requires electric distribution 
companies, such as PPL Electric, and retail electric suppliers serving retail load to ultimately provide 18% of the electricity sold to retail 
customers in Pennsylvania from alternative energy sources by 2020. Under this state law, alternative energy sources include hydro, wind, 
solar, waste coal, landfill methane and fuel cells. An electric distribution company will pay an alternative compliance payment of $45 (or, in 
the case of solar, 200% of the average market value of solar credits) for each MWh that it is short of its required alternative energy supply 
percentage. PPL Electric became subject to the requirements of this legislation beginning in 2010. In 2010, PPL Electric is required to supply 
about 9% of the total amount of electricity it delivers to its PLR customers from alternative energy sources. PPL Electric has purchased all of 
the supply required to meet its 2010 default service obligations pursuant to a PUC-approved Competitive Bridge Plan (the Plan). Under the 
Plan, PPL Electric obtained full requirements service which includes the generation or credits that PPL Electric will need to comply with the 
AEPS in 2010. 

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

See "Regulatory Issues - Pennsylvania Activities'' in Note 14 to the Financial Statements for additional information regarding Act 129, other 
legislative and regulatory impacts and PPL Electric's actions to provide default electricity supply for periods after 2009. 

Competition 

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

Yffective January 1,2010, PPL Electric's rates for generation supply as a PLR are no longer capped and the cost of electric generation is based 

seneration supply from other providers was limited because, in recent years, the long-term supply agreement between PPL Electric and PPL 
EnergyPlus provided a below-market cost of generation supply for these customers. As a result, a limited amount of "shopping" occurred. In 
2010, several alternative suppliers have offered to provide generation supply in PPL Electric's service territory. When its customers purchase 
supply from these alternative suppliers or from PPL Electric as PLR, the purchase of such supply has no significant impact on the operating 

. a competitive solicitation process. Prior to the expiration of the generation rate caps, PPL Electric's customers' interest in purchasing 



results of PPL Electric. The cost to purchase PLR supply is passed directly by PPL Electric to its customers without markup. PPL Electric 
remains the distribution provider for all the customers in its service territory and charges a regulated rate for the service of delivering that 
e 1 e c tri c i ty . 

Provider of Last Resort Sipplv 

The Customer Choice Act requires electric distribution companies, like PPL Electric, to act as a PLR of electricity supply and provides that 
electricity supply costs will be recovered by such companies pursuant to regulations established by the PUC. In May 2007, the PUC approved 
PPL Electric's plan to procure default electricity supply for 2010 - after its current supply agreements with PPL EnergyPlus expire - for retail 
customers who do not choose an alternative competitive supplier. Pursuant to this plan, PPL Electric completed six competitive supply 
solicitations and has contracted for all of the 2010 electricity supply it expects to need for residential, small commercial and small industrial 
customers. In October 2009, PPL Electric purchased supply for fixed-price default service to large commercial and large industrial customers 
who elect to talce that service in 2010. In November 2009, PPL Electric purchased supply to provide hourly default service to large commercial 
and industrial customers in 2010. See "Energy Purchase Commitments" in Note 14 to the Financial Statements for additional information 
regarding PPL Electric's solicitations for 2010 and its actions to provide default electricity supply for periods after 2010. 

Franchise and Licenses 

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

0 Interiintionnl Deliverv Segment - 
Inclzrdes WPD, a regulated electricity distribirtion company in the U.K. 

WPD, through indirect wholly owned subsidiaries, operates two of the 15 distribution networks providing electricity service in the U.K. The 
WPD subsidiaries together serve approximately 2.6 million end-users in the U.K. WPD (South West) serves 1.5 million customers in a 5,560 
square mile area of southwest England. WPD (South Wales) serves an area of Wales opposite the Bristol Channel from WPD (South West)% 
territory. Its 1.1 million customers occupy 4,550 square miles within Wales. WPD is headquartered in Bristol, England. See "Franchise and 
Licenses" for additional information about WPD's regulator, Ofgem, which sets price controls and grants distribution licenses. 

Competition 

Although WPD operates in non-exclusive concession areas in the U.K., it currently faces little competition with respect to residential 
customers. See "Franchises and Licenses" for more information. 

Franchise and Licenses 

WPD is authorized by the U.K. government to provide electric distribution services within its concession areas and service territories, subject 
to certain conditions and obligations. For instance, WPD is subject to governmental regulation of the prices it can charge and the quality of 
service it must provide, and WPD can be fined or have its licenses revoked if it does not meet the mandated standard of service. 

WPD operates under distribution licenses granted, and price controls set, by Ofgem. The price control formula that governs WPD's allowed 
revenue is normally determined every five years. Ofgem completed a rate review in December 2009 for the five-year period from April 1,2010 
through March 3 1,2015. See PPL's and PPL Energy Supply's "Results of Operations - Segment Results - International Delivery Segment" in 
"Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for additional information. 

SEASONALITY 

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

FINANCIAL CONDITION 

See PPL's, PPL Energy Supply's and PPL Electric's "Item 7. Management's Discussion and Analysis of Financial Condition and Results of 
Operations" for this information. 

CAPITAL EXPENDITURE REQUIREMENTS 

dee "Financial Condition - Liquidity and Capital Resources - Forecasted Uses of Cash - Capital Expenditures'' in PPL's, PPL Energy Supply's 
and PPL Electric's "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for information 
concerning projected capital expenditure requirements for the years 201 0-201 2. See Note 14 to the Financial Statements for additional 
information concerning the potential impact on capital expenditures from environmental matters. 



ENVIRONMENTAL MATTERS 

PPL and certain PPL subsidiaries, including PPL Electric and PPL Generation subsidiaries, are subject to certain existing and developing 
:deral, regional, state and local laws and regulations with respect to air and water quality, land use and other environmental matters. See 

.'PL's and PPL Energy Supply's "Financial Condition - Liquidity and Capital Resources'' in "Item 7. Management's Discussion and Analysis of 
Financial Condition and Results of Operations - Forecasted Uses of Cash - Capital Expenditures'' for information concerning environmental 
capital expenditures during 2009 and projected environmental capital expenditures for the years 2010-20 12. See "Environmental Matters" in 
Note 14 to the Financial Statements for information regarding these laws and regulations and the status of PPL's and its subsidiaries' 
compliance and remediation activities, as well as legal and regrilatory proceedings involving PPL and its subsidiaries. 

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

EMPLOYEE RELATIONS 

As of December 31,2009, PPL and its subsidiaries had the following full-time employees. 

PPL Energy Supply 
PPL Generation 2,665 

PL Global (primarily WPD) 2,369 
Total PPL Energy Supply 7,054 

PPL Electric 2,166 
PPL Services and other 1,269 
Total PPL 10,489 

2,020 (a) 

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

pproximately 4,980, or 61%, of PPL's domestic workforce are members of labor unions, with three IBEW locals representing approximately 
~ ~ 5 4 0  employees. Other unions primarily represent employees of the mechanical contractors. The bargaining agreement with the largest 
IBEW local was negotiated in May 2006 and expires in May 2010. This agreement covers approximately 3,200 employees. The IBEW, 
representing approximately 260 employees at the Montana Colstrip power plants, is covered under a four-year labor agreement expiring in 
April 2012. In January 2008, a four-year contract that expires in April 2012 was renegotiated with the IBEW local of Montana that represents 
approximately 80 employees at the hydroelectric facilities and at the Corette plant. 

Approximately 1,860, or 79%, of PPL's U.K. workforce are members of labor unions. WPD recognizes five unions, the largest of which 
represents 37% of its union workforce. WPD's Electricity Business Agreement covers approximately 1,8 10 union employees; it may be 
amended by agreement between WPD and the unions and is terminable with 12 months notice by either side. 

See "Separation Benefits" in Note 12 to the Financial Statements for information on a 2009 cost reduction initiative, which resulted in the 
elimination of approximately 200 domestic management and staff positions at PPL. 

AVAILABLE INFORMATION 

PPL's Internet Web site is w.pplweb.com.  On the Investor Center page of that Web site, PPL provides access to all SEC filings of PPL, 
PPL Energy Supply and PPL Electric free of charge, as soon as reasonably practicable afier filing with the SEC. Additionally, PPL registrants' 
filings are available at the SEC's Web site (www.sec.gov) and at the SEC's Public Reference Room at 100 F Street, NE, Washington, DC 
20549, or by calling 1-800-SEC-0330. 

http://w.pplweb.com


ITEM 1A. RISK FACTORS 

PPL, PPL Energy Supply and PPL Electric face various risks associated with their businesses. While we have identified below the risks we 
currently consider material, these risks are not the only risks that we face. Additional risks not presently known to us or that we currently deem 

material may also impair our business operations. Our businesses, financial condition, cash flows or results of operations could be 
.naterially adversely affected by any of these risks. In addition, this report also contains forward-looking and other statements about our 
businesses that are subject to numerous risks and uncertainties. See "Forward-Looking Information," "Item 1. Business," "Item 7. 
Management's Discussion and Analysis of Financial Condition and Results of Operations" and Note 14 to the Financial Statements for more 
information concerning the risks described below and for other risks, uncertainties and factors that could impact our businesses and financial 
results. 

As used in this Item lA., the terms "we," "our" and "us" generally refer to PPL and its consolidated subsidiaries talcen as a whole, or to PPL 
Energy Supply and its consolidated subsidiaries talcen as a whole within the Supply and International Delivery segment discussions, or PPL 
Electric and its consolidated subsidiaries taken as a whole within the Pennsylvania Delivery segment discussion. 

Risks Related to Supply Segment 

( PPL and PPL Energy Szpply ) 

We are exposed to operational, price and credit risks associated with selling and iiiarlcetiiig prodItcts in the ivliolesale electricity tnarkets. 

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

Our power agreements typically include provisions requiring us to post collateral for the benefit of our counterparties if the market price of 
energy varies from the contract prices in excess of certain pre-determined amounts. At December 3 1 , 2009, we had posted $242 million of 
collateral, in the form of letters of credit, under these contracts. At December 31,2009, we maintained $4.1 billion of liquidity facilities to 

rovide for potential additional collateral obligations. We currently believe that we have sufficient credit to fulfill our potential collateral 
Jligations under these power contracts. Our obligation to post collateral could exceed the amount of our facilities or our ability to increase our 

facilities could be limited by financial market or other factors. 

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

Adverse changes in coniitiodity prices arid related costs inay decrease our Bititre energy rnargins, ivliicli codd  adversely affect our earnings 
and cash froivs. 

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

o demand for electricity and supplies of electricity available from current or new generation resources; 
o variable production costs, primarily fuel (and the associated fuel transportation costs) and emission allowance expense for the generation 

resources used to meet the demand for electricity; 
o transmission capacity and service into, or out of, markets served; 
o changes in the regulatory framework for wholesale power markets; 
o liquidity in the wholesale electricity market, as well as general credit worthiness of key participants in the market; and 
o weather and economic conditions impacting demand for electricity or the facilities necessary to deliver electricity. 

See Exhibit 99(a) for more information concerning the market fluctuations in wholesale energy, fuel and emission allowance prices over the 
1st five years. The volatility of these business factors has increased significantly with the current economic downturn. 

Our risk rnanagetnerit policy and program relating to electricity and fuel prices, interest rates, foreign crirrency and corinterparties may 
not work as planned, arid we niay suffer econotnic losses despite such programs. 



We actively manage the market risk inherent in our generation energy marketing activities, as well as our debt, foreign currency and 
counterparty credit positions. We have implemented procedures to monitor compliance with our risk management policy and programs, 
including independent validation of transaction and market prices, verification of risk and transaction limits, portfolio stress test, sensitivity 
analyses and daily portfolio reporting of various risk management metrics. Nonetheless, our risk management programs may not work as 

lssumptions upon which we based our risk management calculations. Additionally, unforeseen market disruptions could decrease market 
depth and liquidity, negatively impacting our ability to enter into new transactions. We enter into financial contracts to-hedge commodity basis 
risk, and as a result are exposed to the risk that the correlation between delivery points could change with actual physical delivery. Similarly, 
interest rates or foreign currency exchange rates could change in significant ways that our risk management procedures were not designed to 
address. As a result, we cannot always predict the impact that our risk management decisions may have on us if actual events result in greater 
losses or costs than our risk models predict or greater volatility in our earnings and financial position. 

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

We do riot always hedge against risks associated with electricity and fuel price volatility. 

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

We face intense cottipetition in oiir energy supply business, ivliich way adversely affect oiir ability to operate profitably. 

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

'anned. For example, actual electricity and fuel prices may be significantly different or more volatile than the historical trends and 

ffect our results of operations and our ability to grow our business. 

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

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

Competitors in the wholesale power markets in which PPL Generation subsidiaries and PPL EnergyPlus operate include regulated utilities, 
industrial companies, non-utility generators and unregulated subsidiaries of regulated utilities. In the past, PUHCA significantly restricted 
mergers and acquisitions and other investments in the electric utility sector. Entirely new competitors, including financial institutions, have 
entered the energy markets as a result of the repeal of PUHCA. The repeal of PUHCA also may lead to consolidation in our industry, resulting 
in competitors with significantly greater financial resources than we have. 

Disrriptions in our fiiel supplies corild occur, ivliich could adversely affect our ability to operate oiir generation facilities. 

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

Despite federal and state deregrilation initiatives, our supply business is still subject to extensive regiilntion, rvliiclz may increase our costs, 
reduce our revenries, or prevent or delay operation of oiir facilities. 

Our generation subsidiaries sell electricity into the wholesale market. Generally, our generation subsidiaries and our marketing subsidiaries are 
bject to regulation by the FERC. The FERC has authorized us to sell generation from our facilities and power from our marketing 

,absidiaries at market-based prices. The FERC retains the authority to modify or withdraw our market-based rate authority and to impose "cost 
of service" rates if it determines that the market is not competitive, that we possess market power or that we are not charging just and 
reasonable rates. Any reduction by the FERC in the rates we may receive or any unfavorable regulation of our business by state regulators 
could materially adversely affect our results of operations. See "FERC Market-Based Rate Authority" in Note 14 to the Financial Statements 



for information regarding recent court decisions that could impact the FERC's market-based rate authority program, and "PJM RPM Litigation" 
in Note 14 to the Financial Statements for information regarding the FERC's proceedings that could impact PJM's capacity pricing model. 

In addition, the acquisition, construction, ownership and operation of electricity generation facilities require numerous permits, approvals, 
:enses and certificates from federal, state and local governmental agencies. We may not be able to obtain or maintain all required regulatory 

,pprovals. If there is a delay in obtaining any required regulatory approvals or if we fail to obtain or maintain any required approval or fail to 
comply with any applicable law or regulation, the operation of our assets and our sales of electricity could be prevented or delayed or become 
subject to additional costs. 

' 

Our generation facilities may not operate as planned, ivlticli way increase our expenses or decrease orir revenues and, thus, have an 
adverse effect on our fiitaricial perforitlance. 

Our ability to manage operational risk with respect to our generation plants is critical to our financial performance. Operation of our power 
plants at expected capacity levels involves many risks, including the breakdown or failure of equipment or processes, accidents, labor disputes 
and fuel interruption. In addition, weather and natural disasters can disrupt our generation plants. Weather conditions also have a direct impact 
on the river flows required to operate our hydroelectric plants at expected capacity levels. Depending on the timing and duration of both 
planned and unplanned, complete or partial outages at our power plants (in particular, if such outages are during peak periods or during periods 
of, or caused by, severe weather), or if our planned uprates at power plants are not completed as scheduled, our revenues from expected energy 
sales could significantly decrease and our expenses significantly increase, and we could be required to purchase power at then-current market 
prices to satisfy our energy sales commitments or, in the alternative, pay penalties and damages for failure to satisfy them. Many of our 
generating units are reaching mid-life, and we face the potential for more frequent unplanned outages and the possibility of planned outages of 
longer duration to accommodate significant investments in major component replacements at these facilities. 

Cltaitges in technology tnay negatively impact tlte value of our power plants. 

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

te load following contracts that PPL EtiergyPlrs is awarded do not provide for specific levels of load, and actual load significantly below 
or above o w  forecasts could adversely affect our energy ntargins. 

We generally hedge our load following obligations with energy purchases from third parties, and to a lesser extent with its owned 
generation. If the actual load is significantly lower than the expected load, we may be required to resell power at a lower price than was 
purchased to supply the load obligation, resulting in a financial loss. Alternatively, a significant increase in load could adversely affect our 
energy margins because we are required under the terms of the load following contracts to provide the energy necessary to fulfill increased 
demand at the contract price, which could be lower than the cost to procure additional energy on the open market. Therefore, any significant 
decrease or increase in load compared to our forecasts, could have a material adverse effect on our results of operations or financial position. 

Our earnings may be affected by whether we decide to, or are able to, contiittie to enter iiito or renew long-tertii power sale, fkelpurchase 
and fiiel transportation agreeineiits to mitigate aiarlcet price and sirpply risk. 

As a result of the PLR contracts and certain other agreements, a substantial portion of our generation production and capacity value was 
committed through 2009 under power sales agreements of various terms that included fixed prices for electric power. With the expiration of 
these agreements we have been actively selling our generation at fixed prices in the wholesale energy market and participating in load- 
following or full requirements auctions with utility companies in the PJM, New England Power Pool and Midwest IS0  regions. In connection 
with these activities, we have entered into longer-term fuel purchase and fuel transportation agreements that include fixed prices for a 
significant portion of our forecasted needs. Whether we decide to, or are able to, continue to enter into such agreements or renew existing 
agreements in the future, prevailing market conditions will affect our financial performance. For example, in the absence of long-term power 
sales agreements, we would sell the energy, capacity and other products from our facilities in the competitive wholesale power markets under 
contracts of shorter duration at then-current market prices. Current forward prices for electricity are lower than the prices under some of our 
existing power sales agreements. In addition, if we do not secure or maintain favorable fuel purchase and transportation agreements for our 
power generation facilities, our fuel costs (and associated fuel transportation costs) could exceed the revenues we derive from our energy 
sales. Given the volatility and potential for material differences between actual electricity prices and fuel and other costs, if we do not secure or 
maintain long-term electricity sales and fuel purchase and fuel transportation agreements, our margins will be subject to increased volatility 
and, depending on future electricity and fuel costs (and associated fuel transportation costs), our financial results may be materially adversely 
affected. 

8 rnarlcet deregulation is reversed or discontinued, our brisiness prospects and financial condition could be inuterially adversely affected. 

In some markets, state legislators, government agencies and other interested parties have made proposals to change the use of market-based 
pricing, re-regulate areas of these markets that have previously been deregulated or permit electricity delivery companies to construct or 
acquire generating facilities. The ISOs that oversee the transmission systems in certain wholesale electricity markets have from time to time 



been authorized to impose price limitations and other mechanisms to address volatility in the power markets. These types of price limitations 
and other mechanisms may reduce profits that our wholesale power marketing and trading business would have realized under competitive 
market conditions absent such limitations and mechanisms. Although we generally expect electricity markets to continue to be competitive, 
other proposals to re-regulate our industry may be made, and legislative or other action affecting the electric power restructuring process may 

use the process to be delayed, discontinued or reversed in states in which we currently, or may in the future, operate. 

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

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

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

Our costs to coinply with existiiig arid new eiivironntental latvs are expected to coiitiiirie to be significant, and ive plan to incur significant 
capital expenditiires for pollution control iinproveitients that, if delayed, would adversely affect o w  projitability and liqiiidity. 

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

In order to comply with existing and recently enacted federal and state environmental laws and regulations primarily governing air emissions 
from coal-fired plants, in 2005 PPL began a program to install scrubbers and other pollution control equipment (primarily aimed at sulfur 
dioxide, particulate and nitrogen oxides with co-benefits for mercury emissions reduction). The cost to install this equipment was 
approximately $1.6 billion, of which $19 million remains to be spent. The remaining unspent balance is included in the 2010 through 2012 
capital budget. The scrubbers at our Montour and Brunner Island plants are now in service. Many states and environmental groups have 
tlallenged certain federal laws and regulations relating to air emissions as not being sufficiently strict. As a result, it is possible that state and 
deral regulations will be adopted that impose more stringent restrictions than are currently in effect, which could require us to significantly 

increase capital expenditures for pollution control equipment. 

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

Additionally, the expanding national and international focus on climate change and the related desire to reduce carbon dioxide and other 
greenhouse gas emissions has lead to numerous federal legislative and regulatory proposals, and several states already have passed legislation 
capping carbon dioxide emissions. The continuation of this trend may heighten or make more likely the rislcs identified above. 

For more information regarding environmental matters, including existing and proposed federal, state and local statutes, rules and regulations 
to which we are subject, see "Environmental Matters - Domestic" in Note 14 to the Financial Statements. 

We are subject to the risks of nuclear geiieration, incbiding tlie risk that our Siisqiiehaiina miclear plant could become subject to revised 
security or safety reqiiireinents that would increase our capital and operating expenditiires, arid iincertainties associated with 
decoininissioning our plant at tlie end of its licensed life. 

Nuclear generation accounted for about 32% of our 2009 generation output. The risks of nuclear generation generally include: 

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

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

o uncertainties with respect to the technological and financial aspects of decommissioning nuclear plants at the end of their licensed lives. The 
licenses for our two nuclear units expire in 2042 and 2044. See Note 20 to the Financial Statements for additional information on the ARO 
related to the decommissioning. 

le NRC has broad authority under federal law to impose licensing requirements, including security, safety and employee-related requirements 
Aor the operation of nuclear generation facilities. In the event of noncompliance, the NRC has authority to impose fines or shut down a unit, or 
both, depending upon its assessment of the severity of the situation, until compliance is achieved. In addition, revised security or safety 
requirements promulgated by the NRC could necessitate substantial capital or operating expenditures at our Susquehanna nuclear plant. In 
addition, although we have no reason to anticipate a serious nuclear incident at our Susquehanna plant, if an incident did occur, any resulting 



operational loss, damages and injuries could have a material adverse effect on our results of operations, cash flows or financial condition. 

Risks Related to International Delivery Segment 

PPL and PPL Energy Sipply ) 

Orir U.K. delivery brisiness is subject to risks tvitli respect to rate regulation and operational performance. 

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

In December 2009, Ofgem completed its rate review for the five-year period from April 1,2010 through March 3 1,2015, thus reducing 
regulatory rate risk in the International Delivery Segment until the next rate review which will be effective April 1,2015. The results of the 
rate review are further discussed in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Results 
of Operations." The regulated income of the International Delivery Segment and also the RAB are to some extent linked to movements in the 
Retail Price Index (RPI). Reductions in the RPI would adversely impact revenues and the debt/RAB ratio. 

Our U.K. delivery brisiness exposes 11s to risks related to U. K. laivs and regrilations, taxes, econoinic conditions, foreign crirrency excliange 
rate fltictuations, arid political conditions and policies of tlie U.K. governinent. Tliese risks niay reduce tlie results of operations fr.oin otir 
U.K. delivery brisiness. 

The acquisition, financing, development and operation of projects in the U.K. entail significant financial risks including: 

o changes in laws or regulations relating to U.K. operations, including tax laws and regulations; 
o changes in government policies, personnel or approval requirements; 
0 changes in general economic conditions affecting the U.K.; 
e regulatory reviews of tariffs for distribution companies; 
e severe weather and natural disaster impacts on the electric sector and our assets; 
e changes in labor relations; 
o limitations on foreign investment or ownership of projects and returns or distributions to foreign investors; 
. limitations on the ability of foreign companies to borrow money from foreign lenders and lack of local capital or loans; 

fluctuations in currency exchange rates and in converting U.K. revenues to U.S. dollars, which can increase our expenses and/or impair our 
ability to meet such expenses, and difficulty moving funds out of the country in which the funds were earned; and 

E compliance with U.S. foreign corrupt practices laws. 

Risks Related to Pennsylvania Delivery Segment 

( PPL and PPL Electric ) 

Regulators may not approve tlie rates tve reqriest. 

Our Pennsylvania delivery business is rate-regulated. While such regulation is generally premised on the recovery of prudently incurred costs, 
including energy supply costs for customers, and a reasonable rate of return on invested capital, the rates that we may charge our delivery 
customers are subject to authorization of the applicable regulatory authorities. Our Pennsylvania delivery business is subject to substantial 
capital expenditure requirements over the next several years, which will require rate increase requests to the regulators. There is no guarantee 
that the rates authorized by regulators will match our actual costs or provide a particular return on invested capital at any given time. 

Our trarisinission and distribiitiori facilities may not operate as planned, tvlzich niay increase o w  expenses or decrease our revenires and, 
tliiis, lime an adverse effect on ourfiriancialpei~orIIiance. 

Our ability to manage operational risk with respect to our transmission and distribution systems is critical to the financial performance of our 
delivery business. Our delivery business also faces several risks, including the breakdown or failure of or damage to equipment or processes 
(especially due to severe weather or natural disasters), accidents and labor disputes and other factors. Operation of our delivery systems below 
our expectations may result in lost revenues or increased expenses, including higher maintenance costs. 

We may be subject to higlier transmission costs and otlier risks as a result of PJM's regional transniission expansion plan (R TEP) process. 

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

.#dl be in service or whether delays may occur due to public opposition or other factors. Delays could result in significant cost increases for 
these facilities and decreased reliability of the regional transmission grid. As a result, we cannot predict the ultimate financial or operational 
impact of this project or other RTEP projects on PPL Electric. 

:d. Although the FERC has granted our request for incentive rate treatment of such facilities, we cannot predict the date when these facilities 



We codd be subject to higlier costs antUorpenalties related to mandatory reliability standards. 

Under the Energy Policy Act, owners and operators of the bulk power transmission system are now subject to mandatory reliability standards 
promulgated by the NERC and enforced by the FERC. Compliance with reliability standards may subject us to higher operating costs andor 
icreased capital expenditures, and violations of these standards could result in substantial penalties. 

We could be subject to higher costs aritUor penalties related to Perinsylvntiia Conservation and Energy Efficiency Progrants. 

Act 129 became effective in October 2008. This law created requirements for energy efficiency and conservation programs and for the use of 
smart metering technology, imposed new PLR electricity supply procurement rules, provided remedies for market misconduct, and made 
changes to the existing Alternative Energy Portfolio Standard. Utilities not meeting the requirements of Act 129 are subject to significant 
penalties that cannot be recovered in rates. The law also requires electric utilities to meet specified goals for reduction in customer electricity 
usage and peak demand by specified dates (201 1 and 2013). Although we expect to meet these requirements, numerous factors outside of our 
control could prevent compliance with these requirements and result in penalties to us. See "Regulatory Issues - Energy Policy Act of 2005 - 
Reliability Standards" in Note 14 to the Financial Statements for additional information. 

Rate deregiilation remains sribject to political risks. 

Although prior initiatives have not resulted in the enactment of legislation, the possibility remains that certain Pennsylvania legislators could 
introduce legislation to extend generation rate caps or otherwise limit cost recovery through rates for Pennsylvania utilities after the end of 
applicable transition periods, which in PPL Electric's case was December 3 1,2009. If such legislation were introduced and ultimately enacted, 
PPL Electric could face severe financial consequences including operating losses and significant cash flow shortfalls. In addition, continuing 
uncertainty regarding PPL Electric's ability to recover its market supply and other costs of operating its business could adversely affect its 
credit quality, financing costs and availability of credit facilities necessary to operate its business. 

Other Risks Related to All Segments 

( PPL, PPL Energy Sipply and PPL Electric ) 

We will selectively prirsiie grotvtJz of getzeratioti arid traiisrnission and distribution capaci& rvJzicJz involves a number of iincertainties and 
lnay not achieve the desired fltiancial results. 

We will pursue expansion of our generation and transmission and distribution capacity over the next several years through power uprates at 
xrtain of our existing power plants, the potential construction of new power plants, the potential acquisition of existing plants, the potential 
mstruction or acquisition of transmission and distribution projects and capital investments to upgrade transmission and distribution 

infrastructure. We will rigorously scrutinize opportunities to expand ow generating capability and may determine not to proceed with any 
expansion. These types of projects involve numerous risks. Any planned power uprates could result in cost overruns, reduced plant efficiency 
and higher operating and other costs. With respect to the construction of new plants, the acquisition of existing plants, or the construction or 
acquisition of transmission and distribution projects, we may be required to expend significant sums for preliminary engineering, permitting, 
resource exploration, legal and other expenses before it can be established whether a project is feasible, economically attractive or capable of 
being financed. The success of both a new or acquired project would likely be contingent, among other things, upon the negotiation of 
satisfactory operating contracts, obtaining acceptable financing, maintaining acceptable credit ratings, as well as receipt of required and 
appropriate governmental approvals. If we were unable to complete construction or expansion of a facility, we would generally be unable to 
recover our investment in the project. Furthermore, we might be unable to run any new or acquired plants as efficiently as projected, which 
could result in higher than projected operating and other costs and reduced earnings. 

Tlie econottiic nndJLil2aticial markets in rvJiich tve operate coiild adversely affect o w  fltiancial Condition niid remJts of operatiota 

In 2008, conditions in the financial markets became disruptive to the processes of managing credit risk, responding to liquidity needs, 
measuring at fair value derivatives and other financial instruments and managing market risk. The contraction of liquidity in the wholesale 
energy markets and accompanying significant decline in wholesale energy prices significantly impacted our earnings during the second half of 
2008 and the first half of 2009. The breadth and depth of these negative economic conditions had a wide-ranging impact on the U.S. and 
international business environment, including our businesses, and may continue to do so. As a result of the economic downturn, demand for 
energy commodities has declined significantly. This reduced demand will continue to impact the key domestic wholesale energy markets we 
serve (such as PJM) and our Pennsylvania delivery business, especially industrial customer demand. The combination of lower demand for 
power and natural gas and other fuels has put downward price pressure on the wholesale energy market in general, further impacting our 
energy marketing results. In general, current economic and commodity market conditions will continue to challenge the predictability 
regarding our unhedged future energy margins, liquidity and overall financial condition. 

Our businesses are heavily dependent on credit and capital, among other things, for providing collateral to support hedging in our energy 
marketing business. Global bank credit capacity was reduced and the cost of renewing or establishing new credit facilities increased 
significantly in 2008, primarily as a result of general credit concerns nationwide, thereby introducing uncertainties as to our businesses' ability 
to enter into long-term energy commitments or reliably estimate the longer-term cost and availability of credit. Although bank credit 

,onditions, deterioration in the financial markets could adversely affect our financial condition and liquidity. 

The current condition of the economic and financial markets in which we operate is expected to continue to impact numerous other aspects of 
our business operations discussed elsewhere in this Risk Factor section. 

inditions have improved since mid-2009, and we currently expect to have adequate access to needed credit and capital based on current 



O m  operating results corildflrrctriate on a seasonal basis, especially as a result of severe weather conditions. 

Our businesses are subject to seasonal demand cycles. For example, in some markets demand for, and market prices of, electricity peak during 
7t suininer months, while in other markets such peaks occur in cold winter months. As a result, our overall operating results in the future may 

~uctuate substantially on a seasonal basis if weather conditions such as heat waves, extreme cold weather or severe storms occur. The patterns 
of these fluctuations may change depending on the type and location of our facilities and the terms of our contracts to sell electricity. 

We cannot predict the oritcome of the legal proceedings and investigations crirrently being conducted with respect to o w  current and past 
biisiriess activities. An adverse determination corild have a inaterial adverse effect on our financial condition, resrilts of operatioris or casli 
fl0,VS. 

We are involved in legal proceedings, claims and litigation and subject to ongoing state and federal investigations arising out of our business 
operations, the most significant of which are summarized in "Legal Matters," "Regulatory Issues" and in "Environmental Matters - Domestic" 
in Note 14 to the Financial Statements. We cannot predict the ultimate outcome of these matters, nor can we reasonably estimate the costs or 
liability that could potentially result from a negative outcome in each case. 

We may need significant additioIialfiiimicirig to pursue grotvtli opportrinities. 

We continually review potential acquisitions and development projects and may enter into significant acquisition agreements or development 
commitments in the future. An acquisition agreement or development commitment may require access to substantial capital froin outside 
sources on acceptable terms. We also may need external financing to fund capital expenditures, including capital expenditures necessary to 
comply with environmental or other regulatory requirements. Our ability to arrange financing and our cost of capital are dependent on 
numerous factors, including general economic conditions, credit availability and our financial performance. The inability to obtain sufficient 
financing on terms that are acceptable to us could adversely affect our ability to pursue acquisition and development opportunities and fund 
capital expenditures. 

A downgrade in oiir credit ratings corild negatively affect o w  ability to access capital arid increase the cost of iriaiiitairiing o w  credit 
facilities arid any new debt. 

Our current credit ratings by Moody's, Fitch and S&P, including a January 2009 review by S&P that resulted in a negative outlook for us, are 
listed in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations - Financial Condition - Liquidity 
and Capital Resources - Credit Ratings." While we do not expect these ratings to limit our ability to fund short-term liquidity needs or access 

5w long-term debt, any ratings downgrade could increase our short-term borrowing costs and negatively affect our ability to fund short-term 
Auidity needs and access new long-term debt. See "Item 7. Managementk Discussion and Analysis of Financial Condition and Results of 

Operations - Financial Condition - Liquidity and Capital Resources - Ratings Triggers" for additional information on the impact of a 
downgrade in our credit rating. 

Significant increases in oiir operation and riiaintenance expenses, inchiding health care and pension costs, could adversely affect oiir 
fiitnre earnings and liquidity. 

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

There is a risk that we may be required to record impairiiient charges in the fiiture for certain of our investments, which corild adversely 
affect our earnings. 

Under GAAP, we are required to test our recorded goodwill for impairment on an annual basis, or more frequently if events or circumstances 
indicate that these assets may be impaired. Although no goodwill impairments were recorded based on our annual review in the fourth quarter 
of 2009, we are unable to predict whether future impairment charges may be necessary. 

We also review our long-lived assets for impairment when events or circumstances indicate that the carrying value of these assets may not be 

,eneration business that is being sold. During 2008, PPL recorded impairment charges related to a cancelled hydroelectric expansion project, 
certain emission allowances and its natural gas distribution and propane businesses that were sold in 2008. During 2007, PPL impaired certain 
transmission rights, certain domestic telecommunications assets, certain assets of the natural gas distribution and propane businesses, and the 
net assets of our Bolivian businesses prior to their sale in 2007. See Notes 8 ,9  and 17 to the Financial Statements for additional information on 

:overable. During 2009, PPL recorded impairment charges related to certain sulfur dioxide emission allowances and the Long Island 



these charges. We are unable to predict whether impairment charges, or other losses on sales of other assets os businesses, may occur in future 
years. 



ITEM 1B. UNRESOLVED STAFF COMMENTS 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 
l 

cone. 



ITEM 2. PROPERTIES 

Suuplv Segment 

?L Energy Supply's system capacity (winter rating) at December 3 1,2009, was: 

PPL Energy 

Ownership 
or Lease Interest 

Supply's 

in MW Primary Fuel 
Total MW 

Capacity (a) Plant % Ownership 

Pennsylvania 
Susquehanna 90.00 

100.00 
100.00 
100.00 

12.34 
16.25 

100.00 
100.00 
100.00 
33.33 

100.00 
100.00 

Nuclear 
Coal 
Coal 
Natural Gas/Oil 
Coal 
Coal 
Natural Gas 
Natural Gas 
Natural Gas/Oil 
Hydro 
Hydro 
Various 

2,45 1 
1,530 
1,476 
1,672 
1,718 
1,718 

759 
624 
465 
42 1 
172 
48 

13,054 

2,206 
1,530 
1,476 (b) 
1,672 

212 
279 
759 
624 
465 
140 
172 
48 

9,583 

Montour 
Brunner Island 
Martins Creek 

Conemaugh 
Ironwood (c) 
Lower Mt. Bethel 
Combustion turbines 
Safe Harbor Water Power Coy. 
Hydroelectric 

r (c) (dl 

Montana 
Colstrip Units 1 & 2 
Colstrip Unit 3 
Corette 
Hydroelectric 

50.00 
30.00 

100.00 
100.00 

Coal 
Coal 
Coal 
Hydro 

614 
740 
153 
604 

2,111 

307 
222 
153 
604 

1,286 

Enois 
University Park 

Connecticut 
Wallingford 

New York 
Shoreham and Edgewood 

Maine 
Hydroelectric 

New Jersey 
Other 

Vermont 
Moretown 

100.00 Natural Gas 585 585 

100.00 Natural Gas 244 244 

IS9 100.00 (e) Natural Gas/Oil 

12 Hydro 

5 (0 Landfill Gadsolar 

3 LandfillGas 

1 LandfillGas 

100.00 

100.00 

3 100.00 

1 
New Hampshire 

Colebrook 100.00 

Total System Capacity 16,180 

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

(b) PPL Energy Supply expects a reduction of up to 30 MW in net generation capability due to the estimated increase in station service usage 
during the scrubber operation. 

IC) Facilities not owned by PPL Energy Supply, but there is a tolling agreement or power purchase agreement in place. 
) Includes renewable energy facilities owned by a PPL Energy Supply subsidiary. 

<-.) Facilities owned by PPL Energy Supply, but there are tolling agreements in place for 100% of the output. In May 2009, PPL Generation 
signed a definitive agreement to sell the Long Island generation business. The tolling agreements related to these plants will be 
transferred to the new owner upon completion of the sale. See Note 9 to the Financial Statements for additional information on the 
anticipated sale. 



( f )  Includes renewable energy facilities owned by a PPL Energy Supply subsidiary for which there are power purchase agreements in place. 

PPL Energy Supply continuously reexamines development projects based on market conditions and other factors to determine whether to 
proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options. At December 31,2009, PPL 

'eneration planned to implement the following incremental capacity increases. 

PPL Energy Supply 
Total MW Ownership or Lease Expected 

Project Primary Fuel Capacity (a) Interest in MW In-Service Date (b) 

Pennsylvania 
Holtwood (c) Hydro 
Susquehanna (d) Nuclear 
Martins Creek (e) Natural Gas/Oil 
Chrin Landfill Landfill Gas 

Montana 
Hydro 

125 
59 2010 - 201 1 
30 
3 

28 28 (100%) 2012 
245 239 

(a) The capacity of generation units is based on a number of factors, including the operating experience and physical condition of the units, 

(b) The expected in-service dates are subject to receipt of required approvals, permits and other contingencies. 
(c) This project includes installation of two additional large turbine-generators. 
(d) This project involves the extended upgrade of Units 1 and 2 and is being implemented in two uprates per unit, the first increase being an 

and may be revised periodically to reflect changed circumstances. 

average of 50 M W  per unit. The first uprate for Unit 1 occurred in 2008. The second uprate is planned to occur in 2010. The first uprate 
for Unit 2 occurred in 2009. The second uprate is planned to occur in 201 1. 

(e) This project involves the replacement of LP rotors and stationary blading for Unit 4. 
( f )  This project involves reconstruction of a powerhouse. 

Pennsvlvania Delivery Segment 

For a description of PPL Electric's service territory, see "Item 1. Business -Background." At December 31,2009, PPL Electric had electric 
transmission and distribution lines in public streets and highways pursuant to franchises and rights-of-way secured from property owners. PPL 

'ectric's system included 371 substations with a total capacity of 30 million kVA, 33,053 circuit miles of overhead lines and 7,310 cable miles 
,f underground conductors. All of PPL Electric's facilities are located in Pennsylvania. Substantially all of PPL Electric's distribution 
properties and certain transmission properties are subject to the lien of PPL Electric's 2001 Senior Secured Bond Indenture. 

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

International Delivery Segment 

For a description of WPD's service territory, see "Item 1. Business - Background.'' At December 31,2009, WPD had electric distribution lines 
in public streets and highways pursuant to legislation and rights-of-way secured from property owners. In 2009, electricity distributed totaled 
26,358 GWh based on operating revenues recorded by WPD. WPD's distribution system in the U.K. includes 651 substations with a total 
capacity of 25 million kVA, 28,877 miles of overhead lines and 23,896 cable miles of underground conductors. 

ITEM 3. LEGAL PROCEEDINGS 

See Note 14 to the Financial Statements for information regarding legal, regulatory and environmental proceedings and matters. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

There were no matters submitted to a vote of security holders, through the solicitation of proxies or otherwise, during the fourth quarter of 
2009. 



EXECUTIVE OFFICERS OF THE REGISTRANTS 

Officers of PPL, PPL Energy Supply and PPL Electric are elected annually by their Boards of Directors (or Board of Managers for PPL Energy 
S~ipply) to serve at the pleasure of the respective Boards. There are no family relationships among any of the executive officers, nor is there 
ny arrangement or understanding between any executive officer and any other person pursuant to which the officer was selected. 

There have been no events under any bankruptcy act, no criminal proceedings and no judgments or injunctions material to the evaluation of the 
ability and integrity of any executive officer during the past five years. 

Listed below are the executive officers at December 3 1 , 2009. 

PPL Corporation 

Name Age 
James H. Miller 

William H. Spence 

Paul A. Farr 

Robert J. Grey 

Robert D. Gabbard (a) 

Rick L. Klingensmith (a) 

David G. DeCampli (a) 

James E. Abel 

J. Matt Simmons, Jr. 

61 

52 

42 

59 

50 

49 

52 

58 

44 

Positions Held During the Past Five Years Dates 

Chairman, President and Chief Executive Officer 
President 
President and Chief Operating Officer 
Executive Vice President and Chief Operating Officer 

Executive Vice President and Chief Operating Officer 
President-PPL Generation 
Senior Vice President-Pepco Holdings, Inc. 
Senior Vice President-Conectiv Holdings 

Executive Vice President and Chief Financial Officer 
Senior Vice President-Financial 
Senior Vice President-Financial and Controller 
Vice President and Controller 

Senior Vice President, General Counsel and Secretary 

President-PPL EnergyPlus 
Senior Vice President-Trading-PPL EnergyPlus 
Senior Vice President Merchant Trading Operations-Conectiv 

Vice President and General Manager Power Trading-Conectiv 
Energy 

Energy 

President-PPL Global 

President-PPL Electric 
Senior Vice President-Transmission and Distribution Engineering 

Vice President-Asset Investment Strategy and Development- 
and Operations-PPL Electric 

Exelon Energy Delivery-Exelon Corporation 

Vice President-Finance and Treasurer 

Vice President and Controller 
Vice President-Finance and Controller-Duke Energy Americas 

October 2006 - present 
June 2006 - September 2006 
August 2005 - June 2006 
September 2004 - July 2005 

June 2006 - present 
June 2008 - present 
August 2002 - June 2006 
September 2000 - June 2006 

April 2007 - present 
January 2006 - March 2007 
August 2005 - January 2006 
August 2004 - July 2005 

March 1996 - present 

June 2008 - present 
June 2008 -June 200% 
June 2005 - May 2008 

April 1998 - June 2005 

August 2004 - present 

April 2007 - present 
December 2006 - April 2007 

April 2004 - December 2006 

June 1999 - present 

January 2006 - present 
October 2003 - January 2006 

(a) Designated an executive officer of PPL by virtue of their respective positions at a PPL subsidiary. 

PPL Electric Utilities Corporation 

Name Age Positions Held During the Past Five Years Dates 

David G. DeCampli 52 President April 2007 - present 
Senior Vice President-Transmission and Distribution Engineering 

Vice President-Asset Investment Strategy and Development- 

December 2006 - April 2007 

April 2004 - December 2006 
and Operations 

Exelon Energy Delivery-Exelon Corporation 

Gregory N. Dudkin (a) 52 Senior Vice President-Operations 
Independent Consultant 

June 2009 - present 
February 2009 - June 2009 



mes E. Abel 

Senior Vice President of Technical Operations and Fulfillment- 

Regional Senior Vice President-Comcast Corporation 

July 2006 - January 2009 

January 2005 -June 2006 
Comcast Corporation 

58 Treasurer July 2000 - present 

J. Matt Simmons, Jr. 44 Vice President and Controller January 2006 - present 
Vice President-Finance and Controller-Duke Energy Americas October 2003 - January 2006 

(a) On June 29,2009, Gregory N. Dudlcin was elected Senior Vice President-Operations of PPL Electric. 

PPL Energy Supply, LLC 

Item 4 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(l)(a) and (b) of Form 10-K. 



PART I1 

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

ISSUER PURCHASES OF EOUITY SECURITIES 

PPL Corporation 

Additional information for this item is set forth in the sections entitled "Quarterly Financial, Common Stock Price and Dividend Data," "Item 
12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters" and "Shareowner and Investor 
Information" of this report. At January 29,2010, there were 72,013 common stoclc shareowners of record. 

Issuer Purchases of Equity Securities during the Fourth Quarter of 2009: 

Total Number of 
Shares (or Units) 

Shares (or Units) Publicly Announce Under the Plans or 

(1) Represents shares of common stock withheld by PPL at the request of its executive officers to pay taxes upon the vesting of the officers' 

(2) In June 2007, PPL announced a program to repurchase from time to time up to $750 million of its common stock in open market 
restricted stock awards, as permitted under the tenns of PPL's ICP and ICPKE. 

purchases, pre-arranged trading plans or privately negotiated transactions. 

"PL Energy Supply, LLC 

fhere is no established public trading marlcet for PPL Energy Supply's membership interests. PPL Energy Funding, a direct wholly owned 
subsidiary of PPL, owns all of PPL Energy Supply's outstanding membership interests. Distributions on the membership interests will be paid 
as determined by PPL Energy Supply's Board of Managers. PPL Energy Supply made cash distributions to PPL Energy Funding of $943 
million in 2009 and $750 million in 2008. 

PPL Electric Utilities Corporation 

There is no established public trading marlcet for PPL Electric's common stock, as PPL owns 100% of the outstanding common 
shares. Dividends paid to PPL on those common shares are determined by PPL Electric's Board of Directors. PPL Electric paid common stock 
dividends to PPL of $274 million in 2009 and $98 million in 2008. 

ITEM 6. SELECTED FINANCIAL AND OPERATING DATA 

PPL Energy Supply, LLC 

Item 6 is omitted as PPL Energy Supply meets the conditions set forth in General Instructions (I)( l)(a) and (b) of Form 10-K. 



ITEM 6. SELECTED FINANCIAL AND OPERATING DATA 

PPL Corporation (a)(b) 2009 2008 2007 2006 2005 
Tncome Items - millions 

Operating revenues I 

Operating income 
uing operations after income taxes attributable 

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

Total assets 
Short-term debt 

Noncontrolling interests 
Common equity 
Total capitalization (d) 
Capital lease obligations 

Return on average common equity - % 
Financial Ratios 

fixed charges - total enterprise basis (e) 

Number of shares outstanding - Basic - thousands 
Year-end 
Average 

Income from continuing operations after income taxes available to 

Income from continuing operations after income taxes available to 
PPL common shareowners - Basic EPS 

n shareowners - Diluted EPS 
ailable to PPL common shareowners - Basic EPS 

Net income available to PPL common shareowners - Diluted EPS 
Dividends declared per share of common stock 
Book value per share (c) 
Market price per share (c) 
Dividend payout ratio - % ( f )  
Dividend yield - % (g) 
Price earnings ratio ( f )  (g) 

Sales Data - millions of kwh 
Domestic - Electric energy supplied - retail 
Domestic - Electric energy supplied - wholesale (h) 
Domestic - Electric energy delivered 
International - Electric energy delivered (i) 

7,556 
961 

447 
407 

22,165 
639 

7,143 

319 
5,496 

13,597 

7.48 
2.0 

377,183 
376,082 

1.18 

1.18 
1.08 
1.08 
1.38 

14.57 
32.31 

128 
4.27 

29.92 

38,912 
38,988 
36,717 
26,358 

8,007 $ 6,462 $ 6,096 $ 5,498 
1,793 1,659 1,485 1,242 

907 1,001 825 666 
1288 865 669 

72 17,926 
679 92 42 214 

7,838 7,568 7,746 7,081 
89 89 

3 19 320 361 107 
5,077 5,556 5,122 4,418 

13,913 13,536 13,360 1 1,909 
10 11 

16.88 24.47 17.81 15.44 
3.2 2.9 2.8 2.3 

374,581 373,271 385,039 380,145 
373,626 380,563 380,754 379,132 

2.42 $ 2.62 $ 2.16 $ 1.75 

2.41 $ 2.60 $ 2.13 $ 1.74 
2.48 $ 3.37 $ 2.26 $ 1.76 
2.47 $ 3.34 $ 2.24 $ 1.74 
1.34 $ 1.22 $ 1.10 $ 0.96 

13.55 $ 14.88 $ 13.30 $ 11.62 
30.69 $ 52.09 $ 35.84 $ 29.40 

54 37 49 55 
4.37 2.34 3.07 3.27 

12.43 15.60 16.00 16.90 

40,374 40,074 38,810 39,413 
42,712 33,515 30,427 31,530 
38,058 37,950 36,683 37,358 
27,724 3 1,652 33,352 33,146 

(a) The earnings each year were affected by several items that management considers special. See "Results of Operations - Segment Results" 
in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for a description of special items in 
2009,2008 and 2007. 

financial condition. 
(b) See "Item 1A. Risk Factors" and Note 14 to the Financial Statements for a discussion of uncertainties that could affect PPL's future 

(c) As of each respective year-end. 
(d) The year 2007 excludes amounts related to PPL's natural gas distribution and propane businesses that had been classified as held for sale at 

(e) Computed using earnings and fixed charges of PPL and its subsidiaries. Fixed charges consist of interest on short- and long-term debt, 
December 31,2007. 

amortization of debt discount, expense and premium - net, other interest charges, the estimated interest component of operating rentals and 
preferred securities distributions of subsidiaries. See Exhibit 12(a) for additional information. 

( f )  Based on diluted EPS. 
(8) Based on year-end market prices. 
(h) All years include kwh associated with the Long Island generation business and the majority of PPL Maine's hydroelectric generation 

business that have been classified as Discontinued Operations. 
(i) Years 2007 and earlier include the deliveries associated with the Latin American businesses, until the dates of their sales in 2007. 



ITEM 6. SELECTED FINANCIAL AND OPERATING DATA 

PPL Electric Utilities Corporation (a)(b) 2009 2008 2007 2006 2005 
Tncome Items - millions 

Total assets 
Short-term debt 
Long-term debt 
Shareowners' equity 

capital provided by investors 

Return on average common equity - % 
Ratio of earnings to fixed charges (d) 
Ratio of earnings to combined fixed charges and preferred stock 

dividends (e) 
Sales Data 

Customers (thousands) (c) 
Electric energy delivered - millions of kWh 

Residential 
Commercial 
Industrial 
Other 

Total electric energy delivered 

Electric energy supplied as a PLR - millions of kWh 

$ 3,292 
329 
142 
124 

5,092 

1,472 
1,896 
3,368 

9.08 
2.8 

2.3 

1,398 

14,256 
13,837 
8,435 

189 

36,717 

36,695 

$ 3,401 $ 
375 
176 
158 

5,416 
95 

1,769 
1,646 
3,510 

12.00 
3.4 

2.7 

3,410 
350 
163 
145 

4,986 
41 

1,674 
1,586 
3,301 

11.35 
2.7 

2.3 

$ 3,259 
418 
194 
180 

5,3 15 
42 

1,978 
1,559 
3,579 

14.33 
2.9 

2.5 

1,394 1,387 1,377 

14,419 14,411 13,714 
13,942 13,801 13,174 
9,508 9,547 9,638 

189 191 157 

38,058 37,950 36,683 

38,043 37,919 36,577 

$ 3,163 
377 
147 
145 

5,537 
42 

2,411 
1,375 
3,828 

11.20 
2.1 

2.1 

1,365 

14,218 
13,196 
9,777 

167 

37,358 

36,917 

(a) Earnings for the years 2009,2007,2006 and 2005 were affected by several items that management considers special. See "Results of 
Operations - Earnings" in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations" for a 
description of special items in 2009 and 2007. 

financial condition. 
,J) See "Item 1A. Risk Factors" and Note 14 to the Financial Statements for a discussion of uncertainties that could affect PPL Electric's fiiture 

(c) As of each respective year-end. 
(d) Computed using earnings and fixed charges of PPL Electric and its subsidiaries. Fixed charges consist of interest on short- and long-term 

debt, other interest charges, amortization of debt discount, expense and premium - net, and the estimated interest component of operating 
rentals. See Exhibit 12(c) for additional information. 

consist of interest on short- and long-term debt, other interest charges, amortization of debt discount, expense and premium - net, and the 
estimated interest component of operating rentals. See Exhibit 12(c) for additional information. 

(e) Computed using earnings, fixed charges and preferred stock dividend requirements of PPL Electric and its subsidiaries. Fixed charges 



PPL CORPORATION AND SUBSIDIARIES 

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

Overview 

PPL is an energy and utility holding company with headquarters in Allentown, Pennsylvania. Refer to "Item 1. Business - Background" for 
descriptions of its reportable segments, which are Supply, International Delivery and Pennsylvania Delivery. Through its subsidiaries, PPL is 
primarily engaged in the generation and marketing of electricity in two key markets - the northeastern and western U.S. - and in the delivery of 
electricity in Pennsylvania and the U.K. PPL's overall strategy is to achieve disciplined growth in energy supply margins while limiting 
volatility in both cash flows and earnings and to achieve stable, long-term growth in its regulated electricity delivery businesses through 
efficient operations and strong customer and regulatory relations. More specifically, PPL's strategy for its electricity generation and marketing 
business is to match energy supply with load, or customer demand, under contracts of varying lengths with creditworthy counterparties to 
capture profits while effectively managing exposure to energy and fuel price volatility, counterparty credit risk and operational risk. PPL's 
strategy for its electricity delivery businesses is to own and operate these businesses at the most efficient cost while maintaining high quality 
customer service and reliability. 

PPL faces several risks in its supply business, principally electricity and capacity wholesale price risk, fuel supply and price risk, electricity and 
fuel basis risk, power plant performance, evolving regulatory frameworks and counterparty credit risk. PPL attempts to manage these risks 
through various means. For instance, PPL operates a portfolio of generation assets that is diversified as to geography, fuel source, cost 
structure and operating characteristics. PPL expects to expand its generation capacity over the next several years through power uprates at 
certain of its existing power plants, and is continually evaluating the potential construction of new plants and the potential acquisition of 
existing plants or businesses. PPL is and will continue to remain focused on the operating efficiency and availability of its existing and any 
newly constructed or acquired power plants. 

In addition, PPL has executed and continues to pursue contracts of varying lengths for energy sales and fuel supply, while using other means to 
mitigate risks associated with adverse changes in the difference, or margin, between the cost to produce electricity and the price at which PPL 
sells it. PPL's future profitability will be affected by prevailing market conditions and whether PPL decides to, or is able to, continue to enter 
into long-term or intermediate-term power sales and fuel purchase agreements or renew its existing agreements. Currently, PPL's commitments 
for energy sales are satisfied through its own generation assets and supply purchased from third parties. PPL markets and trades around its 
physical portfolio of generating assets through integrated generation, marketing and trading functions. 

PPL has adopted financial and operational risk management programs that, among other things, are designed to monitor and manage its 
vposure to earnings and cash flow volatility related to changes in energy and fuel prices, interest rates, foreign currency exchange rates, 
Junterparty credit quality and the operating performance of its generating units. 

The principal challenge that PPL faces in its electricity delivery businesses is to maintain high quality customer service and reliability in a cost- 
effective manner. PPL's electricity delivery businesses are rate-regulated. Accordingly, these businesses are subject to regulatory risk with 
respect to costs that may not be recovered and investment returns that may not be collected through customer rates. See "Customer Choice - 
End of Transition Period" below for information on additional risks PPL's domestic electricity business may face. 

PPL faces additional financial risks in conducting U.K. operations, such as fluctuations in foreign currency exchange rates and the effect these 
rates have on the conversion of U.K. earnings and cash flows to US.  dollars. PPL attempts to manage these financial risks through its risk 
management programs. 

In order to manage financing costs and access to credit markets, a key objective for PPL's business as a whole is to maintain a strong credit 
profile. PPL continually focuses on maintaining an appropriate capital structure and liquidity position. 

See "Item 1A. Risk Factors" for more information concerning these and other material risks PPL faces in its businesses. 

In May 2009, PPL Generation signed a definitive agreement to sell its Long Island generation business and related tolling agreements, and 
expects the sale to close on or about February 26,2010. In November 2009, PPL Maine completed the sale of the majority of its hydroelectric 
generation business. These businesses are included in the Supply segment. In 2008, PPL sold its natural gas distribution and propane 
businesses, which were included in the Pennsylvania Delivery segment. In 2007, PPL sold its regulated electricity delivery businesses in Latin 
America, which were included in the International Delivery segment. See Note 9 to the Financial Statements for additional information. 

The purpose of "Management's Discussion and Analysis of Financial Condition and Results of Operations" is to provide information 
concerning PPL's performance in impleinenting the strategies and managing the risks and challenges mentioned above. Specifically: 

o "Results of Operations" provides an overview of PPL's operating results in 2009,2008 and 2007, including a review of earnings, with details 
of results by reportable segment. It also provides a brief outlook for 2010. 

'1 "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL's liquidity position and credit profile, including its 
sources of cash (including bank credit facilities and sources of operating cash flow) and uses of cash (including contractual obligations and 
capital expenditure requirements) and the key risks and uncertainties that impact PPL's past and future liquidity position and financial 
condition. This subsection also includes a listing and discussion of PPL's current credit ratings. 

o "Financial Condition - Risk Management - Energy Marketing & Trading and Other" provides an explanation of PPL's risk management 



programs relating to market risk and credit risk. 

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

i'he information provided in this Item 7 should be read in conjunction with PPL's Consolidated Financial Statements and the accompanying 
Notes. 

Terms and abbreviations are explained in the glossary. Dollars are in millions unless otherwise noted. 

Customer Choice - End of Transition Period 

In 1996, the Customer Choice Act was enacted to restructure Pennsylvania's electric utility industry in order to create retail access to a 
competitive market for generation of electricity. The Customer Choice Act required each Pennsylvania electric utility, including PPL Electric, 
to file a restructuring plan to "unbundle" its rates into separate generation, transmission and distribution components and to permit its 
customers to directly access alternate suppliers of electricity. Under the Customer Choice Act, PPL Electric was required to act as a PLR. As 
part of a settlement approved by the PUC and in connection with the restructuring plan PPL Electric filed under the Customer Choice Act, PPL 
Electric agreed to provide electricity as a PLR at predetermined "capped" rates through 2009. In addition, the PUC authorized recovery of 
approximately $2.97 billion of competitive transition or "stranded" costs (generation-related costs that might not otherwise be recovered in a 
competitive market) from customers during an 1 1-year transition period. For PPL Electric, this transition period ended on December 3 1,2009. 

As a result of the PUC settlement order and the PLR obligation, PPL Electric, through 2009, generally bore the risk that it would not be able to 
obtain adequate energy supply at the "capped" rates it could charge to its customers who did not select an alternate electricity supplier. To 
mitigate this risk, PPL Electric entered into full requirements energy supply agreements with PPL EnergyPlus. Under these agreements, 
through 2009, PPL EnergyPlus supplied PPL Electric's entire PLR load at predetermined prices equal to the capped generation rates that PPL 
Electric was authorized to charge its customers. 

Related to PPL Electric's transition period, the following has occurred or will occur: 

o In August 1999, CTC of $2.4 billion were converted to intangible transition costs when they were securitized by the issuance of transition 
bonds. The intangible transition costs were amortized over the life of the transition bonds, through December 2008, in accordance with an 
amortization schedule filed with the PUC. These transition bonds matured in tranches, with the final tranche being repaid in December 
2008. 

During the transition period, PPL Electric was authorized by the PUC to bill its customers $130 million for a portion of the costs associated 
with decommissioning of the Susquehanna nuclear plant. Under the power supply agreements between PPL Electric and PPL EnergyPlus, 
these revenues were passed on to PPL EnergyPlus. Similarly, these revenues were passed on to PPL Susquehanna under a power supply 
agreement between PPL EnergyPlus and PPL Susquehanna and invested in the NDT funds. Effective January 1,2010, these ratepayer 
billings have ceased. 

o In December 2009, PPL Electric filed with the PUC a final reconciliation of CTC and ITC recoveries during the transition period. At 
December 3 1,2009, PPL Electric has recorded a net regulatory liability of $33 million related to these recoveries. The net overcollection 
will be reflected in customer rates in 2010. 

0 At December 3 1,2009, PPL Electric's long-term power purchase agreements with PPL EnergyPlus (effective since 2000 and 2002) expired. 

o To mitigate 2010 rate increases, PPL Electric implemented two programs in 2008 and 2009 that allowed customers to make prepayments 
toward their 2010 and 201 1 electric bills or to defer any 2010 electric bill increases exceeding 25%. Any deferred amounts are to be repaid 
by 2012. At December 31,2009, PPL Electric has recorded a liability of $36 million for these programs. 

o Effective January 1,2010, PPL Electric's rates for generation supply as a PLR are no longer capped and the cost of electric generation is 
based on a competitive solicitation process. During 2007 through 2009, PPL Electric procured through PUC-approved solicitation 
procedures, the electric generation supply it will need in 2010 for customers who do not choose an alternative supplier. The prices in these 
contracts will result in an average residential customer paying approximately 30% higher rates, as compared to the previously-capped rates 
on delivered electricity. PPL Electric is currently procuring the PLR supply it will need for the January 201 1 through May 2013 
period. The results of all procurements continue to require the approval of the PUC. 

o For those customers who choose to procure generation supply from other providers, PPL Electric will provide services for these alternative 
generation suppliers to bill usage charges, among other duties. As required by a PUC-approved plan, PPL Electric will be purchasing 
certain receivables from alternative suppliers at a discount. 

In October 2008, Act 129 became effective. This law created requirements for energy efficiency and conservation programs and for the use of 
-mart metering technology, imposed new PLR electricity supply procurement rules, provided remedies for market misconduct, and made 

anges to the existing Alternative Energy Portfolio Standard. 

Prior to the expiration of the generation rate caps, customers' interest in purchasing generation supply from other providers was limited because 
in recent years, the long-term supply agreement between PPL Electric and PPL EnergyPlus provided a below-market cost of generation supply 
for these customers. As a result, a limited amount of "shopping" occurred. In 2010, several alternative suppliers have offered to provide 



generation supply in PPL Electric's service territory. When its customers purchase supply from these alternative suppliers or from PPL Electric 
as PLR, the purchase of such supply has no significant impact on the operating results of PPL Electric. The cost to purchase PLR supply is 
passed directly by PPL Electric to its customers without markup. For those customers who receive their supply from an alternative supplier, 
PPL Electric may act as billing agent or the alternative supplier may bill for their supply directly, and in either case, PPL Electric does not 

*cord revenues or expenses related to this supply. PPL Electric remains the distribution provider for all the customers in its service territory 
And charges a regulated rate for the service of delivering that electricity. 

Lower demand for electric power due to increased prices, the economic downturn or the conservation provisions of Act 129 that require PPL 
Electric to reduce its customers' electricity usage in future periods, could impact future revenues. The reduction in volume could be offset by 
changes in customer rates for this service, subject to PUC approval, depending on PPL Electric's cost structure. Act 129 includes one-time 
penalties of up to $20 million for not attaining the required reductions by 201 1 and 2013. At this time, PPL Electric expects to meet these 
targeted reductions. The costs of complying with the other provisions of Act 129 would, subject to PUC approval, be recoverable through an 
automatic adjustment clause. None of the above changes are expected to have a significant impact on PPL Electric's 2010 financial condition, 
operating results or cash flows. 

With the expiration of the long-term power purchase agreements between PPL Electric and PPL EnergyPlus, PPL EnergyPlus now has multiple 
options as to how, and to whom, it sells the electricity produced by PPL Energy Supply's generation plants. These sales are based on prevailing 
market rates, as compared to pre-determined capped rates under the expired supply agreements with PPL Electric. PPL EnergyPlus has entered 
into various wholesale and retail contracts to sell this power and at this time has hedged almost 100% of expected 2010 baseload generation 
output. The expiration of the long-term supply agreements with PPL Electric also provides PPL Energy Supply the ability to adjust its 
exposure to fluctuations in demand that existed with supplying PPL Electric's PLR load. Entry of new generation suppliers into the 
Pennsylvania marketplace provides PPL Energy Supply the ability to provide generation supply to additional wholesale customers. Overall, 
these changes and the resulting level of hedged electricity prices are expected to have a positive impact on the financial condition, operating 
results and cash flows of PPL Energy Supply. 

PPL Electric's customers are no longer fiinding contributions to Susquehanna's NDT funds. PPL will continue to manage the NDT funds until 
the PPL Susquehanna plant is decommissioned. If the balance of the NDT funds is not adequate to cover decommissioning costs, PPL 
Susquehanna will be responsible to fund 90% of the shortfall. The Susquehanna nuclear units currently are licensed to operate until 2042 and 
2044. 

The final expiration of generation rate caps in Pennsylvania, applicable to three other large regulated utilities, is scheduled to occur at the end 
of 2010. Discussions concerning generation rate caps and rate increase mitigation are continuing. The final result of those discussions and the 
future impact on the financial condition and future cash flows of PPL cannot be predicted at this time. 

:e Note 14 to the Financial Statements for additional information on Pennsylvania legislative and other regulatory activities. 

Market Events 

In 2008, conditions in the financial markets became disruptive to the processes of managing credit risk, responding to liquidity needs, 
measuring derivatives and other financial instruments at fair value, and managing market risk. Bank credit capacity was reduced and the cost 
of renewing or establishing new credit facilities increased, thereby introducing uncertainties as to PPL's ability to enter into long-term energy 
commitments or reliably estimate the longer-term cost and availability of credit. In general, bank credit capacity has increased from the 
significantly constrained levels of 2008 and early 2009. In addition, the cost of renewing or establishing new credit facilities has improved 
when compared with the 2008 and early 2009 periods. 

Commodity Price Risk 

The contraction in wholesale energy market liquidity and accompanying decline in wholesale energy prices due to conditions in the financial 
and commodity markets significantly impacted PPL's earnings during the second half of 2008 and the first half of 2009. See "Statement of 
Income Analysis - Domestic Gross Energy Margins - Domestic Gross Energy Margins By Region" for further discussion. 

Credit Risk 

Credit risk is the risk that PPL would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL 
maintains credit policies and procedures to limit counterparty credit risk. Conditions in the financial and commodity markets have generally 
increased PPL's exposure to credit risk. See Notes 17 and 18 to the Financial Statements, and "Risk Management - Energy Marketing & 
Trading and Other - Credit Risk" for more information on credit risk. 

PPL expects to continue to have access to adequate sources of liquidity through operating cash flows, cash and cash equivalents, credit 
facilities and, from time to time, the issuance of capital market securities. PPL's ability to access capital markets may be impacted by 
conditions in the overall financial and capital markets, as well as conditions specific to the utility sector. See "Financial Condition - Liquidity 

d Capital Resources" for an expanded discussion of PPL's liquidity position and a discussion of its forecasted sources of cash. 

Valuations in Inactive Markets 

Conditions in the financial markets have generally made it difficult to determine the fair value of certain assets and liabilities in inactive 



markets. Management has reviewed the activity in the energy and financial markets in which PPL transacts, concluding that all of these 
markets were active at December 3 1,2009, with the exception of the marlcet for auction rate securities. See Notes 17 and 21 to the Financial 
Statements and "Financial Condition - Liquidity and Capital Resources - Auction Rate Securities" for a discussion of these investments. 

I xurities Price Risk 

Declines in the market price of debt and equity securities result in unrealized losses that reduce the asset values of PPL's investments in its 
defined benefit plans and NDT funds. Both the defined benefit plans and the NDT funds earned positive returns in the second half of 2009, 
thereby recovering a portion of the negative returns incurred in 2008 and the first quarter of 2009. PPL actively monitors the performance of 
the investments held in its defined benefit plans and NDT funds and periodically reviews the funds' investment allocations. See "Financial 
Condition - Risk Management - Energy Marketing & Trading and Other - NDT Funds - Securities Price Risk" for additional information on 
securities price risk. 

Determination of the funded status of defined benefit plans, contribution requirements and net periodic defined benefit costs for future years are 
subject to changes in various assumptions, in addition to the actual performance of the assets in the plans. See "Application of Critical 
Accounting Policies - Defined Benefits" for a discussion of the assumptions and sensitivities regarding those assumptions. 

The Economic Stimulus Paclcage 

The Economic Stimulus Package was intended to stimulate the US .  economy through federal tax relief, expansion of unemployment benefits 
and other social stimulus provisions, domestic spending for education, health care and infrastructure, including the energy sector. A portion of 
the benefits included in the Economic Stimulus Package are offered in the form of loan fee reductions, expanded loan guarantees and secondary 
market incentives, including delayed recognition for tax purposes of income related to the cancellation of certain types of debt. See "Financial 
Condition - Liquidity and Capital Resources" for a discussion of the applicability to the purchase of notes by PPL. 

Funds from the Economic Stimulus Package have been allocated to various federal agencies, such as the DOE, and provided to state agencies 
through block grants. The DOE has made awards of the funds for smart grid, efficiency-related and renewable energy programs. The 
Commonwealth of Pennsylvania has also made awards for funding certain energy projects, including solar projects. As discussed in Note 8 to 
the Financial Statements, PPL has reconsidered and decided to pursue its Holtwood expansion project in view of the tax incentives and 
potential loan guarantees for renewable energy projects contained in the Economic Stimulus Package. PPL Energy Supply has applied for 
DOE loan guarantees for the Holtwood expansion project and, through its subsidiary PPL Montana, for the Rainbow redevelopment project. In 
addition, in July 2009, PPL Electric proposed to the DOE that the agency provide funding for one-half of a $38 million smart grid project. The 
project would use smart grid technology to strengthen reliability, save energy and improve electric service for 60,000 Harrisburg, Pennsylvania 

-ea customers. It would also provide benefits beyond the Harrisburg region, helping to speed power restoration across PPL Electric's 29- 
mnty service territory. In October 2009, PPL Electric received notification that its grant proposal had been selected by the DOE for award 

~ 

negotiations. PPL Electric cannot predict the outcome of these award negotiations. 

Results of Operations 

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

Earnings 

Net income attributable to PPL and the related EPS were: 

Net income attributable to PPL 
EPS -basic 
EPS - diluted 

2009 2008 2007 

$ 407 $ 930 $ 1,288 
$ 1.08 $ 2.48 $ 3.37 
$ 1.08 $ 2.47 $ 3.34 

The changes in net income attributable to PPL from year to year were, in part, due to several special items that management considers 
significant. Details of these special items are provided within the review of each segment's earnings. 

The year-to-year changes in significant earnings components, including domestic gross energy margins by region and significant income 
statement line items, are explained in the "Statement of Income Analysis." 

PPL's earnings beyond 2009 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1A. Risk Factors," the 
rest of this Item 7 and Note 14 to the Financial Statements for a discussion of the risks, uncertainties and factors that may impact PPL's future 
qarnings. 

uegment Results 

Net income attributable to PPL by segment was: 



2009 2008 2007 

Supply 479 $ 568 
I 290 10 

161 10 
Total $ 407 $ 930 $ 1,288 

Sumly Segment 

The Supply segment primarily consists of the domestic energy marketing and trading activities, as well as the generation and development 
operations of PPL Energy Supply. In December 2009, PPL Maine sold its 8.33% ownership interest in Wyman Unit 4. In November 2009, 
PPL Maine completed the sale of the majority of its hydroelectric generation business. In May 2009, PPL Generation signed a definitive 
agreement to sell its Long Island generation business and expects the sale to close on or about February 26,2010. In August 2007, PPL 
completed the sale of its domestic telecommunication operations. See Notes 8 and 9 to the Financial Statements for additional information. 

The Supply segment results reflect the classification of the Long Island generation business, the majority of the Maine hydroelectric generation 
business, and the 8.33% ownership interest in Wyman Unit 4, as Discontinued Operations. See Note 9 to the Financial Statements for 
additional information. 

Supply segment net income attributable to PPL was: 

Energy revenues 
External (a) 
Intersegment 

Energy-related businesses 

External (a) 

qepreciation 
ixes, other than income 

dnergy-related businesses 
Total operating expenses 

Other Income - net 
Other-Than-Temporary Impairments 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL 

2009 2008 

$ 3,227 $ 3,371 
1,806 1,826 

391 486 
5,424 5,683 

3,608 3,108 
70 108 

867 827 
226 193 
29 19 

3 80 467 
5,180 4,722 

2007 

$ 1,576 
1,810 

732 
4,118 

1,419 
156 
707 
163 
31 

745 
3,221 

50 24 40 
18 36 3 

191 200 154 
31 283 221 

(13) 15 12 
41 48 1 57 1 

1 2 3 
$ 40 $ 479 $ 568 

(a) Includes impact from energy-related economic activity. See "Commodity Price Risk won-trading) - Economic Activity" in Note 18 to the 
Financial Statements for additional information. 

The after-tax changes in net income attributable to PPL between these periods were due to the following factors. 

2009 vs. 2008 2008 vs. 2007 

Eastern U.S. non-trading margins 
Western U.S. non-trading margins 
Net energy trading margins 
Energy-related businesses 
Other operation and maintenance 
Depreciation 
Taxes, other than income 

'her income - net 
.terest expense 

Income taxes 
Discontinued operations (Note 9) 
Other 

$ (3) $ 
20 
81 (95) 

(4) 
18 

2 



Special items 

T See "Domestic Gross Energy Margins'' for an explanation of non-trading margins and net energy trading margins. 

m Other operation and maintenance expenses increased in 2009 compared with 2008, primarily due to increased payroll-related costs, higher 
contractor-related costs and other costs at PPL's generation plants. 

Other operation and maintenance expenses decreased in 2008 compared with 2007, primarily due to lower costs at PPL's nuclear power 
plants and lower defined benefit costs. 

o Depreciation expense increased in 2009 compared with 2008, primarily due to the scrubbers at Brunner Island and Montour and the portions 
of the Susquehanna uprate projects that were placed in service in 2008 and 2009. 

Depreciation expense increased in 2008 compared with 2007, primarily due to the Montour scrubbers and the Susquehanna uprate project 
that were placed in service in 2008. 

a Interest expense increased in 2008 compared with 2007, primarily due to increased interest on long-term debt resulting from new issuances, 
partially offset by hedging activities. 

o Income taxes increased in 2009 compared with 2008, in part due to lower domestic manufacturing deductions in 2009. 

Income taxes increased in 2008 compared with 2007, primarily due to the loss of synfuel tax credits as the projects ceased operation at the 
end of 2007. 

o Special items decreased in 2009 compared with 2008, primarily due to a $476 million after-tax change in energy-related economic 
activity. The change is primarily the result of certain power and gas cash flow hedges failing hedge effectiveness testing in the third and 
fourth quarters of 2008, as well as the first quarter of 2009. Hedge accounting is not permitted for the quarter in which this occurs and, 
accordingly, the entire change in fair value for the periods that failed was recorded to the income statement. However, these transactions 
were not dedesignated as hedges, as prospective regression analysis demonstrated that these hedges are expected to be highly effective over 
their term. For 2008, an after-tax gain of $298 million was recognized in earnings as a result of these hedge failures. During the second, 
third and fourth quarters of 2009, fewer power and gas cash flow hedges failed hedge effectiveness testing; therefore, a portion of the 
previously recognized unrealized gains recorded in the second half of 2008 and the first quaiter of 2009 associated with these hedges were 
reversed. For 2009, after-tax losses of $215 million were recognized in earnings. 

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

2009 2008 2007 

Energy-related economic activity (Note 18) 
Sales of assets 

Long Island generation business (a) 
Interest in Wyman Unit 4 (Note 9) 
Majority of Maine hydroelectric generation business (Note 9) 
Domestic telecommunication operations (Note 8) 

Impacts from emission allowances (b) 
Other asset impairments (c) 
Adjustments - NDT investments (d) 
Transmission rights (e) 

Impairments 

Workforce reduction (Note 12) 
Other 

Change in tax accounting method related to repairs (Note 5 )  
Montana hydroelectric litigation (Note 14) 
Synthetic fuel tax adjustment (Note 14) 
Montana basin seepage litigation (Note 14) 
Off-site remediation of ash basin leak (Note 14) 
Settlement of Wallingford cost-based rates ( f )  
PJM billing dispute 

Total 

(33) 
(4) 
22 

$ (293) 

(13) 
(4) 

'a) Consists primarily of the initial impairment charge recorded in June 2009 when this business was classified as held for sale. See Note 9 to 

,o) 2009 primarily consists of a pre-tax charge of $37 million related to sulfur dioxide emission allowances. See Note 17 to the Financial 
the Financial Statements for additional information on the anticipated sale. 

Statements for additional information. 

2008 consists of charges related to annual nitrogen oxide allowances and put options. See Note 14 to the Financial Statements for 



additional information. 
(c) 2008 primarily consists of a pre-tax charge of $22 million related to the cancellation of the Holtwood hydroelectric expansion project. See 

Note 8 to the Financial Statements for additional information. 
(d) Represents other-than-temporary impairment charges on securities, including reversals of previous impairments when previously impaired 

securities were sold. 
,d) See "Other Operation and Maintenance" for more information on the $23 million pre-tax impairment recorded in 2007. 
( f )  In 2003, PPL Wallingford and PPL EnergyPlus sought from the FERC cost-based payments based upon the RMR status of four units at the 

Wallingford, Connecticut generating facility. In 2007, as a result of a settlement agreement, PPL recognized $55 million of revenue and $4 
million of interest income. 

201 0 OlltlOOlC 

Excluding special items, PPL projects higher earnings from its Supply segment in 2010 compared with 2009, due to growth in energy 
margins. The forecast for growth in energy margins is based on hedged power and fuel prices as well as established capacity prices in 
PJM. These positive factors are expected to be partially offset by higher depreciation, financing costs and operation and maintenance expenses. 

International Deliverv Segment 

The International Delivery segment consists primarily of the electricity distribution operations in the U.K. In 2007, PPL completed the sale of 
its Latin American businesses. In 2008, the International Delivery segment recognized income tax benefits and miscellaneous expenses in 
Discontinued Operations in connection with the dissolution of certain Latin American holding companies. In 2009, the International Delivery 
segment recognized $24 million of income tax expense in Discontinued Operations related to a correction of the calculation of tax bases of the 
Latin American businesses sold in 2007. See Note 9 to the Financial Statements for additional information. 

The International Delivery segment results reflect the classification of its Latin American businesses as Discontinued Operations. 

International Delivery segment net income attributable to PPL was: 

Utility revenues 
Energy-related businesses 

Total operating revenues 
'ther operation and maintenance 
Jepreciation 

Taxes, other than income 

Total operating expenses 
Other Income - net 
Interest Expense 
Income Taxes 
Income (Loss) from D 
Net Income 
Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL 

2009 2008 2007 

$ 684 $ 824 $ 863 
32 33 37 

716 857 900 
140 
115 

186 252 
134 147 

57 66 67 - _  

16 14 17 
328 400 483 
(1 1) 17 26 
87 144 183 

(27) 5 313 
243 290 616 

6 
$ 243 $ 290 $ 610 

20 45 (43) 

The after-tax changes in net income attributable to PPL between these periods were due to the following factors. 

2009 vs. 2008 
U.K. 

Delivery margins 
Other operating expenses 
Other income - net 
Depreciation 
Interest expense 
Income taxes 
Foreign currency exchange rates 
Gain on transfer of equity investment 
Other 

Discontinued Operations (Note 9) 
U.S. interest expense 
'7.S. income taxes 

&her 
Special items 

ain (loss) on economic hedges (Note 15) 

$ 

2008 vs. 2007 

$ 12 
22 
(7) 
4 
5 

24 
(14) 

(5)  
(3) 

(49) 
17 

(32) 
10 
6 

(3 10) 
$ (320) 



e Lower U.K. other operating expenses in 2008 compared with 2007, were primarily due to lower compensation and lower pension costs. 

e Lower U.K. interest expense in 2009 compared with 2008, was primarily due to lower inflation rates on U.K. Index-linked Senior 
Unsecured Notes and lower debt balances. 

e Lower U.K. income taxes in 2009 compared with 2008, were primarily due to HMRC's determination related to the valuation of a business 
activity sold in 1999 and to the deductibility of foreign currency exchange losses, partially offset by the items in 2008 mentioned below. 

Lower U.K. income taxes in 2008 compared with 2007, were primarily due to HMRC's determination related to deductibility of imputed 
interest on a loan from Hyder and a change in tax law that included the phase-out of tax depreciation on industrial buildings over a four-year 
period. 

o Changes in foreign currency exchange rates negatively impacted U.K. earnings for both periods. The weighted-average exchange rates for 
the British pound sterling were approximately $1.53 in 2009, $1.91 in 2008 and $2.00 in 2007. 

o Higher U.S. income taxes in 2008 compared with 2007, was primarily due to the change in a US.  income tax reserve resulting from the 
lapse in 2007 of an applicable statute of limitations. 

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

2009 2008 2007 

Foreign currency-related economic hedges - unrealized impacts 
(Note 18) $ 1 

Sales of assets 

Impairments 
Workforce reduction (Note 12) 
Other 

Total 

Latin American businesses (Note 9) 

Change in U.K. tax rate mote 5 )  

$ 259 

Excluding special items, PPL projects lower earnings from its International Delivery segment in 2010 compared with 2009, as a result of higher 
income taxes, higher operation and maintenance expenses and higher financing costs. These negative factors are expected to be partially offset 
by higher electricity delivery margins and a more favorable currency exchange rate. 

In December 2009, Ofgem completed its rate review for the five-year period from April 1,2010 through March 3 1,2015. Ofgem allowed 
W D  an average increase in total revenues, before inflationary adjustments, of 6.9% in each of the five years. The revenue increase includes 
reimbursement to electricity distributors for higher operating and capital costs to be incurred. Also, Ofgem set the weighted average cost of 
capital at 4.7%, which includes pre-tax debt and post-tax equity costs and excludes adjustments for inflation, for all distribution 
companies. This is a 0.8% decrease from the previous regulatory period. Additionally, Ofgem has established strong incentive mechanisms to 
provide companies significant opportunities to enhance overall returns by improving network efficiency, reliability or customer service. 

Pennsvlvania Deliverv Segment 

The Pennsylvania Delivery segment includes the regulated electric delivery operations of PPL Electric. In October 2008, PPL sold its natural 
gas distribution and propane businesses. See Note 9 to the Financial Statements for additional information. 

The Pennsylvania Delivery segment results in 2008 and 2007 reflect the classification of PPL's natural gas distribution and propane businesses' 
as Discontinued Operations. 

Pennsylvania Delivery segment net income attributable to PPL was: 

Operating revenues 
External 
Intersegment 
Total operating revenues 

le1 and energy purchases 
External 
Intersegment 

Other operation and maintenance 
Amortization of recoverable transition costs 

2009 2008 2007 

$ 3,222 $ 3,293 $ 3,254 
70 108 156 

3,292 3,401 3,410 

114 163 207 
1,806 1,826 1,810 

417 
304 

410 
293 

406 
310 



Depreciation 128 131 132 

ther Income - net 10 14 31 
111 35 

Income Taxes 79 102 81 

Net Income Attributable to PPL 124 $ 161 $ 110 

The after-tax changes in net income attributable to PPL between these periods were due to the following factors. 

2009 vs. 2008 2008 vs. 2007 

(16) $ 
3 (5) 

(10) (2) 
(12) 

Discontinued operations (Note 9) (9) (3) 
Other 2 (3) 
Special items (3) 39 

1 

$ (37) $ 51 

e Delivery revenues decreased in 2009 compared with 2008, primarily due to unfavorable economic conditions, including industrial customers 
scaling back on production and the unfavorable impact of weather on sales volumes. See "Revenue Recognition" in Note 1 to the Financial 
Statements for information on a true-up of FERC formula-based transmission revenues. 

Delivery revenues increased in 2008 compared with 2007, primarily due to a base rate increase effective January 1,2008 and normal load 
growth. 

Other operation and maintenance expenses increased in 2008 compared with 2007, primarily due to insurance recovery of storm costs in 
2007, higher vegetation management costs and higher regulatory asset amortization. 

e Other income - net decreased in 2008 compared with 2007, primarily due to a decrease in intersegment interest income resulting from a 
decrease in the average balance outstanding on a note receivable and a lower average floating interest rate. 

e Interest expense increased in 2009 compared with 2008, primarily due to $400 million of debt issuances in October 2008 that prehnded a 
portion of August 2009 debt maturities. 

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

2009 2008 2007 

Sales of assets 
Gas and propane businesses (Note 9) $ (6)  $ (44) 

Impairments $ (1) 
Workforce reduction (a) (5) (1) 

(3) 
Total $ (9) $ (6)  $ (45) 

Other 
Change in tax accounting method related to repairs (Note 5) 

(a) See Note 12 to the Financial Statements for additional information related to the 2009 workforce reduction. 

201 0 OlItlOOk 

Excluding special items, PPL projects lower earnings from its Pennsylvania Delivery segment in 2010 compared with 2009, as a net result of 
lower distribution revenues, primarily due to continued slow economic growth and weak customer demand; higher operation and maintenance 
expenses; offset by lower financing costs. 

.I late March 2010, PPL Electric expects to file a request with the PUC seeking an increase in its distribution rates beginning in January 201 1. 

See Note 14 to the Financial Statements for a discussion of items that could impact fiiture earnings, including Pennsylvania legislative and 
other regulatory activities. 



Statement of Income Analysis -- 
Domestic Gross Energy Margins 

~ don-GAAP Financial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Domestic Gross Energy Margins." The presentation of "Domestic Gross Energy Margins" is intended to supplement the investor's 
understanding of PPL's domestic non-trading and trading activities by combining applicable income statement line items and related 
adjustments to calculate a single financial measure. PPL believes that "Domestic Gross Energy Margins" are usefbl and meaningful to 
investors because they provide them with the results of PPL's domestic non-trading and trading activities as another criterion in making their 
investment decisions. PPL's management also uses "Domestic Gross Energy Margins" in measuring certain corporate performance goals used 
in determining variable compensation. Other companies may use different measures to present the results of their non-trading and trading 
activities. Additionally, "Domestic Gross Energy Margins" are not intended to replace "Operating Income," which is determined in accordance 
with GAAP, as an indicator of overall operating performance. The following table provides a reconciliation between "Operating Income" and 
"Domestic Gross Energy Margins" as defined by PPL. 

2009 2008 2007 

Operating Income (a) 
Adjustments: 

Energy-related businesses, net (b) 
Other operation and maintenance (a) 
Amortization of recoverable transition costs (a) 
Depreciation (a) 
Taxes, other than income (a) 
Revenue adjustments (c) 
Expense adjustments (c) 

Domestic gross energy margins 

$ 96 1 $ 1,793 

(27) (3 8) 
1,424 1,423 

3 04 293 
469 458 
280 288 

25 566 
$ 1,73 1 $ 1,564 

(1,705) (3,219) 

$ 1,659 

(7) 
1,365 

310 
442 
298 

(1,98 1) 
(262) 

$ 1,824 

(a) As reported on the Statements of Income. 
6) Amount represents the net of "Energy-related businesses" revenue and expense as reported on the Statements of Income. 

) The components of these adjustments are detailed in the tables below. 

The following tables provide the income statement line items and other adjustments that comprise domestic gross energy margins. 

Revenue 
Utility (a) 
Unregulated retail electric and gas (a) 
Wholesale energy marketing (a) 
Net energy trading margins (a) 
Revenue adjustments (b) 

WPD utility revenue 
Domestic delivery component of utility revenue 
Other utility revenue 
Impact from energy-related econoinic activity (c) 
Gains from sale of emission allowances (d) 
Revenues ffoin Supply segment discontinued operations (e) 

Total revenue adjustments 

Expense 
Fuel (a) 
Energy purchases (a) 
Expense adjustments (b) 

Impact from energy-related economic activity (c) 
Domestic electric ancillaries (0 
Gross receipts tax (8) 
Other 

Total expense adjustments 

Domestic gross energy margins 

Revenue 

2009 

$ 3,902 
152 

3,062 
17 

(109) 
(43) 
112 

15 
(25) 

3,697 
$ 1,731 

2008 

2008 

$ 4,114 
151 

3,344 
(121) 

(824) 
(1,325) 

(52) 
(1,061) 

6 
37 

(392 19) 
4,269 

1,084 
2,187 

(632) 
(54) 
113 

7 
(566) 

2,705 
$ 1,564 

2007 

140 
60 
(9) 

1,335 
(4) 
(8) 

1,514 
1,159 

(153) 
604 

523 
11 
(1) 
8 

54 1 
992 

$ 167 

Change 



Utility (a) 
Unregulated retail electric and gas (a) 
Wholesale energy marketing (a) 
Net energy t argins (a) 

' Revenue adj (b) 
WPD utility revenue 
Domestic delivery component of utility revenue 
Other utility revenue 
RMR revenues 
Impact from energy-related economic activity (c) 
Gains from sale of emission allowances (d) 

egment discontinued operations (e) 

Expense 
Fuel (a) 
Energy purchases (a) 
Expense adjustments (b) 

Impact from energy-related economic activity (c) 
Domestic electric ancillaries ( f )  
Gross receipts tax (g) 
Other 

Domestic gross energy margins 

(a) As reported on the Statements of Income. 

4,114 $ 4,114 

(1,061) 
6 

151 102 
3,344 1,436 
(121) 41 

(863) 
(1,308) 

(48) 
(52) 
145 
109 

37 36 
(3,219) (1 $8 1) 
4.269 3.712 

1,084 
2,187 

890 
736 

200 

112 
(50) 

(566) 262 
2,705 1,888 

$ 1,564 $ 1,824 

194 
1,451 

(832) 
(4) 
1 
7 

(b) To in&de/exclude the impact of any revenues and expenses not associated with domestic gross energy margins, consistent with the way 
management reviews domestic gross energy margins internally. 

(c) See Note 18 to the Financial Statements for additional information regarding economic activity. 
(d) Included in "Other operation and maintenance" on the Statements of Income. 
(e) Represents revenues associated with the Long Island generation business and the majority of the Maine hydroelectric generation 

business. See Note 9 to the Financial statements for additional information. 
Included in "Energy purchases" on the Statements of Income. 

(g) Included in "Taxes, other than income" on the Statements of Income. 

Domestic Gross Energy Margins By Region 

Domestic gross energy margins are generated through PPL's non-trading and trading activities. PPL manages its non-trading energy business 
on a geographic basis that is aligned with its generation assets. 

Non-trading 
Eastern U.S. 
Western U.S. 

Net energy trading 
Domestic gross energy margins 

Non-trading 
Eastern U.S. 
Western U.S. 

Net energy trading 
Domestic gross energy margins 

2009 

$ 1,391 
323 

17 
$ 1,73 1 

2008 

$ 1,396 
289 

(121) 
$ 1,564 

2008 

$ 1,396 
289 

(1211 
$ 1,564 

2007 

$ 1,502 
281 
41 

$ 1,824 

Change 

$ (5) 
34 

138 
167 

Eastern US. 

Eastern U.S. non-trading margins were $5 million lower in 2009 compared with 2008. This decrease was primarily due to lower margins on 
full-requirement sales contracts resulting from mild weather, decreased demand, and customer migration. Also contributing to the decrease 
were higher average baseload generation fuel costs of 7%, primarily due to higher coal prices. Partially offsetting these lower margins were net 
qains resulting from the settlement of economic positions associated with rebalancing PPL's portfolios to better align them with current 

ategies, higher capacity revenue, higher baseload generation output due to unplanned major outages in 2008, and a 2.2% increase in the PLR 
,ales prices in accordance with the PUC Final Order. 

Eastern U.S. non-trading margins were $106 million lower in 2008 compared with 2007. This decrease was primarily due to higher fuel costs, 
up 16%, primarily due to higher coal prices. Also contributing to the decrease was lower baseload generation, down 4%, primarily due to the 



unplanned outages at the eastern coal-fired units and retirement of the Martins Creek coal-fired units in September 2007. Partially offsetting 
these lower margins were higher margins from the hedged sale of generation in the wholesale market and a 1.4% increase in PLR sales prices 
in accordance with the PUC Final Order. 

'Testern US. 

Western U.S. non-trading margins were $34 million higher in 2009 compared with 2008. This increase was primarily due to higher wholesale 
volumes of 6% and increased generation from the hydroelectric units of 5%. 

Western U.S. non-trading margins were $8 million higher in 2008 compared with 2007. This increase was primarily due to increased 
generation from the hydroelectric units of 2%. 

Net Energy Trading 

PPL enters into energy contracts to take advantage of market opportunities. As a result, PPL may at times create a net open position in its 
portfolio that could result in significant losses if prices do not move in the manner or direction anticipated. However, these trading activities 
are subject to risk management program limits that are designed to protect PPL from undue financial loss. The margins from these trading 
activities are reflected in the Statements of Income as "Net energy trading margins." These physical and financial contracts cover trading 
activity associated with electricity, emission allowances, uranium, FTRs, natural gas, and oil. 

Net energy trading margins increased by $138 million in 2009 compared with 2008. This increase consisted of $215 million of higher 
unrealized margins partially offset by $77 million of lower realized margins. These changes were primarily due to increased margins in the 
power, gas and oil trading positions resulting from unrealized trading losses in 2008 due to a dramatic decline in energy prices and a severe 
contraction of liquidity in the wholesale power markets. 

Net energy trading margins decreased by $162 million in 2008 compared with 2007. This decrease consists of $135 million of lower 
unrealized margins and $27 million of lower realized margins, both driven by significant decreases in power and gas prices in the second half 
of 2008. 

Utility Revenues 

The changes in utility revenues were attributable to: 

2009 vs. 2008 2008 vs. 2007 
omestic: 
Retail electric revenue (PPL Electric) 

Delivery 
PLR 

Other 

Retail electric revenue (PPL Electric) 
Delivery 
PLR 

Other 

U.K.: 
Foreign currency exchange rates (154) 
Electric delivery revenue 14 

$ (212) $ 

The decreases in utility revenues for 2009 compared with 2008, excluding foreign currency exchange rate impacts, were primarily due to: 

o lower domestic retail electric revenues, attributable to unfavorable economic conditions, including industrial customers scaling back on 
production. In addition, weather had an unfavorable impact on sales volumes. These decreases were partially offset by favorable price 
increases. See "Revenue Recognition" in Note 1 to the Financial Statements for information on a true-up of FERC formula-based 
transmission revenues. 

o higher U.K. electric delivery revenues, attributable primarily to an increase in prices effective April 1, a revised estimate of network 
electricity losses, and favorable changes in customer mix. These increases were partially offset by lower volumes due to unfavorable 
economic conditions, including industrial customers scaling back on production, and a decrease in engineering and metering services 
performed for third parties. 

The increases in utility revenues for 2008 compared with 2007, excluding foreign currency exchange rate impacts, were primarily due to higher 
PLR revenue, attributable to normal load growth and a favorable price increase, and higher domestic delivery revenue, primarily due to a base 
rate increase effective January 1,2008, as well as normal load growth. These increases were partially offset by the unfavorable impact of 
weather on residential and commercial sales in 2008. 

Energy-related Businesses 

.iergy-related businesses contributed $1 1 million less to operating income in 2009 compared with 2008. The decrease was primarily 
attributable to: 

Q contributions from domestic energy services-related businesses decreasing by $7 million, primarily due to a decline in construction activity 



caused by the slowdown in the economy; and 
o contributions from U.K. energy-related businesses decreasing by $4 million, primarily due to changes in foreign currency exchange rates. 

Energy-related businesses contributed $31 million more to operating income in 2008 compared with 2007. The increase was primarily 
Xributable to: 

o a $39 million impairment in 2007 of domestic telecommunication operations that were sold in 2007; and 
e an $1 1 million increase in contributions from domestic energy services-related businesses mainly due to increased construction activity; 

partially offset by 
o $1 1 million of lower pre-tax contributions from synfuel projects. This reflects a $77 million net gain recorded in 2007 on options purchased 

to hedge the risk associated with the phase-out of synthetic fuel tax credits. This decrease was partially offset by $66 million less in 
operating losses from synfuel projects as the projects ceased operation at the end of 2007; and 

0 $5 million less in contributions from the domestic telecommunication operations sold in 2007. 

See Note 8 to the Financial Statements for additional information on the sale of domestic telecommunications assets. See Note 14 to the 
Financial Statements for additional information on the shutdown of the synfuel facilities in 2007. 

Other Operation and Maintenance 

The increases in other operation and maintenance expenses were due to: 

Payroll-related costs 
Defined benefit costs - U.S. 
Domestic and international workforce reductions (Note 12) 
WPD distribution costs 
Montana hydroelectric litigation (Note 14) 
Other costs at fossiVhydroelectric stations 
Other nuclear related expenses 

2009 vs. 2008 2008 vs. 2007 

$ 29 $ 2 

Lower gains on sales of emission allowances 
Impairment of transmission rights (a) 
Contractor-related expenses 

..K. foreign currency exchange rates 
-mpairment of cancelled generation expansion project in 2008 (Note 8) 
Defined benefit costs - U.K. (Note 12) 
PUC-reportable storm costs 
WPD recoverable engineering services 
Impairment and other charges - emission allowances (Notes 14 and 17) 
Montana basin seepage litigation (Note 14) 
WPD meter operator expenses 
Other -Domestic 
Other - U.K. 

18 
18 
15 
8 
7 
7 
4 

(7) 
(7) 
7 
1 

(a) In 2007, Maine Electric Power Company (MEPCO), IS0  New England and other New England transmission owners submitted a filing to 
the FERC seeking to roll the revenue requirement of the MEPCO transmission facilities into the regional transmission rates in New 
England and to change certain rules concerning the use of the transmission line for energy and capacity. PPL protested this proposal and 
recorded an impairment of the transmission rights based on their estimated fair value. 

Amortization of Recoverable Transition Costs 

Amortization of recoverable transition costs increased by $I  1 million in 2009 compared with 2008 and decreased by $17 million in 2008 
compared with 2007. The amortization of recoverable transition costs was based on a PUC amortization schedule, adjusted for ITC and CTC 
recoveries in customer rates and related expenses. Since the amortization substantially matches the revenue recorded based on recovery in 
customer rates, there is minimal impact on earnings. At the end of 2009, PPL's recoverable transition costs have been fully amortized. 

Depreciation 

Increases in depreciation expense were due to: 

2009 vs. 2008 2008 vs. 2007 

- Ldditions to PP&E (a) $ 43 $ 39 
U.K. foreign currency exchange rates (25) (7) 
Extension of useful lives of certain WPD network assets in mid-2007 (Note 1) (13) 
Other (7) (3) 



11 $ 

(a) Primarily attributable to the completion of the Susquehanna generation uprate and the Montour scrubber projects in 2008 and the Brunner 
Island scrubber projects in 2009. 

faxes, Other Than Income 

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

2009 vs. 2008 2008 vs. 2007 

ncy exchange rates (3) 
6 

(8) 
(4) 
(1) 

$ (8) $ (10) 

Pennsylvania gross receipts tax (a) 
Domestic property tax expense (b) 

(a) The decrease in 2009 compared with 2008 was primarily due to a decrease in the tax rate in 2009. The increase in 2008 compared with 
2007 was primarily due to an increase in the tax rate in 2008. Gross receipts tax is passed through to customers. 

(b) The change in both periods was primarily due to a $7 million property tax credit recorded by PPL Montana in 2008. 

Other Income - net 

See Note 16 to the Financial Statements for details of other income. 

Other-Than-Temporary Impairments 

Other-than-temporary impairments decreased by $1 8 million in 2009 compared with 2008, primarily due to stronger investment returns caused 
by improved market conditions within the financial markets. 

Other-than-temporary impairments increased by $33 million in 2008 compared with 2007, primarily due to negative investment returns caused 
'y the downturn in the financial markets in 2008. 

Interest Expense 

The decreases in interest expense were due to: 

Hedging activities 
Inflation adjustment on U.K. Index-linked Senior Unsecured Notes 
U.K. foreign currency exchange rates 
Repayment of transition bonds 
Capitalized interest 
Short-term debt interest expense 
Long-term debt interest expense 
Amortization of debt issuance costs 
Other 

2009 vs. 2008 

$ (59) 

2008 vs. 2007 

$ 

Income Taxes 

The changes in income taxes were due to: 

2009 vs. 2008 2008 vs. 2007 

Higher (lower) pre-tax book income 
Tax on foreign earnings (a) 
Synthetic fuel and other tax credits (b) 
Valuation allowance adjustments 
"ax return adjustments (c) 

ornestic manufacturing deduction 
U.K. Finance Act adjustments (d) 
Tax reserve adjustments (a) (c) (e) 
Other 



$ (300) $ 171 

(a) During 2009, WPD recorded a $46 million foreign tax benefit (and a full tax reserve reflected in "Tax reserve adjustments") related to 
losses generated by restructuring. 

) The Section 29/45K synthetic fuel tax credits expired at the end of 2007. During 2008, PPL recorded a $13 million adjustment to its 
~ estimated 2007 fuel tax credits as a result of the IRS publishing the final 2007 inflation-adjusted credit in April 2008. 
(c) During 2009, PPL received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL 

deducted the resulting IRC Sec. 481 adjustment on its 2008 tax return and recorded a $24 million adjustment to federal and state income 
tax expense, which results from the reduction of federal income tax benefits, related to the domestic manufacturing deduction and a 
reduction of certain state tax benefits related to state net operating losses and regulated depreciation. During 2008, WPD recorded tax 
benefits of approximately $17 million from tax return adjustments that were fully reserved. 

(d) The U.K.'s Finance Act of 2008, enacted in July 2008, included a phase-out of tax depreciation on certain buildings. As a result, WPD 
recorded an $8 million deferred tax benefit during 2008 related to the reduction in its deferred tax liabilities. 

The U.K.'s Finance Act of 2007, enacted in July 2007, included a reduction in the U.K.'s statutory income tax rate. Effective April 1, 
2008, the statutory income tax rate was reduced from 30% to 28%. As a result, WPD recorded a $54 million deferred tax benefit during 
2007 related to the reduction in its deferred tax liabilities. 

limitations. Additionally, PPL recorded tax benefits of $27 million in 2009 for the settlement of a tax dispute and foreign currency 
exchange losses. 

(e) PPL recorded an $8 million and $35 million benefit in 2008 and 2007 as a result of the expiration of applicable statutes of 

See Note 5 to the Financial Statements for additional information on income taxes. 

Discontinued Operations 

See Note 9 to the Financial Statements for information related to: 

o the anticipated sale of the Long Island generation business; 
o the sale of the majority of the Maine hydroelectric generation business in 2009; 
o the sale of the 8.33% interest in Wyman Unit 4 in 2009; 
o the sale of the Latin American businesses in 2007 and the substantial dissolution of the remaining holding companies in 2008; and 
o the sale of the natural gas distribution and propane businesses in 2008. 

Financial Condition 

Liquidity and Capital Resources 

PPL expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its credit 
facilities. Additionally, subject to market conditions, PPL currently plans to access debt capital markets in 2010. PPL currently does not plan 
to access commercial paper markets or equity capital markets in 2010. 

PPL's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, but not 
limited to: 

o changes in market prices for electricity; 
o changes in commodity prices that may increase the cost of producing power or decrease the amount PPL receives from selling power; 
o operational and credit risks associated with selling and marketing products in the wholesale power markets; 
e potential ineffectiveness of the trading, marketing and risk management policy and programs used to mitigate PPL's risk exposure to adverse 

electricity and fuel prices, interest rates, foreign currency exchange rates and counterparty credit; 
o unusual or extreme weather that may damage PPL's transmission and distribution facilities or affect energy sales to customers; 
o reliance on transmission and distribution facilities that PPL does not own or control to deliver its electricity and natural gas; 
o unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 

resulting loss of revenues and additional costs of replacement electricity; 
o the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
o costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities; 
o any adverse outcome of legal proceedings and investigations with respect to PPL's current and past business activities; 
o deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more 

costly; and 
o a downgrade in PPL's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and increase the cost of 

credit facilities and any new debt. 

:e "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL's cash flows. 

At December 3 1, PPL had the following: 

2009 2008 2007 



Short-term investments (a) (b) 
Cash and cash equivalents 

150 108 

nort-term debt $ 639 $ 679 $ 92 

(a) 2008 amount represents tax-exempt bonds issued by the PEDFA in December 2008 on behalf of PPL Energy Supply and purchased by a 
subsidiary of PPL Energy Supply upon issuance. Such bonds were refunded in April 2009. See Note 7 to the Financial Statements for 
further discussion. 

(b) Includes $15 million of auction rate securities at December 31,2007. See below for a discussion of auction rate securities. 

The changes in PPL's cash and cash equivalents position resulted from: 

2009 2008 2007 

1,852 $ 1,589 $ 1,571 Net Cash Provided by Operating Activities 
Net Cash Used in Investing Activities 
Net Cash Provided by (Used in) Financing Activities 

Net Increase (Decrease) in Cash and Cash Equivalents $ 670 

Auction Rate Securities 

Effect of Exchange Rates on Cash and Cash Equivalents (13) 5 

PPL held auction rate securities with an aggregate par value of $25 million and $29 million at December 3 1,2009 and 2008. Historically, an 
active market existed for such investments, and the auctions provided an opportunity for investors either to hold an investment at a periodically 
reset interest rate or to sell the investment at its par value for immediate liquidity. In early 2008, investor concerns about credit and liquidity in 
the financial markets, generally, as well as investor concerns over specific insurers that guarantee the credit of certain of the underlying 
securities, created uncertainty in the auction rate securities market and these securities generally failed to be remarketed through their 
established auction process. The auctions continue to fail and the resulting illiquidity continues to impact PPL's investment in auction rate 
securities. 

At December 31,2008, PPL estimated that the fair value of its auction rate securities was $24 million, which is reflected in "Other 
.vestments" on the Balance Sheet and represented a temporary decline of $5 million from par value. 

In 2009, PPL liquidated $4 million of auction rate securities at par. At December 3 1,2009, PPL estimated that the fair value of its auction rate 
securities was equal to par value, which was $25 million and is reflected in "Other investments" on the Balance Sheet. PPL reversed the 
previously recorded temporary impairment. 

Because PPL intends and has the ability to hold these auction rate securities until they can be liquidated at par value, PPL believes that it does 
not have significant exposure to realize losses on these securities. Based upon the evaluation of available information, PPL believes these 
investments continue to be of high credit quality. Additionally, PPL does not anticipate having to sell these securities to fund operations. See 
Notes 17 and 21 to the Financial Statements for further discussion of auction rate securities. 

Ouerating Activities 

Net cash provided by operating activities increased by 17%, or $263 million in 2009 compared with 2008, primarily as a result of cash 
collateral received from counterparties and the benefit of lower income tax payments due to the change in method of accounting for certain 
expenditures for tax purposes. These increases were partially offset by a decrease in accounts payable and the unfavorable impact of foreign 
currency exchange rates in 2009 compared with 2008. 

Net cash provided by operating activities increased by I%, or $18 million, in 2008 compared with 2007, primarily as a result of higher 
revenues, primarily due to the hedged sale of generation in the wholesale market, increased retail electric sales volumes and a 1.4% increase in 
domestic delivery sales prices, as well as less U.S. income tax payments, primarily as a result of a refund received in 2008, and operating losses 
incurred in 2007 in connection with synfuel projects that ceased operation at the end of 2007. The increases to cash provided by operating 
activities resulting from these items were partially offset by increased expenditures for fuel, primarily due to higher coal prices, lower realized 
net energy trading margins, driven by significant decreases in power and gas prices, higher interest paid, primarily due to higher debt levels in 
2008, cash flows provided by Latin America's operations in 2007 but not 2008, due to the sale of the Latin American businesses in 2007, and 
an insurance recovery of storm costs in 2007. 

A significant portion of PPL's operating cash flows is derived from its Supply segment baseload generation business activities. PPL employs a 
formal hedging program for its baseload generation fleet, the primary objective of which is to provide a reasonable level of near-term cash flow 
-nd earnings certainty over the next three years, while preserving upside potential if power prices increase over the medium term. See Note 18 

the Financial Statements for further discussion. Based on its generation portfolio contracting practices (including related fuel purchases and 
commitments), PPL expects to achieve relatively stable cash flows related to baseload generation during the next three years, although, future 
cash flows from operating activities are expected to be influenced more by commodity prices than during the past nine years when long-term 
supply contracts were in place between PPL EnergyPlus and PPL Electric. As discussed in "Item 1. Business," PPL estimates that, on average, 
approximately 94% of its total expected annual generation output (which includes baseload and other generation) for 2010 is committed under 



power sales contracts. PPL has also entered into commitments of varying quantities and terms for the years 201 1 and beyond. In addition, PPL 
expects to be able to achieve relatively stable cash flows related to PPL Electric's role as PLR due to contracts it has entered into to procure the 
2010 and a portion of 201 1 PLR electricity supply it expects to need for residential, small commercial and small industrial customers who do 
not choose an alternative supplier. See Note 14 to the Financial Statements for information on these energy purchase contracts. 

A PL's contracts for the sale and purchase of electricity and fuel often require cash collateral or other credit enhancements, or reductions or 
terminations of a portion of the entire contract through cash settlement, in the event of a downgrade of PPL's or its subsidiaries' credit ratings or 
adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL's or its subsidiaries' ratings were lowered to 
below "investment grade" and there was a 10% adverse movement in energy prices, PPL estimates that, based on its December 31,2009 
positions, it would have had to post additional collateral of approximately $291 million, compared with $815 million at December 31, 
2008. PPL has in place risk management programs that are designed to monitor and manage its exposure to volatility of cash flows related to 
changes in energy and fuel prices, interest rates, foreign currency exchange rates, counterparty credit quality and the operating performance of 
its generating units. 

Investing Activities 

The primary use of cash in investing activities is capital expenditures. See "Forecasted Uses of Cash" for detail regarding capital expenditures 
in 2009 and projected expenditures for the years 2010 through 2012. 

Net cash used in investing activities decreased 46%, or $747 million in 2009 compared with 2008, primarily as a result of a change of $289 
million from restricted cash and cash equivalents, a change of $249 million from purchases and sales of other investments, a change of $241 
million from purchases and sales of intangible assets and a decrease of $193 million in capital expenditures. See Note 1 to the Financial 
Statements for a discussion of restricted cash and cash equivalents and Note 7 to the Financial Statements for a discussion of the purchase and 
sale by a subsidiary of PPL Energy Supply of Exempt Facilities Revenue Bonds issued by the PEDFA on behalf of PPL Energy Supply. The 
decrease in cash used in investing activities from the above items was partially offset by the change in proceeds received from the sale of 
businesses, which are discussed in Note 9 to the Financial Statements. PPL received $303 million from the sale of the gas and propane 
businesses in 2008 compared to proceeds of $8 1 million received from the sale of the majority of the Maine hydroelectric generation business 
in 2009. 

Net cash used in investing activities increased 165%, or $1 .O billion, in 2008 compared with 2007, as PPL received $303 million from the sale 
of the gas and propane businesses in 2008 compared to aggregate proceeds of $898 million received from the sale of the Latin American 
businesses and telecommunication operations in 2007. See Notes 8 and 9 to the Financial Statements for a discussion of these 
sales. Additionally, there was a change of $354 million from purchases and sales of other investments and a change of $359 million from 
wchases and sales of intangible assets. The increase in cash used in investing activities from the above items was partially offset by a 
:crease of $239 million in capital expenditures and a decrease of $54 million in the amount of cash and cash equivalents that became 

restricted. 

Financing Activities 

Net cash used in financing activities was $1.3 billion in 2009 compared with $721 million of cash provided by financing activities in 2008 and 
net cash used in financing activities of $1.3 billion in 2007. The change from 2008 to 2009 primarily reflects fewer issuances and increased 
retirements of long-term debt in 2009, as well as the net repayment of short-term borrowings in 2009. The change from 2007 to 2008 primarily 
reflects increased issuances and lower retirements of long-term debt, lower repurchases of common stock and increased short-term borrowings 
in 2008. 

In 2009, cash used in financing activities primarily consisted of net debt retirements of $770 million and common stock dividends paid of $5 17 
million, partially offset by $60 million of common stock sale proceeds. 

In 2008, cash provided by financing activities primarily consisted of net debt issuances of $1.3 billion and $19 million of common stock sale 
proceeds, partially offset by common stock dividends paid of $491 million and the repurchase of 802,816 shares of common stock for $38 
million. 

In 2007, cash used in financing activities primarily consisted of net debt retirements of $170 million, the repurchase of 14,929,892 shares of 
common stock for $712 million and common stock dividends paid of $459 million, partially offset by $32 million of common stock sale 
proceeds. See Note 7 to the Financial Statements for a discussion of the common stock repurchase program. 

See "Forecasted Sources of Cash" for a discussion of PPL's plans to issue debt and equity securities, as well as a discussion of credit facility 
capacity available to PPL. Also see "Forecasted Uses of Cash" for a discussion of plans to pay dividends on common and preferred securities 
in the future, as well as maturities of long-term debt. 

PPL's debt financing activity in 2009 was: 

fPL  Capital Funding Senior Unsecured Notes 
PPL Energy Supply Senior Unsecured Notes (a) 
PPL Electric Senior Secured Bonds (b) 
Variable Rate Pollution Control Facilities Note 

Issuances (a) Retirements 



'Jet decrease 

(a) In March 2009, PPL Energy Supply paid $220 million, plus accrued interest, to complete tender offers to purchase up to $250 million 
aggregate principal amount of certain of its outstanding senior notes in order to reduce future interest expense. Under the Economic 
Stimulus Package, PPL will be permitted to defer recognition of income related to the extinguishment of these notes for tax purposes. No 
amounts will be included in taxable income for the first five years. Beginning in 2014, income related to the extinguishment of these notes 
will be included in taxable income ratably over five years. 

(b) Issuance is net of pricing discount. Retirements exclude a $9 million premium paid in connection with the December 2009 redemption of 
PPL Electric's 4.30% Senior Secured Bonds due 2013. 

See Note 7 to the Financial Statements for more detailed information regarding PPL's financing activities in 2009. 

Forecasted Sources of Cash 

PPL expects to continue to have significant sources of cash available in the near term, including various credit facilities, a commercial paper 
program and operating leases. PPL currently does not plan to access commercial paper inarlcets in 2010 and plans to issue up to $300 million 
and E400 million in long-term debt securities in 2010, subject to market conditions. 

Credit Facilities 

At December 31,2009, PPL's total committed borrowing capacity under credit facilities and the use of this borrowing capacity were: 

Committed Letters of Credit 
Capacity Borrowed Unused Capacity 

$ $ 
340 6 334 

$ 285 $ 668 $ 3,512 

JPDH Limited Credit Facility (e) E 150 E 132 d a  E 18 
WPD st) Credit Facilities 214 60 E 3 151 

Tot edit Facilities (g) E 192 

(a) The borrower under each of these facilities has a reimbursement obligation to the extent any letters of credit are drawn upon. 

(b) PPL Energy Supply has the ability to borrow $3.6 billion under its credit facilities. Such borrowings generally bear interest at LIBOR- 
based rates plus a spread, depending upon the company's public debt rating. PPL Energy Supply also has the capability to cause the 
lenders to issue up to $3.9 billion of letters of credit under these facilities, which issuances reduce available borrowing capacity. Under 
certain conditions, PPL Energy Supply may request that the capacity of one of its facilities be increased by up to $500 million. 

Thesecredit facilities contain a financial covenant requiring debt to total capitalization to not exceed 65%. At December 31,2009 and 
2008, PPL Energy Supply's consolidated debt to total capitalization percentages, as calculated in accordance with its credit facilities, were 
46% and 44%. The credit facilities also contain standard representations and warranties that must be made for PPL Energy Supply to 
borrow under them. 

The committed capacity expires as follows: $600 million in 2010, $300 million in 201 1 and $3.2 billion in 2012. PPL Energy Supply 
intends to renew or replace the two credit facilities that expire in 2010 in order to maintain its current total committed capacity level. 

(c) Borrowings under PPL Electric's $190 million syndicated credit facility generally bear interest at LIBOR-based rates plus a spread, 
depending upon the company's public debt rating. PPL Electric also has the capability to request the lenders to issue up to $190 million of 
letters of credit under this facility, which issuances reduce available borrowing capacity. Under certain conditions, PPL Electric may 
request that the facility's capacity be increased by up to $100 million. 

The syndicated credit facility contains a financial covenant requiring debt to total capitalization to not exceed 70%. At December 31,2009 
and 2008, PPL Electric's consolidated debt to total capitalization percentages, as calculated in accordance with its credit facility, were 44% 
and 53%. The syndicated credit facility also contains standard representations and warranties that must be made for PPL Electric to 
borrow under it. 

Committed capacity includes a $1 50 million credit facility related to an asset-backed commercial paper program through which PPL 
Electric obtains financing by selling and contributing its eligible accounts receivable and unbilled revenues to a special purpose, wholly 
owned subsidiary on an ongoing basis. The subsidiary pledges these assets to secure loans of up to an aggregate of $150 million from a 
commercial paper conduit sponsored by a financial institution. At December 3 1 , 2009, based on accounts receivable and unbilled revenue 



pledged, $150 million was available for borrowing. 

The committed capacity expires as follows: $150 million in 2010 and $190 million in 2012. PPL Electric intends to renew its existing 
$150 million asset-backed credit facility in 2010 in order to maintain its current total committed capacity level. 

,d) The commitments under PPL's domestic credit facilities are provided by a diverse bank group, with no one bank and its affiliates providing 
an aggregate commitment of more than 15% of the total committed capacity. 

(e) Borrowings under WPDH Limited's credit facility bear interest at LIBOR-based rates plus a spread, depending upon the company's public 
debt rating. 

This credit facility contains financial covenants that require WPDH Limited to maintain an interest coverage ratio of not less than 3.0 times 
consolidated earnings before income taxes, depreciation and amortization and a RAB that exceeds total net debt by the higher of an amount 
equal to 15% of total net debt or E150 million, in each case as calculated in accordance with the credit facility. At December 31,2009 and 
2008, WPDH Limited's interest coverage ratios, as calculated in accordance w i g  its credit facility, were 4.3 and 4.6. At December 31, 
2009 and 2008, WPDH Limited's RAB, as calculated in accordance with the credit facility, exceeded its total net debt by E325 million, or 
25%, and E385 million, or 3 1%. 

(f) WPD (South West) has two credit facilities: one under which it can make cash borrowings and another under which it has the capability to 
cause the lender to issue up to approximately E4 million of letters of credit. Borrowings bear interest at LIBOR-based rates plus a margin. 

The credit facility under which it can make cash borrowings contains financial covenants that require WPD (South West) to maintain an 
interest coverage ratio of not less than 3.0 times consolidated earnings before income taxes, depreciation and amortization and total net 
debt not in excess of 85% of RAB, in each case as calculated in accordance with the credit facility. At December 3 1,2009, WPD (South 
West)'s interest coverage ratio, as calculated in accordance with its credit facility, was 5.3. At December 31,2009, WPD (South West)% 
total net debt, as calculated in accordance with the credit facility, was 67% of RAB. 

(g) The commitments under WPD's credit facilities are provided by eight banks, with no one bank providing more than 25% of the total 
committed capacity. 

The committed capacity of WPD's credit facilities expires as follows: E4 million in 2010, E210 million in 2012 and E150 million in 
2013. WPD (South West) intends to renew its letter of credit facility that expires in 2010 in order for WPD to maintain its current total 
committed capacity level. 

At December 3 1,2009, the unused capacity of WPD's credit facilities was approximately $276 million. 

In addition to the financial covenants noted in the table above, the credit agreements governing the credit facilities contain various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings and/or 
termination of the agreements. PPL monitors compliance with the covenants on a regular basis. At December 3 1,2009, PPL was in material 
compliance with these covenants. At this time, PPL believes that these covenants and other borrowing conditions will not limit access to these 
funding sources. 

See Note 7 to the Financial Statements for further discussion of PPL's credit facilities. 

Coininercial Papes 

PPL Energy Supply and PPL Electric usually maintain commercial paper programs, under which commercial paper issuances are supported by 
certain credit facilities of each company, to provide an additional financing source to fund their short-term liquidity needs, if and when 
necessary. 

As discussed below under "Credit Ratings," S&P lowered its rating on PPL Energy Supply's commercial paper to A-3 ffom A-2 in January 
2009. Since PPL Energy Supply did not plan to issue any commercial paper during 2009 and there was essentially no liquidity in commercial 
paper markets for paper with an A-3 rating, PPL Energy Supply closed its $500 million commercial paper program in January 2009 and 
requested that Moody's, S&P and Fitch each withdraw their ratings on its commercial paper program, which each rating agency subsequently 
did. 

PPL Energy Supply may reopen its commercial paper program in the future, depending on market conditions and credit ratings, to provide an 
additional financing source to fund its short-term liquidity needs, if and when necessary. Any future commercial paper issuances would be 
supported by PPL Energy Supply's credit facilities. 

PPL Electric has a $200 million commercial paper program in place. As noted below under "Credit Ratings," commercial paper for PPL 
Electric is rated P-2, A-2 and F2 by Moody's, S&P and Fitch. Market conditions to issue commercial paper with these ratings have 
strengthened significantly since 2008, when the downturn in the financial markets created extremely limited liquidity resulting in high 

A PL Electric currently does not plan to issue any commercial paper during 2010, but it may do so from time to time, subject to market 
conditions, to facilitate short-term cash flow needs. 

wowing rates. PPL Electric did not issue any commercial paper during 2009. Based on its current cash position and anticipated cash flows, 

Operating Leases 



PPL and its subsidiaries also have available funding sources that are provided through operating leases. PPL's subsidiaries lease offce space, 
land, buildings and certain equipment. These leasing structures provide PPL additional operating and financing flexibility. The operating 
leases contain covenants that are typical for these agreements, such as maintaining insurance, maintaining corporate existence and timely 

3yment of rent and other fees. 

PPL, through its subsidiary PPL Montana, leases a 50% interest in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under four 36-year, non- 
cancelable operating leases. These operating leases are not recorded on PPL's Balance Sheets. The leases place certain restrictions on PPL 
Montana's ability to incur additional debt, sell assets and declare dividends. At this time, PPL believes that these restrictions will not limit 
access to these funding sources or cause acceleration or termination of the leases. See Note 7 to the Financial Statements for a discussion of 
other dividend restrictions related to PPL subsidiaries. 

See Note 10 to the Financial Statements for further discussion of the operating leases. 

Long-Term Debt and Equity Securities 

Subject to market conditions, PPL and its subsidiaries currently plan to issue up to $300 million and E400 million in long-term debt securities 
in 2010. PPL expects to use the proceeds from these issuances for the repayment of short-term debt, to fund capital expenditures, and for 
general corporate purposes. 

PPL currently plans to issue new shares of common stock in 201 0 in an aggregate amount of approximately $75 million under various 
employee stock-based compensation plans and its dividend reinvestment plan. 

Forecasted Uses of Cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL currently expects to 
incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common and preferred 
securities and possibly the purchase or redemption of a portion of debt securities. 

Capital Expenditures 

The table below shows PPL's actual spending for the year 2009 and current capital expenditure projections for the years 2010 through 2012. 

Construction expenditures (a) (b) 
Generating facilities 
Transmission and distribution facilities 
Environmental 
Other 

Total Construction Expenditures 

Total Capital Expenditures 
Nuclear fuel 

Actual Prqiected 
2009 2010 201 1 2012 

$ 361 $ 671 $ 673 $ 507 
51 1 862 1,097 990 
178 63 19 99 
75 114 107 106 

1,125 1,710 1,896 1,702 
140 151 173 171 

$ 1,265 $ 1,861 $ 2,069 $ 1,873 

(a) Construction expenditures include capitalized interest and AFIJDC, which are expected to be approximately $190 million for the years 

(b) Includes expenditures for certain intangible assets. 

PPL's capital expenditure projections for the years 2010 through 2012 total approximately $5.8 billion. Capital expenditure plans are revised 
periodically to reflect changes in operational, market and regulatory conditions. This table includes projected costs related to the planned 239 
M W  of incremental capacity increases, PPL Electric's asset optimization program focused on the replacement of aging transmission and 
distribution assets, and the PJM-approved regional transmission line expansion project. See Note 8 to the Financial Statements for information 
on the PJM-approved regional transmission line expansion project and the other significant development projects. 

PPL plans to fund its capital expenditures in 2010 with cash on hand, cash from operations and proceeds from the issuance of debt securities. 

Contractual Obligations 

PPL has assumed various financial obligations and commitments in the ordinary course of conducting its business. At December 3 1,2009, the 
estimated contractual cash obligations of PPL were: 

2010 through 2012. 

' 

Long-term Debt (a) 
Interest on Long-term Debt (b) 
Operating Leases 

Less Than 
Total 1 Year 1-3 Years 4-5 Years After 5 Years 

$ 7,066 $ 500 $ 1,447 $ 5,119 
8,342 $ 42 1 812 705 6,404 

968 108 216 223 42 1 



Purchase Obligations (c) 8 123 3 153 2 212 868 1 890 

Total Contractual Cash Obligations $ 24,579 $ 3,744 $ 3,758 $ 3,243 $ 13,834 

ia) Reflects principal maturities only based on legal maturity dates. See Note 7 to the Financial Statements for a discussion of the remarketing 
feature related to PPL Energy Supply's 5.70% REket Put Securities, as well as discussion of variable-rate remarketable bonds issued by the 
PEDFA on behalf of PPL Energy Supply and PPL Electric. PPL does not have any significant capital lease obligations. 

(b) Assumes interest payments through maturity. The payments herein are subject to change, as payments for debt that is or becomes variable- 
rate debt have been estimated and payments denominated in British pounds sterling have been translated to US. dollars at a current foreign 
currency exchange rate. 

(c) The payments reflected herein are subject to change, as certain purchase obligations included are estimates based on projected obligated 
quantities andlor projected pricing under the contracts. Purchase orders made in the ordinary course of business are excluded from the 
amounts presented. The payments also include obligations related to nuclear fuel and the installation of the scrubbers, which are also 
reflected in the Capital Expenditures table presented above. 

(d) The amounts reflected represent WPD's contractual deficit pension funding requirements arising from an actuarial valuation performed in 
March 2007. The U.K. electricity regulator currently allows a recovery of a substantial portion of the contributions relating to the plan 
deficit; however, WPD cannot be certain that this will continue beyond the current and next review periods, which extend to March 31, 
2015. Based on the current funded status of PPL's US. qualified pension plans, no cash contributions are required. See Note 12 to the 
Financial Statements for a discussion of expected contributions. 

the amount and period of future payments. See Note 5 to the Financial Statements for additional information. 
(e) At December 31,2009, total unrecognized tax benefits of $212 million were excluded from this table as PPL cannot reasonably estimate 

Dividends 

PPL views dividends as an integral component of shareowner return and expects to continue to pay dividends in amounts that are within the 
context of maintaining a capitalization structure that supports investment grade credit ratings. In 2009, PPL increased the annualized dividend 
rate on its common stock from $1.34 to $1.38 per share, effective with the April 1 , 2009 dividend payment. Future dividends will be declared 
at the discretion of the Board of Directors and will depend upon available earnings, cash flows, financial requirements and other relevant 
factors at the time. As discussed in Note 7 to the Financial Statements, PPL may not declare or pay any cash dividend on its common stock 
during any period in which PPL Capital Funding defers interest payments on its 2007 Series A Junior Subordinated Notes due 2067. No such 
deferrals have occurred or are currently anticipated. 

, =L Electric expects to continue to pay quarterly dividends on its outstanding preferred securities, if and as declared by its Board of Directors. 

See Note 7 to the Financial Statements for other restrictions related to distributions on capital interests for PPL subsidiaries. 

Purchase or Redeinptioii of Debt Securities 

PPL will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to take action depending upon prevailing 
market conditions and available cash. 

Credit Ratings 

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL and its subsidiaries. Based on their 
respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular securities that it 
issues. The credit ratings of PPL and its subsidiaries are based on information provided by PPL and other sources. The ratings of Moody's, 
S&P and Fitch are not a recommendation to buy, sell or hold any securities of PPL or its subsidiaries. Such ratings may be subject to revisions 
or withdrawal by the agencies at any time and should be evaluated independently of each other and any other rating that may be assigned to the 
securities. A downgrade in PPL's or its subsidiaries' credit ratings could result in higher borrowing costs and reduced access to capital markets. 

The following table summarizes the credit ratings of PPL and its rated subsidiaries at December 31,2009: 

PPL 
Issuer Rating 
Outlook 

PPL Capital Funding 
Issuer Rating 
Senior Unsecured Debt 
Junior Subordinated Notes 
Outlook 

Moody's S&P Fiteh (a) 

Baa2 BBB BBB 
Negative Negative STABLE 

Baa2 
Baa3 

Negative 

BBB 
BBB- BBB 
BB+ BBB- 

STABLE 

PPL Energy Supply (b) 



Issuer Rating 
Senior Unsecured Notes 
0 ut 1 o o k 

PL Electric (c) 
ior Unsecured/Issuer Rating 
t Mortgage Bonds/ Senior Secured Bonds 

ass-Through Certificates 

WPDH Limited 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

WPD LLP 
Issuer Rating 
Outlook 

WPD (South Wales) 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

WPD (South West) 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

BBB BBB 
Baa2 BBB BBB 

STABLE Negative STABLE 

P-2 
Baa3 
Baa3 

Negative 

A- 
A- 
A-2 
BBB 
BBB 

Negative 

BBB 
A- 
F2 

BBB 
BBB 

STABLE 

Baa3 BBB- BBB 
STABLE STABLE 

Baa3 
Baa3 

STABLE 

BBB- 
BBB- 
A-3 

Negative 

BBB+ 
Baal BBB+ 

STABLE Negative 
A-2 

Baal 
Baal 
P-2 

STABLE 

BBB+ 
BBB+ 

Negative 
A-2 

BBB- 
BBB 

POSITIVE 

BBB 
POSITIVE 

BBB+ 
A- 
F2 

POSITIVE 

BBB+ 
A- 
F2 

POSITIVE 

(a) All Issuer Ratings for Fitch are "Issuer Default Ratings." 
(b) Excludes Exempt Facilities Revenue Bonds issued by the PEDFA on behalf of PPL Energy Supply, which are each currently supported by 

(c) Excludes Pollution Control Revenue Bonds issued by the LCIDA and the PEDFA on behalf of PPL Electric, of which the LCIDA bonds 
a letter of credit and are rated on the basis of the credit enhancement. 

are insured and may be rated on the basis of relevant factors, including the insurer's ratings. 

In January 2009, S&P completed a review of PPL, PPL Energy Supply and PPL Electric and revised its outlook for all three entities to negative 
fkom stable. At that time, S&P affirmed the BBB issuer rating of both PPL and PPL Energy Supply and affirmed the A- issuer rating of PPL 
Electric. As a result of the negative outlook at PPL Energy Supply, S&P lowered the commercial paper rating of PPL Energy Supply to A-3 
from A-2. S&P stated in its press release regarding PPL and PPL Energy Supply that the revision in the outlook for PPL and PPL Energy 
Supply was based primarily on lower than expected cash flows for 2008 combined with concerns over further pressure on financial metrics in 
2009. S&P stated in its press release regarding PPL Electric that the revision in its outlook reflects the linkage with PPL along with their 
expectation that PPL Electric's financial metrics could weaken beginning in 201 0. 

At the request of PPL Energy Supply, in the first quarter of 2009, Moody's, S&P and Fitch each withdrew their commercial paper rating for 
PPL Energy Supply. 

In February 2009, S&P revised its outlook to negative from stable for each of WPDH Limited, WPD LLP, WPD (South Wales) and WPD 
(South West) and affirmed the issuer and short-term debt ratings of each of the entities. S&P stated in its press release that the revision in the 
outlook is a reflection of the change to PPL's outlook and is not a result of any change in WPD's stand-alone credit profile. 

In May 2009, Moody's completed a review of PPL, PPL Energy Supply and PPL Electric. As a result of that review, Moody's revised its 
outlook for PPL, PPL Capital Funding, and PPL Electric to negative from stable. At the same time, Moody's affirmed the Baa2 senior 
unsecured rating and stable outlook of PPL Energy Supply. Moody's stated in its press release that the revision in the outlook for PPL Electric 
-5flects Moody's expectation that PPL Electric's financial metrics will deteriorate beyond 2009 and considers the potential for additional 

essure on cash flows. Moody's also stated that the revision in the outlook for PPL and PPL Capital Funding reflects the increasing support 
lor corporate earnings and cash flow anticipated from PPL Energy Supply and the subordinate position of the unsecured lenders at these 
entities relative to the unsecured lenders at the subsidiary levels. 

At W D ' s  request, in September 2009, S&P withdrew its ratings for WPD LLP, since it did not have any securities outstanding. 



In October 2009, Fitch completed a review of PPL, PPL Electric and PPL Energy Supply. As a result of that review, Fitch lowered the rating 
of PPL Energy Supply's senior unsecured notes to BBB from BBB+ and affirmed all other ratings of PPL Energy Supply. At the same time, 
Fitch affirmed all ratings of PPL, PPL Capital Funding and PPL Electric. Fitch stated in its press release that the change in the rating of PPL 

rlergy Supply's senior unsecured notes aligns such rating with the BBB Issuer Default Rating in a manner that is consistent with the approach 
- ~ itch applies to other competitive generators and also recognizes a lower valuation of PPL Energy Supply's power assets based on current and 

forward wholesale power prices. The rating also reflects Fitch's forecast of lower than previously expected improvement in PPL Energy 
Supply's earnings and cash flow in 20 10 and 20 1 1. 

In January 201 0, as a result of implementing its recently revised guidelines for rating preferred stock and hybrid securities, Fitch lowered the 
rating of PPL Capital Funding's junior subordinated notes to BB+ from BBB- and lowered the ratings of PPL Electric's preferred stock and 
preference stock to BBB- from BBB. Fitch stated in its press release that the new guidelines, which apply to instruments issued by companies 
in all sectors, typically resulted in downgrades of one notch for many instruments that provide for the ability to defer interest or dividend 
payments. Fitch stated that it has no reason to believe that deferral will be activated. 

Ratings Triggers 

WPD (South West)? 1.541% Index-linked Notes due 2053 and 2056 and WPD (South Wales)% 4.80436% Notes due 2037 may be put by the 
holders back to the issuer for redemption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by any 
of the rating agencies or reduced to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring 
event includes the loss of, or a material adverse change to, the distribution license under which WPD (South West) and WPD (South Wales) 
operate. These notes totaled E467 million (approximately $766 million) at December 3 1 , 2009. 

PPL and PPL Energy Supply have various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity 
and fuel, commodity transportation and storage, tolling agreements, and interest rate and foreign currency instruments, which contain 
provisions requiring PPL and PPL Energy Supply to post additional collateral, or pennit the counterparty to terminate the contract, if PPL's or 
PPL Energy Supply's credit rating were to fall below investment grade. See Note 18 to the Financial Statements for a discussion of "Credit 
Risk-Related Contingent Features," including a discussion of the potential additional collateral that would have been required for derivative 
contracts in a net liability position at December 3 1,2009. At December 31, 2009, if PPL's and PPL Energy Supply's credit ratings had been 
below investment grade, PPL would have been required to post an additional $298 million of collateral to counterparties for both derivative and 
non-derivative commodity and commodity-related contracts used in its generation, marlceting and trading operations and interest rate and 
foreign currency contracts. 

Yuarantees for Subsidiaries 

At times, PPL provides guarantees for financing arrangements to enable certain transactions for its consolidated affiliates, excluding PPL 
Electric. Some of the guarantees contain financial and other covenants that, if not met, would limit or restrict the consolidated affiliates' access 
to hnds under these financing arrangements, require early maturity of such arrangements or limit the consolidated affiliates' ability to enter into 
certain transactions. At this time, PPL believes that these covenants will not limit access to relevant fimding sources. See Note 14 to the 
Financial Statements for additional information about guarantees. 

Off-Balance Sheet Arrangements 

PPL has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 14 to the 
Financial Statements for a discussion of these agreements. 

Risk Management - Energy Marketing & Trading and Other 

Market Risk 

See Notes 1, 17, and 18 to the Financial Statements for information about PPL's risk management objectives, valuation techniques and 
accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the future, assuming certain adverse market 
conditions and model assumptions. Actual future results may differ materially from those presented. These disclosures are not precise 
indicators of expected future losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Coniniodity Price Risk won-trading) 

PPL segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are accounted for as 
hedge activity qualify for hedge accounting treatment. The economic activity category includes transactions that address a specific risk, but 
were not eligible for hedge accounting or for which hedge accounting was not elected. This activity includes the changes in fair value of 
oositions used to hedge a portion of the economic value of PPL's generation assets, load-following and retail activities. This economic activity 

subject to changes in fair value due to market price volatility of the input and output commodities (e.g., file1 and power). Although they do 
.,ot receive hedge accounting treatment, these transactions are considered non-trading activity. The net fair value of economic positions at 
December 3 1,2009 and 2008 was a net liability of $77 million and $52 million. See Note 18 for additional information on economic activity. 

To hedge the impact of market price volatility on PPL's energy-related assets, liabilities and other contractual arrangements, PPL EnergyPlus 



sells and purchases physical energy at the wholesale level under FERC market-based tariffs throughout the U.S. and enters into financial 
exchange-traded and over-the-counter contracts. PPL's non-trading commodity derivative contracts mature at various times through 201 7. 

Within PPL's non-trading portfolio, the decision to enter into energy contracts is influenced by the expected value of PPL's generation. In 
'etermining the number of MWhs that are available to be sold forward, PPL first reduces the potential output by the amount of unavailable 

,peration due to planned maintenance on a particular unit. The potential output is further reduced by the amount of Murhs that historically is 
not produced by a plant due to such factors as equipment breakage. Finally, the potential output of certain plants (such as peaking units) is 
reduced if their higher cost of production will not allow them to economically run during all hours. 

PPL's non-trading portfolio also includes full requirements energy contracts. The net obligation to serve these contracts changes minute-by- 
minute. Anticipated usage patterns and energy peaks are affected by expected load changes, regional economic drivers, customer shopping or 
migration and seasonal weather patterns. PPL analyzes historical on-peak and off-peak usage patterns, expected load changes, regional 
economic drivers, and weather patterns, among other factors, to determine monthly levels of electricity that best fits usage patterns to minimize 
earnings exposure. To satisfy its full requirements obligations, PPL generally enters into contracts to purchase unbundled products of 
electricity, capacity, RECs and other ancillary products. To a lesser extent, PPL reserves a portion of its generation for full requirements 
contracts that is expected to be the best match with anticipated usage patterns and energy peaks. 

The following chart sets forth the net fair value of PPL's non-trading commodity derivative contracts. See Notes 17 and 18 to the Financial 
Statements for additional information. 

Gains (Jiosses) 
2009 2008 

Fair value of contracts outstanding at the beginning of the period $ 402 $ (305) 
Contracts realized or otherwise settled during the period 189 (49) 
Fair value of new contracts entered into during the period 

Other changes in fair value 546 497 

143 101 
Changes in fair value attributable to changes in valuation techniques (a) 158 

Fair value of contracts outstanding at the end of the period $ 1,280 $ 402 

(a) Amount represents the reduction of valuation reserves related to capacity and FTR contracts upon the adoption of fair value accounting 
guidance. 

he following table segregates the net fair value of PPL's non-trading commodity derivative contracts at December 3 1,2009 based on whether 
rhe fair value was determined by prices quoted in active markets for identical instruments or other more subjective means. 

Net Asset (Liability) 
Maturity 

Maturity Less Maturity Maturity In Excess Total 
Than 1 Year 1-3 Years 4-5 Years of 5 Years Fair Value 

Source of Fair Value 
Prices quoted in active markets for 

Prices based on significant other 

Prices based on significant 

Fair value of contracts outstanding at 

identical instruments 

observable inputs 

unobservable inputs 

the end of the period 

$ 363 $ 736 $ 73 $ 1,172 

(1) 13 30 $ 66 108 

$ 362 $ 749 $ 103 $ 66 $ 1,280 

PPL sells electricity, capacity and related services and buys file1 on a forward basis to hedge the value of energy from its generation assets. If 
PPL were unable to deliver firm capacity and energy or to accept the delivery of fuel under its agreements, under certain circumstances it could 
be required to pay liquidating damages. These damages would be based on the difference between the market price and the contract price of 
the commodity. Depending on price changes in the wholesale energy markets, such damages could be significant. Extreme weather 
conditions, unplanned power plant outages, transmission disruptions, nonperformance by counterparties (or their own counterparties) with 
which it has energy contracts and other factors could affect PPL's ability to meet its obligations, or cause significant increases in the market 
price of replacement energy. Although PPL attempts to mitigate these risks, there can be no assurance that it will be able to fully meet its firm 
obligations, that it will not be required to pay damages for failure to perform, or that it will not experience counterparty nonperformance in the 
future. 

Conznzodity Price Risk (Trading) 

QL's trading contracts mature at various times through 201 5. The following table sets forth changes in the net fair value of PPL's trading 
,ommodity derivative contracts. See Notes 17 and 18 to the Financial Statements for additional information. 

Gains (Losses) 
2009 2008 



I 

Fair value of contracts outstanding at the end of the period (6)  $ 

(a) In the fourth quarter of 2008, PPL refined its valuation approach for FTR and PJM basis positions, consistent with PPL's practice of pricing 
other less active trading points, resulting in changes in valuation techniques. 

PPL will reverse unrealized gains of approximately $1 million over the next three months as the transactions are realized. 

The following table segregates the net fair value of PPL's trading commodity derivative contracts at December 3 1,2009 based on whether the 
fair value was determined by prices quoted in active markets for identical instruments or other more subjective means. 

Net Asset (Liability) 
Maturity Less Maturity 

Than Maturity Maturity in Excess Total Fair 
1 Year 1-3 Years 4-5 Years of 5 Years Value 

Source of Fair Value 

identical instruments 1 $ 

observable inputs (4) $ (5) $ 2 $  1 ( 6 )  

unobservable inputs (1) (1) 

the end of the period $ (4) $ (5) $ 2 $  1 $  ( 6 )  

Prices based on significant 

Prices based on significant 

Fair value of contracts outstanding at 

VaR Models 

PPL utilizes a VaR model to measure commodity price risk in domestic gross energy margins for its non-trading and trading portfolios. VaR is 
statistical model that attempts to estimate the value of potential loss over a given holding period under normal market conditions at a given 

donfidence level. PPL calculates VaR using a Monte Carlo simulation technique based on a five-day holding period at a 95% confidence 
level. Given the company's conservative hedging program, PPL's non-trading VAR exposure is expected to be limited in the short term. At 
December 3 1,2009 and December 3 1,2008, the VaR for PPL's portfolios using end-of-quarter results for the period was as follows. 

Trading VaR Non-Trading VaR 
2009 2008 2009 2008 

95% Confidence Level, Five-Day Holding Period 
Period End $ 3 $  3 $  8 $  10 
Average for the Period 4 10 9 14 
High 8 22 11 20 
Low 1 3 8 9 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are 
considered non-trading. PPL's non-trading portfolio includes PPL's entire portfolio, including generation, with deliveiy periods through the 
next 12 months. Both the trading and non-trading VaR computations exclude FTRs due to the absence of reliable spot and forward 
markets. The fair value of the FTR positions at December 3 1,2009 was an unrealized loss of $3 million and consisted of the following. 

2010 2011 

Trading (a) 
Non-trading 

Total 

(a) The amount of trading FTR positions was less than $1 million at December 31,2009. 

Interest Rate Risk 

'PL and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. PPL utilizes various financial 
xivative instruments to adjust the mix of fixed and floating interest rates in its debt portfolio, adjust the duration of its debt portfolio and lock 

in benchmark interest rates in anticipation of future financing, when appropriate. Risk limits under the risk management program are designed 
to balance risk exposure to volatility in interest expense and changes in the fair value of PPL's debt portfolio due to changes in the absolute 
level of interest rates. 



At December 31,2009, PPL's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, was $1 million, 
compared with $3 million at December 31,2008. 

PL is also exposed to changes in the fair value of its domestic and international debt portfolios. PPL estimated that a 10% decrease in interest 
Y a t e s  at December 3 1,2009 would increase the fair value of its debt portfolio by $285 million, compared with $327 million at December 3 1, 

2008. 

At December 3 1, PPL had the following interest rate hedges outstanding 

2009 2008 
Effect of a Effect of a 

10% 10% 
Fair Value, Adverse Fair Value, Adverse 

Exposure Net - Asset Movement Exposure Net - Asset Movement 
Hedged (Liability) (a) in Rates (b) Hedged (Liability) (a) in Rates (b) 

Cash flow hedges 
Interest rate swaps (c) 425 $ 24 $ (24) $ 200 $ (11) $ (12) 

302 8 (4 1 3 02 54 (8) 

Interest rate swaps (e) 750 31 (12) 500 54 (5) 

(a) Includes accrued interest, if applicable. 
(b) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 
(c) PPL utilizes various risk management instruments to redwe its exposure to the expected future cash flow variability of its debt 

instruments. These risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated 
financing. While PPL is exposed to changes in the fair value of these instruments, any changes in the fair value of these instruments are 
recorded in equity and then reclassified into earnings in the same period during which the item being hedged affects earnings. Sensitivities 
represent a 10% adverse movement in interest rates. 

(d) WPDH Limited uses cross-currency swaps to hedge the interest payments and principal of its U.S. dollar-denominated senior notes with 
maturity dates ranging from December 2017 to December 2028. While PPL is exposed to changes in the fair value of these instruments, 
any change in the fair value of these instruments is recorded in equity and reclassified into earnings in the same period during which the 
item being hedged affects earnings. Sensitivities represent a 10% adverse movement in both interest rates and foreign currency exchange 
rates. 

(e) PPL utilizes various risk management instruments to adjust the mix of fixed and floating interest rates in its debt portfolio. The change in 
fair value of these instruments, as well as the offsetting change in the value of the hedged exposure of the debt, is reflected in 
earnings. Sensitivities represent a 10% adverse movement in interest rates. 

Foreign Chi-ency Risk 

PPL is exposed to foreign currency risk, primarily through investments in U.K. affiliates. In addition, PPL's domestic operations may make 
purchases of equipment in currencies other than U.S. dollars. See Note 1 to the Financial Statements for additional information regarding 
foreign currency translation. 

PPL has adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, including firm 
commitments, recognized assets or liabilities, anticipated transactions and net investments. In addition, PPL enters into financial instruments to 
protect against foreign currency translation risk of expected earnings. 

At December 3 1, PPL had the following foreign currency hedges outstanding. 

2009 2008 
Effect of a 

Adverse 

Effect of a 

Adverse 
10% 10% 

Movement Movement 
in Foreign in Foreign 

Fair Value, Currency Fair Value, Currency 
Exposure Net - Asset Exchange Exposure Net - Asset Exchange 
Hedged (Liability) Rates (a) Hedged (Liability) Rates (a) 

'p,t investment hedges (b) 
! ;onomic hedges (c) 

(a) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 

To protect the value of a portion of its net investment in WPD, PPL executed forward contracts to sell British pounds sterling. The (b) 



settlement dates of these contracts range from March 2010 through June 201 1. 

combination of average rate forwards and average rate options to sell British pounds sterling. The forwards and options have termination 
dates ranging from January 2010 through June 2010. 

(c) To economically hedge the translation of 2010 expected income denominated in British pounds sterling to U.S. dollars, PPL entered into a 

-r{DT Funds - Securities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear station. At December 3 1,2009, these funds were invested primarily in domestic equity securities and fixed-rate, fixed- 
income securities and are reflected at fair value on PPL's Balance Sheet. The mix of securities is designed to provide returns sufficient to fund 
Susquehanna's decommissioning and to compensate for inflationary increases in decommissioning costs. However, the equity securities 
included in the trusts are exposed to price fluctuation in equity markets, and the values of fixed-rate, futed-income securities are exposed to 
changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in accordance with its 
nuclear decommissioning trust policy statement. At December 31,2009, a hypothetical 10% increase in interest rates and a 10% decrease in 
equity prices would have resulted in an estimated $40 million reduction in the fair value of the trust assets, compared with $27 million at 
December 31 , 2008. See Notes 17 and 21 to the Financial Statements for additional information regarding the NDT funds. 

Defined Benefit Plans - Securities Price Risk 

See "Application of Critical Accounting Policies - Defined Benefits" for additional information regarding the effect of securities price risk on 
plan assets. 

Credit Risk 

Credit risk is the risk that PPL would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL 
maintains credit policies and procedures with respect to counterparty credit (including requirements that counterparties maintain specified 
credit ratings) and requires other assurances in the form of credit support or collateral in certain circumstances in order to limit counterparty 
credit risk. However, PPL has concentrations of suppliers and customers among electric utilities, financial institutions and other energy 
marketing and trading companies. These concentrations may impact PPL's overall exposure to credit risk, positively or negatively, as 
counterparties may be similarly affected by changes in economic, regulatory or other conditions. 

PPL includes the effect of credit risk on its fair value measurements to reflect the probability that a counterparty will default when contracts are 
out of the money (from the counterparty's standpoint). In this case, PPL would have to sell into a lower-priced market or purchase from a 

igher-priced market. When necessary, PPL records an allowance for doubtful accounts to reflect the probability that a counterparty will not 
~y for deliveries PPL has made but not yet billed, which are reflected in "Unbilled revenues" on the Balance Sheets. PPL also has established 

a reserve with respect to certain sales to the California IS0  for which PPL has not yet been paid, which is reflected in accounts receivable on 
the Balance Sheets. See Note 14 to the Financial Statements for additional information. 

In 2007, the PUC approved PPL Electric's post-rate cap plan to procure default electricity supply for retail customers who do not choose an 
alternative competitive supplier in 2010. From 2007 through 2009, PPL Electric conducted six competitive solicitations to purchase electricity 
generation supply for these customers. 

In October 2009, PPL Electric purchased 2010 s~ipply for fixed-price default service to large commercial and large industrial customers who 
elect to take that service. In November 2009, PPL Electric purchased supply to provide hourly default service to large commercial and 
industrial customers in 2010. 

In June 2009, the PUC approved PPL Electric's procurement plan for the period January 201 1 through May 2013. The first two of 14 planned 
competitive solicitations occurred in 2009. 

Under the standard Supply Master Agreement (the Agreement) for the bid solicitation process, PPL Electric requires all suppliers to post 
collateral if their credit exposure exceeds an established credit limit. In the event a supplier defaults on its obligation, PPL Electric would be 
required toaeek replacement power in the market. All incremental costs incurred by PPL Electric would be recoverable from customers in 
future rates. At December 31,2009, all of the successful bidders under all of the solicitations had an investment grade credit rating from S&P, 
and were not required to post collateral under the Agreement. There is no instance under the Agreement in which PPL Electric is required to 
post collateral to its suppliers. 

See "Overview" in this Item 7 and Notes 14, 15, 17 and 18 to the Financial Statements for additional information on the competitive 
solicitations, the Agreement, credit concentration and credit risk. 

Related Party Transactions 

PPL is not aware of any material ownership interests or operating responsibility by senior management of PPL, PPL Energy Supply or PPL 
Flectric in outside partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL. 

,.or additional information on related party transactions, see Note 15 to the Financial Statements. 

Acquisitions, Development and Divestitures 



PPL is currently planning incremental capacity increases of 239 W ,  primarily at its existing generating facilities. See "Item 2. Properties - 
Supply Segment" for additional information. 

PPL continuously reexamines development projects based on market conditions and other factors to determine whether to proceed with the 
-ojects, sell, cancel or expand them, execute tolling agreements or pursue other options. - 

See Notes 8 and 9 to the Financial Statements for additional information on the more significant activities. 

Environmental Matters 

See "Item 1. Business - Environmental Matters" and Note 14 to the Financial Statements for a discussion of environmental matters. 

Competition 

See "Item 1. Business - Competition" under each of PPL's reportable segments and "Item 1A. Risk Factors" for a discussion of competitive 
factors affecting PPL. 

New Accountinp Guidance 

See Notes 1 and 22 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption. 

Application of Critical Accountinp Policies 

PPL's financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of critical 
accounting policies. The following accounting policies are particularly important to the financial condition or results of operations of PPL, and 
require estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included within these 
accounting policies could result in a significant change to the information presented in the Financial Statements (these accounting policies are 
also discussed in Note 1 to the Financial Statements). PPL's senior management has reviewed these critical accounting policies and the 
estimates and assumptions regarding them with its Audit Committee. In addition, PPL's senior management has reviewed the following 
disclosures regarding the application of these critical accounting policies with the Audit Committee. 

Effective January 1,2009, PPL and its subsidiaries fiilly applied accounting guidance that provides a framework for measuring fair value. The 
fair value measurement concepts provided by this guidance are used within its financial statements where applicable. See Notes 1 and 17 to the 
'inancial Statements for additional information regarding fair value measurements. 

1) Price Risk Management 

See "Risk Management - Energy Marketing & Trading and Other" above and Note 18 to the Financial Statements. 

2) Defined Benefits 

PPL and certain of its subsidiaries sponsor various defined benefit pension and other postretirement plans applicable to the majority of the 
employees of PPL and its subsidiaries. PPL and certain of its subsidiaries record an asset or liability to recognize the funded status of all 
defined benefit plans with an offsetting entry to OCI or regulatory assets for PPL Electric. Consequently, the funded status of all defined 
benefit plans is fully recognized on the Balance Sheets. See Note 12 to the Financial Statements for additional information about the plans and 
the accounting for defined benefits. 

PPL makes certain assumptions regarding the valuation of benefit obligations and the performance of plan assets. When accounting for defined 
benefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a guiding principle. Annual 
net periodic defined benefit costs are recorded in current earnings based on estimated results. Any differences between actual and estimated 
results are recorded in OCI or regulatory assets for PPL Electric. These amounts in AOCI or regulatory assets are amortized to income over 
future periods. The delayed recognition allows for a smoothed recognition of costs over the worlcing lives of the employees who benefit under 
the plans. The primary assumptions are: 

e Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to be 
made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date in 
a portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

o Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL 
records currently. 

Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

e Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for its U.S. defined benefit plans, PPL starts with an analysis of the expected benefit payment stream for its 



plans. This information is first matched against a spot-rate yield curve. A portfolio of 526 Aa-graded non-callable (or callable with make- 
whole provisions) bonds, with a total amount outstanding in excess of $541 billion, serves as the base from which those with the lowest and 
highest yields are eliminated to develop the ultimate yield curve. The results of this analysis are considered together with other economic data 
and movements in various bond indices to determine the discount rate assumption. At December 3 1,2009, PPL decreased the discount rate for 
's U.S. pension plans from 6.50% to 6.00% as a result of this assessment and decreased the discount rate for its other postretirement benefit 

Y l a n s  from 6.45% to 5.81%. 

A similar process is used to select the discount rate for the U.K. pension plans, which uses an iBoxx British pounds sterling denominated 
corporate bond index as its base. At December 3 1,2009, PPL decreased the discount rate for the U.K. pension plans from 7.47% to 5.55% as a 
result of this assessment. 

The expected long-term rates of return for PPL's U.S. defined benefit pension and other postretirement benefit plans have been developed using 
a best-estimate of expected returns, volatilities and correlations for each asset class. PPL management corroborates these rates with expected 
long-term rates of return calculated by its independent actuary, who uses a building block approach that begins with a risk-free rate of return 
with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also considered in 
developing a reasonable return assumption. 

At December 31,2009, PPL's expected return on plan assets remained at 8.00% for its U.S. pension plans and remained at 7.00% for its other 
postretirement benefit plans. The expected long-term rates of return for PPL's U.K. pension plans have been developed by W D  management 
with assistance from an independent actuary using a best-estimate of expected returns, volatilities and correlations for each asset class. For the 
U.K. plans, PPL's expected return on plan assets remained at 7.90% at December 31,2009. 

In selecting a rate of compensation increase, PPL considers past experience in light of movements in inflation rates. At December 31,2009, 
PPL's rate of compensation increase remained at 4.75% for its U.S. plans. For the U.K. plans, PPL's rate of compensation increase remained at 
4.00% at December 3 1,2009. 

In selecting health care cost trend rates, PPL considers past performance and forecasts of health care costs. At December 31,2009, PPL's 
health care cost trend rates were 8.00% for 2010, gradually declining to 5.50% for 2016. 

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and OCI or regulatory assets for PPL Electric. While the charts below reflect either an increase or decrease in 
each assumption, the inverse of this change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined 
benefit costs and OCI or regulatory assets for PPL Electric by a similar amount in the opposite direction. The sensitivities below reflect an 
valuation of the change based solely on a change in that assumption and does not include income tax effects. 

At December 3 1,2009, PPL had recorded the following defined benefit plan liabilities: 

Pension liabilities 
Other postretirement benefit liabilities 

$ 1,290 
197 

The following chart reflects the sensitivities in the December 3 1,2009 Balance Sheet associated with a change in certain assumptions based on 
PPL's primary defined benefit plans. 

Increase (Decrease) 
Impact on defined Impact on regulatory 

Actuarial assumption Change in assumption benefit liabilities Impact on OCI assets 

Discount Rate 
Rate of Compensation Increase 
Health Care Cost Trend Rate (a) 

(0.25)% $ 194 $ (163) $ 31 
0.25% 26 (21) 5 

1 .O% 12 (8) 4 

(a) Only impacts other postretirement benefits. 

In 2009, PPL recognized net periodic defined benefit costs charged to operating expense of $70 million. This amount represents a $14 million 
increase from 2008. This increase in expense was primarily attributable to actual asset losses in 2008. As a result, the expected return on 
assets in 2009 was lower and amortization of gaidloss was impacted. 

The following chart reflects the sensitivities in the 2009 Statement of Income (excluding income tax effects) associated with a change in certain 
assumptions based on PPL's primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

"%count Rate 
Lpected Return on Plan Assets 

date of Compensation Increase 
Health Care Cost Trend Rate (a) 

(0.25)% $ 
(0.25)% 

0.25% 
1 .O% 

7 l  
12 
3 
2 



(a) Only impacts other postretirement benefits. 

3) Asset Impairment 

'PL performs impairment analyses for long-lived assets that are subject to depreciation or amortization whenever events or changes in 
Yircumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets to be held and used, such 
events or changes in circumstances are: 

o a significant decrease in the market price of an asset; 
o a significant adverse change in the manner in which an asset is being used or in its physical condition; 
o a significant adverse change in legal factors or in the business climate; 
o an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
e a current-period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
o a current expectation that, more likely than not, an asset will be sold or otherwise disposed of before the end of its previously estimated 

useful life. 

For a long-lived asset to be held and used, an impairment is recognized when the carrying amount of the asset is not recoverable and exceeds its 
fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and 
eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its estimated fair 
value. Management must make significant judgments to estimate future cash flows including the usefbl lives of long-lived assets, the fair value 
of the assets and management's intent to use the assets. PPL considers alternate courses of action to recover the carrying value of a long-lived 
asset, and uses estimated cash flows from the "most likely" alternative to assess impairment whenever one alternative is clearly the most likely 
outcome. If no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration estimated cash 
flows fiom the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used in that test 
consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood of a future sale of 
the assets. That assessment is not revised based on events that occur after the balance sheet date. Changes in assumptions and estimates could 
result in significantly different results than those identified and recorded in the financial statements. 

For a long-lived asset held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair value less cost 
to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust its carrying amount to its fair value less cost to sell. A 
gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment previously 
recognized. 

)r determining fair value, quoted market prices in active markets are the best evidence of fair value. However, when market prices are 
anavailable, PPL considers all valuation techniques appropriate in the circumstances and for which market participant inputs can be 
obtained. PPL has generally used discounted cash flows to estimate fair value, which incorporates market participant inputs when 
available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to determine 
the present value of the cash flow streams. 

In 2009, PPL recorded impairments of certain long-lived assets. See Note 17 to the Financial Statements for a discussion of impairments 
related to certain sulfur dioxide emission allowances and the Long Island generation business. 

PPL tests goodwill for impairment at the reporting unit level. PPL has determined its reporting units to be at or one level below its operating 
segments. PPL performs a goodwill impairment test annually or more frequently if events or changes in circumstances indicate that the 
carrying value of the reporting unit may be greater than the unit's fair value. Additionally, goodwill is tested for impairment after a portion of 
goodwill has been allocated to a business to be disposed of. 

Goodwill is tested for impairment using a two-step approach. The first step of the goodwill impairment test compares the estimated fair value 
of a reporting unit with its carrying amount, including goodwill. If the estimated fair value of a reporting unit exceeds its carrying amount, 
goodwill of the reporting unit is not considered impaired. If the carrying amount exceeds the estimated fair value of the reporting unit, the 
second step is performed to measure the amount of impairment loss, if any. 

The second step requires a calculation of the implied fair value of goodwill. The implied fair value of goodwill is determined in the same 
manner as the amount of goodwill in a business combination. That is, the estimated fair value of a reporting unit is allocated to all of the assets 
and liabilities of that unit as if the reporting unit had been acquired in a business combination and the estimated fair value of the reporting unit 
was the price paid to acquire the reporting unit. The excess of the estimated fair value of a reporting unit over the amounts assigned to its 
assets and liabilities is the implied fair value of goodwill. The implied fair value of the reporting unit's goodwill is then compared with the 
carrying amount of that goodwill. If the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal 
to that excess. The loss recognized cannot exceed the canying amount of the reporting unit's goodwill. 

In 2009, PPL was not required to impair any goodwill. Management primarily used discounted cash flows, which required significant 
assumptions, to estimate the fair value of each reporting unit. A decrease'in the forecasted cash flows of lo%, or an increase of the discount 

-te by 25 basis points, would not have resulted in an impairment of goodwill. 

'Additionally, in 2009, PPL wrote off $3 million of goodwill allocated to discontinued operations. 

4) Loss Accruals 



PPL accrues losses for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a loss has been 
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably estimated. Accounting guidance 

-,fines "probable" as cases in which "the future event or events are likely to occur." PPL does not record the accrual of contingencies that 
,light result in gains, unless recovery is assured. PPL continuously assesses potential loss contingencies for environmental remediation, 

litigation claims, regulatory penalties and other events. 

The accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of 
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
three of these aspects require significant judgment by PPL's management. PPL uses its internal expertise and outside experts (such as lawyers 
and engineers), as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the loss. 

No new significant loss accruals were recorded in 2009. In 2008, significant judgment was required by PPL's management to perform an 
assessment of the contingency related to the Montana hydroelectric litigation. 

In June 2008, PPL's management assessed the loss exposure related to the Montana hydroelectric litigation, given the June 2008 decision by the 
Montana First Judicial District Court (District Court). The District Court awarded compensation of approximately $34 million for the years 
2000 through 2006, and approximately $6 million for 2007 as rent for the use of the State of Montana's streambeds by PPL Montana's 
hydroelectric facilities. The District Court also deferred the determination of compensation for 2008 and subsequent years to the Montana 
State Land Board (Land Board). In October 2008, PPL Montana filed an appeal of the decision to the Montana Supreme Court and a stay of 
judgment, including a stay of the Land Board's authority to assess compensation against PPL Montana for 2008 and future periods. Oral 
agreement of the case was held before the Montana Supreme Court in September 2009. 

As part of the preparation of its 2009 financial statements, PPL's management reassessed the loss exposure for the Montana hydroelectric 
litigation. PPL's management concluded, based on its assessment and after consultations with its trial counsel, that it has meritorious 
arguments on appeal for the years 2000 through 2006. PPL assessed the likelihood of a loss for these years as reasonably possible. However, 
PPL Montana has not recorded a loss accrual for these years, as the lilcelihood of a loss was not deemed probable. 

For 2007 and subsequent years, PPL's management believes that while it also has meritorious arguments, it is probable that its hydroelectric 
projects will be subject to annual estimated compensation ranging from $3 million to $6 million. Given that there was no single amount within 
that range more likely than any other, PPL Montana accrued $3 million for each of the years 2007 through 2009 for a total of $9 million. See 
Note 14 to the Financial Statements for additional information on this contingency. 

?L has identified certain other events that could give rise to a loss, but that do not meet the conditions for accrual. Such events are disclosed, 
but not recorded, when it is "reasonably possible" that a loss has been incurred. See Note 14 to the Financial Statements for disclosure of other 
potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, PPL identifies, where applicable, the triggering events for subsequently reducing the loss accrual. The 
triggering events generally occur when the contingency has been resolved and the actual loss is incurred, or when the risk of loss has 
diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss accruals: 

o Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been exhausted, 
a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

a Environmental and other litigation contingencies are reduced when the contingency is resolved and PPL makes actual payments, a better 
estimate of the loss is determined or the loss is no longer considered probable. 

PPL reviews its loss accmals on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves ongoing 
communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

5) Asset Retirement Obligations 

PPL is required to recognize a liability for legal obligations associated with the retirement of long-lived assets. The initial obligation should be 
measured at its estimated fair value. An equivalent amount should be recorded as an increase in the value of the capitalized asset and allocated 
to expense over the useful life of the asset. Until the obligation is settled, the liability should be increased, through the recognition of accretion 
expense in the income statement, for changes in the obligation due to the passage of time. A conditional ARO must be recognized when 
incurred if the fair value of the ARO can be reasonably estimated. 

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and 
sstimates included within the calculations of the fair value of AROs could result in significantly different results than those identified and 

:orded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of various AROs and the 
..elated assets, are reviewed periodically to ensure that any material changes are incorporated into the latest estimate of the obligations. 

At December 31,2009, PPL had AROs totaling $426 million recorded on the Balance Sheet, of which $10 million is included in "Other current 
liabilities." Of the total amount, $348 million, or 82%, relates to PPL's nuclear decommissioning ARO. The most significant assumptions 



surrounding AROs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in the forecasted retirement costs, 
the discount rates or the inflation rates could have a significant impact on the ARO liabilities. 

The following chart reflects the sensitivities related to PPL's nuclear decommissioning ARO liability as of December 3 1,2009, associated with ' zhange in these assumptions at the time of initial recognition. There is no significant change to the annual depreciation expense of the ARO 
-set or the annual accretion expense of the ARO liability as a result of changing the assumdtions. The sensitivities below reflect an evaluation 

of the change based solely on a change in that assumption. 

Change in Impact on 
Assumption ARO Liability 

Reti st 1 O%/( 1 O)% 
Discount Rate 0.25%/(0.25)% 
Inflation Rate 0.25%/(0.25)% 

$32/$(32) 
$(3 1)/$34 
$4 1 /$(3 7) 

6) Income Tax Uncertainties 

Significant management judgment is required in developing PPL's provision for income taxes primarily due to the uncertainty related to tax 
positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. PPL evaluates 
its tax positions following a two-step process. The first step requires an entity to determine whether, based on the technical merits supporting a 
particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This determination 
assumes that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax position. The 
second step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely-than-not 
recognition criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon settlement, 
that exceeds 50%. PPL's management considers a number of factors in assessing the benefit to be recognized, including negotiation of a 
settlement. 

On a quarterly basis, PPL reassesses its uncertain tax positions by considering information known at the reporting date. Based on 
management's assessment of new information, PPL may subsequently recognize a tax benefit for a previously unrecognized tax position, de- 
recognize a previously recognized tax position, or re-measure the benefit of a previously recognized tax position. The amounts ultimately paid 
upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially impact PPL's 
'iancial statements in the future. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. PPL classifies unrecognized tax benefits as current, to the extent management expects to settle an uncertain 
tax position, by payment or receipt of cash, within one year of the reporting date. Valuation allowances are initially recorded and reevaluated 
each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management considers a number of factors 
in assessing the realization of a deferred tax asset, including the reversal of temporary differences, future taxable income and ongoing prudent 
and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and measurement criteria 
utilized by PPL to account for an uncertain tax positions. See Note 5 to the Financial Statements for the required disclosures. 

At December 3 1,2009, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase 
by as much as $34 million or decrease by up to $179 million for PPL. This change could result from subsequent recognition, derecognition 
and/or changes in the measurement of uncertain tax positions related to the creditability of foreign taxes, the timing and utilization of foreign 
tax credits and the related impact on alternative minimum tax and other credits, the timing and/or valuation of certain deductions, intercompany 
transactions and unitary filing groups. The events that could cause these changes are direct settlements with taxing authorities, litigation, legal 
or administrative guidance by relevant taxing authorities and the lapse of an applicable statute of limitation. 

7) Regulatory Assets 

PPL's domestic electricity delivery business is subject to cost-based rate-regulation. As a result, PPL is required to reflect the effects of 
regulatory actions in its financial statements. PPL records assets that result from the regulated ratemaking process that may not be recorded 
under GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have been deferred because such costs are 
probable of future recovery in regulated customer rates. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated 
entities, and the status of any pending or potential deregulation legislation. Based on this continual assessment, management believes the 
existing regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal 
levels, and is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-offs would be required to be 
-?cognized in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of the depreciation of 

'&E and amortization of regulatory assets. 

At December 31,2009 and 2008, PPL had regulatory assets of $531 million and $763 million. All of PPL's regulatory assets are either 
currently being recovered under specific rate orders or represent amounts that will be recovered in future rates based upon established 
regulatory practices. 



Other Information 

PPL's Audit Committee has approved the independent auditor to provide audit and audit-related services and other services permitted by 
irbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory filings, 

-views of offering documents and registration statements, and internal control reviews. 



PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES 

Item 7. Management's Discussion and Analvsis of Financial Condition and Results of ODerations 

Overview 

PPL Energy Supply is an energy company with headquarters in Allentown, Pennsylvania. Refer to "Item 1. Business - Background'' for 
descriptions of its reportable segments, which are Supply and International Delivery. Through its subsidiaries, PPL Energy Supply is primarily 
engaged in the generation and marketing of electricity in two key markets - the northeastern and western U.S. - and in the delivery of electricity 
in the U.K. PPL Energy Supply's overall strategy is to achieve disciplined growth in energy supply margins while limiting volatility in both 
cash flows and earnings and to achieve stable, long-term growth in its regulated international electricity delivery business through efficient 
operations and strong customer and regulatory relations. More specifically, PPL Energy Supply's strategy for its electricity generation and 
marketing business is to match energy supply with load, or customer demand, under contracts of varying lengths with creditworthy 
counterparties to capture profits while effectively managing exposure to energy and fiiel price volatility, counterparty credit risk and 
operational risk. PPL Energy Supply's strategy for its U.K. electricity delivery business is to own and operate this business at the most efficient 
cost while maintaining high quality customer service and reliability. 

PPL Energy Supply faces several risks in its supply business, principally electricity and capacity wholesale price risk, fuel supply and price 
risk, electricity and fuel basis risk, power plant performance, evolving regulatory frameworks and counterparty credit risk. PPL Energy Supply 
attempts to manage these risks through various means. For instance, PPL Energy Supply operates a portfolio of generation assets that is 
diversified as to geography, fuel source, cost structure and operating characteristics. PPL Energy Supply expects to expand its generation 
capacity over the next several years through power uprates at certain of its existing power plants, and is continually evaluating the potential 
construction of new plants and the potential acquisition of existing plants or businesses. PPL Energy Supply is and will continue to remain 
focused on the operating efficiency and availability of its existing and any newly constructed or acquired power plants. 

In addition, PPL Energy Supply has executed and continues to pursue contracts of varying lengths for energy sales and fuel supply, while using 
other means to mitigate risks associated with adverse changes in the difference, or margin, between the cost to produce electricity and the price 
at which PPL Energy Supply sells it. PPL Energy Supply's future profitability will be affected by prevailing market conditions and whether 
PPL Energy Supply decides to, or is able to, continue to enter into long-term or intermediate-term power sales and fuel purchase agreements or 
renew its existing agreements. Currently, PPL Energy Supply's commitments for energy sales are satisfied through its own generation assets 
and supply purchased from third parties. PPL Energy Supply markets and trades around its physical portfolio of generating assets through 
integrated generation, marketing and trading functions. 

'PL Energy Supply has adopted financial and operational risk management programs that, among other things, are designed to monitor and 

rates, counterparty credit quality and the operating performance of its generating units. 
.anage its exposure to earnings and cash flow volatility related to changes in energy and fuel prices, interest rates, foreign currency exchange 

The principal challenge that PPL Energy Supply faces in its international electricity delivery business is to maintain high quality customer 
service and reliability in a cost-effective manner. PPL Energy Supply's international electricity delivery business is rate- 
regulated. Accordingly, the business is subject to regulatory risk with respect to the costs that may not be recovered and investment returns that 
may not be collected through customer rates. 

PPL Energy Supply faces additional financial risks in conducting U.K. operations, such as fluctuations in foreign currency exchange rates and 
the effect these rates have on the conversion of U.K. earnings and cash flows to U.S. dollars. PPL Energy Supply attempts to manage these 
financial risks through its risk management programs. 

In order to manage financing costs and access to credit markets, a key objective for PPL Energy Supply's business as a whole is to maintain a 
strong credit profile. PPL Energy Supply continually focuses on maintaining an appropriate capital structure and liquidity position. 

See "Item 1A. Risk Factors'' for more information concerning these and other material risks PPL Energy Supply faces in its businesses. 

In May 2009, PPL Generation signed a definitive agreement to sell its Long Island generation business and related tolling agreements and 
expects the sale to close on or about February 26,2010. In November 2009, PPL Maine completed the sale of the majority of its hydroelectric 
generation business. These businesses are included in the Supply segment. In 2007, PPL Energy Supply sold its regulated electricity delivery 
businesses in Latin America, which were included in the International Delivery segment. See Note 9 to the Financial Statements for additional 
information. 

The purpose of "Management's Discussion and Analysis of Financial Condition and Results of Operations" is to provide information 
concerning PPL Energy Supply's performance in implementing the strategies and managing the risks and challenges mentioned 
above. Specifically: 

o ''Results of Operations" provides an overview of PPL Energy Supply's operating results in 2009,2008 and 2007, including a review of 
earnings, with details of results by reportable segment. It also provides a brief outlook for 2010. 

4 "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL Energy Supply's liquidity position and credit profile, 
including its sources of cash (including bank credit facilities and sources of operating cash flow) and uses of cash (including contractual 
obligations and capital expenditure requirements) and the key risks and uncertainties that impact PPL Energy Supply's past and future 
liquidity position and financial condition. This subsection also includes a listing and discussion of PPL Energy Supply's current credit 



ratings. 

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

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

The information provided in this Item 7 should be read in conjunction with PPL Energy Supply's Consolidated Financial Statements and the 
accompanying Notes. 

Terms and abbreviations are explained in the glossary. Dollars are in millions unless otherwise noted. 

Customer Choice - End of Transition Period 

In 1996, the Customer Choice Act was enacted to restructure Pennsylvania's electric utility industry in order to create retail access to a 
competitive market for generation of electricity. The Customer Choice Act required each Pennsylvania electric utility, to file a restructuring 
plan to "unbundle" its rates into separate generation, transmission and distribution components and to permit its customers to directly access 
alternate suppliers of electricity. Under the Customer Choice Act, regulated utilities were required to act as a PLR. As part of a settlement 
approved by the PUC, PPL EnergyPlus and PPL Electric, a PPL EnergyPlus affiliate, entered into full requirements energy supply agreements 
at predetermined "capped" rates through 2009. In addition, the PUC authorized recoveiy of approximately $2.97 billion of competitive 
transition or "stranded" costs (generation-related costs that might not otherwise be recovered in a competitive market) from customers during 
an 1 1-year transition period. For PPL Electric, this transition period ended on December 3 1 , 2009. 

With the expiration of the long-term power purchase agreements between PPL Electric and PPL EnergyPlus, PPL EnergyPlus now has multiple 
options as to how, and to whom, it sells the electricity produced by PPL Energy S~ipply's generation plants. These sales are based on prevailing 
market rates, as compared to pre-determined capped rates under the expired supply agreements with PPL Electric. PPL EnergyPlus has entered 
into various wholesale and retail contracts to sell this power and at this time has hedged almost 100% of expected 2010 baseload generation 
output. The expiration of the long-term supply agreements with PPL Electric also provides PPL Energy Supply the ability to adjust its 
exposure to fluctuations in demand that existed with supplying PPL Electric's PLR load. Entry of new generation suppliers into the 
Pennsylvania marketplace provides PPL Energy Supply the ability to provide generation supply to additional wholesale customers. Overall, 
these changes and the resulting level of hedged electricity prices are expected to have a positive impact on the financial condition, operating 
-5sults and cash flows of PPL Energy Supply. 

I'PL Electric's customers are no longer funding contributions to Susquehanna's NDT funds. PPL will continue to manage the NDT funds until 
the PPL Susquehanna plant is decommissioned. If the balance of the NDT fiinds is not adequate to cover decommissioning costs, PPL 
Susquehanna will be responsible to fund 90% of the shortfall. The Susquehanna nuclear units currently are licensed to operate until 2042 and 
2044. 

Market Events 

In 2008, conditions in the financial markets became disruptive to the processes of managing credit risk, responding to liquidity needs, 
measuring derivatives and other financial instruments at fair value, and managing market risk. Bank credit capacity was reduced and the cost 
of renewing or establishing new credit facilities increased, thereby introducing uncertainties as to PPL Energy Supply's ability to enter into 
long-term energy commitments or reliably estimate the longer-term cost and availability of credit. In general, bank credit capacity has 
increased from the significantly constrained levels of 2008 and early 2009. In addition, the cost of renewing or establishing new credit 
facilities has improved when compared with the 2008 and early 2009 periods. 

Commodity Price Risk 

The contraction in wholesale energy market liquidity and accompanying decline in wholesale energy prices due to conditions in the financial 
and commodity markets significantly impacted PPL Energy Supply's earnings during the second half of 2008 and the first half of 2009. See 
"Statement of Income Analysis - Domestic Gross Energy Margins - Domestic Gross Energy Margins By Region" for further discussion. 

Credit Risk 

Credit risk is the risk that PPL Energy Supply would incur a loss as a result of nonperformance by counterparties of their contractual 
obligations. PPL Energy Supply maintains credit policies and procedures to limit counterparty credit risk. Conditions in the financial and 
commodity markets have generally increased PPL Energy Supply's exposure to credit risk. See Notes 15, 17 and 18 to the Financial 
Statements, and "Risk Management - Energy Marketing & Trading and Other - Credit Risk'' for more information on credit risk. 

Liquidity Risk 

2L Energy Supply expects to continue to have access to adequate sources of liquidity through operating cash flows, cash and cash 
equivalents, credit facilities and, from time to time, the issuance of capital market securities. PPL Energy Supply's ability to access capital 
markets may be impacted by conditions in the overall financial and capital markets, as well as conditions specific to the utility sector. See 
"Financial Condition - Liquidity and Capital Resources" for an expanded discussion of PPL Energy Supply's liquidity position and a discussion 



of its forecasted sources of cash. 

Valuations in Inactive Markets 

'onditions in the financial markets have generally made it difficult to determine the fair value of certain assets and liabilities in inactive 
y i a r k e t s .  Management has reviewed the activity in the energy and financial markets in which PPL Energy Supply transacts, concluding that all 

of these markets were active at December 3 1,2009, with the exception of the market for auction rate securities. See Notes 17 and 21 to the 
Financial Statements and "Financial Condition - Liquidity and Capital Resources - Auction Rate Securities" for a discussion of these 
investments. 

Securities Price Risk 

Declines in the market price of debt and equity securities result in unrealized losses that reduce the asset values of PPL Energy Supply's 
investments in its defined benefit plans and NDT funds. Both the defined benefit plans and the NDT funds earned positive returns in the 
second half of 2009, thereby recovering a portion of the negative returns incurred in 2008 and the first quarter of 2009. PPL Energy Supply 
actively monitors the performance of the investments held in its defined benefit plans and NDT funds and periodically reviews the funds' 
investment allocations. See "Financial Condition - Risk Management - Energy Marketing & Trading and Other - NDT Funds - Securities Price 
Risk" for additional information on securities price risk. 

PPL Energy Supply's subsidiaries sponsor various defined benefit plans and participate in and are allocated costs from defined benefit plans 
sponsored by PPL. Determination of the funded status of defined benefit plans, contribution requirements and net periodic defined benefit 
costs for future years are subject to changes in various assumptions, in addition to the actual performance of the assets in the plans. See 
"Application of Critical Accounting Policies - Defined Benefits" for a discussion of the assumptions and sensitivities regarding those 
assumptions. 

The Economic Stimulus Package 

The Economic Stimulus Package was intended to stimulate the U.S. economy through federal tax relief, expansion of unemployment benefits 
and other social stimulus provisions, domestic spending for education, health care and infrastructure, including the energy sector. A portion of 
the benefits included in the Economic Stimulus Package are offered in the form of loan fee reductions, expanded loan guarantees and secondary 
market incentives, including delayed recognition for tax purposes of income related to the cancellation of certain types of debt. See "Financial 
Condition - Liquidity and Capital Resources" for a discussion of the applicability to the purchase of notes by PPL Energy Supply. 

"unds from the Economic Stimulus Package have been allocated to various federal agencies, such as the DOE, and provided to state agencies 
rough block grants. The DOE has made awards of the funds for smart grid, efficiency-related and renewable energy programs. The 

Commonwealth of Pennsylvania has also made awards for funding certain energy projects, including solar projects. As discussed in Note 8 to 
the Financial Statements, PPL Energy Supply has reconsidered and decided to pursue its Holtwood expansion project in view of the tax 
incentives and potential loan guarantees for renewable energy projects contained in the Economic Stimulus Package. PPL Energy Supply has 
applied for DOE loan guarantees for the Holtwood expansion project and, through its subsidiary PPL Montana, for the Rainbow redevelopment 
project. 

Results of Operations 

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

Earnings 

Net income attributable to PPL Energy Supply was: 

2009 2008 2007 

$ 246 $ 768 $ 1,205 

The changes in net income attributable to PPL Energy Supply from year to year were, in part, due to several special items that management 
considers significant. Details of these special items are provided within the review of each segment's earnings. 

The year-to-year changes in significant earnings components, including domestic gross energy margins by region and significant income 
statement line items, are explained in the "Statement of Income Analysis." 

DPL Energy Supply's earnings beyond 2009 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1A. Risk 
ctors," the rest of this Item 7 and Note 14 to the Financial Statements for a discussion of the risks, uncertainties and factors that may impact 

,-PL Energy Supply's fiiture earnings. 

Segment Results 



Net income attributable to PPL Energy Supply by segment was: 

2009 2008 2007 

Supplv Segment 

The Supply segment primarily consists of the domestic energy marketing and trading activities, as well as the generation and development 
operations of PPL Energy Supply. In December 2009, PPL Maine sold its 8.33% ownership interest in Wyman Unit 4. In November 2009, 
PPL Maine completed the sale of the majority of its hydroelectric generation business. In May 2009, PPL Generation signed a definitive 
agreement to sell its Long Island generation business and expects the sale to close on or about February 26,2010. In August 2007, PPL Energy 
Supply completed the sale of its domestic telecommunication operations. See Notes 8 and 9 to the Financial Statements for additional 
information. 

The Supply segment results reflect the classification of the Long Island generation business, the majority of the Maine hydroelectric generation 
business, and the 8.33% ownership interest in Wyman Unit 4, as Discontinued Operations. See Note 9 to the Financial Statements for 
additional information. 

Supply segment net income attributable to PPL Energy Supply was: 

2009 2008 2007 

Energy revenues (a) 
Energy-related businesses 

Total operating revenues 
Fuel and energy purchases (a) 
Other operation and maintenance 
Depreciation 
Taxes, other than income 
3ergy-related businesses 

Other Income - net (b) 
Other-Than-Temporary Impairments 
Interest Expense (c) 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Energy Supply 

Total operating expenses 

$ 5,037 $ 5,200 $ 3,389 
379 478 723 

5,416 5,678 4,112 
3,679 3,215 1,575 

927 884 753 
210 
29 

180 
20 

152 
31 

3 72 464 740 
5,2 17 4,763 3,251 

48 45 83 
3 

106 
249 

18 
185 
27 

36 
169 
290 

(13) 15 12 
4 480 598 
1 2 3 

$ 3 $  478 $ 595 

(a) Includes impact from energy-related economic activity. See "Commodity Price Risk (Non-trading) - Economic Activity" in Note 18 to the 

(b) Includes interest income from affiliates. 
(c) Includes interest expense with affiliate. 

The after-tax changes in net income attributable to PPL Energy Supply between these periods were due to the following factors. 

Financial Statements for additional information. 

Eastern U.S. non-trading margins 
Western U.S. non-trading margins 
Net energy trading margins 
Energy-related businesses 
Other operation and maintenance 
Depreciation 
Taxes, other than income 
Other income - net (a) 

terest expense (b) 
.Icome taxes 

Discontinued operations (Note 9) 
Other 
Special items 

2008 vs. 2007 

$ 

152 



$ (475) $ (117) 

(a) Includes interest income from affiliates. 
'b) Includes interest expense with affiliate. 

e See "Domestic Gross Energy Margins" for an explanation of non-trading margins and net energy trading margins. 
____ 

a Other operation and maintenance expenses increased in 2009 compared with 2008, primarily due to increased payroll-related costs, higher 
contractor-related costs and other costs at PPL Energy Supply's generation plants. 

0 Depreciation expense increased in 2009 compared with 2008, primarily due to the scrubbers at Brunner Island and Montour and the portions 
of the Susquehanna uprate projects that were placed in service in 2008 and 2009. 

Depreciation expense increased in 2008 compared with 2007, primarily due to the Montour scrubbers and the Susquehanna uprate project 
that were placed in service in 2008. 

e Other income - net decreased in 2008 compared with 2007, primarily due to a decrease in earnings on nuclear plant decommissioning trust 
investments and lower gains on sales of real estate. 

0 Interest expense increased in 2008 compared with 2007, primarily due to increased interest on long-term debt resulting from new issuances. 

Income taxes increased in 2009 compared with 2008, in part due to lower domestic manufacturing deductions in 2009. 

Income taxes increased in 2008 compared with 2007, primarily due to the loss of synfitel tax credits as the projects ceased operation at the 
end of 2007. 

0 Special items decreased in 2009 compared with 2008, primarily due to a $476 million after-tax change in energy-related economic 
activity. The change is primarily the result of certain power and gas cash flow hedges failing hedge effectiveness testing in the third and 
fourth quarters of 2008, as well as the first quarter of 2009. Hedge accounting is not permitted for the quarter in which this occurs and, 
accordingly, the entire change in fair value for the periods that failed was recorded to the income statement. However, these transactions 
were not dedesignated as hedges, as prospective regression analysis demonstrated that these hedges are expected to be highly effective over 
their term. For 2008, an after-tax gain of $298 million was recognized in earnings as a result of these hedge failures. During the second, 
third and fourth quarters of 2009, fewer power and gas cash flow hedges failed hedge effectiveness testing; therefore, a portion of the 
previously recognized unrealized gains recorded in the second half of 2008 and the first quarter of 2009 associated with these hedges were 
reversed. For 2009, after-tax losses of $215 million were recognized in earnings. 

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

2009 2008 2007 

Energy-related economic activity (Note 18) 
Sales of assets 

Long Island generation business (a) 
Interest in Wyman Unit 4 (Note 9) 
Majority of Maine hydroelectric generation business (Note 9) 
Domestic telecommunication operations (Note 8) 

Impacts from emission allowances (b) 
Other asset impairments (c) 
Adjustments - NDT investments (d) 
Transmission rights (e) 

Impairments 

Workforce reduction (Note 12) 
Other 

Change in tax accounting method related to repairs (Note 5) 
Montana hydroelectric litigation (Note 14) 
Synthetic fuel tax adjustment (Note 14) 
Montana basin seepage litigation (Note 14) 
Off-site remediation of ash basin leak (Note 14) 
Settlement of Wallingford cost-based rates (f) 
PJM billing dispute 

Total 

$ (225) $ 251 $ 32 

(33) 
(4) 
22 

33 

$ (293) $ 176 $ 24 

) Consists primarily of the initial impairment charge recorded in June 2009 when this business was classified as held for sale. See Note 9 to 
the Financial Statements for additional information on the anticipated sale. 

Statements for additional information. 
(b) 2009 primarily consists of a pre-tax charge of $37 million related to sulfur dioxide emission allowances. See Note 17 to the Financial 



2008 consists of charges related to annual nitrogen oxide allowances and put options. See Note 14 to the Financial Statements for 
additional information. 

Note 8 to the Financial Statements for additional information. 
(c) 2008 primarily consists of a pre-tax charge of $22 million related to the cancellation of the Holtwood hydroelectric expansion project. See 

') Represents other-than-temporary impairment charges on securities, including reversals of previous impairments when previously impaired 
___ securities were sold. 

(e) See "Other Operation and Maintenance" for more information on the $23 inillion pre-tax impairment recorded in 2007. 
(Q In 2003, PPL Wallingford and PPL EnergyPlus sought from the FERC cost-based payments based upon the RhlR status of four units at the 

Wallingford, Connecticut generating facility. In 2007, as a result of a settlement agreement, PPL Energy Supply recognized $55 million of 
revenue and $4 million of interest income. 
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Excluding special items, PPL Energy Supply projects higher earnings from its Supply segment in 2010 compared with 2009, due to growth in 
energy margins. The forecast for growth in energy margins is based on hedged power and fuel prices as well as established capacity prices in 
PJM. These positive factors are expected to be partially offset by higher depreciation, financing costs and operation and maintenance expenses. 

International Deliverv Segment 

The International Delivery segment consists primarily of the electricity distribution operations in the U.K. In 2007, PPL Energy Supply 
completed the sale of its Latin American businesses. In 2008, the International Delivery segment recognized income tax benefits and 
miscellaneous expenses in Discontinued Operations in connection with the dissolution of certain Latin American holding companies. In 2009, 
the International Delivery segment recognized $24 inillion of income tax expense in Discontinued Operations related to a correction of the 
calculation of tax bases of the Latin American businesses sold in 2007. See Note 9 to the Financial Statements for additional information. 

The International Delivery segment results reflect the classification of its Latin American businesses as Discontinued Operations. 

International Delivery segment net income attributable to PPL Energy Supply was: 

2009 2008 2007 

Utility revenues 
Energy-related businesses 

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

Other Income - net 
Interest Expense 
Income Taxes 
Income (Loss) from Discontinued Operations 
Net Income 
Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Energy Supply 

Total operating revenues 

$ 684 $ 824 
32 33 
16 857 

140 186 
115 134 
57 66 
16 14 

328 400 483 
(1 1) 17 26 

$ 863 
37 

900 
252 
147 
67 

144 
45 

87 
20 

(27) 5 
243 290 

$ 243 $ 290 

183 
(43) 
313 
616 

6 
s 610 

The after-tax changes in net income attributable to PPL Energy Supply between these periods were due to the following factors. 

2009 vs. 2008 2008 vs. 2007 
U.K. 

Delivery margins 
Other operating expenses 
Other income - net 
Depreciation 
Interest expense 
Income taxes 
Foreign currency exchange rates 
Gain on transfer of equity investment 
Other 

Discontinued Operations (Note 9) 
'T.S. interest expense 

S. income taxes 
Gain (loss) on economic hedges (Note 15) 
Other 
Special items 

$ 17 
7 

(4) 
(4) 

(69) 

28 
24 

$ 12 
22 
(7) 
4 
5 

24 

6 
(310) 



$ (47) $ (320) 

Q Lower U.K. other operating expenses in 2008 compared with 2007, were primarily due to lower compensation and lower pension costs. 

- Lower U.K. interest expense in 2009 compared with 2008, was primarily due to lower inflation rates on U.K. Index-linked Senior 
Unsecured Notes and lower debt balances. 

Lower U.K. income taxes in 2009 compared with 2008, were primarily due to I-IMRC's determination related to the valuation of a business 
activity sold in 1999 and to the deductibility of foreign currency exchange losses, partially offset by the items in 2008 mentioned below. 

Lower U.K. income taxes in 2008 compared with 2007, were primarily due to Hh4RC's determination related to deductibility of imputed 
interest on a loan from Hyder and a change in tax law that included the phase-out of tax depreciation on industrial buildings over a four-year 
period. 

Q Changes in foreign currency exchange rates negatively impacted U.K. earnings for both periods. The weighted-average exchange rates for 
the British pound sterling were approximately $1.53 in 2009, $1.91 in 2008 and $2.00 in 2007. 

Q Higher U.S. income taxes in 2008 compared with 2007, was primarily due to the change in a U.S. income tax reserve resulting from the 
lapse in 2007 of an applicable statute of limitations. 

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

2009 2008 2007 

Foreign currency-related economic hedges - unrealized impacts 

Sales of assets 

Impairments 
Workforce reduction (Note 12) 
Other 

"otal 

(Note 18) $ 1 

Latin American businesses (Note 9) $ 259 

Change in U.K. tax rate (Note 5 )  

(4) 
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Excluding special items, PPL Energy Supply projects lower earnings from its International Delivery segment in 2010 compared with 2009, as a 
result of higher income taxes, higher operation and maintenance expenses and higher financing costs. These negative factors are expected to be 
partially offset by higher electricity delivery margins and a more favorable currency exchange rate. 

In December 2009, Ofgem completed its rate review for the five-year period from April 1,2010 through March 3 1, 2015. Ofgem allowed 
WPD an average increase in total revenues, before inflationary adjustments, of 6.9% in each of the five years. The revenue increase includes 
reimbursement to electricity distributors for higher operating and capital costs to be incurred. Also, Ofgem set the weighted average cost of 
capital at 4.7%, which includes pre-tax debt and post-tax equity costs and excludes adjustments for inflation, for all distribution 
companies. This is a 0.8% decrease from the previous regulatory period. Additionally, Ofgem has established strong incentive mechanisms to 
provide companies significant opportunities to enhance overall returns by improving network efficiency, reliability or customer service. 

Statement of Income Analysis - 
Domestic Gross Energy Margins 

Non-GAAP Financial Measure 

The following discussion includes financial information prepared in accordance with GAAP, as well as a non-GAAP financial measure, 
"Domestic Gross Energy Margins." The presentation of "Domestic Gross Energy Margins" is intended to supplement the investor's 
understanding of PPL Energy Supply's domestic non-trading and trading activities by combining applicable income statement line items and 
related adjustments to calculate a single financial measure. PPL Energy Supply believes that "Domestic Gross Energy Margins" are useful and 
meaningful to investors because they provide them with the results of PPL Energy Supply's domestic non-trading and trading activities as 
another criterion in making their investment decisions. PPL Energy Supply's management also uses "Domestic Gross Energy Margins" in 
measuring certain corporate performance goals used in determining variable compensation. Other companies may use different measures to 
present the results of their non-trading and trading activities. Additionally, "Domestic Gross Energy Margins" are not intended to replace 
"Operating Income," which is determined in accordance with GAAP, as an indicator of overall operating performance. The following table 

ovides a reconciliation between "Operating Income" and "Domestic Gross Energy Margins" as defined by PPL Energy Supply. 

2009 2008 2007 

Operating Income (a) $ 587 $ 1,372 $ 1,278 



Adjustments: 

Other operation and maintenance (a) 

Domestic gross energy margins $ 1,73 1 $ 1,564 $ 1,824 

(a) As reported on the Statements of Income. 
(b) Amount represents the net of "Energy-related businesses" revenue and expense as reported on the Statements of Income. 
(c) The components of these adjustments are detailed in the tables below. 

The following tables provide the income statement line items and other adjustments that comprise domestic gross energy margins. 

2009 2008 Change 
Revenue 

Wholesale energy marketing (a) $ 3,062 
1,806 

152 
17 

(12) 
274 

2 

Wholesale energy marketing to affiliate (a) 
Unregulated retail electric and gas (a) 
Net energy trading margins (a) 

Miscellaneous wholesale energy marketing to affiliate 
Impact from energy-related economic activity (c) 
Gains from sale of emission allowances (d) 
Revenues from Supply segment discontinued operations (e) 

djustments 
29 

293 
5,330 

37 
(1,032) 1,325 
4,168 1,162 

Expense 
Fuel (a) 93 1 

2,678 
70 

(109) 

1,084 
2,023 

108 
Energy purchases (a) 
Energy purchases from affiliate (a) 
Expense adjustments (b) 

Impact from energy-related economic activity (c) 
Other 

Total expense adjustments 

523 
8 

I 531 
995 

$ 167 

Change 

$ 1,908 
16 
49 

(162) 

(1,206) 
(103) 

52 
1 

(1,255) 
556 

194 
1,494 

(48) 

(832) 
8 

(824) 
816 

$ (260) 

1 

29 
(80) 

3,599 
s 1.731 Domestic gross energy margins 

2007 

$ 1,436 
1,810 

102 
41 

Revenue 
Wholesale energy marketing (a) 
Wholesale energy marketing to affiliate (a) 
Unregulated retail electric and gas (a) 
Net energy trading margins (a) 
Revenue adjustments (b) 

Miscellaneous wholesale energy marketing to affiliate 
Impact from energy-related economic activity (c) 
Gains from sale of emission allowances (d) 
RMR revenues 
Revenues from Supply segment discontinued operations (e) 

Total revenue adjustments 
36 

223 
3,612 

37 

4,168 
(1,032) 

Expense 
Fuel (a) 
Energy purchases (a) 
Energy purchases from affiliate (a) 
Expense adjustments (b) 

Impact from energy-related economic activity (c) 
Other 

Total expense adjustments 

890 
529 
156 

1,084 
2,023 

108 

(632) 200 
1 1  

L l J  

1,788 
s 1.824 Ifi 1.564 Domestic gross energy margins 



(a) As reported on the Statements of Income. 
(b) To includekxclude the impact of any revenues and expenses not associated with domestic gross energy margins, consistent with the way 

(c) See Note 18 to the Financial Statements for additional information regarding economic activity. 
management reviews domestic gross energy margins internally. 

1) Included in "Other operation and maintenance" on the Statements of Income. 

business. See Note 9 to the Financial Statements for additional information. 
\a) Represents revenues associated with the Long Island generation business and the majority of the Maine hydroelectric generation 

Domestic Gross Energv Margins Bv Region 

Domestic gross energy margins are generated through PPL Energy Supply's non-trading and trading activities. PPL Energy Supply manages its 
non-trading energy business on a geographic basis that is aligned with its generation assets. 

2009 2008 Change 
Non-trading 

Eastern U.S. $ 1,391 $ 1,396 $ (5)  
34 

138 
Domestic gross energy margins $ 1,731 $ 1,564 $ 167 

2008 2007 Change 
Non-trading 

Eastern U.S. $ 1,396 $ 02 
Western U.S. 289 81 

Net energy trading (121) 41 
Domestic gross energy margins $ 1,564 $ 1,824 $ (260) 

Eastern US. 

Eastern U.S. non-trading margins were $5 million lower in 2009 compared with 2008. This decrease was primarily due to lower margins on 
full-requirement sales contracts resulting from mild weather, decreased demand, and customer migration. Also contributing to the decrease 
were higher average baseload generation fuel costs of 7%, primarily due to higher coal prices. Partially offsetting these lower margins were net 

?ins resulting from the settlement of economic positions associated with rebalancing PPL Energy Supply's portfolios to better align them with 
.went strategies, higher capacity revenue, higher baseload generation output due to unplanned major outages in 2008, and a 2.2% increase in 

the PLR sales prices in accordance with the PUC Final Order. 

Eastern U.S. non-trading margins were $106 million lower in 2008 compared with 2007. This decrease was primarily due to higher fuel costs, 
up 16%, primarily due to higher coal prices. Also contributing to the decrease was lower baseload generation, down 4%, primarily due to the 
unplanned outages at the eastern coal-fued units and retirement of the Martins Creek coal-fired units in September 2007. Partially offsetting 
these lower margins were higher margins from the hedged sale of generation in the wholesale market and a 1.4% increase in PLR sales prices 
in accordance with the PUC Final Order. 

Western US.  

Western U.S. non-trading margins were $34 million higher in 2009 compared with 2008. This increase was primarily due to higher wholesale 
volumes of 6% and increased generation from the hydroelectric units of 5%. 

Western U.S. non-trading margins were $8 million higher in 2008 compared with 2007. This increase was primarily due to increased 
generation from the hydroelectric units of 2%. 

Net Energy Trading 

PPL Energy Supply enters into energy contracts to take advantage of market opportunities. As a result, PPL Energy Supply may at times create 
a net open position in its portfolio that could result in significant losses if prices do not move in the manner or direction anticipated. However, 
these trading activities are subject to risk management program limits that are designed to protect PPL Energy Supply from undue financial 
loss. The margins from these trading activities are reflected in the Statements of Income as "Net energy trading margins." These physical and 
financial contracts cover trading activity associated with electricity, emission allowances, uranium, FTRs, natural gas, and oil. 

Net energy trading margins increased by $138 million in 2009 compared with 2008. This increase consisted of $215 million of higher 
unrealized margins partially offset by $77 million of lower realized margins. These changes were primarily due to increased margins in the 
power, gas and oil trading positions resulting from unrealized trading losses in 2008 due to a dramatic decline in energy prices and a severe 
-ontraction of liquidity in the wholesale power markets. 

,\let energy trading margins decreased by $162 million in 2008 compared with 2007. This decrease consists of $135 million of lower 
unrealized margins and $27 million of lower realized margins, both driven by significant decreases in power and gas prices in the second half 
of 2008. 



Utility Revenues 

The changes in utility revenues were attributable to: 

, 2009 vs. 2008 2008 vs. 2007 
___ 

Higher U.K. electric delivery revenues for 2009 compared with 2008, excluding foreign currency exchange rate impacts, were primarily due to 
an increase in prices effective April 1, a revised estimate of network electricity losses, and favorable changes in customer mix. These increases 
were partially offset by lower volumes due to unfavorable economic conditions, including industrial customers scaling back on production, and 
a decrease in engineering and metering services performed for third parties. 

Energy-related Businesses 

Energy-related businesses contributed $10 million less to operating income in 2009 compared with 2008. The decrease was primarily 
attributable to: 

o contributions from domestic energy services-related businesses decreasing by $6 million, primarily due to a decline in construction activity 
caused by the slowdown in the economy; and 

Q contributions from U.K. energy-related businesses decreasing by $4 million, primarily due to changes in foreign currency exchange rates. 

Energy-related businesses contributed $30 million more to operating income in 2008 compared with 2007. The increase was primarily 
attributable to: 

o a $39 million impairment in 2007 of domestic telecommunication operations that were sold in 2007; and 
o an $1 1 million increase in contributions from domestic energy services-related businesses mainly due to increased construction activity; 

partially offset by 
o $1 1 million of lower pre-tax contributions from synfuel projects. This reflects a $77 million net gain recorded in 2007 on options purchased 

to hedge the risk associated with the phase-out of synthetic fuel tax credits. This decrease was partially offset by $66 million less in 
operating losses from synfuel projects as the projects ceased operation at the end of 2007; and 
$5 million less in contributions from the domestic telecommunication operations sold in 2007. 

See Note 8 to the Financial Statements for additional information on the sale of domestic telecommunication assets. See Note 14 to the 
Financial Statements for additional information on the shutdown of the synfuel facilities in 2007. 

Other Operation and Maintenance 

The changes in other operation and maintenance expenses were due to: 

2009 vs. 2008 

U.K. foreign currency exchange rates $ 
Impairment of cancelled generation expansion project in 2008 (Note 8) 
Defined benefit costs - U.K. (Note 12) 
WPD recoverable engineering services 
Impairment and other charges - emission allowances (Notes 14 and 17) 
Montana basin seepage litigation (Note 14) 
Uncollectible accounts 
Trademark royalty fees from a PPL subsidiary (Note 15) 
VJPD meter operator expenses 
Payroll-related costs 
Allocation of corporate service costs 
WPD distribution costs 
Domestic and international workforce reductions (Note 12) 
Contractor-related expenses 
Defined benefit costs - U.S. (Note 12) 
Montana hydroelectric litigation (Note 14) 
Other costs at fossilhydroelectric stations 
Other nuclear related expenses 

,npairment of transmission rights (a) 
Other -Domestic 
Other - U.K. 

)wer gains on sales of emission allowances 



(a) In 2007, Maine Electric Power Company (MEPCO), IS0  New England and other New England transmission owners submitted a filing to 
the FERC seeking to roll the revenue requirement of the MEPCO transmission facilities into the regional transmission rates in New 
England and to change certain rules concerning the use of the transmission line for energy and capacity. PPL Energy Supply protested this 
proposal and recorded an impairment of the transmission rights based on their estimated fair value. 

~ 

Depreciation 

The increases in depreciation expense were due to: 

2009 vs. 2008 2008 vs. 2007 

Additions to PP&E (a) 
U.K. foreign currency exchange r 
Extension of useful lives of certain WPD network assets in mid-2007 (Note 1) 
Other 

(a) Primarily attributable to the completion of the Susquehanna generation uprate and the Montour scrubber projects in 2008 and the Brunner 
Island scrubber projects in 2009. 

Taxes, Other Than Income 

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

2009 vs. 2008 2008 vs. 2007 

Domestic property tax expense (a) $ 10 $ (7) 
U.K. foreign currency exchange rates (12) (3) 
Other 2 (2) 

$ $ (12) 

..) The change in both periods was primarily due to a $7 million property tax credit recorded by PPL Montana in 2008. 

Other Income - net 

See Note 16 to the Financial Statements for details of other income. 

Other-Than-Temporary Impairments 

Other-than-temporary impairments decreased by $1 8 million in 2009 compared with 2008, primarily due to stronger investment returns caused 
by improved market conditions within the financial markets. 

Other-than-temporary impairments increased by $33 million in 2008 compared with 2007, primarily due to negative investment returns caused 
by the downturn in the financial markets in 2008. 

Interest Income from Affiliates 

Interest income from affiliates decreased by $12 million in 2009 compared with 2008, and decreased by $15 million in 2008 compared with 
2007. The decrease in 2009 was primarily due to the decline in the average balance outstanding and the floating interest rate on the collateral 
deposit related to the PLR contract. The decrease in 2008 was the result of reduced average balances outstanding on notes receivable from 
affiliates and the floating interest rate on the collateral deposit related to the PLR contract. 

Interest Expense 

The changes in interest expense, which includes "Interest Expense with Affiliate," were due to: 

2009 vs. 2008 2008 vs. 2007 

Inflation adjustment on U.K. Index-linked Senior Unsecured Notes $ (29) $ 6 
K. foreign currency exchange rates (17) (8) 
Jng-term debt interest expense (13) 21 

Hedging activities (3) (4) 
Capitalized interest 12 (1) 
Short-term debt interest expense 6 8 



Amortization of debt issuance costs 
Other 

-icome Taxes 

The changes in income taxes were due to: 

2009 vs. 2008 2008 vs. 2007 

Lower pre-tax book income 
Tax on foreign earnings (a) 
Synthetic fuel and other tax credits (b) 
Tax reserve adjustments (a) (c) (d) 
Tax return adjustments (d) 
Domestic manufacturing deduction 
U.K. Finance Act adjustments (e) 
Other 

$ 

(a) During 2009, WPD recorded a $46 million foreign tax benefit (and a full tax reserve reflected in "Tax reserve adjustments") related to 
losses generated by restructuring. 

(b) The Section 29/45K synthetic fuel tax credits expired at the end of 2007. During 2008, PPL recorded a $13 million adjustment to its 
estimated 2007 fuel tax credits as a result of the IRS publishing the final 2007 inflation-adjusted credit in April 2008. 

(c) During 2007, PPL Energy Supply recorded a $35 million benefit as a result of the expiration of applicable statutes of limitations. The 
expiration of applicable statues of limitations resulted in an $8 million benefit in 2008. Additionally, PPL Energy Supply recorded tax 
benefits of $27 million in 2009 for the settlement of a tax dispute and foreign currency exchange losses. 

(d) During 2009, PPL Energy S~~pply  received consent from the IRS to change its method of accounting for certain expenditures for tax 
purposes. PPL Energy Supply deducted the resulting IRC Sec. 481 adjustment on its 2008 tax return and recorded a $21 million 
adjustment to federal and state income tax expense, which results from the reduction of federal income tax benefits, related to the domestic 
manufacturing deduction and a reduction of certain state tax benefits related to state net operating losses. During 2008, WPD recorded tax 
benefits of approximately $17 million from tax return adjustments that were fiilly reserved. 

recorded an $8 million deferred tax benefit during 2008 related to the reduction in its deferred tax liabilities. 

The U.K.'s Finance Act of 2007, enacted in JLI~Y 2007, included a reduction in the U.K.'s statutory income tax rate. Effective April 1, 
2008, the statutory income tax rate was reduced from 30% to 28%. As a result, WPD recorded a $54 million deferred tax benefit during 
2007 related to the reduction in its deferred tax liabilities. 

'?) The U.K.'s Finance Act of 2008, enacted in JL$ 2008, included a phase-out of tax depreciation on certain buildings. As a result, WPD 

See Note 5 to the Financial Statements for additional information on income taxes. 

Discontinued Operations 

See Note 9 to the Financial Statements for information related to: 

o the anticipated sale of the Long Island generation business; 
e the sale of the majority of the Maine hydroelectric generation business in 2009; 
o the sale of the 8.33% interest in Wyman Unit 4 in 2009; and 
D the sale of the Latin American businesses in 2007 and the substantial dissolution of the remaining holding companies in 2008. 

Financial Condition 

Liquidity and Capital Resources 

PPL Energy Supply expects to continue to have adequate liquidity available through operating cash flows, cash and cash equivalents and its 
credit facilities. Additionally, subject to market conditions, PPL Energy Supply currently plans to access debt capital markets in 2010. 

PPL Energy Supply's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties 
including, but not limited to: 

e changes in market prices for electricity; 
changes in commodity prices that may increase the cost of producing power or decrease the amount PPL Energy Supply receives from 
selling power; 

o operational and credit risks associated with selling and marketing products in the wholesale power markets; 
o potential ineffectiveness of the trading, marketing and risk management policy and programs used to mitigate PPL Energy Supply's risk 

exposure to adverse electricity and fuel prices, interest rates, foreign currency exchange rates and counterparty credit; 



(D 

0 

0 

',- 
0 

0 

0 

0 

unusual or extreme weather that may damage PPL Energy Supply's international distribution facilities or affect energy sales to customers; 
reliance on transmission and distribution facilities that PPL Energy Supply does not own or control to deliver its electricity and natural gas; 
unavailability of generating units (due to unscheduled or longer-than-anticipated generation outages, weather and natural disasters) and the 
resulting loss of revenues and additional costs of replacement electricity; 
the ability to recover and the timeliness and adequacy of recovery of costs associated with international electricity delivery businesses; 
costs of compliance with existing and new environmental laws and with new security and safety requirements for nuclear facilities; 
any adverse outcome of legal proceedings and investigations with respect to PPL Energy Supply's current and past business activities; 
deterioration in the financial markets that could make obtaining new sources of bank and capital markets funding more difficult and more 
costly; and 
a downgrade in PPL Energy Supply's or its rated subsidiaries' credit ratings that could adversely affect their ability to access capital and 
increase the cost of credit facilities and any new debt. 

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Energy Supply's cash flows. 

At December 3 1 , PPL Energy Supply had the following: 

2009 2008 2007 

Cash and cash equivalents $ 245 $ 464 $ 355 
150 102 

Short-term debt $ 639 $ 584 $ 51 

(a) 2008 amount represents tax-exempt bonds issued by the PEDFA in December 2008 on behalf of PPL Energy Supply and purchased by a 

(b) Includes $10 million of auction rate securities at December 3 1,2007. See below for a discussion of auction rate securities. 

subsidiary of PPL Energy Supply upon issuance. Such bonds were refunded in April 2009. See Note 7 to the Financial Statements for 
further discussion. 

The changes in PPL Energy Supply's cash and cash equivalents position resulted from: 

2009 2008 2007 

at Cash Provided by Operating Activities $ 1,413 $ 1,039 $ 1,094 
-4et Cash Used in Investing Activities (551) t 1,696) (305) 
Net Cash Provided by (Used in) Financing Activities (1,081) 779 (963) 
Effect of Exchange Rates on Cash (13) 5 
Net Increase (Decrease) in Cash and Cash Equivalents $ (219) $ 109 $ (1 69) 

Auction Rate Securities 

PPL Energy Supply held auction rate securities with an aggregate par value of $20 million and $24 million at December 31, 2009 and 
2008. Historically, an active market existed for such investments, and the auctions provided an opportunity for investors either to hold an 
investment at a periodically reset interest rate or to sell the investment at its par value for immediate liquidity. In early 2008, investor concerns 
about credit and liquidity in the financial markets, generally, as well as investor concerns over specific insurers that guarantee the credit of 
certain of the underlying securities, created uncertainty in the auction rate securities market and these securities generally failed to be 
remarketed through their established auction process. The auctions continue to fail and the resulting illiquidity continues to impact PPL Energy 
Supply's investment in auction rate securities. 

At December 3 I ,  2008, PPL Energy Supply estimated that the fair value of its auction rate securities was $19 million, which is reflected in 
"Other investments" on the Balance Sheet and represented a temporary decline of $5 million from par value. 

In 2009, PPL Energy Supply liquidated $4 million of auction rate securities at par. At December 3 1,2009, PPL Energy Supply estimated that 
the fair value of its auction rate securities was equal to par value, which was $20 million and is reflected in "Other investments" on the Balance 
Sheet. PPL Energy Supply reversed the previously recorded temporary impairment. 

Because PPL Energy Supply intends and has the ability to hold these auction rate securities until they can be liquidated at par value, PPL 
Energy Supply believes that it does not have significant exposure to realize losses on these securities. Based upon the evaluation of available 
information, PPL Energy Supply believes these investments continue to be of high credit quality. Additionally, PPL Energy Supply does not 
anticipate having to sell these securities to fund operations. See Notes 17 and 21 to the Financial Statements for further discussion of auction 
rate securities. 

7eratinp Activities 

Net cash provided by operating activities increased by 36%, or $374 million, in 2009 compared with 2008, primarily as a result of the return of 
$300 million in cash collateral from PPL Electric related to the long-term PLR energy supply agreements (which expired at the end of 2009); 
cash collateral received from counterparties; and the benefit of lower income tax payments due to the change in method of accounting for 



certain expenditures for tax purposes. These increases were partially offset by a decrease in accounts payable and the unfavorable impact of 
foreign currency exchange rates in 2009 compared with 2008. 

Net cash provided by operating activities decreased by 5%, or $55 million, in 2008 compared with 2007, primarily as a result of increased 
vpenditures for fuel, primarily due to higher coal prices, lower realized net energy trading margins, driven by significant decreases in power 

.id gas prices, higher interest paid, primarily due to higher debt levels in 2008, and cash flows provided by Latin America's operations in 2007 
but not 2008, due to the sale of the Latin American businesses in 2007. The decreases to cash provided by operating activities resulting from 
these items were partially offset by higher revenues, due primarily to the hedged sale of generation in the wholesale market, increased sales 
volumes to PPL Electric under the PLR contracts to support the PLR load and a 1.4% increase in PLR sales prices, as well as less U.S. income 
tax payments, primarily as a result of a refund received in 2008, and operating losses incurred in 2007 in connection with synfiiel projects that 
ceased operation at the end of 2007. 

A significant portion of PPL Energy Supply's operating cash flows is derived from its Supply segment baseload generation business 
activities. PPL Energy Supply employs a formal hedging program for its baseload generation fleet, the primary objective of which is to 
provide a reasonable level of near-term cash flow and earnings certainty over the next three years, while preserving upside potential if power 
prices increase over the medium term. See Note 18 to the Financial Statements for further discussion. Based on its generation portfolio 
contracting practices (including related fuel purchases and commitments), PPL Energy Supply expects to achieve relatively stable cash flows 
related to baseload generation during the next three years, although, future cash flows from operating activities are expected to be influenced 
more by commodity prices than during the past nine years when long-term supply contracts were in place between PPL EnergyPlus and PPL 
Electric. As discussed in "Item 1. Business," PPL Energy Supply estimates that, on average, approximately 94% of its total expected annual 
generation output (which includes baseload and other generation) for 2010 is committed under power sales contracts. PPL Energy Supply has 
also entered into commitments of varying quantities and terms for the years 201 1 and beyond. 

PPL Energy Supply's contracts for the sale and purchase of electricity and fuel often require cash collateral or other credit enhancements, or 
reductions or terminations of a portion of the entire contract through cash settlement, in the event of a downgrade of PPL Energy Supply's or its 
subsidiary's credit ratings or adverse changes in market prices. For example, in addition to limiting its trading ability, if PPL Energy Supply's 
or its subsidiary's ratings were lowered to below "investment grade" and there was a 10% adverse movement in energy prices, PPL Energy 
Supply estimates that, based on its December 31, 2009 positions, it would have had to post additional collateral of approximately $291 million, 
compared with $815 million at December 3 1,2008. PPL Energy Supply has in place risk: management programs that are designed to monitor 
and manage its exposure to volatility of cash flows related to changes in energy and fuel prices, interest rates, foreign currency exchange rates, 
counterparty credit quality and the operating performance of its generating units. 

Investing Activities 

ae primary use of cash in investing activities is capital expenditures. See "Forecasted Uses of Cash" for detail regarding capital expenditures 
in 2009 and projected expenditures for the years 2010 through 2012. 

Net cash used in investing activities decreased 68%, or $1.1 billion in 2009 compared with 2008, primarily as a result of a change of $371 
million from restricted cash and cash equivalents, a change of $249 million from purchases and sales of other investments, a change of $244 
million from purchases and sales of intangible assets, a decrease of $207 million in capital expenditures and $8 1 million of proceeds received 
in 2009 from the sale of the majority of the Maine hydroelectric generation business. See Note 1 to the Financial Statements for a discussion of 
restricted cash and cash equivalents and Note 7 to the Financial Statements for a discussion of the purchase and sale by a subsidiary of PPL 
Energy Supply of Exempt Facilities Revenue Bonds issued by the PEDFA on behalf of PPL Energy Supply and Note 9 to the Financial 
Statements for a discussion of the sale of the majority of the Maine hydroelectric generation business. 

Net cash used in investing activities increased 456%, or $1.4 billion, in 2008 compared with 2007, as PPL Energy Supply received aggregate 
proceeds of $898 million from the sale of its Latin American businesses and telecommunication operations in 2007, which are discussed in 
Notes 8 and 9 to the Financial Statements. Additionally, there was a change of $329 million from purchases and sales of other investments, a 
change of $352 million from purchases and sales of intangible assets, and an increase of $42 million in the amount of cash and cash equivalents 
that became restricted. The increase in cash used in investing activities from the above items was partially offset by a decrease of $217 million 
in capital expenditures. 

Financing Activities 

Net cash used in financing activities was $1.1 billion in 2009 compared with $779 million of net cash provided by financing activities in 2008 
and net cash used in financing activities of $963 million in 2007. The change from 2008 to 2009 primarily reflects no issuances of long-term 
debt in 2009, reduced contributions from Member, increased distributions to Member and less short-term borrowings in 2009. The change 
from 2007 to 2008 primarily reflects increased issuances and lower retirements of long-term debt, reduced distributions to and contributions 
from Member and increased short-term borrowings in 2008. 

In 2009, cash used in financing activities primarily consisted of $943 million in distributions to Member and net debt retirements of $177 
million, partially offset by $50 million in contributions from Member. In 2008, cash provided by financing activities primarily consisted of net 
debt issuances of $1.1 billion and $421 million in contributions from Member, partially offset by $750 million in distributions to Member. In 

)07, cash used in financing activities primarily consisted of net debt retirements of $1 80 million and $1.5 billion of distributions to Member, 
,,artially offset by $700 million in contributions from Member. 

See "Forecasted Sources of Cash" for a discussion of PPL Energy Supply's plans to issue debt securities, as well as a discussion of credit 
facilitv canacitv available to PPL Enerw Sumlv. Also see "Forecasted Uses of Cash" for information regarding maturities of PPL Energy 



Supply's long-term debt. 

PPL Energy Supply's debt financing activity in 2009 was: 

Issuances Retirements 
,- 

WPD short-term debt (net change) 43 

Net decrease (177) 

(a) In March 2009, PPL Energy Supply paid $220 million, plus accrued interest, to complete tender offers to purchase up to $250 million 
aggregate principal amount of certain of its outstanding senior notes in order to reduce future interest expense. Under the Economic 
Stimulus Package, PPL will be permitted to defer recognition of income related to the extinguishment of these notes for tax purposes. No 
amounts will be included in taxable income for the first five years. Beginning in 2014, income related to the extinguishment of these notes 
will be included in taxable income ratably over five years. 

See Note 7 to the Financial Statements for more detailed information regarding PPL Energy Supply's financing activities in 2009. 

Forecasted Sources of Cash 

PPL Energy Supply expects to continue to have significant sources of cash available in the near term, including various credit facilities, 
operating leases and contributions from Member. Additionally, PPL Energy Supply expects to have access to debt capital markets and 
currently plans to issue up to $300 million and E400 million in long-term debt securities in 2010, subject to market conditions. 

Credit Facilities 

At December 3 1,2009, PPL Energy Supply's total committed borrowing capacity under credit facilities and the use of this borrowing capacity 
were: 

Committed Letters of Credit 
Capacity Borrowed Issued (a) Unused Capacity 

?L Energy Supply Domestic Credit 
Facilities (b) $ 4,125 662 $ 3,178 

WPDH Limited Credit Facility (c) fi 150 E 132 n/a E 18 
WPD (South West) Credit Facilities (d) 214 60 E 3 151 

E 192 E 3 Total WPD Credit Facilities (e) 

(a) The borrower under each of these facilities has a reimbursement obligation to the extent any letters of credit are drawn upon. . 

(b) PPL Energy Supply has the ability to borrow $3.6 billion under its credit facilities. Such borrowings generally bear interest at LIBOR- 
based rates plus a spread, depending upon the company's public debt rating. PPL Energy Supply also has the capability to cause the 
lenders to issue up to $3.9 billion of letters of credit under these facilities, which issuances reduce available borrowing capacity. Under 
certain conditions, PPL Energy Supply may request that the capacity of one of its facilities be increased by up to $500 million. 

These credit facilities contain a financial covenant requiring debt to total capitalization to not exceed 65%. At December 3 1,2009 and 
2008, PPL Energy Supply's consolidated debt to total capitalization percentages, as calculated in accordance with its credit facilities, were 
46% and 44%. The credit facilities also contain standard representations and warranties that must be made for PPL Energy Supply to 
borrow under them. 

The commitments under PPL Energy Supply's domestic credit facilities are provided by a diverse bank group, with no one bank and its 
affiliates providing an aggregate commitment of more than 16% of the total committed capacity. 

The committed capacity expires as follows: $600 million in 2010, $300 million in 201 1 and $3.2 billion in 2012. PPL Energy Supply 
intends to renew or replace the two credit facilities that expire in 2010 in order to maintain its current total committed capacity level. 

(c) Borrowings under WPDH Limited's credit facility bear interest at LIBOR-based rates plus a spread, depending upon the company's public 
debt rating. 

I This credit facility contains financial covenants that require WPDH Limited to maintain an interest coverage ratio of not less than 3.0 times 
consolidated earnings before income taxes, depreciation and amortization and a RAB that exceeds total net debt by the higher of an amount 
equal to 15% of total net debt or E150 million, in each case as calculated in accordance with the credit facility. At December 31,2009 and 
2008, WPDH Limited's interest coverage ratios, as calculated in accordance with its credit facility, were 4.3 and 4.6. At December 31, 
2009 and 2008, WPDH Limited's RAB, as calculated in accordance with the credit facility, exceeded its total net debt by E325 million, or 



25%, and E385 million, or 31%. 

(d) WPD (South West) has two credit facilities: one under which it can make cash borrowings and another under which it has the capability to 
cause the lender to issue up to approximately E4 million of letters of credit. Borrowings bear interest at LIBOR-based rates plus a margin. 

The credit facility under which it can make cash borrowings contains financial covenants that require WPD (South West) to maintain an 
interest coverage ratio of not less than 3.0 times consolidated earnings before income taxes, depreciation and amortization and total net 
debt not in excess of 85% of RAB, in each case as calculated in accordance with the credit facility. At December 3 1 , 2009, WPD (South 
West)% interest coverage ratio, as calculated in accordance with its credit facility, was 5.3. At December 3 1,2009, W D  (South West)'s 
total net debt, as calculated in accordance with the credit facility, was 67% of RAB. 

____ 

(e) The commitments under WPD's credit facilities are provided by eight banks, with no one bank providing more than 25% of the total 
committed capacity. 

The committed capacity of W D ' s  credit facilities expires as follows: E4 million in 2010, E210 million in 2012 and E150 million in 
2013. WPD (South West) intends to renew its letter of credit facility that expires in 2010 in order for WPD to maintain its current total 
committed capacity level. 

At December 3 1,2009, the unused capacity of WPD's credit facilities was approximately $276 million. 

In addition to the financial covenants noted in the table above, the credit agreements governing the credit facilities contain various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings and/or 
termination of the agreements. PPL Energy Supply monitors compliance with the covenants on a regular basis. At December 31,2009, PPL 
Energy Supply was in material compliance with these covenants. At this time, PPL Energy Supply believes that these covenants and other 
borrowing conditions will not limit access to these funding sources. 

See Note 7 to the Financial Statements for further discussion of PPL Energy Supply's credit facilities. 

Commercial Paper 

As discussed below under "Credit Ratings,'' S&P lowered its rating on PPL Energy Supply's commercial paper to A-3 from A-2 in January 
2009. Since PPL Energy Supply did not plan to issue any commercial paper during 2009 and there was essentially no liquidity in commercial 
paper markets for paper with an A-3 rating, PPL Energy Supply closed its $500 million commercial paper program in January 2009 and 
-quested that Moody's, S&P and Fitch each withdraw their ratings on its commercial paper program, which each rating agency subsequently 
3. 

PPL Energy Supply may reopen its commercial paper program in the future, depending on market conditions and credit ratings, to provide an 
additional financing source to fund its short-term liquidity needs, if and when necessary. Any future commercial paper issuances would be 
supported by PPL Energy Supply's credit facilities. 

Operating Leases 

PPL Energy Supply and its subsidiaries also have available funding sources that are provided through operating leases. PPL Energy Supply's 
subsidiaries lease office space, land, buildings and certain equipment. These leasing structures provide PPL Energy Supply additional 
operating and financing flexibility. The operating leases contain covenants that are typical for these agreements, such as maintaining insurance, 
maintaining corporate existence and timely payment of rent and other fees. 

PPL Energy Supply, through its subsidiary PPL Montana, leases a 50% interest in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under 
four 36-year, non-cancelable operating leases. These operating leases are not recorded on PPL Energy Supply's Balance Sheets. The leases 
place certain restrictions on PPL Montana's ability to incur additional debt, sell assets and declare dividends. At this time, PPL Energy Supply 
believes that these restrictions will not limit access to these fiinding sources or cause acceleration or termination of the leases. See Note 7 to 
the Financial Statements for a discussion of other dividend restrictions related to WPD. 

See Note 10 to the Financial Statements for further discussion of the operating leases. 

Long-Term Debt Securities and Contributions f iom Member 

Subject to market conditions, PPL Energy Supply currently plans to issue up to $300 million and E400 million in long-term debt securities in 
2010. PPL expects to use the proceeds from these issuances for the repayment of Short-term debt, to fund capital expenditures, and for general 
corporate purposes. 

From time to time, as determined by its Board of Directors, PPL Energy Supply's Member, PPL Energy Funding, makes capital contributions 
to PPL Energy Supply. PPL Energy Supply uses these contributions for general corporate purposes. 

Jrecasted Uses of Cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, fuel and taxes, PPL Energy Supply 
currently expects to incur future cash outflows for capital expenditures, various contractual obligations, distributions to its Member and 



possibly the purchase or redemption of a portion of its debt securities. 

Capital Expenditures 

'he table below shows PPL Energy Supply's actual spending for the year 2009 and current capital expenditure projections for the years 2010 
7 i o u g h  2012. 

Actual Prqjected 
2009 2010 2011 2012 

Construction expenditures (a) (b) 
Generating facilities $ 361 $ 671 $ 673 $ 507 
Transmission and distribution facilities 247 320 358 385 
Environmental 178 63 19 99 

er 
otal Construction Expenditures 

Nuclear fuel 
Total Capital Expenditures 

(a) Construction expenditures include capitalized interest, which is expected to be approximately $156 million for the years 2010 through 

@) Includes expenditures for certain intangible assets. 

PPL Energy SLIPP~Y'S capital expenditure projections for the years 201 0 through 2012 total approximately $3.7 billion. Capital expenditure 
plans are revised periodically to reflect changes in operational, market and regulatory conditions. This table includes projected costs related to 
the planned 239 MW of incremental capacity increases. See Note 8 to the Financial Statements for information regarding the significant 
development projects. 

PPL Energy Supply plans to fund its capital expenditures in 2010 with cash on hand, cash from operations, contributions from Member and 
proceeds from the issuance of debt securities. 

Contractiial Obligations 

DPL Energy Supply has assumed various financial obligations and commitments in the ordinary course of conducting its business. At 

20 12. 

ecember 3 1,2009, the estimated contractual cash obligations of PPL Energy Supply were: 

Less Than 
Total 1 Year 1-3 Years 4-5 Years After 5 Years 

Long-term Debt (a) $ 4,992 $ 500 $ 1,037 $ 3,455 
Interest on Long-term Debt (b) 4,497 $ 291 558 477 3,171 
Operating Leases 968 108 216 223 42 1 
Purchase Obligations (c) 5,896 1,459 1,680 867 1,890 
Other Long-term Liabilities Reflected 

on the Balance Sheet under GAAP 
80 62 18 

16,433 $ 1,920 $ 2,972 $ 2,604 $ 8,937 
(d) (e) 

Total Contractual Cash Obligations $ 

(a) Reflects principal maturities only based on legal maturity dates. See Note 7 to the Financial Statements for a discussion of the remarketing 
feature related to PPL Energy Supply's 5.70% REset Put Securities, as well as discussion of variable-rate remarketable bonds issued by the 
PEDFA on behalf of PPL Energy Supply. PPL Energy Supply does not have any significant capital lease obligations. 

(b) Assumes interest payments through maturity. The payments herein are subject to change, as payments for debt that is or becomes variable- 
rate debt have been estimated and payments denominated in British pounds sterling have been translated to US.  dollars at a current foreign 
currency exchange rate. 

(c) The payments reflected herein are subject to change, as certain purchase obligations included are estimates based on projected obligated 
quantities and/or projected pricing under the contracts. Purchase orders made in the ordinary course of business are excluded from the 
amounts presented. The payments also include obligations related to nuclear fuel and the installation of the scrubbers, which are also 
reflected in the Capital Expenditures table presented above. 

(d) The amounts reflected represent WPD's contractual deficit pension funding requirements arising from an actuarial valuation performed in 
March 2007. The U.K. electricity regulator currently allows a recovery of a substantial portion of the contributions relating to the plan 
deficit; however, WPD cannot be certain that this will continue beyond the current and next review periods, which extend to March 3 1, 
2015. Based on the current funded status of PPL Energy Supply's US.  qualified pension plans, no cash contributions are required. See 
Note 12 to the Financial Statements for a discussion of expected contributions. 

) At December 31,2009, total unrecognized tax benefits of $124 million were excluded from this table as PPL Energy Supply cannot 
reasonably estimate the amount and period of future payments. See Note 5 to the Financial Statements for additional information. 

Distributions to Member 



From time to time, as determined by its Board of Managers, PPL Energy Supply makes return of capital distributions to its Member. 

Purchase or Redeniption of Debt Securities 

DL Energy Supply will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to take action depending 
j~ q o n  prevailing market conditions and available cash. 

Credit Ratings 

Moody's, S&P and Fitch periodically review the credit ratings on the debt securities of PPL Energy Supply and its subsidiaries. Based on their 
respective independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular securities that it 
issues. The credit ratings of PPL Energy Supply and its subsidiaries are based on information provided by PPL Energy Supply and other 
sources. The ratings of Moody's, S&P and Fitch are not a recommendation to buy, sell or hold any securities of PPL Energy Supply or its 
subsidiaries. Such ratings may be subject to revisions or withdrawal by the agencies at any time and should be evaluated independently of each 
other and any other rating that may be assigned to the securities. A downgrade in PPL Energy Supply's or its subsidiaries' credit ratings could 
result in higher borrowing costs and reduced access to capital markets. 

The following table summarizes the credit ratings of PPL Energy Supply and its rated subsidiaries at December 3 1,2009: 

Moody's S&P Fitch (a) 
PPL Energy Supply (b) 

Issuer Rating 
Senior Unsecured Notes 
Outlook 

PPL Montana 
Pass-Through Certificates 
Outlook 

WPDH Limited 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

WPD LLP 
Issuer Rating 
Outlook 

WPD (South Wales) 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

WPD (South West) 
Issuer Rating 
Senior Unsecured Debt 
Short-term Debt 
Outlook 

Baa2 
STABLE 

Baa3 
STABLE 

Baa3 
Baa3 

STABLE 

Baal 

STABLE 

Baal 
Baal 
P-2 

STABLE 

BBB 
BBB 

Negative 

BBB- 
STABLE 

BBB- 
BBB- 
A-3 

Negative 

BBB+ 
BBB+ 

Negative 
A-2 

BBB+ 
BBB+ 

Negative 
A-2 

BBB 
BBB 

STABLE 

BBB 

BBB- 
BBB 

POSITIVE 

BBB 
POSITIVE 

BBB+ 
A- 
F2 

POSITIVE 

BBB+ 
A- 
F2 

POSITIVE 

(a) All Issuer Ratings for Fitch are "Issuer Default Ratings." 
(b) Excludes Exempt Facilities Revenue Bonds issued by the PEDFA on behalf of PPL Energy Supply, which are each currently supported by 

a letter of credit and are rated on the basis of the credit enhancement. 

In January 2009, S&P completed a review of PPL Energy Supply, upon which it revised its outlook to negative from stable and affirmed its 
BBB issuer rating. As a result of the negative outlook, S&P lowered PPL Energy Supply's commercial paper rating to A-3 from A-2. S&P 
stated in its press release that the revision in the outlook for PPL Energy Supply was based primarily on lower than expected cash flows for 
2008 combined with concerns over hrther pressure on financial metrics in 2009. 

I t  the request of PPL Energy Supply, in the first quarter of 2009, Moody's, S&P and Fitch, each withdrew their commercial paper rating for 
'L Energy Supply. 

In February 2009, S&P revised its outlook to negative from stable for each of WPDH Limited, WPD LLP, WPD (South Wales) and W D  
(South West) and affirmed the issuer and short-term debt ratings of each of the entities. S&P stated in its press release that the revision in the 
outlook is a reflection of the change to PPL's outlook to negative from stable and is not a result of any change in WPD's stand-alone credit 



profile. 

In May 2009, Moody's completed a review of PPL Energy Supply and affirmed the Baa2 senior unsecured rating and stable outlook of PPL 
Energy Supply. 

:It WPD's request, in September 2009, S&P withdrew its ratings for W D  LLP, since it did not have any securities outstanding. 

In October 2009, Fitch completed a review of PPL Energy Supply. As a result of that review, Fitch lowered the rating of PPL Energy Supply's 
senior unsecured notes to BBB from BBB+ and affumed all other ratings of PPL Energy Supply. Fitch stated in its press release that the 
change in the rating of PPL Energy Supply's senior unsecured notes aligns such rating with the BBB Issuer Default Rating in a manner that is 
consistent with the approach Fitch applies to other competitive generators and also recognizes a lower valuation of PPL Energy Supply's power 
assets based on current and forward wholesale power prices. The rating also reflects Fitch's forecast of lower than previously expected 
improvement in PPL Energy Supply's earnings and cash flow in 2010 and 201 1. 

Ratings Triggers 

WPD (South West)'s 1.541% Index-linked Notes due 2053 and 2056 and WPD (South Wa1es)'s 4.80436% Notes due 2037 may be put by the 
holders back to the issuer for redemption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by any 
of the rating agencies or reduced to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring 
event includes the loss of, or a material adverse change to, the distribution license under which WPD (South West) and WPD (South Wales) 
operate. These notes totaled E467 million (approximately $766 million) at December 31,2009. 

PPL Energy Supply has various derivative and non-derivative contracts, including contracts for the sale and purchase of electricity and fuel, 
commodity transportation and storage, tolling agreements, and interest rate and foreign currency instruments, which contain provisions 
requiring PPL Energy Supply to post additional collateral, or permit the counterparty to terminate the contract, if PPL Energy Supply's credit 
rating were to fall below investment grade. See Note 18 to the Financial Statements for a discussion of "Credit Risk-Related Contingent 
Features," including a discussion of the potential additional collateral that would have been required for derivative contracts in a net liability 
position at December 3 1,2009. At December 31,2009, if PPL Energy Supply's credit rating had been below investment grade, PPL Energy 
Supply would have been required to post an additional $298 million of collateral to counterparties for both derivative and non-derivative 
commodity and commodity-related contracts used in its generation, marketing and trading operations and interest rate and foreign currency 
contracts. 

Guarantees for Subsidiaries 

.t times, PPL Energy Supply provides guarantees for financing arrangements to enable certain transactions for its consolidated 
affiliates. Some of the guarantees contain financial and other covenants that, if not met, would limit or restrict the consolidated affiliates' 
access to funds under these financing arrangements, require early maturity of such arrangements or limit the consolidated affiliates' ability to 
enter into certain transactions. At this time, PPL Energy Supply believes that these covenants will not limit access to relevant funding 
sources. See Note 14 to the Financial Statements for additional information about guarantees. 

Off-Balance Sheet Arrangements 

PPL Energy Supply has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 
14 to the Financial Statements for a discussion of these agreements. 

Risk Management - Energy Marketing & Trading and Other 

Market Risk 

See Notes 1, 17, and 18 to the Financial Statements for information about PPL Energy S ~ p p l y ' ~  risk management objectives, valuation 
techniques and accounting designations. 

The forward-looking information presented below provides estimates of what may occur in the fiiture, assuming certain adverse market 
conditions and model assumptions. Actual future results may differ materially from those presented. These disclosures are not precise 
indicators of expected future losses, but only indicators of possible losses under normal market conditions at a given confidence level. 

Commodity Price Risk (Non-trading) 

PPL Energy Supply segregates its non-trading activities into two categories: hedge activity and economic activity. Transactions that are 
accounted for as hedge activity qualify for hedge accounting treatment. The economic activity category includes transactions that address a 
specific risk, but were not eligible for hedge accounting or for which hedge accounting was not elected. This activity includes the changes in 
fair value of positions used to hedge a portion of the economic value of PPL Energy Supply's generation assets, load-following and retail 
activities. This economic activity is subject to changes in fair value due to market price volatility of the input and output commodities (e.g., 

(alue of economic positions at December 31,2009 and 2008 was a net liability of $77 million and $52 million. See Note 18 for additional 
information on economic activity. 

el and power). Although they do not receive hedge accounting treatment, these transactions are considered non-trading activity. The net fair 

To hedge the impact of market price volatility on PPL Energy Supply's energy-related assets, liabilities and other contractual arrangements, 



PPL EnergyPlus sells and purchases physical energy at the wholesale level under FERC market-based tariffs throughout the U.S. and enters 
into financial exchange-traded and over-the-counter contracts. PPL Energy Supply's non-trading commodity derivative contracts mature at 
various times through 2017. 

Vithin PPL's non-trading portfolio, the decision to enter into energy contracts is influenced by the expected value of PPL Energy Supply's 
T e n e r a t i o n .  In determining the number of MWhs that are available to be sold forward, PPL Energy Supply first reduces the potential output by 

the amount of unavailable generation due to planned maintenance on a particular unit. The potential output is further reduced by the amount of 
MWhs that historically is not produced by a plant due to such factors as equipment breakage. Finally, the potential output of certain plants 
(such as peaking units) is reduced if their higher cost of production will not allow them to economically run during all hours. 

PPL Energy Supply's non-trading portfolio also includes full requirements energy contracts. The net obligation to serve these contracts 
changes minute-by-minute. Anticipated usage patterns and energy peaks are affected by expected load changes, regional economic drivers, 
customer shopping or migration and seasonal weather patterns. PPL Energy Supply analyzes historical on-peak and off-peak usage patterns, 
expected load changes, regional economic drivers, and weather patterns, among other factors, to determine monthly levels of electricity that 
best fits usage patterns to minimize earnings exposure. To satisfy its full requirements obligations, PPL Energy Supply generally enters into 
contracts to purchase unbundled products of electricity, capacity, RECs and other ancillary products. To a lesser extent, PPL Energy S~pp ly  
reserves a portion of its generation for full requirements contracts that is expected to be the best match with anticipated usage patterns and 
energy peaks. 

The following chart sets forth the net fair value of PPL Energy Supply's non-trading commodity derivative contracts. See Notes 17 and 18 to 
the Financial Statements for additional information. 

Gains (Losses) 
2009 2008 

Fair value of contracts outstanding at the beginning of the period $ 402 $ (305) 
Contracts realized or otherwise settled during the period 189 (49) 
Fair value of new contracts entered into during the period 

Other changes in fair value 546 497 

143 101 
Changes in fair value attribut 158 

Fair value of contracts outstanding at the end of the period $ 1,280 $ 402 

'a) Amount represents the reduction of valuation reserves related to capacity and FTR contracts upon the adoption of fair value accounting 

to changes in valuation techniques (a) 

guidance. 

The following table segregates the net fair value of PPL Energy Supply's non-trading commodity derivative contracts at December 3 1,2009 
based on whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective means. 

Source of Fair Value 
Prices quoted in active markets for 

Prices based on significant other 

Prices based on significant 

Fair value of contracts outstanding at 

identical instruments 

observable inputs 

unobservable inputs 

the end of the period 

Net Asset (Liability) 
Maturity 

Maturity Less Maturity 1-3 Maturity 4-5 in Excess 
Than 1 Year Years Years of 5 Years Total Fair Value 

$ 363 $ 736 $ 73 $ 1,172 

(1 ) 13 30 $ 66 1 os 
$ 362 $ 749 $ 103 $ 66 $ 1,280 

PPL Energy Supply sells electricity, capacity and related services and buys fuel on a forward basis to hedge the value of energy from its 
generation assets. If PPL Energy Supply were unable to deliver firm capacity and energy or to accept the delivery of fuel under its agreements, 
under certain circumstances it could be required to pay liquidating damages. These damages would be based on the difference between the 
market price and the contract price of the commodity. Depending on price changes in the wholesale energy markets, such damages could be 
significant. Extreme weather conditions, unplanned power plant outages, transmission disruptions, nonperformance by counterparties (or their 
own counterparties) with which it has energy contracts and other factors could affect PPL Energy Supply's-ability to meet its obligations, or 
cause significant increases in the market price of replacement energy. Although PPL Energy Supply attempts to mitigate these risks, there can 
be no assurance that it will be able to fully meet its firm obligations, that it will not be required to pay damages for failure to perform, or that it 
will not experience counterparty nonperformance in the future. 

'wnmodity Price Risk (Tradiiig) 

PPL Energy Supply's trading contracts mature at various times through 2015. The following table sets forth changes in the net fair value of 
PPL Energy Supply's trading commodity derivative contracts. See Notes 17 and 18 to the Financial Statements for additional information. 



2009 2008 

Fair value of contracts outstanding at the end of the period 

(a) In the fourth quarter of 2008, PPL Energy Supply refined its valuation approach for FTR and PJM basis positions, consistent with PPL 
Energy Supply's practice of pricing other less active trading points, resulting in changes in valuation techniques. 

PPL Energy Supply will reverse unrealized gains of approximately $1 million over the next three months as the transactions are realized. 

The following table segregates the net fair value of PPL Energy Supply's trading commodity derivative contracts at December 3 1,2009 based 
on whether the fair value was determined by prices quoted in active markets for identical instruments or other more subjective means. 

Net Asset (Liability) 
Maturity 

Maturity Less Maturity 1-3 Maturity 4-5 in Excess 
Than 1 Year Years Years of 5 Years Total Fair Value 

Source ofFair Value 
Prices quoted in active markets for 

Prices based on significant other 

Prices based on significant 

Fair value of contracts outstanding at 

identical instruments $ 1 $ 1 

observable inputs (4) $ 2 $  1 

unobservable inputs (1) 

the end o f  the period $ (4) $ ( 5 )  $ 2 $  I $  (6)  

-'qR Models 

PPL Energy Supply utilizes a VaR model to measure commodity price risk in domestic gross energy margins for its non-trading and trading 
portfolios. VaR is a statistical model that attempts to estimate the value of potential loss over a given holding period under normal market 
conditions at a given confidence level. PPL Energy Supply calculates VaR using a Monte Carlo simulation technique based on a five-day 
holding period at a 95% confidence level. Given the company's conservative hedging program, PPL's non-trading VAR exposure is expected 
to be limited in the short term. At December 3 1,2009 and December 3 1 , 2008, the VaR for PPL Energy Supply's portfolios using end-of- 
quarter results for the period was as follows. 

Trading VaR Non-Trading VaR 
2009 2008 2009 2008 

95% Confidence Level, Five-Day Holding Period 
Period End $ 3 $  3 $  8 $  10 
Average for the Period 4 10 9 14 
High 8 22 I1 20 
Low 1 3 8 9 

The trading portfolio includes all speculative positions, regardless of the delivery period. All positions not considered speculative are 
considered non-trading. PPL Energy Supply's non-trading portfolio includes PPL Energy Supply's entire portfolio, including generation, with 
delivery periods through the next 12 months. Both the trading and non-trading VaR computations exclude FTRs due to the absence of reliable 
spot and forward markets. The fair value of the FTR positions at December 3 1 , 2009 was an unrealized loss of $3 million and consisted of the 
following. 

2010 2011 

Trading (a) 
Non-trading 

Total 

.J) The amount of trading FTR positions was less than $1 million at December 31,2009. 

Interest Rate Risk 



PPL Energy Supply and its subsidiaries have issued debt to finance their operations, which exposes them to interest rate risk. Both PPL and 
PPL Energy Supply manage the interest rate risk of PPL Energy Supply by using various financial derivative instruments to adjust the mix of 
fixed and floating interest rates in its debt portfolio, adjust the duration of its debt portfolio and lock in benchmark: interest rates in anticipation 
of future financing, when appropriate. Risk limits under the risk management program are designed to balance risk exposure to volatility in 

iterest expense and changes in the fair value of PPL Energy Supply's debt portfolio due to changes in the absolute level of interest rates. 
~ 

At December 3 1,2009, PPL Energy Supply's potential annual exposure to increased interest expense, based on a 10% increase in interest rates, 
was not significant, compared with $2 million at December 3 1,2008. 

PPL Energy Supply is also exposed to changes in the fair value of its domestic and international debt portfolios. PPL Energy Supply estimated 
that a 10% decrease in interest rates at December 3 1,2009 would increase the fair value of its debt portfolio by $1 87 million, compared with 
$234 million at December 3 1,2008. 

At December 3 1 , PPL Energy Supply had the following interest rate hedges outstanding. 

2009 2008 
Effect of a Effect of a 

10% 10% 
Fair Value, Adverse Fair Value, Adverse 

Exposure Net - Asset Movement Exposure Net - Asset Movement 
Hedged (Liability) (a) in Rates (b) Hedged (Liability) (a) in Rates (b) 

Cash flow hedges 

Cross-currency swaps (d) $ 302 $ 8 $  302 $ 54 $ (8) 

Interest rate swaps (e) 50 3 
Fair value hedges 

(a) Includes accrued interest, if applicable. 
(b) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 
(c) PPL and PPL Energy Supply utilize various risk management instruments to reduce PPL Energy Supply's exposure to the expected future 

cash flow variability of PPL Energy Supply's debt instruments. These risks include exposure to adverse interest rate movements for 
outstanding variable rate debt and for future anticipated financing. While PPL Energy Supply is exposed to changes in the fair value of 
these instruments, any changes in the fair value of these instruments are recorded in equity and then reclassified into earnings in the same 
period during which the item being hedged affects earnings. 

maturity dates ranging from December 2017 to December 2028. While PPL Energy Supply is exposed to changes in the fair value of these 
instruments, any change in the fair value of these instruments is recorded in equity and reclassified into earnings in the same period during 
which the item being hedged affects earnings. Sensitivities represent a 10% adverse movement in both interest rates and foreign currency 
exchange rates. 

Energy Supply's debt portfolio. The change in fair value of these instruments, as well as the offsetting change in the value of the hedged 
exposure of the debt, is reflected in earnings. Sensitivity represents a 10% adverse movement in interest rates. 

.-I) WPDH Limited uses cross-currency swaps to hedge the interest payments and principal of its U.S. dollar-denominated senior notes with 

(e) PPL and PPL Energy Supply utilize various risk management instruments to adjust the mix of fixed and floating interest rates in PPL 

Foreign Currency Risk 

PPL Energy Supply is exposed to foreign currency risk, primarily through investments in U.K. affiliates. In addition, PPL Energy Supply's 
domestic operations may make purchases of equipment in currencies other than US. dollars. See Note 1 to the Financial Statements for 
additional information regarding foreign currency translation. 

PPL and PPL Energy Supply have adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, 
including firm commitments, recognized assets or liabilities, anticipated transactions and net investments. In addition, PPL and PPL Energy 
Supply enter into financial instruments to protect against foreign currency translation risk of expected earnings. 

At December 31, PPL Energy Supply had the following foreign currency hedges outstanding. 

Net investment hedges (b) 
Economic hedges (c) 

2009 2008 
Effect of a Effect of a 

10% 10% 
Adverse Adverse 

Movement Movement 
in Foreign in Foreign 

Fair Value, Currency Fair Value, Currency 
Exposure Net - Asset Exchange Exposure Net - Asset Exchange 
Hedged (Liability) Rates (a) Hedged (Liability) Rates (a) 

E 40 $ 13 $ (6)  68 $ 34 $ (10) 
48 2 (4) 



(a) Effects of adverse movements decrease assets or increase liabilities, as applicable, which could result in an asset becoming a liability. 
(b) To protect the value of a portion of PPL Energy Supply's net investment in WPD, PPL executed forward contracts to sell British pounds 

sterling. The settlement dates of these contracts range from March 201 0 through June 201 1. 

combination of average rate forwards and average rate options to sell British pounds sterling. The forwards and options have termination 
dates ranging from January 2010 through June 2010. 

*) To economically hedge the translation of 2010 expected income denominated in British pounds sterling to U.S. dollars, PPL entered into a '- 

NDT Funds - Securities Price Risk 

In connection with certain NRC requirements, PPL Susquehanna maintains trust funds to fund certain costs of decommissioning the 
Susquehanna nuclear station. At December 3 1,2009, these funds were invested primarily in domestic equity securities and fixed-rate, fixed- 
income securities and are reflected at fair value on PPL Energy Supply's Balance Sheet. The mix of securities is designed to provide returns 
sufficient to fund Susquehanna's decommissioning and to compensate for inflationary increases in decommissioning costs. However, the 
equity securities included in the trusts are exposed to price fluctuation in equity markets, and the values of fixed-rate, fixed-income securities 
are exposed to changes in interest rates. PPL actively monitors the investment performance and periodically reviews asset allocation in 
accordance with its nuclear decommissioning trust policy statement. At December 3 1,2009, a hypothetical 10% increase in interest rates and a 
10% decrease in equity prices would have resulted in an estimated $40 million reduction in the fair value of the trust assets, compared with $27 
million at December 31,2008. See Notes 17 and 21 to the Financial Statements for additional information regarding the NDT funds. 

Defined Benefit Plans - Seciirities Price Risk 

See "Application of Critical Accounting Policies - Defined Benefits" for additional information regarding the effect of securities price risk on 
plan assets. 

Credit Risk 

Credit risk is the risk that PPL Energy Supply would incur a loss as a result of nonperformance by counterparties of their contractual 
obligations. PPL Energy Supply maintains credit policies and procedures with respect to counterparty credit (including requirements that 
counterparties maintain specified credit ratings) and requires other assurances in the form of credit support or collateral in certain 
circumstances in order to limit counterparty credit risk. However, PPL Energy Supply has concentrations of suppliers and customers among 
electric utilities, financial institutions and other energy marketing and trading companies. These concentrations may impact PPL Energy 
Supply's overall exposure to credit risk, positively or negatively, as counterparties may be similarly affected by changes in economic, 
tgulatory or other conditions. 

PPL Energy Supply includes the effect of credit risk on its fair value measurements to reflect the probability that a counterparty will default 
when contracts are out of the money (from the counterparty's standpoint). In this case, PPL Energy Supply would have to sell into a lower- 
priced market or purchase from a higher-priced market. When necessary, PPL Energy Supply records an allowance for doubtfbl accounts to 
reflect the probability that a counterparty will not pay for deliveries PPL.Energy Supply has made but not yet billed, which are reflected in 
"Unbilled revenues" on the Balance Sheets. PPL Energy Supply also has established a reserve with respect to certain sales to the California 
IS0  for which PPL Energy Supply has not yet been paid, which is reflected in accounts receivable on the Balance Sheets. See Note 14 to the 
Financial Statements for additional information. 

See "Overview" in this Item 7 and Notes 15, 17 and 18 to the Financial Statements for additional information on credit concentration and credit 
risk. 

Related Party Transactions 

PPL Energy Supply is not aware of any material ownership interests or operating responsibility by senior management of PPL Energy Supply 
in outside partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL Energy Supply. 

For additional information on related party transactions, see Note 15 to the Financial Statements. 

Acquisitions, Development and Divestitures 

PPL Energy Supply is currently planning incremental capacity increases of 239 Mw, primarily at its existing generating facilities. See "Item 
2.Properties - Supply Segment" for additional information. 

PPL Energy Supply continuously reexamines development projects based on market conditions and other factors to determine whether to 
proceed with the projects, sell, cancel or expand them, execute tolling agreements or pursue other options. 

See Notes 8 and 9 to the Financial Statements for additional information on the more significant activities. 

ivironmental Matters 

See "Item 1. Business - Environmental Matters" and Note 14 to the Financial Statements for a discussion of environmental matters. 

Competition 



See "Item 1. Business - Competition" under the Supply and International Delivery segments and "Item 1A. Risk Factors" for a discussion of 
competitive factors affecting PPL Energy Supply. 

- New AccountinP Guidance 

See Notes 1 and 22 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption. 

Application of Critical Accounting Policies 

PPL Energy Supply's financial condition and results of operations are impacted by the methods, assumptions and estimates used in the 
application of critical accounting policies. The following accounting policies are particularly important to the financial condition or results of 
operations of PPL Energy Supply, and require estimates or other judgments of matters inherently uncertain. Changes in the estimates or other 
judgments included within these accounting policies could result in a significant change to the information presented in the Financial 
Statements (these accounting policies are also discussed in Note 1 to the Financial Statements). PPL's senior management has reviewed these 
critical accounting policies and the estimates and assumptions regarding them with its Audit Committee. In addition, PPL's senior 
management has reviewed the following disclosures regarding the application of these critical accounting policies with the Audit Committee. 

Effective January 1,2009, PPL Energy Supply fully applied accounting guidance that provides a framework for measuring fair value. The fair 
value measurement concepts provided by this guidance are used within its financial statements where applicable. See Notes 1 and 17 to the 
Financial Statements for additional information regarding fair value measurements. 

1) Price Risk Management 

See "Risk Management - Energy Marketing & Trading and Other" above and Note 18 to the Financial Statements. 

2) Defined Benefits 

PPL Energy Supply subsidiaries sponsor various defined benefit pension and other postretirement plans and participate in and are allocated a 
significant portion of the liability and net periodic defined benefit costs of plans sponsored by PPL Services based on participation in those 
plans. PPL Energy S~tpply subsidiaries record an asset or liability to recognize the funded status of all defined benefit plans with an offsetting 
entry to OCI. Consequently, the funded status of all defined benefit plans is fully recognized on the Balance Sheets. See Note 12 to the 
Financial Statements for additional information about the plans and the accounting for defined benefits. 

ZL and PPL Energy Supply make certain assumptions regarding the valuation of benefit obligations and the performance of plan 
assets. When accounting for defined benefits, delayed recognition in earnings of differences between actual results and expected or estimated 
results is a guiding principle. Annual net periodic defined benefit costs are recorded in current earnings based on estimated results. Any 
differences between actual and estimated results are recorded in OCI. These amounts in AOCI are amortized to income over future 
periods. The delayed recognition allows for a smoothed recognition of costs over the working lives of the employees who benefit under the 
plans. The primary assumptions are: 

e Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to be 
made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date in a 
portfolio of high-quality debt instruments, would provide the necessary future cash flows to pay the accumulated benefits when due. 

e Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL 
Energy Supply records currently. 

e Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

o Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for its U.S. defined benefit plans, PPL and PPL Energy Supply start with an analysis of the expected benefit 
payment stream for its plans. This information is first matched against a spot-rate yield curve. A portfolio of 526 Aa-graded non-callable (or 
callable with make-whole provisions) bonds, with a total amount outstanding in excess of $541 billion, serves as the base from which those 
with the lowest and highest yields are eliminated to develop the ultimate yield curve. The results of this analysis are considered together with 
other economic data and movements in various bond indices to determine the discount rate assumption. At December 3 1,2009, PPL and PPL 
Energy Supply decreased the discount rate for their US. pension plans from 6.50% to 6.00% as a result of this assessment. PPL decreased the 
discount rate for its other postretirement benefit plans from 6.45% to 5.81% and PPL Energy Supply decreased the discount rate for its other 
postretirement benefit plans from 6.37% to 5.55%. 

similar process is used to select the discount rate for the U.K. pension plans, which uses an iBoxx British pounds sterling denominated 
Gorporate bond index as its base. At December 3 1 , 2009, PPL and PPL Energy Supply decreased the discount rate for the U.K. pension plans 
from 7.47% to 5.55% as a result of this assessment. 

The expected long-term rates of return for PPL and PPL Energy Supply's U.S. defined benefit pension and other postretirement benefit plans 



have been developed using a best-estimate of expected returns, volatilities and correlations for each asset class. PPL management corroborates 
these rates with expected long-term rates of return calculated by its independent actuary, who uses a building block approach that begins with a 
risk-free rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation 
is also considered in developing a reasonable return assumption. 
- it December 3 1 , 2009, PPL's expected return on plan assets remained at 8.00% for its U.S. pension plans and remained at 7.00% for PPL's 

other postretirement benefit plans. PPL Energy Supply's expected return on plan assets increased from 7.78% to 8.00% as a result of the 
settlement of the PA Mines, LLC Retirement plan, which historically earned a lower rate of return. The expected long-term rates of return for 
PPL and PPL Energy Supply's U.K. pension plans have been developed by WPD management with assistance from an independent actuary 
using a best-estimate of expected returns, volatilities and correlations for each asset class. For the U.K. plans, PPL and PPL Energy Supply's 
expected return on plan assets remained at 7.90% at December 31,2009. 

In selecting a rate of compensation increase, PPL Energy Supply considers past experience in light of movements in inflation rates. At 
December 3 1 , 2009, PPL and PPL Energy Supply's rate of compensation increase remained at 4.75% for their U.S. plans. For the U.K. plans, 
PPL and PPL Energy Supply's rate of compensation increase remained at 4.00% at December 3 1,2009. 

In selecting health care cost trend rates, PPL and PPL Energy Supply consider past performance and forecasts of health care costs. At 
December 31,2009, PPL and PPL Energy Supply's health care cost trend rates were 8.00% for 2010, gradually declining to 5.50% for 2016. 

A variance in the assumptions listed above could have a significant impact on accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and OCI. While the charts below reflect either an increase or decrease in each assumption, the inverse of this 
change would impact the accrued defined benefit liabilities or assets, reported annual net periodic defined benefit costs and OCI by a similar 
amount in the opposite direction. The sensitivities below reflect an evaluation of the change based solely on a change in that assumption and 
does not include income tax effects. 

At December 31,2009, PPL Energy Supply had recorded the following defied benefit plan liabilities: 

Pension liabilities 
Other postretirement benefit liabilities 

$ 884 
91 

The following chart reflects the sensitivities in the December 31,2009 Balance Sheet associated with a change in certain assumptions based on 
PPL's and PPL Energy Supply's primary defined benefit plans. 

Increase (Decrease) 
Impact on defined benefit 

Actuarial assumption Change in assumption liabilities Impact on OCI 

Discount Rate (0.25)% $ 146 $ (146) 
Rate of Compensation Increase 0.25% 18 (1 8) 
Health Care Cost Trend Rate (a) 1 .O% 5 (5) 

(a) Only impacts other postretirement benefits. 

In 2009, PPL Energy Supply was allocated and recognized net periodic defined benefit costs charged to operating expense of $23 million. This 
amount represents a $1 million increase from 2008. 

The following chart reflects the sensitivities in the 2009 Statement of Income (excluding income tax effects) associated with a change in certain 
assumptions based on PPL's and PPL Energy Supply's primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

Discount Rate 
Expected Return on Plan Assets 
Rate of Compensation Increase 
Health Care Cost Trend Rate (a) 

(0.25)% $ 
(0.25)% 

0.25% 
1 .O% 

(a) Only impacts other postretirement benefits. 

3) Asset Impairment 

PPL Energy Supply performs impairment analyses for long-lived assets that are subject to depreciation or amortization whenever events or 
changes in circumstances indicate that a long-lived asset's carrying value may not be recoverable. For these long-lived assets to be held and 
.sed, such events or changes in circumstances are: 

o a significant decrease in the market price of an asset; 
o a significant adverse change in the manner in which an asset is being used or in its physical condition; 
e a significant adverse change in legal factors or in the business climate; 



o an accumulation of costs significantly in excess of the amount originally expected for the acquisition or construction of an asset; 
o a current-period operating or cash flow loss combined with a history of losses or a forecast that demonstrates continuing losses; or 
e a current expectation that, more likely than not, an asset will be sold or otherwise disposed of before the end of its previously estimated 

useful life. 

T o r  a long-lived asset to be held and used, an impairment is recognized when the carrying amount of the asset is not recoverable and exceeds its 
fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and 
eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's carrying value to its estimated fair 
value. Management must make significant judgments to estimate future cash flows including the useful lives of long-lived assets, the fair value 
of the assets and management's intent to use the assets. PPL Energy Supply considers alternate courses of action to recover the carrying value 
of a long-lived asset, and uses estimated cash flows from the "most likely" alternative to assess impairment whenever one alternative is clearly 
the most lilcely outcome. If no alternative is clearly the most likely, then a probability-weighted approach is used taking into consideration 
estimated cash flows from the alternatives. For assets tested for impairment as of the balance sheet date, the estimates of future cash flows used 
in that test consider the likelihood of possible outcomes that existed at the balance sheet date, including the assessment of the likelihood of a 
future sale of the assets. That assessment is not revised based on events that occur after the balance sheet date. Changes in assumptions and 
estimates could result in significantly different results than those identified and recorded in the financial statements. 

For a long-lived asset held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair value less cost 
to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust its carrying amount to its fair value less cost to sell. A 
gain is recognized for any subsequent increase in fair value less cost to sell, but not in excess of the cumulative impairment previously 
recognized. 

For determining fair value, quoted market prices in active markets are the best evidence of fair value. However, when market prices are 
unavailable, PPL Energy Supply considers all valuation techniques appropriate in the circumstances and for which market participant inputs 
can be obtained. PPL Energy Supply has generally used discounted cash flows to estimate fair value, which incorporates market participant 
inputs when available. Discounted cash flows are calculated by estimating future cash flow streams and applying appropriate discount rates to 
determine the present value of the cash flow streams. 

In 2009, PPL Energy Supply recorded impairments of certain long-lived assets. See Note 17 to the Financial Statements for a discussion of 
impairments related to certain sulfur dioxide emission allowances and the Long Island generation business. 

PPL Energy Supply tests goodwill for impairment at the reporting unit level. PPL Energy Supply has determined its reporting units to be at or 
one level below its operating segments. PPL Energy Supply performs a goodwill impairment test annually or more frequently if events or 
'ianges in circumstances indicate that the carrying value of the reporting unit may be greater than the unit's fair value. Additionally, goodwill 
, tested for impairment after a portion of goodwill has been allocated to a business to be disposed of. 

Goodwill is tested for impairment using a two-step approach. The first step of the goodwill impairment test compares the estimated fair value 
of a reporting unit with its carrying amount, including goodwill. If the estimated fair value of a reporting unit exceeds its carrying amount, 
goodwill of the reporting unit is not considered impaired. If the carrying amount exceeds the estimated fair value of the reporting unit, the 
second step is performed to measure the amount of impairment loss, if any. 

The second step requires a calculation of the implied fair value of goodwill. The implied fair value of goodwill is determined in the same 
manner as the amount of goodwill in a business combination. That is, the estimated fair value of a reporting unit is allocated to all of the assets 
and liabilities of that unit as if the reporting unit had been acquired in a business combination and the estimated fair value of the reporting unit 
was the price paid to acquire the reporting unit. The excess of the estimated fair value of a reporting unit over the amounts assigned to its 
assets and liabilities is the implied fair value of goodwill. The implied fair value of the reporting unit's goodwill is then compared with the 
carrying amount of that goodwill. If the carrying amount exceeds the implied fair value, an impairment loss is recognized in an amount equal 
to that excess. The loss recognized cannot exceed the carrying amount of the reporting unit's goodwill. 

In 2009, PPL Energy Supply was not required to impair any goodwill. Management primarily used discounted cash flows, which required 
significant assumptions, to estimate the fair value of each reporting unit. A decrease in the forecasted cash flows of lo%, or an increase of the 
discount rate by 25 basis points, would not have resulted in an impairment of goodwill. 

Additionally, in 2009, PPL Energy Supply wrote off $3 million of goodwill allocated to discontinued operations. 

4) Loss Accruals 

PPL Energy Supply accrues losses for the estimated impacts of various conditions, situations or circumstances involving uncertain or 
contingent future outcomes. For loss contingencies, the loss must be accrued if (1) information is available that indicates it is probable that a 
loss has been incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably 
estimated. Accounting guidance defines "probable" as cases in which "the future event or events are likely to occur." PPL Energy Supply does 
not record the accrual of contingencies that might result in gains, unless recovery is assured. PPL Energy Supply continuously assesses 
Totential loss contingencies for environmental remediation, litigation claims, regulatory penalties and other events. 

ihe accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of 
triggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
three of these aspects require significant judgment by PPL Energy Supply's management. PPL Energy Supply uses its internal expertise and 
outside experts (such as lawyers and engineers), as necessary, to help estimate the probability that a loss has been incurred and the amount (or 



range) ot the loss. 

No new significant loss accruals were recorded in 2009. In 2008, significant judgment was required by PPL Energy Supply's management to 
uerform an assessment of the contingency related to the Montana hydroelectric litigation. 

71 June 2008, PPL's management assessed the loss exposure related to the Montana hydroelectric litigation, given the June 2008 decision by the 
Montana First Judicial District Court (District Court). The District Court awarded compensation of approximately $34 million for the years 
2000 through 2006, and approximately $6 million for 2007 as rent for the use of the State of Montana's streambeds by PPL Montana's 
hydroelectric facilities. The District Court also deferred the determination of compensation for 2008 and subsequent years to the Montana 
State Land Board (Land Board). In October 2008, PPL Montana filed an appeal of the decision to the Montana Supreme Court and a stay of 
judgment, including a stay of the Land Board's authority to assess compensation against PPL Montana for 2008 and future periods. Oral 
agreement of the case was held before the Montana Supreme Court in September 2009. 

As part of the preparation of its 2009 financial statements, PPL Energy Supply's management reassessed the loss exposure for the Montana 
hydroelectric litigation. PPL's management concluded, based on its assessment and after consultations with its trial counsel, that it has 
meritorious arguments on appeal for the years 2000 through 2006. PPL assessed the likelihood of a loss for these years as reasonably 
possible. However, PPL Montana has not recorded a loss accrual for these years, as the likelihood of a loss was not deemed probable. 

For 2007 and subsequent years, PPL's management believes that while it also has meritorious arguments, it is probable that its hydroelectric 
projects will be subject to annual estimated compensation ranging from $3 million to $6 million. Given that there was no single amount within 
that range more likely than any other, PPL Montana accrued $3 million for each of the years 2007 through 2009 for a total of $9 million. See 
Note 14 to the Financial Statements for additional information on this contingency. 

PPL Energy Supply has identified certain other events that could give rise to a loss, but that do not meet the conditions for accrual. Such 
events are disclosed, but not recorded, when it is "reasonably possible" that a loss has been incurred. See Note 14 to the Financial Statements 
for disclosure of other potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, PPL Energy Supply identifies, where applicable, the triggering events for subsequently reducing the loss 
accrual. The triggering events generally occur when the contingency has been resolved and the actual loss is incurred, or when the risk of loss 
has diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss 
accruals: 

6) Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been exhausted, 
a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

o Environmental and other litigation contingencies are reduced when the contingency is resolved and PPL Energy Supply makes actual 
payments, a better estimate of the loss is determined or the loss is no longer considered probable. 

PPL Energy Supply reviews its loss accruals on a regular basis to assure that the recorded potential loss exposures are appropriate. This 
involves ongoing communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

5) Asset Retirement Obligations 

PPL Energy Supply is required to recognize a liability for legal obligations associated with the retirement of long-lived assets. The initial 
obligation should be measured at its estimated fair value. An equivalent amount should be recorded as an increase in the value of the 
capitalized asset and allocated to expense over the useful life of the asset. Until the obligation is settled, the liability should be increased, 
through the recognition of accretion expense in the income statement, for changes in the obligation due to the passage of time. A conditional 
ARO must be recognized when incurred if the fair value of the ARO can be reasonably estimated. 

In determining AROs, management must make significant judgments and estimates to calculate fair value. Fair value is developed using an 
expected present value technique based on assumptions of market participants that considers estimated retirement costs in current period dollars 
that are inflated to the anticipated retirement date and then discounted back to the date the ARO was incurred. Changes in assumptions and 
estimates included within the calculations of the fair value of AROs could result in significantly different results than those identified and 
recorded in the financial statements. Estimated ARO costs and settlement dates, which affect the carrying value of various AROs and the 
related assets, are reviewed periodically to ensure that any material changes are incorporated into the latest estimate of the obligations. 

At December 31, 2009, PPL Energy Supply had AROs totaling $426 million recorded on the Balance Sheet, of which $10 million is included 
in "Other current liabilities." Of the total amount, $348 million, or 82%, relates to PPL Energy Supply's nuclear decommissioning ARO. The 
most significant assumptions surrounding AROs are the forecasted retirement costs, the discount rates and the inflation rates. A variance in the 
forecasted retirement costs, the discount rates or the inflation rates could have a significant impact on the ARO liabilities. 

The following chart reflects the sensitivities related to PPL Energy Supply's nuclear decommissioning ARO liability as of December 3 1,2009, 
issociated with a change in these assumptions at the time of initial recognition. There is no significant change to the annual depreciation 

pense of the ARO asset or the annual accretion expense of the ARO liability as a result of changing the assumptions. The sensitivities below 
.cflect an evaluation of the change based solely on a change in that assumption. 

Change in Assumption Impact on ARO Liability 



Retirement Cost 
Discount Rate 
Inflation Rate 

lO%/(lO)% $32/$(32) 
0.25%/(0.25)% $(3 1)/$34 
0.25%/(0.25)% $4 1 /$(37) 

8 Income Tax Uncertainties 
L_____ 

Significant management judgment is required in developing PPL Energy Supply's provision for income taxes primarily due to the uncertainty 
related to tax positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation 
allowances. 

Significant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. PPL Energy 
Supply evaluates its tax positions following a two-step process. The first step requires an entity to determine whether, based on the technical 
merits supporting a particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This 
determination assuines that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax 
position. The second step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely- 
than-not recognition criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon 
settlement, that exceeds 50%. PPL Energy Supply's management considers a number of factors in assessing the benefit to be recognized, 
including negotiation of a settlement. 

On a quarterly basis, PPL Energy Supply reassesses its uncertain tax positions by considering information known at the reporting date. Based 
on management's assessment of new information, PPL Energy Supply may subsequently recognize a tax benefit for a previously unrecognized 
tax position, de-recognize a previously recognized tax position, or re-measure the benefit of a previously recognized tax position. The amounts 
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially 
impact PPL Energy Supply's financial statements in the future. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. PPL Energy Supply classifies unrecognized tax benefits as current, to the extent management expects to 
settle an uncertain tax position, by payment or receipt of cash, within one year of the reporting date. Valuation allowances are initially 
recorded and reevaluated each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management 
considers a number of factors in assessing the realization ofa deferred tax asset, including the reversal of temporary differences, future taxable 
income and ongoing prudent and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the 
recognition and measurement criteria utilized by PPL Energy Supply to account for an uncertain tax positions. See Note 5 to the Financial 
Statements for the required disclosures. 

; December 3 1,2009, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase 
by as much as $1 1 million or decrease by up to $123 million €or PPL Energy Supply. This change could result from subsequent recognition, 
derecognition and/or changes in the measurement of uncertain tax positions related to the creditability of foreign taxes, the timing and 
utilization of foreign tax credits and the related impact on alternative minimum tax and other credits, the timing and/or valuation of certain 
deductions, intercompany transactions and unitary filing groups. The events that could cause these changes are direct settlements with taxing 
authorities, litigation, legal or administrative guidance by relevant taxing authorities and the lapse of an applicable statute of limitation. 

Other Information 

PPL's Audit Committee has approved the independent auditor to provide audit and audit-related services and other services permitted by 
Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory filings, 
reviews of offering documents and registration statements, and internal control reviews. See "Item 14. Principal Accounting Fees and 
Services" for more information. 



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 

Item 7. Manapement's Discussion and Analvsis of Financial Condition and Results of Operations 

Overview 

PPL Electric is an electricity delivery service provider in eastern and central Pennsylvania with headquarters in Allentown, 
Pennsylvania. Refer to "Item 1. Business - Background" for a description of its business. PPL Electric's strategy and principal challenge is to 
own and operate its electricity delivery business at the most efficient cost while maintaining high quality customer service and reliability. 

PPL Electric's electricity delivery business is rate-regulated. Accordingly, this business is subject to regulatory risk with respect to costs that 
may be recovered and investment returns that may be collected through customer rates. See "Customer Choice - End of Transition Period" 
below for information on additional risks PPL Electric may face. 

In order to manage financing costs and access to credit markets, a key objective for PPL Electric's business as a whole is to maintain a strong 
credit profile. PPL Electric continually focuses on maintaining an appropriate capital structure and liquidity position. 

See "Item 1A. Risk Factors" for more information concerning these and other material risks PPL Electric faces in its business. 

The purpose of "Management's Discussion and Analysis of Financial Condition and Results of Operations" is to provide information 
concerning PPL Electric's performance in implementing the strategies and managing the risks and challenges mentioned above. Specifically: 

o "Results of Operations" provides an overview of PPL Electric's operating results in 2009,2008 and 2007, including a review of earnings. It 
also provides a brief outlook for 2010. 

a "Financial Condition - Liquidity and Capital Resources" provides an analysis of PPL Electric's liquidity position and credit profile, including 
its sources of cash (including bank credit facilities and sources of operating cash flow) and uses of cash (including contractual obligations 
and capital expenditure requirements) and the key risks and uncertainties that impact PPL Electric's past and future liquidity position and 
financial condition. This subsection also includes a listing and discussion of PPL Electric's current credit ratings. 

a "Financial Condition - Risk Management" provides an explanation of PPL Electric's risk management programs relating to market risk and 
credit risk. 

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

The information provided in this Item 7 should be read in conjunction with PPL Electric's Consolidated Financial Statements and the 
accompanying Notes. 

Terms and abbreviations are explained in the glossary. Dollars are in millions unless otherwise noted. 

Customer Choice - End of Transition Period 

In 1996, the Customer Choice Act was enacted to restructure Pennsylvania's electric utility industry in order to create retail access to a 
competitive market for generation of electricity. The Customer Choice Act required each Pennsylvania electric utility, including PPL Electric, 
to file a restructuring plan to "unbundle" its rates into separate generation, transmission and distribution components and to permit its 
customers to directly access alternate suppliers of electricity. Under the Customer Choice Act, PPL Electric was required to act as a PLR. As 
part of a settlement approved by the PUC and in connection with the restructuring plan PPL Electric filed under the Customer Choice Act, PPL 
Electric agreed to provide electricity as a PLR at predetermined "capped" rates through 2009. In addition, the PUC authorized recovery of 
approximately $2.97 billion of competitive transition or "stranded" costs (generation-related costs that might not otherwise be recovered in a 
competitive market) from customers during an 1 I-year transition period. For PPL Electric, this transition period ended on December 31,2009. 

As a result of the PUC settlement order and the PLR obligation, PPL Electric, through 2009, generally bore the risk that it would not be able to 
obtain adequate energy supply at the "capped" rates it could charge to its customers who did not select an alternate electricity supplier. To 
mitigate this risk, PPL Electric entered into full requirements energy supply agreements with PPL EnergyPlus, a PPL Electric affiliate. Under 
these agreements, through 2009, PPL EnergyPlus supplied PPL Electric's entire PLR load at predetermined prices equal to the capped 
generation rates that PPL Electric was authorized to charge its customers. 

Related to PPL Electric's transition period, the following has occurred or will occur: 

a In August 1999, CTC of $2.4 billion were converted to intangible transition costs when they were securitized by the issuance of transition 
bonds. The intangible transition costs were amortized over the life of the transition bonds, through December 2008, in accordance with an 
amortization schedule filed with the PUC. These transition bonds matured in tranches, with the final tranche being repaid in December 
2008. 

o During the transition period, PPL Electric was authorized by the PUC to bill its customers $130 million for a portion of the costs associated 
with decommissioning of PPL's Susquehanna nuclear plant. Under the power supply agreements between PPL Electric and PPL 



EnergyPlus, these revenues were passed on to PPL EnergyPlus. Similarly, these revenues were passed on to PPL Susquehanna under a 
power supply agreement between PPL EnergyPlus and PPL Susquehanna and invested in the NDT funds. Effective January 1,2010, these 
ratepayer billings have ceased. 

In December 2009, PPL Electric filed with the PUC a final reconciliation of CTC and ITC recoveries during the transition period. At 

will be reflected in customer rates in 2010. 
~ December 31,2009, PPL Electric has recorded a net regulatory liability of $33 million related to these recoveries. The net overcollection 

o At December 3 1,2009, PPL Electric's long-term power purchase agreements with PPL EnergyPlus (effective since 2000 and 2002) expired. 

e To mitigate 2010 rate increases, PPL Electric implemented two programs in 2008 and 2009 that allowed customers to make prepayments 
toward their 2010 and 201 1 electric bills or to defer any 2010 electric bill increases exceeding 25%. Any deferred amounts are to be repaid 
by 2012. At December 31,2009, PPL Electric has recorded a liability of $36 million for these programs. 

o Effective January 1,2010, PPL Electric's rates for generation supply as a PLR are no longer capped and the cost of electric generation is 
based on a competitive solicitation process. During 2007 through 2009, PPL Electric procured through PUC-approved solicitation 
procedures, the electric generation supply it will need in 2010 for customers who do not choose an,alternative supplier. The prices in these 
contracts will result in an average residential customer paying approximately 30% higher rates, as compared to the previously-capped rates 
on delivered electricity. PPL Electric is currently procuring the PLR supply it will need for the January 201 1 through May 2013 
period. The results of all procurements continue to require the approval of the PUC. 

e For those customers who choose to procure generation supply from alternative providers, PPL Electric will provide services for these 
alternative generation suppliers to bill usage charges, among other duties. As required by a PUC-approved plan, PPL Electric will be 
purchasing certain receivables from alternative suppliers at a discount. 

In October 2008, Act 129 became effective. This law created requirements for energy efficiency and conservation programs and for the use of 
smart metering technology, imposed new PLR electricity supply procurement rules, provided remedies for market misconduct, and made 
changes to the existing Alternative Energy Portfolio Standard. 

Prior to the expiration of the generation rate caps, customers' interest in purchasing generation supply from other providers was limited because 
in recent years, the long-term supply agreement between PPL Electric and PPL EnergyPlw provided a below-market cost of generation supply 
for these customers. As a result, a limited amount of "shopping" occurred. In 2010, several alternative suppliers have offered to provide 
generation supply in PPL Electric's service territory. When its customers purchase supply from these alternative suppliers or from PPL Electric 

7 PLR, the purchase of such supply has no significant impact on the operating results of PPL Electric. The cost to purchase PLR supply is 
,wed directly by PPL Electric to its customers without markup. For those customers who receive their supply from an alternative supplier, 

PPL Electric may act as billing agent or the alternative supplier may bill for their supply directly, and in either case, PPL Electric does not 
record revenues or expenses related to this supply. PPL Electric remains the distribution provider for all the customers in its service territory 
and charges a regulated rate for the service of delivering that electricity. 

Lower demand for electric power due to increased prices, the economic downturn or the conservation provisions of Act 129 that require PPL 
Electric to reduce its customers' electricity usage in future periods, could impact future revenues. The reduction in volume could be offset by 
changes in customer rates for this service, subject to PUC approval, depending on PPL Electric's cost structure. Act 129 includes one-time 
penalties of up to $20 million for not attaining the required reductions by 201 1 and 2013. At this time, PPL Electric expects to meet these 
targeted reductions. The costs of complying with the other provisions of Act 129 would, subject to PUC approval, be recoverable through an 
automatic adjustment clause. None of the above changes are expected to have a significant impact on PPL Electric's 2010 financial condition, 
operating results or cash flows. 

The final expiration of generation rate caps in Pennsylvania, applicable to three other large regulated utilities, is scheduled to occur at the end 
of 2010. Discussions concerning generation rate caps and rate increase mitigation are continuing. The final result of those discussions and the 
fiiture impact on the financial condition and fiihire cash flows of PPL Electric cannot be predicted at this time. 

See Note 14 to the Financial Statements for additional information on Pennsylvania legislative and other regulatory activities. 

Market Events 

In 2008, conditions in the financial markets became disruptive to the processes of managing credit risk, responding to liquidity needs, 
measuring financial instruments at fair value, and managing market price risk. Bank credit capacity was reduced and the cost of renewing or 
establishing new credit facilities increased, thereby introducing uncertainties as to PPL Electric's ability to reliably estimate the longer-term 
cost and availability of credit. In general, bank credit capacity has increased from the significantly constrained levels of 2008 and early 
2009. In addition, the cost of renewing or establishing new credit facilities has improved when compared with the 2008 and early 2009 
periods. 

rredit Risk 

ded i t  risk is the risk that PPL Electric would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL 
Electric maintains credit policies and procedures to limit counterparty credit risk. Conditions in the financial and commodity markets have 
generally increased PPL Electric's exposure to credit risk. See Notes 15, 17 and 18 to the Financial Statements, and "Risk Management - 
Credit Risk" for more information on credit risk. 



Liquiditv Risk 

PPL Electric expects to continue to have access to adequate sources of liquidity through operating cash flows, cash and cash equivalents, credit 
cilities and, from time to time, the issuance of capital market securities. PPL Electric's ability to access capital markets may be impacted by 

,onditions in the overall financial and capital markets, as well as conditions specific to the utility sector. See "Financial Condition - Liquidity 
and Capital Resources" for an expanded discussion of PPL Electric's liquidity position and a discussion of its forecasted sources of cash. 

,~ 

Securities Price Risk 

PPL Electric participates in and is allocated costs from defined benefit plans sponsored by PPL. Declines in the market price of debt and equity 
securities result in unrealized losses that reduce the asset values of PPL's defined benefit plans. PPL's defined benefit plans earned positive 
returns in the second half of 2009, thereby recovering a portion of the negative returns incurred in 2008 and the first quarter of 2009. 

Determination of the fbnded status of defined benefit plans, contribution requirements and net periodic defined benefit costs for hture years are 
subject to changes in various assumptions, in addition to the actual performance of the assets in the plans. See "Application of Critical 
Accounting Policies - Defined Benefits" for a discussion of the assumptions and sensitivities regarding those assumptions. 

The Economic Stimulus Package 

The Economic Stimulus Package was intended to stimulate the US.  economy through federal tax relief, expansion of unemployment benefits 
and other social stimulus provisions, domestic spending for education, health care and infrastructure, including the energy sector. A portion of 
the benefits included in the Economic Stimulus Package are offered in the form of loan fee reductions, expanded loan guarantees and secondary 
market incentives. 

Funds from the Economic Stimulus Package have been allocated to various federal agencies, such as the DOE, and provided to state agencies 
through block grants. The DOE has made awards of the funds for smart grid and efficiency-related programs. In addition, in July 2009, PPL 
Electric proposed to the DOE that the agency provide fimding for one-half of a $38 million smart grid project. The project would use smart 
grid technology to strengthen reliability, save energy and improve electric service for 60,000 Harrisburg, Pennsylvania area customers. It 
would also provide benefits beyond the Harrisburg region, helping to speed power restoration across PPL Electric's 29-county service 
territory. In October 2009, PPL Electric received notification that its grant proposal had been selected by the DOE for award 
negotiations. PPL Electric cannot predict the outcome of these award negotiations. 

Results of Operations 

Earnings 

Income available to PPL was: 

2009 2008 2007 

$ 124 $ 158 $ 145 

The changes in income available to PPL from year to year were, in part, attributable to several special items that management considers 
significant. Details of these special items are provided below. 

The after-tax changes in income available to PPL between these periods were due to the following factors. 

2009 vs. 2008 2008 vs. 2007 

Delivery revenues (net of CTCDTC amortization, interest expense on transition 
bonds and ancillary charges) $ (16) $ 32 

Other operation and maintenance 3 (8) 
(10) Other income - net (a) (2) 

Interest expense (12) 
Other 2 (3) 
Special items (9) 1 

$ (34) $ 13 

1 

(a) Includes interest income from affiliate. 

o Delivery revenues decreased in 2009 compared with 2008, primarily due to unfavorable economic conditions, including industrial customers 
scaling back on production and the unfavorable impact of weather on sales volumes. See "Revenue Recognition" in Note 1 to the Financial 
Statements for information on a true-up of FERC formula-based transmission revenues. 

Delivery revenues increased in 2008 compared with 2007, primarily due to a base rate increase effective January 1,2008 and normal load 
growth. 



0 Other operation and maintenance expenses increased in 2008 compared with 2007, primarily due to insurance recovery of storm costs in 
2007, higher vegetation management costs and higher regulatory asset amortization. 

Other income - net decreased in 2008 compared with 2007, primarily due to a decrease in interest income from affiliate resulting from a 
decrease in the average balance outstanding on a note receivable from an affiliate and a lower'average floating interest rate. 

e Interest expense increased in 2009 compared with 2008, primarily due to $400 million of debt issuances in October 2008 that prefunded a 
portion of August 2009 debt maturities. 

The following after-tax amounts, which management considers special items, also impacted earnings. 

2009 2008 2007 

(a) See Note 12 to the Financial Statements for additional information related to the 2009 workforce reduction. 

PPL Electric's earnings beyond 2009 are subject to various risks and uncertainties. See "Forward-Looking Information," "Item 1 A. Risk 
Factors," the rest of this Item 7 and Note 14 to the Financial Stateinents for a discussion of the risks, uncertainties and factors that may impact 
PPL Electric's future earnings. 

201 0 Olrtloolz 

Excluding special items, PPL Electric projects lower earnings in 2010 coinpared with 2009, as a net result of lower distribution revenues, 
primarily due to continued slow economic growth and weak customer demand; higher operation and maintenance expenses; offset by lower 
financing costs. 

In late March 2010, PPL Electric expects to file a request with the PUC seeking an increase in its distribution rates beginning in January 201 1. 

-,ee Note 14 to the Financial Statements for a discussion of items that could impact fiiture earnings, including Pennsylvania legislative and 
other regulatory activities. 

Statement of Income Analysis -- 
Operating Revenues 

Retail Electric 

The changes in revenues from retail electric operations were attributable to: 

Delivery 
PLR 
Other 

2009 vs. 2008 2008 vs. 2007 

$ (60) 17 
19 
3 

(20) 
9 

$ (71) $ 39 

The decrease in retail electric revenues for 2009 compared with 2008 was attributable to unfavorable economic conditions, including industrial 
customers scaling back on production. In addition, weather had an unfavorable impact on sales volumes. These decreases were partially offset 
by favorable price increases. See "Revenue Recognition" in Note 1 to the Financial Statements for information on a true-up of FERC formula- 
based transmission revenues. 

The increase in PLR revenue for 2008 compared with 2007 was attributable to normal load growth, as well as a favorable price increase. The 
increase in delivery revenue for the same period was primarily due to a base rate increase effective January 1,2008, and normal load 
growth. These increases were partially offset by the unfavorable impact of weather on residential and commercial sales in 2008. 

'Wholesale Electric to Affiliate 

rPL  Electric has a contract to sell to PPL EnergyPlus the electricity that PPL Electric purchases under contracts with NUGs. The decrease of 
$38 million in wholesale electric to affiliate in 2009 compared with 2008 was primarily due to the expiration of NUG contracts in 2008 and 
2009. The final NUG contract will expire in 2014. 



The decrease of $48 million in wholesale electric to affiliate in 2008 compared with 2007 was primarily due to the expiration of a NUG 
contract at the end of 2007 and the expiration of two NUG contracts during 2008. The decrease was partially offset by higher prices on certain 
NUG contracts. 

'nergy Purchases 

Energy purchases decreased by $49 million for 2009 compared with 2008, primarily due to the expiration of NUG contracts in 2008 and 2009, 
as well as lower ancillary charges, which are primarily the result of lower pricing. The final NUG contract will expire in 2014. 

Energy purchases decreased by $43 million for 2008 compared with 2007, primarily due to the expiration of a NUG contract at the end of 2007 
and two NUG contracts in 2008, partially offset by higher prices on certain NUG contracts. 

Energy Purchases from Affiliate 

Energy purchases from affiliate decreased by $20 million in 2009 compared with 2008. The decrease was attributable to unfavorable weather 
and the impact of economic conditions, primarily on industrial customers' load, partially offset by higher prices for energy purchased under the 
power supply contracts with PPL EnergyPlus that support the PLR load. 

Energy purchases from affiliate increased by $16 million in 2008 compared with 2007. The increase was primarily due to higher prices for 
energy purchased under the power supply contracts with PPL EnergyPlus that support the PLR load, as well as higher PLR load. 

Other Operation and Maintenance 

The increases in other operation and maintenance expense were due to: 

2009 vs. 2008 2008 vs. 2007 

Workforce reduction (Note 12) $ 9 
7 
5 
3 
3 \ 

Insurance recove 

Regulatory asset amortization 
'UC-reportable storm costs (1 1) 

egetation management costs ( 5 )  
Contractor-related expenses (2) 
Customer education programs (2) 

$ 7 
Other 

5 
1 

5 
$ 8 

Amortization of Recoverable Transition Costs 

Amortization of recoverable transition costs increased by $1 1 million in 2009 compared with 2008 and decreased by $17 million in 2008 
compared with 2007. The amortization of recoverable transition costs was based on a PUC amortization schedule, adjusted for ITC and CTC 
recoveries in customer rates and related expenses. Since the amortization substantially matches the revenue recorded based on recovery in 
customer rates, there is minimal impact on earnings. At the end of 2009, PPL Electric's recoverable transition costs have been fully amortized. 

Taxes, Other Than Income 

Taxes, other than income decreased by $9 million in 2009 compared with 2008. The decrease was primarily due to a $12 million decrease in 
Pennsylvania gross receipts tax expense, which reflects a decrease in the tax rate in 2009. Gross receipts tax is passed through to customers, 

Taxes, other than income increased by $3 million in 2008 compared with 2007. The increase was primarily due to a $6 million increase in 
Pennsylvania gross receipts tax expense, which reflects an increase in the tax rate in 2008. 

Other Income - net 

See Note 16 to the Financial Statements for details of other income. 

Interest Income from Affiliate 

Interest income from affiliate decreased by $5 million in 2009 compared with 2008, and decreased by $10 million in 2008 compared with 
'107. These decreases were the result of a reduced average balance outstanding on a note receivable from an affiliate and a lower average rate 

I this note due to the floating interest rate. 

Interest Expense 



The changes in interest expense, which includes "Interest Expense" and "Interest Expense with Affiliate," were due to: 

2009 vs. 2008 2008 vs. 2007 

______ong-term debt interest expense (a) 
ent of transition bonds 

collateral (Note 15) 
4 Other 

(a) The increases were primarily due to $400 million of debt issuances in October 2008 that prefunded a portion of August 2009 debt 
maturities. 

Income Taxes 

The changes in income taxes were due to: 

2009 vs. 2008 2008 vs. 2007 

16 
7 

Higher (lower) pre-tax book income $ (19) $ 
Tax return adjustments (a) (2) 
Tax reserve adjustments (2) (1) 
Other 

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

See Note 5 to the Financial Statements for additional information on income taxes. 

Financial Condition 

iquidity and Capital Resources 

PPL Electric continues to focus on maintaining a strong credit profile and liquidity position. PPL Electric expects to continue to have adequate 
liquidity available through operating cash flows, cash and cash equivalents and its credit facilities. PPL Electric currently does not plan to 
access commercial paper markets or debt and equity capital markets in 2010. 

PPL Electric's cash flows from operations and access to cost-effective bank and capital markets are subject to risks and uncertainties including, 
but not limited to: 

o unusual or extreme weather that may damage PPL Electric's transmission and distribution facilities or affect energy sales to customers; 
o the ability to recover and the timeliness and adequacy of recovery of costs associated with regulated utility businesses; 
e any adverse outcome of legal proceedings and investigations with respect to PPL Electric's current and past business activities; 
o deterioration in the financial markets that could make obtaining new sources of bank and capital markets fimding more difficult and more 

o a downgrade in PPL Electric's credit ratings that could adversely affect its ability to access capital and increase the cost of credit facilities 
costly; and 

and any new debt. 

See "Item 1A. Risk Factors" for further discussion of risks and uncertainties affecting PPL Electric's cash flows. 

At December 3 1, PPL Electric had the following: 

2009 2008 2007 

Cash and cash equivalents 
Short-term debt 

$ 485 $ 483 $ 33 
$ 95 $ 41 

The changes in PPL Electric's cash and cash equivalents position resulted from: 

2009 2008 2007 

Net Cash Provided by Operating Activities 
Net Cash Provided by (Used in) Investing Activities 



Net Cash Provided by (Used in) Fi 
Net Increase (Decrease) in Cash and Cash Equivalents 2 $  450 $ (117) 

9perating Activities 

28 

Net cash provided by operating activities decreased by 55%, or $354 million, in 2009 compared with 2008, primarily as a result of the 
repayment by PPL Electric of $300 million in cash collateral related to the long-term PLR energy supply agreements with PPL Energy Supply, 
which expired at the end of 2009. The decrease also reflects the impact of lower delivery revenues and higher payments of interest and income 
taxes. 

Net cash provided by operating activities increased by 14%, or $80 million, in 2008 compared with 2007, primarily as a result of increased 
revenues, which was due primarily to a base rate increase effective January 1,2008 and normal load growth, as well as less interest incurred on 
long-term debt, as a result of the repayment of transition bonds during 2007 and 2008. The increases to cash provided by operating activities 
resulting from these items were partially offset by increased energy purchases, primarily as a result of higher prices for energy purchased from 
PPL EnergyPlus under the PLR contracts and higher PLR load, as well as an insurance recovery of storm costs in 2007. 

PPL Electric expects be able to achieve relatively stable cash flows from operations through the support of (i) contracts it has entered into to 
procure the 2010 and a portion of 201 1 PLR electricity supply it expects to need for residential, small commercial and small industrial 
customers who do not choose an alternative supplier and (ii) purchasing receivables from alternative suppliers for those customers who 
purchase generation from other suppliers. See Note 14 to the Financial Statements for information on the energy purchase contracts and 
"Customer Choice - End of Transition Period" in "Overview" in this Item 7 for a discussion of the ability of customers to purchase generation 
supply from other providers and PPL Electric's purchase of the related receivables. 

Investing Activities 

The primary use of cash in investing activities is capital expenditures. See "Forecasted Uses of Cash" for detail regarding capital expenditures 
in 2009 and projected expenditures for the years 2010 through 2012. 

Net cash provided by investing activities was $6 million in 2009 compared with cash used in investing activities of $226 million in 2008. The 
change from 2008 to 2009 primarily reflects the receipt of $300 million from an affiliate as repayment of a demand loan. 

Net cash used in investing activities remained relatively stable in 2008 compared with 2007, but there were significant changes in certain 
components. In 2008, there was a net decrease of $69 million in restricted cash and cash equivalents compared to a net increase of $8 million 

2007. Capital expenditures decreased $18 million in 2008 compared with 2007. In 2008, PPL Electric loaned $23 million to an affiliate 
.ompared with receiving $23 million in 2007 from an affiliate as partial repayment of a demand loan. Additionally, PPL Electric received net 
proceeds of $25 million from purchases and sales of investments in 2007 compared with none in 2008. 

Financing Activities 

Net cash used in financing activities was $298 million in 2009 compared with net cash provided by financing activities of $28 million in 
2008. The change from 2008 to 2009 primarily reflects less issuances and increased retirements of long-term debt, contributions received from 
PPL, increased common stock dividends to PPL and the repayment of short-term borrowings in 2009. PPL Electric had net debt retirements of 
$392 million in 2009 compared with net debt issuances of $148 million in 2008, received $400 million of contributions from PPL in 2009 and 
paid $176 million more of common stock dividends to PPL in 2009 compared to 2008. 

Net cash provided by financing activities was $28 million in 2008 compared with net cash used in financing activities of $446 million in 
2007. The change from 2007 to 2008 primarily reflects increased issuances and less retirements of long-term debt, less common stock 
dividends to PPL and increased short-term borrowings in 2008. PPL Electric had net debt issuances of $148 million in 2008 compared to net 
debt retirements of $306 million in 2007, and it paid $21 million less of common stock dividends to PPL in 2008 compared to 2007. 

See "Forecasted Sources of Cash" for a discussion of PPL Electric's plans to issue debt and equity securities, as well as a discussion of credit 
facility capacity available to PPL Electric. Also see "Forecasted Uses of Cash" for a discussion of PPL Electric's plans to pay dividends on its 
common and preferred securities, as well as maturities of PPI, Electric's long-term debt. 

PPL Electric's debt financing activity in 2009 was: 

Senior Secured Bonds (a) 
Variable Rate Pollution Control Facilities Note 
Short-term debt 

Total 
:t decrease 

Issuance Retirements 

$ 298 $ (586) 
(9) 

(95) 
$ 298 $ (690) 

% (392) 

(a) Issuance is net of pricing discount. Retirements exclude a $9 million premium paid in connection with the December 2009 redemption of 
PPL Electric's 4.30% Senior Secured Bonds due 2013. 



See Note 7 to the Financial Statements for more detailed information regarding PPL Electric's financing activities in 2009. 

Forecasted Sources of Cash 

PL Electric expects to continue to have significant sources of cash available in the near term, including various credit facilities and a 
y o m m e r c i a l  paper program. PPL Electric currently does not plan to access commercial paper markets or debt and equity capital markets in 

2010, but may decide to do so, subject to market conditions, to enhance its liquidity. 

Credit Facilities 

At December 31,2009, PPL Electric's total committed borrowing capacity under its credit facilities and the use of this borrowing capacity 
were: 

Letters of Credit 
Committed Capacity Borrowed Issued (d) Unused Capacity 

5-year Syndicated Credit Facility (a) 190 $ 184 
Asset-backed Credit Facility (b) 150 150 

a1 PPL Electric Credit Facilities (c) $ 340 $ 334 

(a) The commitments under this credit facility are provided by a diverse bank group, with no one bank and its affiliates providing an aggregate 
commitment of more than 18% of the total committed capacity. 

Borrowings under this credit facility generally bear interest at LIBOR-based rates plus a spread, depending upon the company's public debt 
rating. PPL Electric also has the capability to request the lenders to issue up to $190 million of letters of credit under this facility, which 
issuances reduce available borrowing capacity. Under certain conditions, PPL Electric may request that the facility's capacity be increased 
by up to $100 million. 

This credit facility contains a financial covenant requiring debt to total capitalization to not exceed 70%. At December 31, 2009 and 2008, 
PPL Electric's consolidated debt to total capitalization percentages, as calculated in accordance with its credit facility, were 44% and 
53%. This credit facility also contains standard representations and warranties that must be made for PPL Electric to borrow under it. 

6) This credit facility relates to an asset-backed commercial paper program through which PPL Electric obtains financing by selling and 
contributing its eligible accounts receivable and unbilled revenues to a special purpose, wholly owned subsidiary on an ongoing basis. The 
subsidiary pledges these assets to secure loans of up to an aggregate of $150 million from a commercial paper conduit sponsored by a 
financial institution. At December 31,2009, based on accounts receivable and unbilled revenue pledged, $150 million was available for 
borrowing. 

(c) The committed capacity expires as follows: $150 million in 2010 and $190 million in 2012. PPL Electric intends to renew its existing 
$150 million asset-backed credit facility in 2010 in order to maintain its current total committed capacity level. 

(d) PPL Electric has a reimbursement obligation to the extent any letters of credit are drawn upon. 

In addition to the financial covenant noted in the table above, the credit agreements governing the credit facilities contain various other 
covenants. Failure to comply with the covenants after applicable grace periods could result in acceleration of repayment of borrowings andor 
termination of the agreements. PPL Electric monitors compliance with the covenants on a regular basis. At December 31,2009, PPL Electric 
was in material compliance with these covenants. At this time, PPL Electric believes that these covenants and other borrowing conditions will 
not limit access to these funding sources. 

See Note 7 to the Financial Statements for further discussion of PPL Electric's credit facilities. 

Conmercial Paper 

PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund its short-term 
liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's five-year syndicated credit facility based 
on available capacity. 

As noted below under "Credit Ratings," commercial paper for PPL Electric is rated P-2, A-2 and F2 by Moody's, S&P and Fitch. Market 
conditions to issue commercial paper with these ratings have strengthened significantly since 2008, when the downturn in the financial markets 
created extremely limited liquidity resulting in high borrowing rates. PPL Electric did not issue any commercial paper during 2009. Based on 
its current cash position and anticipated cash flows, PPL Electric currently does not plan to issue any commercial paper during 2010, but it may 
do so from time to time, subject to market conditions, to facilitate short-term cash flow needs. 

onti*ibiitionsfioin PPL 

From time to time PPL may make capital contributions to PPL Electric. PPL Electric may use these contributions for general corporate 
purposes. 



Long-Tei-tn Debt and Equity Sectirities 

PPL Electric currently does not plan to issue any debt or equity securities in 2010. 
,- 

orecasted Uses of Cash 

In addition to expenditures required for normal operating activities, such as purchased power, payroll, and taxes, PPL Electric currently expects 
to incur future cash outflows for capital expenditures, various contractual obligations, payment of dividends on its common and preferred 
securities and possibly the purchase or redemption of a portion of its debt securities. 

Capital Expendittires 

The table below shows PPL Electric's actual spending for the year 2009 and current capital expenditure projections for the years 2010 through 
2012. 

Actual Projected 
2009 2010 201 1 2012 

Construction expenditures (a) (b) 
Transmission and distribution facilities $ 264 $ 542 $ 739 $ 605 

$ 298 $ 589 $ 777 $ 644 Total Capital Expenditures 

Other 34 47 38 39 

(a) Construction expenditures include AFUDC, which is expected to be approximately $34 million for the years 2010 through 2012. 
(b) Includes expenditures for intangible assets. 

PPL Electric's capital expenditure projections for the years 2010 through 2012 total approximately $2.0 billion. Capital expenditure plans are 
revised periodically to reflect changes in operational, market and regulatory conditions. The table includes projected costs for the asset 
optimization program focused on the replacement of aging transmission and distribution assets, and the PJM-approved regional transmission 
line expansion project. See Note 8 to the Financial Statements for additional information. 

PPL Electric plans to fund its capital expenditures in 2010 with cash on hand and cash from operations. 

mtractiial Obligations 

PPL Electric has assumed various financial obligations and commitments in the ordinary course of conducting its business. At December 31, 
2009, the estimated contractual cash obligations of PPL Electric were: 

Less Than 
Total 1 Year 1-3 Years 4-5 Years After 5 Years 

Long-term Debt (a) $ 1,474 $ 410 $ 1,064 
Interest on Long-term Debt (b) 1,454 $ 89 $ 173 147 1,045 
Purchase Obligations (c) 3,142 2,599 537 6 
Other Long-term Liabilities Reflected on 

the Balance Sheets under GAAP (d) 
$ 6,070 $ 2,688 $ 710 $ 563 $ 2,109 Total Contractual Cash Obligations 

(a) Reflects principal maturities only based on legal maturity dates. See Note 7 to the Financial Statements for a discussion of variable-rate 

(b) Assumes interest payments through maturity. The payments herein are snbject to change, as payments for variable-rate debt have been 

(c) The payments reflected herein are subject to change, as the purchase obligation reflected is an estimate based on projected obligated 

remarketable bonds issued by the PEDFA on behalf of PPL Electric. PPL Electric does not have any capital or operating lease obligations. 

estimated. 

quantities and projected pricing under the contract. Purchase orders made in the ordinary course of business are excluded from the 
amounts presented. 

(d) At December 31,2009, total unrecognized tax benefits of $74 million were excluded from this table as PPL Electric cannot reasonably 
estimate the amount and period of future payments. See Note 5 to the Financial Statements for additional information. 

Dividends 

From time to time, as determined by its Board of Directors, PPL Electric pays dividends on its common stock to its parent, PPL. 

s discussed in Note 7 to the Financial Statements, PPL Electric may not pay dividends on its common stock, except in certain circumstances, 
.Inless full dividends have been paid on the 6.25% Series Preference Stock for the then-current dividend period. PPL Electric does not, at this 
time, expect that such limitation would significantly impact its ability to declare dividends. 

PPL Electric expects to continue to pay quarterly dividends on its outstanding preferred securities, if and as declared by its Board of Directors. 



Purchase or Redeinption of Debt Secirrities 

PPL Electric will continue to evaluate purchasing or redeeming outstanding debt securities and may decide to take action depending upon 
L e v a i l i n g  market conditions and available cash. 

Credit Ratings 

Moody's, S&P and Fitch periodically review the credit ratings on the debt and preferred securities of PPL Electric. Based on their respective 
independent reviews, the rating agencies may make certain ratings revisions or ratings affirmations. 

A credit rating reflects an assessment by the rating agency of the creditworthiness associated with an issuer and particular securities that it 
issues. The credit ratings of PPL Electric are based on information provided by PPL Electric and other sources. The ratings of Moody's, S&P 
and Fitch are not a recommendation to buy, sell or hold any securities of PPL Electric. Such ratings may be subject to revisions or withdrawal 
by the agencies at any time and should be evaluated independently of each other and any other rating that may be assigned to the securities. A 
downgrade in PPL Electric's credit ratings could result in higher borrowing costs and reduced access to capital markets. 

The following table summarizes the credit ratings of PPL Electric at December 3 1,2009: 

Moody's S&P Fitch (a) 
PPL Electric (b) 

Senior Unsecured/Issuer Rating Baal A- BBB 

Coininercial Paper P-2 A-2 F2 
Preferred Stock Baa3 BBB BBB 
Preference Stock Baa3 BBB BBB 
0ut1001c Negative Negative STABLE 

First Mortgage BonddSenior Secured Bonds A3 A- A- 

(a) Issuer Rating for Fitch is an "Issuer Default Rating." 
@) Excludes Pollution Control Revenue Bonds issued by the LCIDA and the PEDFA on behalf of PPL Electric, of which the LCIDA bonds 

are insured and may be rated on the basis of relevant factors, including the insurer's ratings. 

In January 2009, S&P completed a review of PPL Electric, upon which it revised its outlook to negative from stable and affirmed the A- issuer 
Tting of PPL Electric. S&P stated in its press release that the revision in its outlook reflects the linkage with PPL, whose outlook was also 
vised to negative from stable, along with their expectation that PPL Electric's financial metrics could weaken beginning in 2010. 

In May 2009, Moody's completed a review of PPL Electric. As a result of that review, Moody's revised its outlook for PPL Electric to negative 
from stable, Moody's stated in its press release that the revision in the outlook for PPL Electric reflects Moody's expectation that PPL Electric's 
financial metrics will deteriorate beyond 2009 and considers the potential for additional pressure on cash flows. 

In October 2009, Fitch completed a review of PPL Electric, upon which it affirmed all ratings of PPL Electric. 

In January 2010, as a result of implementing its recently revised guidelines for rating preferred stock and hybrid securities, Fitch lowered the 
ratings of PPL Electric's preferred stock and preference stock to BBB- from BBB. Fitch stated in its press release that the new guidelines, 
which apply to instruments issued by companies in all sectors, typically resulted in downgrades of one notch for many instruments that provide 
for the ability to defer interest or dividend payments. Fitch stated that it has no reason to believe that deferral will be activated. 

Off-Balance Sheet Arrangements 

PPL Electric has entered into certain agreements that may contingently require payment to a guaranteed or indemnified party. See Note 14 to 
the Financial Statements for a discussion of these agreements. 

Risk Management 

Market Risk 

Coininodity Price and Volzrrnetric Risk - PLR Contracts 

PPL Electric has an obligation to act as a PLR. This role has the potential to expose PPL Electric to electric generation price and volumetric 
risk. Through 2009, PPL Electric and PPL EnergyPlus had power supply agreements under which PPL EnergyPlus sold PPL Electric (under a 
predetermined pricing arrangement) energy and capacity to fulfill this PLR obligation. As a result, PPL Electric had shifted these risks to PPL 
EnergyPlus. For its 2010 PLR obligation, PPL Electric has entered into power purchase agreements with several counterparties, which include 
fixed prices that shift these risks to the counterparties. PPL Electric is in the process of procuring such supply for the period January 201 1 

-ough May 2013. In the event a supplier defaults on its obligation, PPL Electric would be required to seek replacement power in the 
.tiark&. All incremental costs incurred by PPL Electric would be recoverable from customers in future rates. See "Overview" in this Item 7 
and Note 14 to the Financial Statements for information on the PUC-approved procurement plan and other ongoing Pennsylvania regulatory 
and legislative activities. 
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Interest Rate Risk 

PPL Electric has issued debt to finance its operations, which exposes it to interest rate risk. PPL Electric's potential annual exposure to 
increased interest expense, based on a 10% increase in interest rates, was not significant at December 31,2009 and 2008. PPL Electric 

,ompared with $50 million at December 3 1,2008. 
~ timated that a 10% decrease in interest rates at December 3 1,2009 would increase the fair value of its debt portfolio by $69 million, 

Credit Risk 

Credit risk is the risk that PPL Electric would incur a loss as a result of nonperformance by counterparties of their contractual obligations. PPL 
Electric requires that counterparties maintain specified credit ratings and requires other assurances in the form of credit support or collateral in 
certain circumstances in order to limit counterparty credit risk. However, PPL Electric has concentrations of suppliers, financial institutions 
and customers. These concentrations may impact PPL Electric's overall exposure to credit risk, positively or negatively, as counterparties may 
be similarly affected by changes in economic, regulatory or other conditions. 

In 2007, the PUC approved PPL Electric's post-rate cap plan to procure default electricity supply for retail customers who do not choose an 
alternative competitive supplier in 2010. From 2007 through 2009, PPL Electric conducted six competitive solicitations to purchase electricity 
generation supply for these customers. 

In October 2009, PPL Electric purchased 201 0 supply for fixed-price default service to large commercial and large industrial customers who 
elect to talce that service. In November 2009, PPL Electric purchased supply to provide hourly default service to large commercial and 
industrial customers in 2010. 

In June 2009, the PUC approved PPL Electric's procurement plan for the period January 201 1 through May 2013. The first two of 14 planned 
competitive solicitations occurred in 2009. 

Under the standard Supply Master Agreement (the Agreement) for the bid solicitation process, PPL Electric requires all suppliers to post 
collateral if their credit exposure exceeds an established credit limit. In the event a supplier defaults on its obligation, PPL Electric would be 
required to seek replacement power in the market. All incremental costs incurred by PPL Electric would be recoverable from customers in 
future rates. At December 31,2009, all of the successhl bidders under all of the solicitations had an investment grade credit rating from S&P, 
and were not required to post collateral under the Agreement. There is no instance under the Agreement in which PPL Electric is required to 
post collateral to its suppliers. 

-:e "Overview" in this Item 7 and Notes 14, 15, 17 and 18 to the Financial Statements for additional information on the competitive 
&citations, the Agreement and credit concentration and risk. 

Related Party Transactions 

PPL Electric is not aware of any material ownership interests or operating responsibility by senior management of PPL Electric in outside 
partnerships, including leasing transactions with variable interest entities, or other entities doing business with PPL Electric. 

For additional information on related party transactions, see Note 15 to the Financial Statements. 

Environmental Matters 

See "Item 1. Business - Environmental Matters" and Note 14 to the Financial Statements for a discussion of environmental matters. 

Competition 

See "Item 1. Business - Segment Information - Pennsylvania Delivery Segment - Competition'' and "Item 1A. Risk Factors" for a discussion of 
competitive factors affecting PPL Electric. 

New Accountin? Guidance 

See Notes 1 and 22 to the Financial Statements for a discussion of new accounting guidance adopted and pending adoption. 

Application of Critical Accounting Policies 

PPL Electric's financial condition and results of operations are impacted by the methods, assumptions and estimates used in the application of 
critical accounting policies. The following accounting policies are particularly important to the financial condition or results of operations of 
PPL Electric, and require estimates or other judgments of matters inherently uncertain. Changes in the estimates or other judgments included 
within these accounting policies could result in a significant change to the information presented in the Financial Statements (these accounting 
nolicies are also discussed in Note 1 to the Financial Statements). PPL's senior management has reviewed these critical accounting policies and 

-,isclosures regarding the application of these critical accounting policies with the Audit Committee. 

Effective January I , 2009, PPL Electric fidly applied accounting guidance that provides a framework for measuring fair value. The fair value 
measurement concepts provided by this guidance are used within its financial statements where applicable. See Notes 1 and 17 to the Financial 

: estimates and assumptions regarding them with its Audit Committee. In addition, PPL's senior management has reviewed the following 



Statements for additional information regarding fair value measurements. 

1) Defined Benefits 

PL Electric participates in and is allocated a significant portion of the liability and net periodic defined benefit pension and other 
yos t r e t i r emen t  costs of plans sponsored by PPL Services based on participation in those plans. PPL Electric records an asset or liability to 

recognize the funded status of all defined benefit plans with an offsetting entry to regulatory assets. Consequently, the funded status of all 
defined benefit plans is fully recognized on the Balance Sheets. See Note 12 to the Financial Statements for additional information about the 
plans and the accounting for defined benefits. 

PPL makes certain assumptions regarding the valuation of benefit obligations and the performance of plan assets. When accounting for defined 
benefits, delayed recognition in earnings of differences between actual results and expected or estimated results is a guiding principle. Annual 
net periodic defined benefit costs are recorded in current earnings based on estimated results. Any differences between actual and estimated 
results are recorded in regulatory assets. The amount in regulatory assets is amortized to income over future periods. The delayed recognition 
allows for a smoothed recognition of costs over the working lives of the employees who benefit under the plans. The primary assumptions are: 

e Discount Rate - The discount rate is used in calculating the present value of benefits, which is based on projections of benefit payments to be 
made in the future. The objective in selecting the discount rate is to measure the single amount that, if invested at the measurement date in a 
portfolio of high-quality debt instruments, would provide the necessary fiiture cash flows to pay the accumulated benefits when due. 

o Expected Return on Plan Assets - Management projects the long-term rates of return on plan assets based on historical performance, future 
expectations and periodic portfolio rebalancing among the diversified asset classes. These projected returns reduce the net benefit costs PPL 
Electric records currently. 

e Rate of Compensation Increase - Management projects employees' annual pay increases, which are used to project employees' pension 
benefits at retirement. 

e Health Care Cost Trend Rate - Management projects the expected increases in the cost of health care. 

In selecting a discount rate for its U.S. dcfincd benefitplans, PPL starts with an analysis of the expected benefit payment stream for its 
plans. This information is first matched against a spot-rate yield curve. A portfolio of 526 Aa-graded non-callable (or callable with malce- 
whole provisions) bonds, with a total amount outstanding in excess of $541 billion, serves as the base from which those with the lowest and 
highest yields are eliminated to develop the ultimate yield curve. The results of this analysis are considered together with other economic data 
7d movements in various bond indices to determine the discount rate assumption. At December 3 1,2009, PPL decreased the discount rate for 
i U.S. pension plans from 6.50% to 6.00% as a result of this assessment and decreased the discount rate for its other postretirement benefit 

plans from 6.45% to 5.81%. 

The expected long-term rates of return for PPL's U.S. defined benefit pension and other postretirement benefits have been developed using a 
best-estimate of expected returns, volatilities and correlations for each asset class. PPL management corroborates these rates with expected 
long-term rates of return calculated by its independent actuary, who uses a building block approach that begins with a risk-free rate of return 
with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's specific asset allocation is also considered in 
developing a reasonable return assumption. At December 31,2009, PPL's expected return on plan assets remained at 8.00% for its U.S. 
pension plans and remained at 7.00% for its other postretirement benefit plans. 

In selecting a rate of compensation increase, PPL considers past experience in light of movements in inflation rates. At December 3 1,2009, 
PPL's rate of compensation increase remained at 4.75% for its U.S. plans. 

In selecting health care cost trend rates for PPL's other.postretirement benefit plans, PPL considers past performance and forecasts of health 
care costs. At December 31,2009, PPL's health care cost trend rates were 8.00% for 2010, gradually declining to 5.50% for 2016. 

A variance in the assumptions listed above could have a significant impact on the accrued defined benefit liabilities or assets, reported annual 
net periodic defined benefit costs and the regulatory assets allocated to PPL Electric. While the charts below reflect either an increase or 
decrease in each assumption, the inverse of this change would impact the accrued defined benefit liabilities or assets, reported annual net 
periodic defined benefit costs and regulatory assets by a similar amount in the opposite direction. The sensitivities below reflect an evaluation 
of the change based solely on a change in that assumption and does not include income tax effects. 

At December 31,2009, PPL Electric had recorded the following defined benefit plan liabilities: 

Pension liabilities 
Other postretirement benefit liabilities 

$ 245 
73 

The following chart reflects the sensitivities in the December 31, 2009 Balance Sheet associated with a change in certain assumptions based on 
PPL's primary defined benefit plans. 

Increase (Decrease) 
Impact on defined Impact on regulatory 

Actuarial assumption Change in assumption benefit liabilities assets 



Discount Rate 0.25)% 31 
Rate of Compensation Increase 0.25% 5 5 
Health Care Cost Trend Rate (a) 1 .O% 

y a )  Only impacts other postretirement benefits. 

In 2009, PPL Electric was allocated net periodic defined benefit costs charged to operating expense of $24 million. This amount represents a 
$6 million increase compared with the charge recognized during 2008. 

The following chart reflects the sensitivities in the 2009 Statement of Income (excluding income tax effects) associated with a change in certain 
assumptions based on PPL's primary defined benefit plans. 

Actuarial assumption Change in assumption Impact on defined benefit costs 

Discount Rate % $  1 
2 
1 

Expected Return on Pla % 
Rate of Compensation Increase % 
Health Care Cost Trend Rate (a) 1 .O% 1 

(a) Only impacts other postretirement benefits. 

2) Loss Accruals 

PPL Electric accrues losses for the estimated impacts of various conditions, situations or circumstances involving uncertain or contingent future 
outcomes. For loss contingencies, the loss must be accnted if (1) information is available that indicates it is probable that a loss has been 
incurred, given the likelihood of the uncertain future events, and (2) the amount of the loss can be reasonably estimated. Accounting guidance 
defines "probable" as cases in which "the future event or events are likely to occur." PPL Electric does not record the accrual of contingencies 
that might result in gains, unless recovery is assured. PPL Electric continuously assesses potential loss contingencies for environmental 
remediation, litigation claims, regulatory penalties and other events. 

The accounting aspects of estimated loss accruals include (1) the initial identification and recording of the loss, (2) the determination of 
jggering events for reducing a recorded loss accrual, and (3) the ongoing assessment as to whether a recorded loss accrual is sufficient. All 
m e  of these aspects require significant judgment by PPL Electric's management. PPL Electric uses its internal expertise and outside experts 

(such as lawyers and engineers), as necessary, to help estimate the probability that a loss has been incurred and the amount (or range) of the 
loss. 

No new significant loss accruals were recorded in 2009. 

PPL Electric has identified certain other events that could give rise to a loss, but that do not meet the conditions for accrual. Such events are 
disclosed, but not recorded, when it is "reasonably possible" that a loss has been incurred. See Note 14 to the Financial Statements for 
disclosure of other potential loss contingencies that have not met the criteria for accrual. 

When an estimated loss is accrued, PPL Electric identifies, where applicable, the triggering events for subsequently reducing the loss 
accrual. The triggering events generally occur when the contingency has been resolved and the actual loss is incurred, or when the risk of loss 
has diminished or been eliminated. The following are some of the triggering events that provide for the reduction of certain recorded loss 
accruals: 

e Allowances for uncollectible accounts are reduced when accounts are written off after prescribed collection procedures have been exhausted, 
a better estimate of the allowance is determined or underlying amounts are ultimately collected. 

o Environmental and other litigation contingencies are reduced when the contingency is resolved and PPL Electric makes actual payments, a 
better estimate of the loss is determined or the loss is no longer considered probable. 

PPL Electric reviews its loss accruals on a regular basis to assure that the recorded potential loss exposures are appropriate. This involves 
ongoing communication and analyses with internal and external legal counsel, engineers, operation management and other parties. 

3) Income Tax Uncertainties 

Significant management judgment is required in developing PPL Electric's provision for income taxes primarily due to the uncertainty related 
to tax positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and valuation allowances. 

gnificant management judgment is required to determine the amount of benefit recognized related to an uncertain tax position. PPL Electric 
evaluates its tax positions following a two-step process. The first step requires an entity to determine whether, based on the technical merits 
supporting a particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be sustained. This 
determination assumes that the relevant taxing authority will examine the tax position and is aware of all the relevant facts surrounding the tax 
position. The second step requires an entity to recognize in the financial statements the benefit of a tax position that meets the more-likely- 



than-not recognition criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of realization, upon 
settlement, that exceeds 50%. PPL Electric's management considers a number of factors in assessing the benefit to be recognized, including 
negotiation of a settlement. 

)n a quarterly basis, PPL Electric reassesses its uncertain tax positions by considering information known at the reporting date. Based on 
Yaanagement's assessment of new information, PPL Electric may subsequently recognize a tax benefit for a previously unrecognized tax 

position, de-recognize a previously recognized tax position, or re-measure the benefit of a previously recognized tax position. The amounts 
ultimately paid upon resolution of issues raised by taxing authorities may differ materially from the amounts accrued and may materially 
impact PPL Electric's financial statements in the future. 

The balance sheet classification of unrecognized tax benefits and the need for valuation allowances to reduce deferred tax assets also require 
significant management judgment. PPL Electric classifies unrecognized tax benefits as current, to the extent management expects to settle an 
uncertain tax position, by payment or receipt of cash, within one year of the reporting date. Valuation allowances are initially recorded and 
reevaluated each reporting period by assessing the likelihood of the ultimate realization of a deferred tax asset. Management considers a 
number of factors in assessing the realization of a deferred tax asset, including the reversal of temporary differences, future taxable income and 
ongoing prudent and feasible tax planning strategies. Any tax planning strategy utilized in this assessment must meet the recognition and 
measurement criteria utilized by PPL Electric to account for an uncertain tax positions. See Note 5 to the Financial Statements for the required 
disclosures. 

At December 3 1,2009, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase 
by as much as $23 million or decrease by up to $22 million for PPL Electric. This change could result from the timing and/or valuation of 
certain deductions, intercompany transactions and unitary filing groups. The events that could cause these changes are direct settlements with 
taxing authorities, litigation, legal or administrative guidance by relevant taxing authorities and the lapse of an applicable statute of limitation. 

4) Regulatory Assets 

PPL Electric's electricity delivery business is subject to cost-based rate-regulation, As a result, PPL Electric is required to reflect the effects of 
regulatory actions in its financial statements. PPL Electric records assets that result from the regulated ratemalting process that may not be 
recorded under GAAP for non-regulated entities. Regulatory assets generally represent incurred costs that have been deferred because such 
costs are probable of future recovery in regulated customer rates. 

Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as changes in the 
applicable regulatory and political environments, the ability to recover costs through regulated rates, recent rate orders to other regulated 
mtities, and the status of any pending or potential deregulation legislation. Based on this continual assessment, management believes the 

levels, and is subject to change in the future. If future recovery of costs ceases to be probable, then asset write-offs would be required to be 
recognized in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and timing of the depreciation of 
PP&E and amortization of regulatory assets. 

Listing regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at the state and federal 

At December 3 1, 2009 and 2008, PPL Electric had regulatory assets of $53 1 million and $763 million. All of PPL Electric's regulatory assets 
are either currently being recovered under specific rate orders or represent amounts that will be recovered in future rates based upon established 
regulatory practices. 

Other Information 

PPL's Audit Committee has approved the independent auditor to provide audit and audit-related services and other services permitted by 
Sarbanes-Oxley and SEC rules. The audit and audit-related services include services in connection with statutory and regulatory filings, 
reviews of offering documents and registration statements, and internal control reviews. 



ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 

,- ' eference is made to "Risk Management - Energy Marketing & Trading and Other" for PPL and PPL Energy Supply and "Risk Management" 
Jr PPL Electric in "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations." 



Report of Independent Registered Public AccountinP Firm 

To the Board of Directors and Shareowners of PPL Corporation 

We have audited the accompanying consolidated balance sheets of PPL Corporation and subsidiaries as of December 3 1,2009 and 
2008, and the related consolidated statements of income, equity, comprehensive income, and cash flows for each of the three years in 
the period ended December 31,2009. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of 
PPL Corporation and subsidiaries at December 31,2009 and 2008, and the consolidated results of their operations and their cash flows 
for each of the three years in the period ended December 31,2009, in conformity with U.S. generally accepted accounting principles. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), PPL 
Corporation's internal control over financial reporting as of December 31,2009, based on criteria established in Internal Control- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated 
February 25,2010 expressed an unqualified opinion thereon. 

~ 

- 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 



ReDort of Independent Registered Public AccountinP Firm 

To the Board of Directors and Shareowners of PPL Corporation 

We have audited PPL Corporation's internal control over financial reporting as of December 3 1,2009, based on criteria established in 
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the 
COSO criteria). PPL Corporation's management is responsible for maintaining effective internal control over frnancial reporting, and 
for its assessment of the effectiveness of internal control over financial reporting included in Management's Report on Internal Control 
over Financial Reporting at Item 9A. Our responsibility is to express an opinion on the company's internal control over financial 
reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over 
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of 
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the 
circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in 
accordance with US. generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding 
prevention or timely detection 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. 

Iif our opinion, PPL Corporation maintained, in all material respects, effective internal control over financial reporting as of December 
3 1 , 2009, based on the COSO criteria. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the 
consolidated balance sheets of PPL Corporation and subsidiaries as of December 31,2009 and 2008, and the related consolidated 
statements of income, equity, comprehensive income, and cash flows for each of the three years in the period ended December 3 1, 
2009 and our report dated February 25,2010 expressed an unqualified opinion thereon. 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 



Report of Independent Registered Public AccountinP Firm 

To the Board of Managers and Sole Member of PPL Energy Supply, LLC 

We have audited the accompanying consolidated balance sheets of PPL Energy Supply, LLC and subsidiaries as of December 3 1, 
2009 and 2008, and the related consolidated statements of income, equity, comprehensive income, and cash flows for each of the three 
years in the period ended December 3 1,2009. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. We were not engaged to perform an audit of the Company's internal control over 
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
Company's internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of 
PPL Energy Supply, LLC and subsidiaries at December 3 1,2009 and 2008, and the consolidated results of their operations and their 
cash flows for each of the three years in the period ended December 3 1,2009, in conformity with US. generally accepted accounting 
principles. 

- 
I 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 



Report of Independent Reyistered Public Accounting Firm 

To the Board of Directors and Shareowner of PPL Electric Utilities Corporation 

We have audited the accompanying consolidated balance sheets of PPL Electric Utilities Corporation and subsidiaries as of December 
3 1,2009 and 2008, and the related consolidated statements of income, shareowners' equity, and cash flows for each of the three years 
in the period ended December 31,2009. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. We were not engaged to perform an audit of the Company's internal control over 
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
Company's internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of 
PPL Electric Utilities Corporation and subsidiaries at December 31,2009 and 2008, and the consolidated results of their operations 
and their cash flows for each of the three years in the period ended December 31,2009, in conformity with U.S. generally accepted 
accounting principles. 

Is1 Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

CONSOLIDATED STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 
PPL Corporation and Subsidiaries 

‘4illions of Dollass, except share data) - 
Operating Revenues 

nrealized economic activity (Note 18) 

Operating Expenses 
Operation 

Fuel 
Energy purchases 

Realized 
Unrealized economic activity (Note 18) 

Other operation and maintenance 
Amortization of recoverable transition costs 

Depreciation (Note 1) 
Taxes, other than income (Note 5) 
Energy-related businesses (Note 8) 
Total Operating Expenses 

Operating Income 

Other Income - net (Note 16) 

:her-Than-Temporary Impairments 

Interest Expense 

Income from Continuing Operations Before Income Taxes 

Income Taxes (Note 5) 

Income from Continuing Operations After Income Taxes 

Income (Loss) from Discontinued Operations (net of income taxes) (Note 9) 

Net Income 

Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Corporation 

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

Earnings Per Share of Common Stock: 

Corporation Common Shareowners: 
Basic 
Diluted 

Basic 
Diluted 

Income from Continuing Operations After Income Taxes Available to PPL 

Net Income Available to PPL Corporation Common Shareowners: 

Dividends Declared Per Share of Common Stock 

2009 2008 2007 

$ 3,902 $ 4,114 $ 4,114 
152 151 102 

3,291 2,288 1,581 
(229) 1,056 (145) 

17 (121) 41 
423 519 769 

7,556 8,007 6,462 

931 1,084 890 

2,636 
155 

1,424 
304 
469 
280 
396 

6,595 

1,634 ’ 918 

1,423 1,365 
293 310 
458 442 
288 298 
481 762 

6,214 4,803 

553 (1 82) 

961 1,793 1,659 

49 55 97 

18 36 3 

396 455 472 

596 1,357 1,281 

130 430 259 

466 927 1,022 

(40) 23 293 

426 950 1,315 

19 20 27 

$ 407 $ 930 $ 1,288 

$ 447 $ 907 $ 1,001 
(40) 23 287 

$ 407 $ 930 $ 1,288 

$ 1.18 $ 2.42 $ 2.62 
$ 1.18 $ 2.41 $ 2.60 

$ 1.08 $ 2.48 $ 3.37 
$ 1.08 $ 2.47 $ 3.34 

$ 1.38 $ 1.34 $ 1.22 



Diluted 376,406 374,901 383,492 
- 

The accompanying Notes to Consolidated Financial Statements are an integral part of theJinancia1 statements. 



CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
PPL Corporation and Subsidiaries 
(Millions of Dollars) 

' a s h  Flows from Operating Activities 

t income to net cash provided by operating activities 
of the Latin American businesses 
of the majority of Maine hydroelectric generation 

business 

Amortization of recoverable transition costs and other 
Defined benefits 

of assets 
sale of emission allowances 

Deferred income taxes and investment tax credits 
lized (gains) losses on derivatives, and other hedging activities 

Other 
Change in current assets and current liabilities 

Accounts receivable 
nts payable 

Unbilled revenues 
Fuel, materials and supplies 
Counterparty collateral 
Price risk management assets and liabilities 
Other 

Other operating activities 
ther assets 
ther liabilities 

Net cash provided by operating activities 

Cash Flows from. Investing Activities 
Expenditures for property, plant and equipment 
Proceeds from the sale of the majority of Maine hydroelectric generation business 
Proceeds from the sale of the gas and propane businesses 
Proceeds from the sale of the Latin American businesses 
Proceeds from the sale of the telecommunication operations 
Expenditures for intangible assets 
Proceeds from the sale of intangible assets 
Purchases of nuclear plant decommissioning trust investments 
Proceeds from the sale of nuclear plant decommissioning trust investments 
Purchases of other investments 
Proceeds from the sale of other investments 
Net (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

Net cash used in investing activities 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Retirement of long-term debt 
Repurchase of common stock 
Issuance of common stock 
Payment of common stock dividends 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 

Effect of Exchange Rates on Cash and Cash Equivalents 

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

2009 2008 

$ 426 $ 950 

12 21 
20 (51) 

1,852 1,589 

(299) 670 
1,100 430 

$ 801 $ 1,100 

2007 

$ 1,315 

1,571 

(364) 
794 

s 430 



Supplemental Disclosures of Cash Flow Information 

Income taxes - net 16 $ 300 $ 376 

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements 



CONSOLTDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Corporation and Subsidiaries 
(Millions of Dollars, shares in thoirsands) 

issets - 
Current Assets 

Cash and cash equivalents 
Short-term investments 
Restricted cash and cash equivalents 
Accounts receivable (less reserve: 2009, $37; 2008, $36) 

Customer 
Other 

Unbilled revenues 
Fuel, materials and supplies (Note 1) 
Prepayments 
Price risk management assets (Notes 17 and 18) 
Other intangibles (Note 19) 
Assets held for sale (Note 9) 

Nuclear plant decommissioning trust funds (Notes 17 and 21) 
Other investments 
Total Investments 

Property, Plant and Equipment (Note 1) 
Electric plant 

Transmission and distribution 
Generation 
General 

Construction work in progress 
Nuclear fuel 

Electric plant in service 

Other property 

Property, Plant and Equipment, net 

Regulatory and Other Noncurrent Assets 
Regulatory assets (Note 1) 
Goodwill (Note 19) 
Other intangibles (Note 19) 
Pri 
Other noncurrent assets 
Total Regulatory and Other Noncurrent Assets 

management assets (Notes 17 and 18) 

2009 2008 

$ 801 

105 

409 
59 

600 
357 
102 

2,157 
25 

127 
10 

4.752 

$ 1,100 
150 
320 

456 
77 

599 
337 

84 
1,224 

17 

19 
4.383 

548 
65 

613 

8,686 
10,493 

899 
20,078 

567 
506 

21,151 
68 

166 
21,385 
8,211 

13,174 

53 1 
806 
615 

1,274 
400 

3,626 

446 
76 

522 

8,046 
9,588 

840 
18,474 
1,131 

428 
20,033 

68 
156 

20,257 
7,882 

12,375 

763 
763 
637 

1,392 
570 

4,125 

Total Assets $ 22,165 $ 21,405 

The accornpaiiyiiig Notes to Coiisolidated Financial Stateriients are an integral part of thejnaiicial statemerits. 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Corporation and Subsidiaries 
(Millions of Dollars, shares in thoirsands) 

iabilities and Equity 
I- 

Current Liabilities 
Short-term debt (Note 7) 
Long-term debt 

ccounts payable 
Taxes 

Price risk management liabilities (Notes 17 and 18) 

current liabilities 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes and investment tax credits (Note 5) 

sk management liabilities (Notes 17 and 18) 
d pension obligations (Note 12) 

Asset retirement obligations (Note 20) 
Other deferred credits and noncurrent liabilities 

d Credits and Other Noncurrent Liabilities 

and Contingent Liabilities (Note 14) 

Equity 
PPL Corporation Shareowners' Common Equity 

Common stock - $0.01 par value (a) 
Capital in excess of par value 
Earnings reinvested 
Accumulated other comprehensive loss mote 1) 
Total PPL Corporation Shareowners' Common Equity 

Noncontrolling Interests (Notes 3 and 6) 
Total Equity 

Total Liabilities and Equity 

2009 2008 

$ 63 9 

619 
92 

113 
135 

1,502 
356 
726 

4,182 

$ 679 
696 
766 

77 
130 
131 

1,324 
22 

499 
4,324 

7,143 7,142 

2,153 1,761 
582 836 

1,283 899 
416 370 
591 677 

5,025 4,543 

4 4 
2,280 2,196 
3,749 3,862 
(537) (985) 

5.496 5.077 
319 319 

5,815 5,396 

$ 22,165 $ 2 1,405 

(a) 780,000 shares authorized; 377,183 shares and 374,581 shares issued and outstanding at December 3 1, 2009 and 2008. 

The accoinpanying Notes to Consolidated Financial Statements are an integral part of the financial statements. 



CONSOLIDATED STATEMENTS OF EQUITY 
PPL Corporation and Subsidiaries 
(Millions f Dollars) 

December 31,2006 (b) 
Coinmon stock issued (c) 

on stock repurchased (d) 

and distributions (e) 
Divestitures 
Acquisitions 
Other comprehensive income 

Common stock issued (c) 

Stock-based compensation 
Net income 
Dividends, dividend equivalents 

Divestitures 
Other comprehensive income 
December 31,2008 (0 

Common stock issued (c) 
-'ommon stock repurchased 

.ock-based compensation 
Net income 
Dividends, dividend equivalents 

Other comprehensive income 
Cumulative effect adjustment (g) 
December 31,2009 (0 

and distributions (e) 

and distributions (e) 

PPL Corporation Shareowners 
Common A c c u m u 1 at e d 

stock shares Capital in other Non- 
outstanding Common excess of Earnings comprehensive controlling 

(a) stock par value reinvested loss interests Total 

385,039 $ 4 $ 2,823 $ 2,613 $ (318) $ 361 $ 5,483 
3,177 48 48 

26 26 
1,288 27 1,315 

(14,945) (712) (7 12) 

(466) (25) (49 1) 
(35) (35) 

(8) 
250 

373,271 $ 4 $ 2,185 $ 3,435 $ (68) $ 320 $ 5,876 

(8) 
250 

2,158 $ 29 $ 29 

20 20 
$ 930 $ 20 950 

(848) (3 8) (3 8) 

(503) 

$ (9 17) (917) 
374,581 $ 4 $ 2,196 $ 3,862 .$ (985) $ 319 $ 5,396 

2,649 $ 83 $ 83 

2 2 
$ 407 $ 19 426 

(521) (19) (540) 
$ 449 449 

377,183 $ 4 $ 2,280 $ 3,749 $ (537) $ 319 $ 5,815 

(47) (1) (1) 

1 (1) 

(a) Shares in thousands. Each share entitles the holder to one vote on any question presented to any shareowners' meeting. 
(b) "Capital in excess of par value" and "Earnings reinvested" have been adjusted by $13 million to reflect the adoption of new accounting 

guidance. See "New Accounting Guidance Adopted - Accounting for Convertible Debt Instruments That May Be Settled in Cash upon 
Conversion (Including Partial Cash Settlement)" in Note 1 for additional information. 

shares issued through the ICP, ICPIG, DDCP and the 2-5/8% Convertible Senior Notes, net of forfeitures. "Capital in excess of par value" 
for 2009 includes $7 million for a company contribution to the ESOP. 

repurchased 14,929,892 shares of PPL common stock for $712 million. During 2008, PPL repurchased 802,816 shares of PPL common 
stock for $38 million. 

(e) "Earnings reinvested" includes dividends and dividend equivalents on PPL Corporation common stock and restricted stock 
units. "Noncontrolling interests" includes dividends and distributions to noncontrolling interests. 

( f )  See "General - Comprehensive Income" in Note 1 for disclosure of balances of each component of AOCI. 
(g) See "New Accounting Guidance Adopted - Recognition and Presentation of Other-Than-Temporary Impairments" in Note 1 regarding this 

cumulative effect adjustment. 

(c) 2009 includes common stock shares issued through the ICP, ICPIG, DRIP, ESOP and DDCP. 2008 and 2007 include common stock 

(d) In 2007, PPL's Board of Directors authorized the repurchase by PPL of up to $750 million of its common stock. During 2007, PPL 

The acconipanying Notes to Consolidated Financial Statemiits are an integral part of the financial staternents. 



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
FOR THE YEARS ENDED DECEMBER 31, 
PPL Corporation and Subsidiaries 
(Millions of Dollars) 

ins (losses), net of tax (expense) benefit: 
ents, net of tax of $4, $(I I), $7 
x of $(44), $55, $(8) 

ualifying derivatives, net of tax of $(356), $(120), $131 

efined benefit plans: 
Prior service costs, net of tax of $(I), $0 
Net actuarial gain (loss), net of tax of $147, $294, $(104) 

Foreign currency translation adjustments, net of tax of $(8) 
Available-for-sale securities, net of tax of $(3), $(2), $2 
Qualifying derivatives, net of tax of $(92), $1 7, $(26) 
Defined benefit plans: 

Equity investee's other comprehensive income (loss) 

Reclassifications to net income - (gains) losses, net of tax expense (benefit): 

Prior service costs, net of tax of $(8), $(9), $6 
Net actuarial loss, net of tax of $(4), $( 1 I), $( 19) 
Transition obligation, net of tax of $(I), $(l), $(l) 

Total other comprehensive income (loss) attributable to PPL Corporation 
Comprehensive income 

Comprehensive income attributable to PPL Corporation 
Comprehensive income attributable to noncontrolling interests 

2009 

$ 426 

101 
41 

492 
1 

1 
(340) 

4 
131 

13 
4 
1 

449 
875 
19 

$ 856 

2008 2007 

$ 950 $ 1,315 

(577) 

2 
(69) 

18 
20 

2 
(9 17) 

33 
20 

$ 13 

29 
11 

(190) 

2 
233 

64 

49 
(3) 

14 
40 

1 
250 

1,565 
27 

$ 1,538 

The acconpanying Notes to Consolidated Financial Statements are an integral part of the Jinancial Statements. 



CONSOLIDATED STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

L p e r a t i n g  Revenues 

Unrealized economic activity (Note 18) 
Wholesale energy marketing to affiliate (Note 15) 
Utility 
Unregulated retail electric and gas 
Net energy trading margins 

-related businesses 

Operation 

Unrealized economic activity (Note 18) 
ergy purchases from affiliate (Note 15) 

Other operation and maintenance 
Depreciation (Note 1) 
Taxes, other than income (Note 5) 

gy-related businesses (Note 8) 
Total Operating Expenses 

Operating Income 

Other Income -net (Note 16) 

Other-Than-Temporary Impairments 

,titerest Income from Affiliates (Note 15) 

Interest Expense 

Income from Continuing Operations Before Income Taxes 

Income Taxes (Note 5) 

Income from Continuing Operations After Income Taxes 

Income Goss) froin Discontinued Operations (net of income taxes) (Note 9) 

Net Income 

Net Income Attributable to Noncontrolling Interests 

Net Income Attributable to PPL Energy Supply 

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

2009 2008 2007 

$ 3,291 $ 2,288 $ 1,581 
(229) 1,056 (145) 

1,806 1,826 1,810 
684 824 863 
152 151 102 
17 (121) 41 . ,  

41 1 51 1 760 
6,132 6,535 5,012 

93 1 1,084 890 

2,523 1,470 71 1 

70 108 156 
1,067 1,070 1,005 

325 3 14 299 
86 86 98 

388 478 757 
5,545 5,163 3,734 

587 1,372 1,278 

155 553 (1 82) 

35 48 80 

18 36 3 

2 14 29 

272 313 289 

334 1,085 1,095 

47 335 206 

287 750 889 

(40) 20 325 

247 770 1,214 

1 2 9 

$ 246 $ 768 $ 1,205 

$ 286 $ 748 $ 886 
(40) 20 319 

$ 246 $ 768 $ 1,205 

The accoinpanyiiig Notes to Consolidated Firzancial Statements are an integral part of the financial statements. 



CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

2009 2008 2007 

$ 247 $ 770 $ 1,214 
'ash Flows from Operating Activities 

< _  

(400) 
ale of the majority of Maine hydroelectric generation business (3 8) 

Impairment of assets 
Gain on the sale of emission allowances 
Deferred income taxes and investment tax credits 
Unrealized (gains) losses on derivatives, and other hedging activities 

er 
in current assets and current liabilities 

Accounts receivable 
Accounts payable 
Collateral on PLR energy supply from affiliate 
Unbilled revenues 
Fuels, materials and supplies 
Counterparty collateral 
Price risk management assets and liabilities 
Other 

Other assets 
Other operating activities 

et cash provided by operating activities 

Cash Flows from Investing Activities 
Expenditures for property, plant and equipment 
Proceeds from the sale of the majority of Maine hydroelectric generation business 
Proceeds from the sale of the Latin American businesses 
Proceeds from the sale of the telecommunication operations 
Expenditures for intangible assets 
Proceeds from the sale of intangible assets 
Purchases of nuclear plant decommissioning trust investments 
Proceeds from the sale of nuclear plant decommissioning trust investments 
Purchases of other investments 
Proceeds from the sale of other investments 
Net (increase) decrease in restricted cash and cash equivalents 
Other investing activities 

Net cash used in investing activities 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Retirement of long-term debt 
Contributions from Member 
Distributions to Member 
Net increase in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 

Effect of Exchange Rates on Cash and Cash Equivalents 

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

Supplemental Disclosures of Cash Flow Information 
Cash paid (received) during the period for: 

321 
75 

(113) 
123 

(2) 
141 
330 
24 

309 
104 
(34) 
102 

(109) 
112 
(27) 
39 

(907) 
81 

(1,08 1) 779 (963) 

(13) 5 

464 355 524 
$ 245 $ 464 $ 355 



Interest - net of am $ 274 $ 271 $ 228 
es - net $ (91) $ 149 196 

The accompanying Notes to Consolidated Financial Statements are an integral part of thepnancial statements. 
__ 
- 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

ssets 

Current Assets 
sh and cash equivalents 

stricted cash and cash equivalents 
rt-term investments 

Accounts receivable (less reserve: 2009, $21; 2008, $21) 

ccounts receivable from affiliates 
Collateral on PLR energy supply to affiliate (Note 15) 

1s and supplies (Note 1) 

Price risk management assets (Notes 17 and 18) 
Other intangibles (Note 19) 
Assets held for sale (Note 9) 
Other current assets 

Nuclear plant decommissioning trust funds (Notes 17 and 21) 
Other investments 
Total Investments 

Property, Plant and Equipment (Note 1) 
Electric plant 

Transmission and distribution 
Generation 
General 

Construction work in progress 
Nuclear fuel 

Electric plant 
Gas and oil plant 
Other property 

Less: accumulated depreciation 

Electric plant in service 

Property, plant and equipment, gross 

, Plant and Equipment, net 

Other Noncurrent Assets 
Goodwill (Note 19) 
Other intangibles (Note 19) 
Price risk management assets (Notes 17 and 18) 
Other noncurrent assets 
Total Other Noncurrent Assets 

Total Assets 

2009 

$ 245 

99 

168 
31 

402 
165 

325 
56 

2,147 
25 

127 
1 

3,791 

548 
58 

606 

4,024 
10,493 

285 
14,802 

422 
506 

15,730 
68 

164 
15,962 
6,169 
9,793 

806 
477 

1,234 
317 

2008 

$ 464 
150 
315 

220 
66 

408 
159 
300 
301 
71 

1,221 
17 

6 
3.698 

446 
68 

514 

3,540 
9,588 

286 
13,414 
1,03 1 

428 
14,873 

68 
154 

15,095 
5,935 
9,160 

763 
507 

1,346 
48 1 

2,834 

$ 17,024 

3,097 

$ 16,469 

The accompanying Notes to Consolidated Financial Staternents are an integral part of the financial stateinents. 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

iabilities and Equity 

Current Liabilities 
Short-term debt (Note 7) 
Accounts payable 
Accounts payable to affiliates 
Taxes 
Interest 
Deferred revenue on PLR energy supply to affiliate 
Price risk management liabilities (Notes 17 and 18) 
Counterparty collateral 
Other current liabilities 
Total Current Liabilities 

Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes and investment tax credits (Note 5 )  

sk management liabilities (Notes 17 and 18) 
d pension obligations (Note 12) 

Asset retirement obligations (Note 20) 
Other deferred credits and noncurrent liabilities 

a1 Deferred Credits and Other Noncurrent Liabilities 

tments and Contingent Liabilities (Note 14) 

Equity 
Member's equity 
Noncontrolling interests 
Total Equity 

2008 

$ 639 
537 
51 
33 
86 

1,502 
356 
481 

3,685 

5,031 

1,511 
582 
883 
416 
330 

3,722 

4,568 
18 

4,586 

$ 5 84 
684 

62 
31 
88 
12 

1,313 
2 2  

371 
3,167 

5,196 

1,118 
836 
556 
370 
414 

3,294 

4,794 
18 

4,812 

$ 17,024 $ 16,469 Total Liabilities and Equity 

The accotnpai7ying Notes to Coiisolidated Financial Statements are an integral part of thejnancial statements. 



CONSOLIDATED STATEMENTS OF EQUITY 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

December 31,2006 
Net income 
Other comprehensive income 
Cumulative effect adjustment (a) 
Contributions from member 
Distributions 

December 31,2007 

Net income 
Other comprehensive loss 
Contributions from member 
Distributions 

Net income 
Other comprehensive income 
Contributions froin member 

December 31,2009 (b) 

Non- 

equity interests Total 
Men;,er's controlling 

$ 4,534 $ 60 $ 
1,205 9 

240 

700 
(1) 

(1,471) (7) 
(35) 

(8) 

$ 5,205 $ 19 $ 5,224 

$ 768 $ 2 $  770 

42 1 42 1 
(850) (850) 

(750) (2) (752) 
(1) (1) 

$ 4,794 $ 18 $ 4,812 

$ 246 $ 1 $  247 
42 1 42 1 

50 50 
(943) (1) (944) 

$ 4,568 $ 18 $ 4,586 

(a) Relates to the adoption of accounting guidance regarding uncertain tax positions. 
) See "General - Comprehensive Income" in Note 1 for disclosure of balances of each component of AOCI. 

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements. 



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
FOR THE YEARS ENDED DECEMBER 31, 
PPL Energy Supply, LLC and Subsidiaries 
(Millions of Dollars) 

2009 

Net 
0 th  
Amounts arising during the period - gains (losses), net of tax (expense) benefit: 

Foreign currency translation adjustments, net of tax of $4, $( 1 l), $7 
vailable-for-sale securities, net of tax of $(44), $55, $(8) 

Qualifying derivatives, net of tax of $(330), $(125), $124 
Equity investee's other comprehensive income (loss) 

Net actuarial gain (loss), net of tax of $136,243, $(98) 

Foreign currency translation adjustments, net of tax of $(8) 
Available-for-sale securities, net of tax of $(3), $(2), $2 
Qualifying derivatives, net of tax of $(91), $19, $(22) 
Defined benefit plans: 

Reclassifications to net income - (gains) losses, net of tax expense (benefit): 

Prior service costs, net of tax of $(6), $(5), $3 
Net actuarial loss, net of tax of $(3), $(5), $(l8) 
Transition obligation, net of tax of $( l), $(I), $( 1) 

Total other comprehensive income (loss) attributable to PPL Energy Supply 421 
Comprehensive income (loss) 668 

1 
Comprehensive income (loss) attributable to PPL Energy Supply $ 667 

Comprehensive income attributable to noncontrolling interests 

247 

101 
41 

454 
1 

1 
(326) 

4 
131 

9 
4 
1 

2008 

$ 770 

2 
(73) 

12 
12 
2 

2007 

$ 1,2 14 

29 
11 

(182) 

2 
222 

64 
(3) 
46 

10 
40 

240 
1,454 

9 
$ 1,445 

The accoinpanying Notes to Consolidated Financial Statements are an integral part of the financial statements 



CONSOLmATED STATEMENTS OF INCOME FOR THE YEARS ENDED DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millions of Dollars) 

2009 2008 
'perating Revenues 
Retail electric $ 3,222 $ 3,293 

ectric to affiliate (Note 15) 70 108 
3,292 3,401 

Operating Expenses 

114 163 
Energy purchases from affiliate (Note 15) 1,806 1,826 
Other operation and maintenance 417 410 
Amortization of recoverable transition costs 304 293 

Depreciation (Note 1) 128 131 
194 203 

2,963 3,026 

Operating Income 329 375 

Other Income - net (Note 16) 6 5 

Interest Income from Affiliate (Note 15) 4 9 

2007 

$ 3,254 
156 

3,410 

206 
1,810 

402 
310 
132 
200 

3,060 

350 

12 

19 

Interest Expense 116 101 118 

Interest Expense with Affiliate (Note 15) 

Income Before Income Taxes 

Income Taxes (Note 5 )  

et Income 

2 10 17 

221 278 246 

79 102 83 

142 176 163 

Dividends on Preferred Securities (Notes 6 and 7) 18 18 18 

$ 124 $ 158 $ 145 Income Available to PPL 

The acconipanyiiig Notes to Consolidated Financial Statements are aii integral part of theJiriaricia1 statements. 



CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millions of Dollars) 

ash Flows from Operating Activities __ 
Adjustments to reconcile net income to net cash provided by operating activities 

ecoverable transition costs and other 
Deferred income taxes and investment tax credits 
Other 

Accounts receivable 
Accounts payable 
Prepayments 
Collateral on PLR energy supply from affiliate 

Change in current assets and current liabilities 

Other 
Other operating activities 

Other assets 

Expenditures for intangible assets 
Purchases of investments 
Proceeds from the sale of investments 
Net (increase) decrease in notes receivable from affiliate 

estricted cash and cash equivalents 

rovided by (used in) investing activities 

m Financing Activities 

Retirement of long-term debt 
Contribution fiom PPL 
Payment of common stock dividends to PPL 
Payment of dividends on preferred securities 
Net increase (decrease) in short-term debt 
Other financing activities 

Net cash provided by (used in) financing activities 

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

Supplemental Disclosures of Cash Flow Information 
Cash paid during the period for: 

Interest - net of amount capitalized 
Income taxes - net 

2009 

$ 142 

2007 

$ 163 

132 
326 

17 
5 

(5) 

(13) 

(84) 

(18) 

26 

19 

568 

(3) 
4 

294 

2008 

$ 176 

131 
313 

1 
3 

27 

23 
(12) 
648 

2 450 (1 17) 
483 33 150 

$ 485 $ 483 $ 33 

$ 116 $ 88 $ 110 
$ 106 $ 59 $ 87 

The accotnpaiiying Notes to Coiisolidated Financial Stateinents are an integral part of tliefii7aiicial statenients. 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millions of Dollars, shares in thousands) 

/--_ wets 

Current Assets 
nd cash equivalents 

cted cash and cash equivalents 
ounts receivable (less reserve: 2009, $16; 2008, $14) 

Note receivable from affiliate (Note 15) 

n PLR energy supply from affiliate 
ther current assets 
otal Current Assets 

Property, Plant and Equipment (Note 1) 
Electric plant 

Transinission and distribution 
General 

Construction work in progress 
Electric plant in service 

Electric plant 
Other property 

Less: accumulated depreciation 
Property, Plant and Equipment, net 

Property, plant and equipment, gross 

2009 2008 

$ 485 $ 483 
1 1 

240 233 
19 11 

198 190 
33 37 

7 8 
300 

24 7 
12 

29 13 
1,036 1,295 

4,662 4,506 
535 489 

5,197 4,995 
118 79 

5,315 5,074 
2 2 

5,317 5,076 
2,008 1,924 
3,309 3,152 

egulatory and Other Noncurrent Assets 
Recoverable transition costs (Note 1) 281 
Intangibles (Note 19) 139 130 
Taxes recoverable through hture rates (Note 1) 253 250 
Recoverable costs of defied benefit plans (Note 1) 229 192 
Other regulatory and noncurrent assets 126 116 
Total Regulatory and Other Noncurrent Assets 747 969 

9; 5,092 $ 5,416 Total Assets 

The acconipariying Notes to Consolidated Financial Statements are an integral part of theJinancia1 statements. 



CONSOLIDATED BALANCE SHEETS AT DECEMBER 31, 
PPL Electric Utilities Corporation and Subsidiaries 
(Millions of Dollars, shares in thozrsands) 

iabilities and Equity - __ 

Current Liabilities 

Collateral on PLR energy supply from affiliate (Note 15) 
Overcollected transmission costs 
Customer rate mitigation prepayments 
Overcollected transition costs 
Other current liabilities 

otal Current Liabilities 

Long-term Debt (Note 7) 

Deferred Credits and Other Noncurrent Liabilities 
eferred income taxes and investment tax credits (Note 5) 
ccrued pension obligations (Note 12) 

Other deferred credits and noncurrent liabilities 
Total Deferred Credits and Other Noncurrent Liabilities 

Commitments and Contingent Liabilities (Note 14) 

Shareowners' Equity 
Preferred securities (Note 6) 
Common stock - no par value (a) 
Additional paid-in capital 
Earnings reinvested 
Total Shareowners' Equity 

Total Liabilities and Equity 

(a) 170,000 shares authorized; 66,368 shares issued and outstanding at December 31,2009 and 2008. 

2009 2008 

$ 95 
495 

$ 53 57 
186 186 
61 65 

300 
39 
36 5 
33 

110 119 
518 1,322 

1,472 1,274 

769 767 
245 209 
192 198 

1,206 1,174 

301 301 
364 3 64 
824 424 
407 557 

1,896 1,646 

$ 5,092 $ 5,416 

The accompanying Notes to Consolidated Financial Stateineiits are an integral part of the financial statements. 



CONSOLIDATED STATEMENTS OF SHAREOWNERS' EQUITY 
PPL Electric Utilities Coraioration and Subsidiaries 
(Millions of Dollars, shares in thousands) 

I 

December 31,2006 
Net income (b) 
Cumulative effect adjustment (c) 
Cash dividends declared on preferred securities 
Cash dividends declared on common stoclc 
December 31,2007 

Cash dividends declared on preferred securities 
Cash dividends declared on common stock 
December 31,2008 

Net income (b) 
Capital contribution from PPL 
Cash dividends declared on preferred securities 

December 31,2009 
idends declared on common stock 

Common stoclc 1, Additional 

outstanding (a) securities stoclr capital reinvested Total 
shares Preferred Common paid-in Earnings 

66,368 $ 

66,368 $ 

176 $ 176 

66,368 $ 301 

400 400 
(1 8) (1 8) 

(274) (274) 
66,368 $ 301 $ 364 $ 824 $ 407 $ 1,896 

(a) All common shares of PPL Electric stock are owned by PPL. 
(b) PPL Electric's net income approximates comprehensive income. 
(c) Relates to the adoption of accounting guidance regarding uncertain tax positions. 

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements. 



COMBINED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies 

Terms and abbreviations are explained in the glossary. Dollars are in millions, except per share data, unless otherwise noted. 

Business and Consolidation 

( P W  

PPL is an energy and utility holding company that, through its subsidiaries, is primarily engaged in the generation and marketing of electricity 
in the northeastern and western U.S. and in the delivery of electricity in Pennsylvania and the U.K. Headquartered in Allentown, PA, PPL's 
principal direct subsidiaries are PPL Energy Funding, PPL Electric, PPL Services and PPL Capital Funding. 

(PPL and PPL Energy Supply) 

PPL Energy Funding is the parent of PPL Energy Supply, which serves as the holding company for PPL's principal unregulated 
subsidiaries. PPL Energy Supply is the parent of PPL Generation, PPL EnergyPlus and PPL Global. 

PPL Generation owns and operates a portfolio of domestic power generating assets. These power plants are primarily located in Pennsylvania, 
Montana, Illinois, Connecticut and New York and use well-diversified fuel sources including coal, uranium, natural gas, oil and water. PPL 
EnergyPlus sells electricity produced by PPL Generation subsidiaries, participates in wholesale market load-following auctions, and markets 
various energy commodities such as: capacity, transmission, FTRs, coal, natural gas, oil, uranium, emission allowances, RECs and other 
commodities in competitive wholesale and deregulated retail markets, primarily in the northeastern and western U.S. 

In May 2009, PPL Generation signed a definitive agreement to sell its Long Island generation business and related tolling agreements. In the 
fourth quarter of 2009, PPL Maine completed the sales of the majority of its hydroelectric generation business and its 8.33% ownership interest 
in Wyman Unit 4. 

See Note 9 for additional information on both the anticipated and completed sales. 

?PL Global owns and operates W D ' s  electricity delivery businesses in the U.K. In 2007, PPL Global completed the sale of its Latin 
merican businesses. 

It is the policy of PPL and PPL Energy Supply to consolidate foreign subsidiaries on a one-month lag. Material intervening events, such as 
debt issuances and retirements, acquisitions or divestitures that occur in the lag period are recognized in the current Financial 
Statements. Events that are significant but not material are disclosed. 

The consolidated financial statements of PPL and PPL Energy Supply include their share of undivided interests in jointly owned facilities, as 
well as their share of the related operating costs of those facilities. See Note 13 for additional information. 

(PPL and PPL Electric) 

PPL Electric is a rate-regulated subsidiary of PPL. PPL Electric's principal business is the transmission and distribution of electricity to serve 
retail customers in its franchised territory in eastern and central Pennsylvania and the supply of electricity to retail customers in ihai territory as 
a PLR. 

(PPL, PPL Energy Supply and PPL Electric) 

The consolidated financial statements of PPL, PPL Energy Supply and PPL Electric include each company's own accounts as well as the 
accounts of all entities in which the company has a controlling financial interest. Consolidation generally has been applied to subsidiaries in 
which PPL, PPL Energy Supply and PPL Electric have a majority voting interest. However, the voting interest approach is not effective in 
identifying controlling financial interests in entities that are not controllable through voting interests or in which the equity investors do not 
bear the residual economic risks. These types of entities are referred to as variable interest entities. PPL, PPL Energy Supply and PPL Electric 
consolidate a variable interest entity when they are determined to be the primary beneficiary of the entity. The primary beneficiary of a 
variable interest entity is the party that absorbs a majority of the entity's expected losses, receives a majority of its expected residual returns, or 
both, as a result of holding variable interests. See Note 3 for additional information regarding variable interest entities. Investments in entities 
in which a company has the ability to exercise significant influence but does not have a controlling financial interest are accounted for under 
the equity method. All other investments are carried at cost or fair value. All significant intercompany transactions have been eliminated. Any 
noncontrolling interests are reflected in the consolidated financial statements. 

(PPL and PPL Electric) 

The cost-based rate-regulated utility operations of PPL and PPL Electric reflect the effects of regulatory actions in their financial 



statements. The regulatory assets below are included in "Regulatory and Other Noncurrent Assets" on the Balance Sheets of PPL and PPL 
Electric at December 31 and are probable of future recovery in regulated customer rates. 

2009 2008 

229 
33 
9 
7 

$ 53 1 

Costs associated with severe ice storms - January 2005 

(a) A return on these assets is included in regulated rates. 

The recoverable transition costs are the result of the PUC Final Order, which allowed PPL Electric to begin amortizing its competitive 
transition (or stranded) costs of $2.97 billion, over an 1 I-year transition period effective January 1, 1999. In August 1999, competitive 
transition costs of $2.4 billion were converted to intangible transition costs when they were securitized by the issuance of transition bonds. The 
intangible transition costs were amortized over the life of the transition bonds, through December 2008, in accordance with an amortization 
schedule filed with the PUC. The assets of PPL Transition Bond Company, including the intangible transition property, were not available to 
creditors of PPL or PPL Electric. The remaining competitive transition costs were also amortized based on an amortization schedule 
previously filed with the PUC, adjusted for those competitive transition costs that were converted to intangible transition costs. These costs 
were fully amortized in 2009. 

Taxes recoverable through future rates represent the portion of future income taxes that will be recovered through future rates based upon 
established regulatory practices. Accordingly, this regulatory asset is recognized when the offsetting deferred tax liability is recognized. For 
general-purpose financial reporting, this regulatory asset and the deferred tax liability are not offset; rather, each is displayed 
separately. Because this regulatory asset does not represent cash tax expenditures already incurred by PPL, this regulatory asset is not earning 
a current return. This regulatory asset is expected to be recovered over the period that the underlying book-tax timing differences reverse and 
the actual cash taxes are incurred. 

Recoverable costs of defined benefit plans represent the portion of unrecognized transition obligation, prior service cost, and net actuarial loss 
that will be recovered through future rates based upon established regulatory practices. These regulatory assets are adjusted at least annually or 

henever the funded status of PPL's defined benefit plans is remeasured. These regulatory assets for PPL and PPL Electric do not represent 
,ash expenditures already incurred; consequently, these assets are not earning a current return. 

2009 2008 

Transition obligation 
Prior service cost 
Net actuarial loss 
Recoverable costs of defined benefit plans 

$ 10 $ 10 
55 69 

164 113 
$ 229 $ 192 

Of these costs, $15 million for PPL and PPL Electric are expected to be amortized into net periodic defined benefit costs in 2010. All costs 
will be amortized over the average service lives of plan participants. 

Unamortized loss on reacquired debt represents losses on long-term debt reacquired or redeemed that have been deferred and will be amortized 
and recovered through 2029. 

In December 2007, the PUC approved recovery of $12 million of costs associated with severe ice storms that occurred in January 
2005. Monthly amortization began in January 2008 and will continue through August 2015. 

The remainder of the regulatory assets included in "Other" will be recovered through 2013. 

PPL and PPL Electric had the following regulatory liabilities at December 31,2009. No significant regulatory liabilities existed at December 
31,2008. 

Overcollected transition costs 
PURTA tax refund 

$ 33 
10 

$ 43 

The overcollected transition costs will be refunded to customers in 2010 and are reflected on the Balance Sheet in "Other current liabilities" for 
PPL and in "Overcollected transition costs" for PPL Electric. 



In December 2009, PPL Electric reached a settlement with the Pennsylvania Department of Revenue related to the appeal of its 1997 PURTA 
tax assessments that resulted in a $10 million reduction in PURTA tax. The $10 million is expected to be refunded to customers in 201 1 and is 
reflected in "Other deferred credits and noncurrent liabilities" on PPL's and PPL Electric's Balance Sheet. 

3PL and PPL Energy Sipply) 
__ 

WPD operates under distribution licenses granted and price controls set by Ofgem. The price control formula that governs WPD's allowed 
revenue is normally determined every five years. Ofgem completed a review in December 2009. 

WPD is not subject to accounting for the effects of certain types of regulation as prescribed by GAAP. 

Accounting Records (PPL and PPL Electric) 

The system of accounts for PPL Electric is maintained in accordance with the Uniform System of Accounts prescribed by the FERC and 
adopted by the PUC. 

Use of Estimates (PPL, PPL Energy Sipply and PPL Electric) 

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities, the disclosure of contingent liabilities at the date of the financial statements and the reported amounts 
of revenues and expenses during the reporting period. Actual results could differ from those estimates. 

Loss Accruals (PPL, PPL Energy Sipply and PPL Electric) 

Potential losses are accrued when (1) information is available that indicates it is "probable" that a loss has been incurred, given the likelihood of 
the uncertain future events and (2) the amount of the loss can be reasonably estimated. Accounting guidance defies "probable" as cases in 
which "the future event or events are likely to occur." PPL and its subsidiaries continuously assess potential loss contingencies for 
environmental remediation, litigation claims, regulatory penalties and other events. PPL and its subsidiaries discount loss accruals for 
environmental remediation when appropriate. 

PPL and its subsidiaries do not record the accrual of contingencies that might result in gains, unless recovery is assured. 

Changes in Classification (PPL, PPL Energy Supply and PPL Electric) 

.le classification of certain amounts in the 2008 and 2007 financial statements have been changed to conform to the current presentation. The 
changes in classification did not affect "Net Income Attributable to PPL Corporation" or "PPL Corporation Shareowners' Common Equity," 
"Net Income Attributable to PPL Energy Supply" or PPL Energy Supply's "Member's equity" or "Income Available to PPL" or PPL Electric's 
"Shareowners' Equity". 

The classification on the Statements of Cash Flows has not been changed for the classification of amounts to Discontinued Operations. 

Comprehensive Income (PPL and PPL Energy Sipply) 

Comprehensive income, which includes net income and OCI, consists of changes in equity from transactions not related to 
shareowners. Comprehensive income is shown on PPL's and PPL Energy Supply's Statements of Comprehensive Income. 

AOCI, which is presented on the Balance Sheets of PPL and included in Member's Equity on the Balance Sheets of PPL Energy Supply, 
consisted of these after-tax amounts at December 3 1 .  

PpL 
Foreign currency translation adjustments 
Unrealized gains on available-for-sale securities 
Net unrealized gains (losses) on qualifying derivatives 
Equity investee's AOCI 
Defined benefit plans: 

Prior service cost 
Actuarial loss 
Transition obligation 

PPL Energv Supplv 
Foreign currency translation adjustments 
'Tnrealized gains on available-for-sale securities 

Equity investee's AOCI 
Defined benefit plans: 

Prior service cost 

st unrealized gains (losses) on qualifying derivatives 573 
(2) 

(44) (54) 



Actuarial loss 
bligation 

'---- -arnings Per Share (PPL) 

EPS is computed using the two-class method, which is an earnings allocation method for computing EPS that treats a participating security as 
having rights to earnings that would otherwise have been available to common shareowners. Share-based payment awards that provide 
recipients a non-forfeitable right to dividends or dividend equivalents are considered participating securities. 

Basic EPS is computed by dividing income available to PPL common shareowners by the weighted-average number of common shares 
outstanding during the period. Diluted EPS is computed by dividing income available to PPL common shareowners by the weighted-average 
number of shares outstanding that are increased for additional shares that would be outstanding if potentially dilutive non-participating 
securities were converted to common shares. In 2009, these securities consisted of stock options and performance units granted under the 
incentive compensation plans. In 2008, these securities consisted of stock options, performance units and PPL Energy Supply's 2-518% 
Convertible Senior Notes. In 2007, these securities consisted of stock options and PPL Energy Supply's 2-518% Convertible Senior Notes. 

Price Risk Management 

(PPL and PPL Energy Supply) 

PPL and PPL Energy Supply enter into energy and energy-related contracts to hedge the variability of expected cash flows associated with their 
generating units and marketing activities, as well as for trading purposes. PPL and PPL Energy Supply enter into interest rate derivative 
contracts to hedge their exposure to changes in the fair value of their debt instruments and to hedge their exposure to variability in expected 
cash flows associated with existing debt instruments or forecasted issuances of debt. PPL and PPL Energy Supply also enter into foreign 
currency derivative contracts to hedge foreign currency exposures related to firm commitments, recognized assets or liabilities, forecasted 
transactions, net investments and foreign earnings translation. 

PPL and PPL Energy Supply have contracts that meet the definition of a derivative. Certain derivative energy contracts have been excluded 
from the requirements of derivative accounting treatment because they meet the definition of a NPNS. These contracts are accounted for using 
accrual accounting. All contracts that have been classified as derivative contracts are reflected on the balance sheet at their fair value. These 
contracts are recorded as "Price risk management assets" and "Price risk management liabilities" on the Balance Sheets. Short-term derivative 
positions are included in "Current Assets" and "Current Liabilities." PPL records long-term derivative positions in "Regulatory and Other 

'oncurrent Assets" and "Deferred Credits and Other Noncurrent Liabilities" and PPL Energy S ~ ~ p p l y  records long-term derivative positions in 
&her Noncurrent Assets" and "Deferred Credits and Other Noncurrent Liabilities." On the date the derivative contract is executed, PPL may 

designate the derivative as a hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment ("fair value 
hedge"), a hedge of a forecasted transaction or of the variability of cash flows to be received or paid related to a recognized asset or liability 
("cash flow hedge"), a foreign currency fair value or cash flow hedge ("foreign currency hedge") or a hedge of a net investment in a foreign 
operation ("net investment hedge"). Changes in the fair value of derivatives are recorded in either OCI or in current-period earnings. Cash 
inflows and outflows related to derivative instniments are included as a component of operating, investing or financing activities on the 
Statements of Cash Flows, depending on the underlying nature of the hedged items. 

See Note I8 for additional information on derivatives. 

(PPL and PPL Electric) 

To meet its obligation as a PLR to its customers, PPL Electric has entered into contracts that meet the definition of a derivative. These 
contracts have been excluded from the requirements of derivative accounting treatment because they meet the definition of a NPNS and are 
accounted for using accrual accounting. See Notes 17 and 18 for additional information. 

Revenue 

UtiIitv Revenue 

( P f w  

The Statements of Income "Utility" line item contains revenues from domestic and U.K. rate-regulated delivery operations. 

(PPL Energy Szpplyl 

The Statements of Income "Utility" line item contains revenues from the U.K. rate-regulated delivery operations. 

mPL Electric) 

Since most of PPL Electric's operations are regulated, it is not meaningild to use a YJtiIity" caption. Therefore, the revenues of PPL Electric 
are presented according to specific types of revenue. 



Revenue Recognition 

(PPL, PPL Energy Sipply and PPL Electric) 

'perating revenues, except for "Energy-related businesses," are recorded based on energy deliveries through the end of the calendar 
--aonth. Unbilled retail revenues result because customers' meters are read and bills are rendered throughout the month, rather than all being 

read at the end of the month. Unbilled revenues for a month are calculated by multiplying an estimate of unbilled 1cWh by the estimated 
average cents per kWh. Unbilled wholesale energy revenues are recorded at month-end to reflect estimated amounts until actual dollars and 
MWhs are confirmed and invoiced. At that time, unbilled revenue is reversed and actual revenue is recorded. 

PPL Energy Supply records energy marketing activity in the period when the energy is delivered. Generally, the wholesale sales and purchases 
that qualify as derivative instruments held for non-trading purposes are reported gross on the Statements of Income within "Wholesale energy 
marketing" and "Energy purchases." Additionally, the bilateral sales and purchases that are designated as speculative trading activities and 
qualify as derivative instruments for accounting purposes are reported net on the Statements of Income within "Net energy trading 
margins." Spot market activity that balances PPL Energy Supply's physical trading positions is included on the Statements of Income in "Net 
energy trading margins." 

Certain PPL subsidiaries participate in RTOs, primarily in PJM, but also in the surrounding regions of New York CNyISO), New England 
(ISO-m) and the Midwest (MISO). In PJM, PPL EnergyPlus is a marketer, a load-serving entity to its customers who have selected it as a 
supplier and a seller for PPL's generation subsidiaries. PPL Electric is a transmission owner and PLR in PJM. In ISO-NE, PPL EnergyPlus is 
a marketer, a load-serving entity, and a seller for PPL's New England generating assets. In the NYISO and MISO regions, PPL EnergyPlus 
acts as a marketer. PPL Electric does not participate in ISO-NE, NYISO or MISO. A function of interchange accounting is to match 
participants' MWh entitlements (generation plus scheduled bilateral purchases) against their MWh obligations (load plus scheduled bilateral 
sales) during every hour of every day. If the net result during any given hour is an entitlement, the participant is credited with a spot-market 
sale to the IS0  at the respective market price for that hour; if the net result is an obligation, the participant is charged with a spot-market 
purchase from the IS0  at the respective market price for that hour. IS0  purchases and sales are not allocated to individual customers. PPL 
records the hourly net sales and purchases in its financial statements as wholesale energy marketing and energy purchases. 

"Energy-related businesses" revenue includes revenues from the mechanical contracting and engineering subsidiaries, as well as, WPD's 
telecommunications and property subsidiaries. The mechanical contracting and engineering subsidiaries record revenues from construction 
contracts on the percentage-of-completion method of accounting, measured by the actual cost incurred to date as a percentage of the estimated 
total cost for each contract. Accordingly, costs and estimated earnings in excess of billings on uncompleted contracts are recorded as a current 
asset on the Balance Sheets, and billings in excess of costs and estimated earnings on uncompleted contracts are recorded as a current liability 
'I the Balance Sheets. The amount of costs in excess of billings was $5 million and $10 million at December 31,2009 and 2008, and the 
iount of billings in excess of costs was $69 million and $80 million at December 3 1,2009 and 2008. 

(PPL and PPL Energy Sipply) 

During 2007, PPL recognized $55 million of revenue related to a settlement agreement for cost-based payments based upon the RMR status of 
units at its Wallingford, Connecticut generating facility. 

( PPL and PPL Electric ) 

Beginning November 1, 2008, PPL Electric's transmission revenues were billed in accordance with a FERC tariff that utilizes a formula-based 
rate recovery mechanism. The tariff allows for recovery of actual transmission costs incurred, a return on transmission plant placed in service 
and an incentive return, including a return on construction work in progress, on the Susquehanna-Roseland transmission line project. The tariff 
utilizes estimated costs for the current year billing to customers and requires a true-up to adjust for actual costs in the subsequent year's rate. In 
August 2009, the FERC approved this formula-based rate recovery mechanism. As a result, the annual update of the rate is now implemented 
automatically without requiring specific approval by the FERC before going into effect. PPL Electric accrues or defers revenues applicable to 
any estimated true-up of this formula-based rate. At December 3 1,2009 a net asset of $5 million was accrued, which will be reflected in future 
billings. 

In 2009, PPL Electric recorded a $3 million pre-tax true-up ($2 million after-tax) related to the 2008 portion of the FERC formula-based 
transmission revenues. The true-up, reflected in the Pennsylvania Delivery segment for PPL, is not considered by management as material to 
the financial statements of PPL and PPL Electric for the years 2009 and 2008. 

PPL Electric is charged transmission related costs by PJM applicable to PLR customers. PPL Electric passes these costs on to customers 
through an estimated transmission service charge and records a true-up to adjust for actual cost. Any over- or undercollections from customers 
are refunded or collected through a transmission service charge adjustment. At December 3 1,2009, a liability of $39 million was accrued on 
the Balance Sheet in "Other current liabilities" for PPL and as "Overcollected transmission costs" for PPL Electric. 

Allowance for Doubtful Accounts 

'PL, PPL Energy Sipply and PPL Electric) 

Accounts receivable are reported in the Balance Sheets at the gross outstanding amount adjusted for an allowance for doubtful accounts. 

Accounts receivable collectability is evaluated using a combination of factors, including past due statcls based on contractual terms. Reserve 



balances are analyzed to assess the reasonableness of the balances in comparison to the actual accounts receivable balances and write- 
offs. Adjustments are made to reserve balances based on the results of analysis, the aging of receivables, and historical and industry trends. 

Additional specific reserves for uncollectible accounts receivable, such as bankruptcies, are recorded on a case-by-case basis after having been 
c-- - :searched and reviewed by management. The nature of the item, trends in write-offs, the age of the receivable, counterparty creditworthiness 

- lid economic conditions are considered as a basis for determining the adequacy of the reserve for uncollectible account balances. 

Accounts receivable are charged-off in the period in which the receivable is deemed uncollectible. Recoveries of accounts receivable 
previously charged-off are recorded when it is known they will be received. 

The changes in the allowance for doubtful accounts, including unbilled revenues, were: 

Additions 
Balance at 
Beginning Charged to Other Balance at End 
of Period Charged to Income Accounts Deductions (a) of Period 

PpL 
2009 $ 40 $ 30 $ 33 $ 37 
2008 40 29 29 40 
2007 52 31 43 40 

PPL Energv Supplv 
2009 $ 
2008 
2007 

26 $ 1 
22 5 
31 

PPL Electric 
2009 $ 14 $ 29 

18 
19 

27 $ 
28 
30 

16 
14 
18 

(a) Primarily related to uncollectible accounts written off. 

'PL and PPL Energy Sapply) 

The California IS0 reserves of $17 million accounted for 46% and 47% of the total allowance for doubtful accounts of PPL and 81% of the 
total allowance of PPL Energy S ~ ~ p p l y  at December 31, 2009 and 2008. See Note 14 for additional information. 

Cash (PPL, PPL Energy Supply and PPL Electric) 

Cash Equivalents 

All highly liquid debt instruments purchased with original maturities of three months or less are considered to be cash equivalents. 

Restricted Cash and Cash Equivalents 

Bank deposits and other cash equivalents that are restricted by agreement or that have been clearly designated for a specific purpose are 
classified as restricted cash and cash equivalents. The change in restricted cash and cash equivalents is reported as an investing activity on the 
Statements of Cash Flows. On the Balance Sheets, the current portion of restricted cash and cash equivalents is shown as "Restricted cash and 
cash equivalents" while the noncurrent portion is included in "Other noncurrent assets'' for PPL and PPL Energy Supply and in "Other 
regulatory and noncurrent assets'' for PPL Electric. For PPL and PPL Energy Supply, the December 31,2009 balance of restricted cash and 
cash equivalents consisted primarily of margin deposits posted by counterparties to PPL Energy Supply in connection with trading activities 
and the December 3 1 , 2008 balance consisted primarily of margin deposits posted by PPL Energy Supply to counterparties in connection with 
trading activities. For PPL Electric, the December 31,2009 and 2008 balances of restricted cash and cash equivalents, including the noncurrent 
portion, consisted primarily of fiinds deposited with a trustee to defease the First Mortgage Bonds. See Note 17 for the amounts recorded at 
December 3 1,2009 and 2008. 

Fair Value Measurements (PPL, PPL Energy Sipply and PPL Electric) 

PPL and its subsidiaries value certain financial and nonfinancial assets and liabilities at fair value. Generally, the most significant fair value 
measurements relate to price risk management assets and liabilities, investments in securities including investments in the NDT funds and 
defined benefit plans, and cash and cash equivalents. PPL and its subsidiaries use, as appropriate, a market approach (generally, data from 

srket transactions), an income approach (generally, present value techniques and option-pricing models), and/or a cost approach (generally, 
.eplacement cost) to measure the fair value of an asset or liability. These valuation approaches incorporate inputs such as observable, 
independent market data and/or unobservable data that management believes are predicated on the assumptions market participants would use 
to price an asset or liability. These inputs may incorporate, as applicable, certain risks such as nonperformance risk, which includes credit risk. 



PPL and its subsidiaries prioritize fair value measurements for disclosure by grouping them into one of three levels in the fair value 
hierarchy. The highest priority is given to measurements using Level 1 inputs. The appropriate level assigned to a fair value measurement is 
based on the lowest level input that is significant to the fair value measurement in its entirety. The three levels of the fair value hierarchy are as 
'-lllows: 

e Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities that are accessible at the measurement date. Active 
marlcets are those in which transactions for the asset or liability occur with sufficient frequency and volume to provide pricing information 
on an ongoing basis. 

o Level 2 - inputs other than quoted prices included within Level 1 that are either directly or indirectly observable for substantially the full 
term of the asset or liability. 

, .- 

e Level 3 - unobservable inputs that management believes are predicated on the assumptions market participants would use to measure the 
asset or liability at fair value. 

Assessing the significance of a particular input requires judgment that considers factors specific to the asset or liability. As such, PPL and its 
subsidiaries' assessment of the significance of a particular input may affect how the assets and liabilities are classified within the fair value 
hierarchy. See Notes 17 and 18 for additional information on fair value measurements. 

Investments (PPL, PPL Energy Supply and PPL Electric) 

Generally, the original maturity date of an investment and management's ability to sell an investment prior to its original maturity determine the 
classification of investments as either short-term or long-term. Investments that would otherwise be classified as short-term, but are restricted 
as to withdrawal or use for other than current operations or are clearly designated for expenditure in the acquisition or construction of 
noncurrent assets or for the liquidation of long-term debts, are classified as long-term. 

Short-term Investments 

Short-term investments generally include certain deposits as well as securities that are considered highly liquid or provide for periodic reset of 
interest rates. Short-term investments have original maturities greater than three months and are included in "Short-term investments" on the 
Balance Sheets of PPL and PPL Energy Supply and in "Current Assets-Other" on the Balance Sheets of PPL Electric. 

'westments in Debt and Eauity Securities 

lnvestments in debt securities are classified as held-to-maturity and measured at amortized cost when there is an intent and ability to hold the 
securities to maturity. Debt and equity securities that are acquired and held principally for the purpose of selling them in the near-term are 
classified as trading. Trading securities are generally held to capitalize on fluctuations in their value. All other investments in debt and equity 
securities are classified as available-for-sale. Both trading and available-for-sale securities are carried at fair value. The specific identification 
method is used to calculate realized gains and losses on debt and equity securities. Any unrealized gains and losses on trading securities are 
included in earnings. Through March 3 1,2009, unrealized gains and losses on all available-for-sale securities were reported, net of tax, in OCI 
or recognized in earnings when the decline in fair value below amortized cost was determined to be an other-than-temporary impairment. 

As described in "Recognition and Presentation of Other-Than-Temporary Impairments" within "New Accounting Guidance Adopted," new 
accounting guidance has modified the criteria for determining whether a decline in fair value of a debt security is other than temporary and 
whether the other-than-temporary impairment is recognized in earnings or reported in OCI. Beginning April 1,2009, when a debt security is in 
an unrealized loss position: 

e if there is an intent to sell the security or a requirement to sell the security before recovery, the other-than-temporary impairment is 
recognized currently in earnings; or 

e if there is no intent to sell the security or requirement to sell the security before recovery, the portion of the other-than-temporary 
impairment that is considered a credit loss is recognized currently in earnings and the remainder of the other-than-temporary impairment is 
reported in OCI, net of tax; or 

o if there is no intent to sell the security or requirement to sell the security before recovery and there is no credit loss, the unrealized loss is 
reported in OCI, net of tax. 

Equity securities were not impacted by this new accounting guidance; therefore, unrealized gains and losses on available-for-sale equity 
securities continue to be reported, net of tax, in OCI. Earnings continue to be charged when an equity security's decline in fair value below 
amortized cost is determined to be an other-than-temporary impairment. See Notes 17 and 21 for additional information on investments in debt 
and equity securities. 

Long-Lived and Intangible Assets 

ope@. Plant and Equipment 

(PPL, PPL Energy Sipply and PPL Electric) 

PP&E is recorded at original cost, unless impaired. If impaired, the asset is written down to fair value at that time, which becomes the new cost 



basis of the asset. Original cost includes material, labor, contractor costs, certain overheads and financing costs, where applicable. The cost of 
repairs and minor replacements are charged to expense as incurred. PPL records costs associated with planned major maintenance projects in 
the period in which the costs are incurred. No costs are accrued in advance of the period in which the work is performed. 

3PL and PPL Electric) 

AFUDC is capitalized as part of the construction costs for regulated projects. The debt component of AFUDC is credited to "Interest Expense" 
and the equity component is credited to "Other Income - net" on the Statements of Income. 

(PPL and PPL Energy Supply) 

Nuclear fuel-related costs, including fuel, conversion, enrichment, fabrication and assemblies are capitalized as PP&E. Such costs are 
amortized over the period the fuel is spent using the unit-of-production method and included in "Fuel" on the Statements of Income. 

PPL's unregulated entities and PPL Energy Supply capitalize interest costs as part of construction costs for non-regulated projects. 

The following capitalized interest was excluded from "Interest Expense" on the Statements of Income. 

PPL PPL Energy Supply 

2009 $ 44 $ 45 
2008 57 56 ,  
2007 54 54 

(PPL, PPL Energy Supply and PPL Electric) 

Included in PP&E on the balance sheet are capitalized costs of software projects that were developed or obtained for internal use. These 
capitalized costs are amortized ratably over the expected lives of the projects when they become operational, generally not to exceed five 
years. Following are capitalized software costs and the accumulated amortization. 

December 31,2009 December 31,2008 
Accumulated Accumulated 

Carrying Amount Amortization Carrying Amount Amortization 

PL $ 
PPL Energy Supply 
PPL Electric 

97 $ 
24 
37 

52 $ 
19 
15 

62 $ 
24 
17 

39 
18 
10 

Amortization expense of capitalized software costs was as follows: 

PPL PPL Enerpy Supply PPL Electric 

2009 
2008 
2007 

$ 13 $ 
8 

10 

2 $  
2 
2 

5 
3 
4 

The amortization of capitalized software is included in "Depreciation" on the Statements of Income. 

Depreciation (PPL, PPL Energy Supply and PPL Electric) 

Depreciation is computed over the estimated usefiil lives of property using various methods including the straight-line, composite and group 
methods. When a component of PP&E is retired that was depreciated under the composite or group method, the original cost is charged to 
accumulated depreciation. When all or a significant portion of an operating unit that was depreciated under the composite or group method is 
retired or sold, the property and the related accumulated depreciation account is reduced and any gain or loss is included in income, unless 
otherwise required by regulators. 

In 2007, WPD reviewed the useful lives of its distribution network assets. Effective April 1,2007, after considering information from Ofgem 
and other internal and external surveys, the weighted average useful lives were extended to 54 years from 40 years. The effect of this change in 
useful lives for 2007 was to increase income from continuing operations after income taxes attributable to PPLRPL Energy Supply and net 
income attributable to PPLRPL Energy Supply, as a result of lower depreciation, by $I3 million (or $0.03 per share, basic and diluted, for 
PPL). 

'dlowing are the weighted-average rates of depreciation at December 31. 

2009 
PPL Energy 

PPL Supply PPL Electric 



.48% 

.17% 

.32% 

2008 
PPL Energy 

PPL Supply PPL Electric 

2.39% 2.39% 
Transmission and distribution 2.58% 3.07% 2.20% 
General 8.09% 11.6% 4.33% 

The annual provisions for depreciation have been computed principally in accordance with the following ranges, in years, of assets lives. 

PPL Energy 
PPL Supply PPL Electric 

Generation 40-50 40-50 
Transmission and distribution 5-70 5-60 15-70 
General 3-60 3-60 5-55 

Goodwill and Other Intangible Assets (PPL, PPL Energy Supply and PPL Electric) 

Goodwill represents the excess of the purchase price paid over the estimated fair value of the assets acquired and liabilities assumed in the 
acquisition of a business. PPL's reporting units are significant businesses that have discrete financial information and the operating results are 
regularly reviewed by segment management. 

Other acquired intangible assets are initially measured based on their fair value. Intangibles that have finite useful lives are amortized over 
their useful lives based upon the pattern in which the economic benefits of the intangible assets are consumed or otherwise used. Costs 
incurred to renew or extend terms of licenses are capitalized as intangible assets. 

Then determining the usefiil life of an intangible asset, including intangible assets that are renewed or extended, PPL and its subsidiaries 
msider: the expected use of the asset; the expected useful life of other assets to which the useful life of the intangible asset may relate; legal, 

regulatory, or contractual provisions that may limit the useful life; the company's historical experience as evidence of its ability to support 
renewal or extension; the effects of obsolescence, demand, competition, and other economic factors; and the level of maintenance expenditures 
required to obtain the expected future cash flows from the asset. 

PPL and its subsidiaries account for emission allowances as intangible assets. Since the economic benefits of emission allowances are not 
diminished until they are consumed, emission allowances are not amortized; rather they are expensed when consumed. Such expense is 
included in "Fuel" on the Statements of Income. Gains and losses on the sale of emission allowances are included in "Other operation and 
maintenance" on the Statements of Income. In addition, "vintage year'' swaps are accounted for as nonmonetary transactions that are required 
to be measured at fair value. Certain emission allowances are expected to be sold rather than consumed. These emission allowances are tested 
for impairment when events or changes in circumstances, such as a decline in market prices, indicate that their carrying value might be 
impaired. 

PPL and its subsidiaries also account for RECs as intangible assets and the associated costs are not expensed until the credits are 
consumed. Such expense is included in "Energy purchases" on the Statements of Income. Gains and losses on the sale of RECs are included in 
"Other operating and maintenance" on the Statements of Income. 

See Note 19 for additional information on goodwill and other intangible assets. 

Asset Impairment (PPL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries review long-lived assets that are subject to depreciation or amortization, including finite-lived intangibles, for 
impairment when events or circumstances indicate carrying amounts may not be recoverabk. 

For a long-lived asset to be held and used, an impairment exists when the carrying amount exceeds the sum of the undiscounted cash flows 
expected to result from the use and eventual disposition of the asset. If the asset is impaired, an impairment loss is recorded to adjust the asset's 
carrying amount to its fair value. See Notes 8 and 17 for a discussion of impairment charges recorded associated with long-lived assets to be 
held and used. 

jr a long-lived asset held for sale, an impairment exists when the carrying amount of the asset (disposal group) exceeds its fair value less cost 
to sell. If the asset (disposal group) is impaired, an impairment loss is recorded to adjust the carrying amount of the asset (disposal group) to its 
fair value less cost to sell. See Notes 9 and 17 for a discussion of impairment charges recorded associated with long-lived assets held for sale. 



Goodwill is reviewed for impairment, at the reporting unit level, annually or more frequently when events or circumstances indicate that the 
carrying amount of a reporting unit may be greater than the unit's fair value. Additionally, goodwill must be tested for impairment after a 
portion of goodwill has been allocated to a business to be disposed of. PPL's reporting units are at or one level below its operating 
segments. If the carrying amount of the reporting unit, including goodwill, exceeds its fair value, the implied fair value of goodwill must be 

*lculated. The implied fair value of goodwill is determined in the same manner as the amount of goodwill in a business combination. That is, 
. ..E fair value of a reporting unit is allocated to all assets and liabilities of that unit as if the reporting unit had been acquired in a business 

combination. The excess of the fair value of the reporting unit over the amounts assigned to its assets and liabilities is the implied fair value of 
goodwill. If the implied fair value of goodwill is less than the carrying amount, an impairment loss is recognized for an amount equal to that 
difference. 

* 

Asset Retirement Obligations (PPL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries recognize various legal obligations associated with the retirement of long-lived assets as liabilities in the financial 
statements. Initially this obligation is measured at fair value. An equivalent amount is recorded as an increase in the value of the capitalized 
asset and allocated to expense over the useful life of the asset. Until the obligation is settled, the liability is increased, through the recognition 
of accretion expense in the income statement, for changes in the obligation due to the passage of time. Estimated ARO costs and settlement 
dates, which affect the carrying value of various AROs and the related assets, are reviewed periodically to ensure that any material changes are 
incorporated into the latest estimate of the obligations. 

See Note 20 for a discussion of accounting for AROs. 

Compensation and Benefits 

Defined Benefits (PPL, PPL Energy Szrpply and PPL Electric) 

PPL and certain of its subsidiaries sponsor various defined benefit pension and other postretirement plans. An asset or liability is recorded to 
recognize the funded status of all defined benefit plans with an offsetting entry to OCI or regulatory assets for PPL Electric. Consequently, the 
funded status of all defined benefit plans is fully recognized on the Balance Sheets. 

The expected return on plan assets is determined based on a market-related value of plan assets, which is calculated by rolling forward the prior 
year market-related value with contributions, disbursements and long-term expected return on investments. One-fifth of the difference between 
the actual value and the expected value is added (or subtracted if negative) to the expected value to determine the new market-related value. 

'PL uses an accelerated amortization method for the recognition of gains and losses for its pension plans. Under the accelerated method, gains 
id losses in excess of 10% but less than 30% of the greater of the plan's projected benefit obligation or the market-related value of plan assets 

are amortized on a Straight-line basis over the estimated average future service period of plan participants. Gains and losses in excess of 30% 
of the plan's projected benefit obligation are amortized on a straight-line basis over a period equal to one-half of the average future service 
period of the plan participants. 

See Note 12 for a discussion of defined benefits. 

Stock-Based Compensation 

(PPL, PPL Energy Supply and PPL Electric) 

PPL grants stock options, restricted stock, restricted stock units and performance units to certain employees, and stock units and restricted stock 
units to directors, under several stock-based compensation plans. PPL and its subsidiaries recognize compensation expense for stock-based 
awards based on the fair value method. Stock options with graded vesting (is., that vest in installments) are valued as a single award. PPL 
grants stock options with an exercise price that is not less than the fair value of PPL's common stock on the date of grant. See Note 11 for a 
discussion of stock-based compensation. Stock-based compensation is included in "Other operation and maintenance" expense on the 
Statements of Income. 

(PPL Energy Supply and PPL Electric) 

PPL Energy Supply's and PPL Electric's stock-based compensation expense includes an allocation of PPL Services' expense. 

Other 

Income Taxes 

(PPL, PPL Energy Supply and PPL Electric) 

PPL and its domestic subsidiaries file a consolidated U.S. federal income tax return. 

Agnificant management judgment is required in developing PPL and its subsidiaries' provision for income taxes primarily due to the 
uncertainty related to tax positions taken or expected to be taken in tax returns and the determination of deferred tax assets, liabilities and 
valuation allowances. 



Significant management judgment is required to determine the amount of benefit to be recognized in relation to an uncertain tax position. PPL 
and its subsidiaries evaluate tax positions following a two-step process. The first step requires an entity to determine whether, based on the 
technical merits supporting a particular tax position, it is more likely than not (greater than a 50% chance) that the tax position will be 
sustained. This determination assumes that the relevant taxing authority will examine the tax position and is aware of all the relevant facts 

'--:le more-likely-than-not recognition criterion. The benefit recognized is measured at the largest amount of benefit that has a likelihood of 
mounding the tax position. The second step requires an entity to recognize in the financial statements the benefit of a tax position that meets 

realization, upon settlement, that exceeds 50%. The amounts ultimately paid upon resolution of issues raised by taxing authorities may differ 
materially from the amounts accrued and may materially impact the financial statements of PPL and its subsidiaries in the ftiture. 

Deferred income taxes reflect the net future tax effects of temporary differences between the carrying amounts of assets and liabilities for 
accounting purposes and their basis for income tax purposes, as well as the tax effects of net operating losses and tax credit carryforwards. 

PPL and its subsidiaries record valuation allowances to reduce deferred tax assets to the amounts that are more likely than not to be 
realized. PPL and its subsidiaries consider the reversal of temporary differences, future taxable income and ongoing prudent and feasible tax 
planning strategies in initially recording and subsequently reevaluating the need for valuation allowances. If PPL and its subsidiaries determine 
that they are able to realize deferred tax assets in the future in excess of recorded net deferred tax assets, adjustments to the valuation 
allowances increase income by reducing tax expense in the period that such determination is made. Likewise, if PPL and its subsidiaries 
determine that they are not able to realize all or part of net deferred tax assets in the future, adjustments to the valuation allowances would 
decrease income by increasing tax expense in the period that such determination is made. 

PPL Energy Supply and PPL Electric defer investment tax credits when the credits are utilized and are amortizing the deferred amounts over 
the average lives of the related assets. 

See Note 5 for additional discussion regarding income taxes. 

(PPL Energy Sipply and PPL Electric) 

The income tax provision for PPL Energy Supply and PPL Electric is calculated in accordance with an intercompany tax sharing policy which 
provides that taxable income be calculated as if PPL Energy Supply, PPL Electric and any domestic subsidiaries each filed a separate 
consolidated return. PPL Energy Supply's intercompany tax receivable was $21 million and $15 million at December 31,2009 and 2008. PPL 
Electric's intercompany tax receivable was $19 million and $15 million at December 31,2009 and 2008. 

(PPL and PPL Electric) 

le provision for PPL Electric's deferred income taxes for regulated assets is based upon the ratemalcing principles reflected in rates 
established by the PUC and the FERC. The difference in the provision for deferred income taxes for regulated assets and the amount that 
otherwise would be recorded under C U P  is deferred and included on the Balance Sheet in taxes recoverable through future rates in 
"Regulatory assets" for PPL and in "Taxes recoverable through future rates" for PPL Electric. 

Taxes. Other Than Income (PPL, PPL Energy Szpply and PPL Electric) 

PPL and its subsidiaries present sales taxes in "Accounts Payable" and value-added taxes in "Taxes" on their Balance Sheets. These taxes are 
not reflected on the Statements of Income. See Note 5 for details on taxes included in "Taxes, other than income" on the Statements of Income. 

Leases 

(PPL, PPL Energy Szpply and PPL Electric) 

PPL and its subsidiaries evaluate whether arrangements entered into contain leases for accounting purposes. 

(PPL and PPL Energy Supply) 

See Note 10 for a discussion of arrangements under which PPL and PPL Energy Supply are lessees for accounting purposes. 

PPL EnergyPlus has entered into several arrangements whereby PPL EnergyPlus is considered the lessor for accounting purposes. See Note 10 
for additional information on these leases and Note 9 for information regarding the anticipated sale of the Long Island generation business, 
which includes certain of these leases. 

Fuel. Materials and Supulies 

(PPL, PPL Energy Szpply and PPL Electric) 

*el, materials and supplies are valued at the lower of cost or market using the average cost method. 

(PPL and PPL Energy Szpply) 

Fuel, materials and supplies consisted of the following at December 3 1 : 



PPL PPL Energy Supply 
2009 2008 2009 2008 

__ uel $ 151 $ 140 
206 197 174 161 

Guarantees (PPL, PPL Energy Supply and PPL Electric) 

Generally, the initial measurement of a guarantee liability is the fair value of the guarantee at its inception. However, there are certain 
guarantees excluded from the scope of accounting guidance and other guarantees that are not subject to the initial recognition and measurement 
provisions of accounting guidance. See Note 14 for fbrther discussion of recorded and unrecorded guarantees. 

Treasurv Stock (PPL and PPL Electric) 

PPL and PPL Electric restore all shares of common stock acquired to authorized but unissued shares of common stock upon acquisition. 

Foreim Currency Translation and Transactions (PPL and PPL Energy Sipply) 

Assets and liabilities of international subsidiaries, where the local currency is the functional currency, are translated at the exchange rates on 
the date of consolidation and related revenues and expenses are translated at average exchange rates prevailing during the year. See "Business 
and Consolidation" above for a discussion regarding the use of a lag period. Adjustments resulting from translation are recorded in AOCI. The 
effect of translation is removed from AOCI upon the sale or substantial liquidation of the international subsidiary that gave rise to the 
translation adjustment. The local currency is the hnctional currency for PPL's U.K. operating company. 

At December 31,2009, the British pound sterling had strengthened in relation to the US. dollar as compared with the prior year end. Changes 
in exchange rates resulted in a foreign currency translation gain of $106 million for 2009, which primarily reflected a $225 million increase in 
PP&E offset by an increase of $1 19 million to other net liabilities. At December 31,2008, the British pound sterling had weakened in relation 
to the US.  dollar compared with the prior year end. Changes in these exchange rates resulted in a foreign currency translation loss of $520 
million for 2008, which primarily reflected a $1.1 billion reduction to PP&E offset by a reduction of $580 million to other net 
liabilities. Changes in exchange rates resulted in a foreign currency translation gain of $65 million for 2007, which primarily reflected a $173 
million increase in PP&E offset by an increase of $108 million to other net liabilities. 

Jains or losses relating to foreign currency transactions are recognized currently in income. The net transaction losses were insignificant in 
2009 and 2007, and $2 million in 2008. 

New Accounting Guidance Adopted (PPL, PPL Energy Supply and PPL Electric) 

Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion ( I n c l u d i n y g )  

Effective January 1,2009, PPL and its subsidiaries retrospectively adopted accounting guidance that requires an issuer to separately account for 
the liability and equity components of convertible debt instruments that may be settled in cash (or other assets) upon conversion in a manner 
that reflects the issuer's nonconvertible debt borrowing rate when interest cost i s  recognized in subsequent periods. The discount that results 
from separating the liability and equity components will be amortized over the life of the debt and recognized as interest expense. 

This guidance was applicable to PPL Energy Supply's 2-5/8% Convertible Senior Notes due 2023 (Convertible Senior Notes), which upon 
conversion required cash settlement of the principal amount and permitted settlement of any conversion premium in cash or PPL common 
stock. During 2008, all of the Convertible Senior Notes were either converted at the election of the holders or redeemed at par as a result of 
PPL Energy Supply calling the notes for redemption. This guidance required only retrospective application with regard to the Convertible 
Senior Notes, as none of these notes were outstanding at the effective date. The retrospective application impacted PPL in periods prior to 
2006. As such, PPL reduced the opening balance of "Earnings reinvested" by $13 million with a corresponding increase to "Capital in excess 
of par value." 

Business Combinations 

Effective January 1,2009, PPL and its subsidiaries prospectively adopted accounting guidance that changes the accounting and reporting for 
business combinations occurring after its adoption. In addition, this guidance requires entities to recognize changes in unrecognized tax 
benefits acquired in a business combination, including business combinations that occurred prior to January 1,2009, in income tax expense 
rather than in goodwill. The January 1,2009 adoption did not have a significant impact on PPL and its subsidiaries; however, the impact in 
fbture periods could be material. 

, the first quarter of 2009, PPL and PPL Energy Supply recorded an income tax benefit of $14 million as a result of settling an income tax 
spute. Prior to the adoption of this guidance, $7 million of this income tax benefit would have been recorded as a reduction to goodwill. 

Noncontrolling Interests in Consolidated Financial Statements 



Effective January 1 , 2009, PPL and its subsidiaries adopted accounting guidance that was issued to improve the relevancy, comparability, and 
transparency of the financial information an entity provides when it has a noncontrolling interest in a subsidiary and when it changes its 
ownership interest in a subsidiary. This guidance: 

_ _ _  requires ownership interests in subsidiaries held by parties other than the parent to be presented in the consolidated statement of financial 
- position within equity, but separate from the parent's equity; 

o requires the amount of consolidated net income attributable to the parent and to the noncontrolling interest to be presented on the face of the 
consolidated statement of income; 

o addresses the accounting for changes in a parent's ownership interest while the parent retains its controlling financial interest in its subsidiary 
and for the deconsolidation of a subsidiary; and 

o requires enhanced disclosures relating to noncontrolling interests. 

PPL and its subsidiaries adopted this guidance prospectively except for the presentation and disclosure requirements, which required 
retrospective application. 

At December 3 1,2009 and 2008, PPL reflected PPL Electric's preferred securities of $301 million within "Noncontrolling Interests" on the 
Balance Sheets. In addition, at December 31,2009 and 2008, PPL and PPL Energy Supply reflected previously recorded minority interests of 
$1 8 million within "Noncontrolling Interests" on the Balance Sheets. 

Determining Whether Instruments Granted in Share-Based Pavment Transactions Are Participating Securities 

Effective January 1,2009, PPL and its subsidiaries retrospectively adopted accounting guidance that requires unvested share-based payment 
awards that contain nonforfeitable rights to dividends or dividend equivalents to be considered participating securities and to be included in the 
computation of EPS under the two-class method. The two-class method treats share-based payment awards that pay nonforfeitable dividends 
as a separate class of stock for purposes of computing EPS. 

The adoption did not have a material impact on PPL and its subsidiaries. As a result of its application, PPL's restricted stock, restricted stock 
units, and stock units granted to directors are now considered participating securities; therefore, PPL is required to compute EPS under the two- 
class method. For the years ended December 31,2008, the retrospective application caused PPL's basic EPS for income from continuing 
operations after income taxes available to PPL Corporation common shareholders to decrease by $0.01 and basic EPS for net income available 
to PPL Corporation common shareowners to decrease by $0.01. For the year ended December 3 1,2007, the retrospective application caused 
PPL's basic EPS for income from continuing operations after income taxes available to PPL Corporation common shareholders to decrease by 
$0.01 and basic EPS for net income available to PPL Corporation common shareowners to decrease by $0.02. Additionally, PPL's diluted EPS 
"Tr net income available to PPL Corporation common shareowners decreased by $0.01 for the year ended December 31,2007. See Note 4 for 

' lditional information. 

Disclosures about Derivative Instruments and Hedging Activities 

Effective January 1 , 2009, PPL and its subsidiaries prospectively adopted accounting guidance that applies to all derivative instruments, 
including bifurcated derivative instruments and nonderivative instruments that are designated and qualify as hedging instruments, as well as 
related hedged items. This guidance requires an entity to expand disclosures to provide greater transparency about: 

o how and why it uses derivative instruments; 
o how derivative instruments and related hedged items are accounted for; and 
o how derivative instruments and related hedged items affect its financial position, results of operations and cash flows. 

The guidance was issued to provide greater transparency by enhancing existing disclosures; therefore, the adoption did not have a material 
impact on PPL and its subsidiaries' financial statements. The enhanced disclosures are presented in Note 18. 

Fair Value Measurements 

Effective January 1,2008, PPL and its subsidiaries adopted accounting guidance that provides a framework for measuring fair value, but 
elected to defer, until 2009, applying this guidance to nonfinancial assets and nonfinancial liabilities that are not recognized or disclosed at fair 
value in the financial statements on a recurring basis. Effective January 1,2009, PPL and its subsidiaries fiilly applied this guidance to fair 
value measurement concepts used within their financial statements where applicable. 

Issuer's Accounting for Liabilities Measured at Fair Value with a Third-Par& Credit Enhancement 

Effective January 1,2009, PPL and its subsidiaries prospectively adopted accounting guidance that applies to liabilities issued with an 
inseparable third-party credit enhancement when the liability is measured or disclosed at fair value on a recurring basis. This guidance 
indicates that an issuer shall disclose the existence of a third-party credit enhancement, and the fair value measurement of the liability shall not 
include the effect of this third-party credit enhancement. 

he initial adoption did not have a material impact on PPL and its subsidiaries' financial statements, as this guidance only impacts the fair value 
disclosure of certain credit-enhanced debt instruments. See "Financial Instruments Not Recorded at Fair Value" within Note 17 for these 
disclosures. 



Determining Fair Value When the Volume and Level of Activity for the Asset or Liabilitv Have Significantlv Decreased and Identifying 
Transactions That Are Not Orderly 

Effective April 1,2009, PPL and its subsidiaries prospectively adopted accounting guidance that: 

I provides additional direction for estimating fair value when the volume and level of activity for the asset or liability have significantly 
decreased; 

D includes guidance on identifying circumstances that indicate a transaction is not orderly; and 
o emphasizes that the objective of a fair value measurement remains the same; that is, fair value is the price that would be received to sell an 

asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date under current market 
conditions. 

Comparative disclosures are required only for periods ending after initial adoption. The adoption did not have a material impact on PPL and its 
subsidiaries' financial statements. 

Recognition and Presentation of Other-Than-TemDorary Impairments 

Effective April 1,2009, PPL and its subsidiaries retrospectively adopted accounting guidance that modified the requirement that an entity have 
the intent and ability to hold an impaired debt security to recovery in order to conclude an impairment was temporary. Under this guidance, an 
impairment of a debt security is other than temporary if (1) an entity has the intent to sell the security, (2) it is more likely than not that an 
entity will be required to sell the security before recovery, or (3) an entity does not expect to recover the entire amortized cost basis of the 
security, referred to as a credit loss. 

In addition, this guidance changes the recording of an other-than-temporary impairment on a debt security if the reason for the other-than- 
temporary impairment is the recognition of a credit loss. In this situation, the other-than-temporary impairment will be separated into the credit 
loss component, which is recognized in earnings, and the remainder of the other-than-temporary impairment, which is recorded in OCI. 

For a debt security held at the beginning of the period of adoption for which an other-than-temporary impairment was previously recognized, if 
an entity does not intend to sell the debt security and it is not more likely than not that the entity will be required to sell the debt security before 
recovery of its amortized cost basis, the cumulative effect of applying this guidance was recognized as an adjustment to the opening balance of 
retained earnings with a corresponding adjustment to AOCI. 

This guidance affects the accounting for PPL's and PPL Energy Supply's investments in debt securities in the NDT funds. Prior to its 
?plication, PPL and PPL Energy Supply were unable to demonstrate the ability to hold an impaired debt security in the NDT funds until 
covery; therefore, an unrealized loss on a debt security always represented an other-than-temporary impairment that required a current period i 

charge to earnings. Based on the application of this guidance, certain unrealized losses on investments in debt securities are no longer 
considered other-than-temporary impairments and will be recorded to OCI. 

Related SEC guidance was also amended to no longer apply to debt securities. As a result of the adoption, PPL and PPL Energy Supply 
recorded an immaterial cumulative effect adjustment to the opening balance of retained earnings with a corresponding reduction to AOCI. 

The FASB Accounting Standards CodificationTM and the Hierarchv of Generally Accepted Accounting Princiules 

Beginning with the period ended September 30,2009, PPL and its subsidiaries adopted accounting guidance that establishes the FASB 
Accounting Standards Codification TM (ASC) as the primary source of authoritative GAAP, other than guidance issued by the SEC. This 
guidance eliminates the previous GAAP hierarchy of accounting and reporting guidance and replaces it with two levels of literature: 
authoritative and non-authoritative, and organizes GAAP pronouncements in a consistent manner by accounting topic. The adoption did not 
impact PPL and its subsidiaries' results of operations, cash flows or financial positions since the ASC did not change existing GAAP. 

Emulovers' Disclosures about Pensions and Other Postretirement Benefits 

Effective December 3 1,2009, PPL and its subsidiaries prospectively adopted accounting guidance that requires an employer to enhance its 
disclosures about plan assets of defined benefit plans to provide users of financial statements with an understanding of: 

o how investment allocation decisions are made, including the factors that are pertinent to an understanding of investment policies and 
strategies; 

o the major classes of plan assets; 
o the inputs and valuation techniques used to measure the fair value of plan assets; 
o the effect of fair value measurements using significant unobservable inputs (Level 3) on changes in plan assets for the period; and 
e significant concentrations of risk within plan assets. 

This guidance was issued to provide greater transparency within disclosures; therefore, the adoption did not have a material impact on PPL and 
' '9 subsidiaries' financial statements. The enhanced disclosures are presented in Note 12. 

New Accounting Guidance Pending Adoption 

See Note 22 for a discussion of new accounting guidance pending adoption. 



2. Segment and Related Information 

(PPL and PPL Energy Sipply) 
> _ _  

__ PL's reportable segments are Supply, International Delivery and Pennsylvania Delivery. The Supply segment primarily consists of the 
domestic energy marketing and trading activities, as well as the generation and development operations of PPL Energy Supply. In 2009 and 
2007, PPL Energy Supply sold or agreed to sell certain Supply segment businesses. See Notes 8 and 9 for additional information. 

The International Delivery segment consists primarily of the electricity distribution operations in the U.K. In 2007, PPL completed the sale of 
its Latin American businesses. In 2008, the International Delivery segment recognized income tax benefits and miscellaneous expenses in 
Discontinued Operations in connection with the dissolution of certain Latin American holding companies. In 2009, the International Delivery 
segment recognized $24 million of income tax expense in Discontinued Operations related to a correction of the calculation of tax bases of the 
Latin American businesses sold in 2007. See Note 9 for additional information. 

The Pennsylvania Delivery segment includes the regulated electric delivery operations of PPL Electric. This segment also included the gas 
delivery operations of PPL Gas Utilities prior to its sale in October 2008. See Note 9 for additional information. 

The operating results of the Long Island generation business, the majority of the Maine hydroelectric generation business, the Latin American 
businesses and the natural gas distribution and propane businesses have been classified as Discontinued Operations on the Statements of 
Income. Therefore, with the exception of net income attributable to PPL/PPL Energy Supply, the operating results from these businesses have 
been excluded from the income statement data tables below. 

PPL Energy Supply's reportable segments are Supply and International Delivery. The International Delivery segment at the PPL Energy 
Supply level is consistent with the International Delivery segment at the PPL level. The Supply segment information reported at the PPL 
Energy Supply level will not agree with the Supply segment information reported at the PPL level because additional Supply segment functions 
exist at PPL that are outside of PPL Energy Supply. Furthermore, certain income items, including PLR revenue and certain interest income, 
exist at the PPL Energy Supply level but are eliminated in consolidation at the PPL level. Finally, certain expense items are fully allocated to 
the segments at the PPL level only. 

Segments include direct charges, as well as an allocation of indirect corporate service costs, from PPL Services. These service costs include 
functions such as financial, legal, human resources and information services. See Note 15 for additional information. 

Tnancial data for the segments are: 

PPL PPL Energy Supply 
P 

2009 2008 2007 2009 2008 2007 
Income Statement Data 
Revenues from external 

customers 
Supply (a) $ 3,618 $ 3,857 $ 2,308 $ 5,416 $ 5,678 $ 4,112 
International Delivery 716 857 900 716 857 900 
Pennsylvania Delivery 3,222 3,293 3,254 

7,556 8,007 6,462 6,132 6,535 5,012 
Intersegment revenues (b) 1 

Supply 1,806 1,826 1,810 
Pennsylvania Delivery 70 108 156 

Depreciation 
Supply 226 193 163 210 180 152 
International Delivery 115 134 147 115 134 147 
Pennsylvania Delivery 128 131 132 

469 458 442 325 3 14 299 
Amortization - recoverable 

transition costs and 
other 
Supply 90 66 106 88 51 94 
International Delivery (13) 15 10 (1 3) 15 10 

317 Pennsylvania Delivery 312 302 
389 383 433 75 66 104 

Unrealized (gains) losses 
on derivatives and other 
hedging activities 
Supply 

SL1PPlY 
Interest income (c) 

329 

2 

(279) 

7 

330 

7 

(285) 

27 

(27) 

55 



International Delivery 
P ia Deli 

Interest Expense (d) 

Operations Before 
Income 
Supply 

ternational Delivery 
ennsylvania Delivery 

Supply 
International Delivery 
Pennsylvania Delivery 

Deferred income taxes and 
investment tax credits 

International Delivery 
Pennsylvania Delivery 

Net Income Attributable to 

SLIPPlY 

PPLPPL Energy S~ipply 

International Delivery 

Pennsylvania Delivery 

Supply (a) (e) 

( f )  

(€9 

Lash Flow Data 
Expenditures for long- 

lived assets 

International Delivery 
Pennsylvania Delivery 

Supply 

Balance Sheet Data 
Total assets 

SUPPIY 
International Delivery 
Pennsylvania Delivery 

Geographic Data 
Revenues from external 

customers 
U.S. 
U.K. 

1 10 22 1 10 22 
11 16 28 
14 33 61 8 37 77 

191 200 154 185 169 106 
87 144 183 87 144 183 

118 111 135 
396 455 472 272 313 289 

85 749 780 44 755 835 
290 330 260 290 330 260 
22 1 278 24 1 
596 1,357 1,281 334 1,085 1,095 

31 283 22 1 27 290 249 

79 102 81 
20 45 (43) 20 45 (43) 

130 430 259 47 335 206 

138 112 6 152 193 120 
12 1 (3 8) 12 1 (3 8) 

(23) 
127 

1 
114 

18 
(14) 164 194 82 

40 479 568 3 478 595 

243 290 610 243 290 610 

124 161 110 
$ 407 $ 930 $ 1,288 $ 246 $ 768 $ 1,205 

$ 723 $ 1,142 $ 1,043 $ 694 $ 1,117 $ 1,019 
240 267 340 240 267 340 
298 

$ 1,261 
286 

$ 1,695 
3 02 

$ 1,685 $ 934 $ 1,3 84 $ 1,359 

PPL PPL Energy Supply 
As of December 31, As of December 31, 

2009 2008 2009 2008 

$ 12,766 $ 11,993 $ 12,508 $ 12,270 
4,516 4,199 4,516 4,199 
4,883 5,213 

$ 22,165 $ 21,405 $ 17,024 $ 16,469 

PPL PPL Energy Supply 
2009 2008 2007 2009 2008 2007 

$ 6,840 $ 7,150 $ 5,562 $ 5,416 $ 5,678 $ 4,112 
716 857 900 716 857 900 

$ 7,556 $ 8,007 $ 6,462 $ 6,132 $ 6,535 $ 5,012 

PPL PPL Energy Supply 
As of December 31, As of December 31, 



2009 2008 2009 2008 
Long-Lived Assets 

us. $ 6,676 $ 6,433 
3,517 3,167 

$ 10,193 $ 9,600 

Includes unrealized gains and losses from economic activity. See Note 18 for additional information. 
See "PLR Contracts" and "NUG Purchases'' in Note 15 for a discussion of the basis of accounting between reportable segments. 
Includes interest income from affiliate(s). 
Includes interest expense with affiliate. 
Includes the results of Discontinued Operations of the Long Island generation business and the majority of the Maine hydroelectric 
generation business. Also includes the loss on the sale of PPL Energy Supply's interest in Wyman Unit 4. See Note 9 for additional 
information. 
Includes the results of Discontinued Operations of the Latin American businesses. See Note 9 for additional information. 
Includes the results of Discontinued Operations of the natural gas and propane businesses. See Note 9 for additional information. 

3. Variable Interest Entities 

(PPL and PPL Energy Sapply) 

In December 2001, a subsidiary of PPL Energy Supply entered into a $455 million operating lease arrangement, as lessee, for the development, 
construction and operation of a gas-fired combined-cycle generation facility located in Lower Mt. Bethel Township, Northampton County, 
Pennsylvania. This generation facility has a total capacity (winter rating) of 624 MW at December 31,2009. The ownerAessor of this 
generation facility, LMB Funding, LP, was created to owdlease the facility and incur the related financing costs. The initial lease term 
commenced on the date of commercial operation, which occurred in May 2004, and ends in December 2013. Under a residual value guarantee, 
if the generation facility is sold at the end of the lease term and the cash proceeds from the sale are less than the original acquisition cost, the 
subsidiary of PPL Energy Supply is obligated to pay up to 70.52% of the original acquisition cost. This residual value guarantee protects the 
other variable interest holders from losses related to their investments. LMB Funding, LP cannot extend or cancel the lease or sell the facility 
without the prior consent of the PPL Energy Supply subsidiary. As a result, LMB Funding, LP was determined to be a variable interest entity 
and the subsidiary of PPL Energy Supply was considered the primary beneficiary that consolidates this variable interest entity. 

The lease financing, which includes $437 million of "Long-term Debt" and $18 million of "Noncontrolling Interests," at December 3 1,2009, is 
secured by, among other things, the generation facility. The debt matures at the end of the lease. At December 3 1,2009 and 2008, the facility, 

Vhich was included in "Property, Plant and Equipment" and "Other intangibles" on the Balance Sheets, had a carrying value of $435 million 
id $441 million, net of accumulated depreciation and amortization of $48 million and $51 million. 

4. Earnings Per Share 

(PPL) 

The basic and diluted EPS computations and reconciliations of the amounts of income and shares (in thousands) of common stock used in the 
calculations are: 

2009 2008 2007 
Income (Numerator) 

e from continuing operations after income taxes attributable to 
PPL $ 447 $ 907 $ 1,001 

2 5 5 

$ 445 $ 902 $ 996 
taxes available to 

PPL common shareowners 

Income (loss) from discontinued operations (net of income taxes) 

Less amounts allocated to participating securities 
Income (loss) from discontinued operations (net of income taxes) 

attributable to PPL $ (40) 23 $ 287 
1 

$ (40) $ 23 $ 286 available to PPL common shareowners 

Net income attributable to PPL 
Less amounts allocated to participating securities 
Net income available to PPL common shareowners 

Shares of Common Stock (Denominator) 
.eighted-average shares - Basic EPS 

.dd incremental non-participating securities: 
Stock options and performance units 
Convertible Senior Notes 

$ 407 $ 930 $ 1,288 
2 5 6 

$ 405 $ 925 $ 1,282 

376,082 373,626 380,563 

324 83 6 1,328 
439 1,601 



Weighted-average shares - Diluted EPS 376,406 374,901 3 83,492 

Basic EPS 

1.08 $ 2.47 $ 3.34 Net Income 

While they were outstanding, PPL Energy Supply's 2-518% Convertible Senior Notes due 2023 (Convertible Senior Notes), which were issued 
in May 2003, could be converted into shares of PPL common stock under certain circumstances, including if during a fiscal quarter the market 
price of PPL's common stock exceeded $29.83 per share over a certain period during the preceding fiscal quarter or if PPL Energy Supply 
called the debt. 

During 2008, all then-outstanding Convertible Senior Notes were either converted at the election of the holders or redeemed at par by PPL 
Energy Supply. 

The terms of the Convertible Senior Notes required cash settlement of the principal amount and permitted settlement of any conversion 
premium in cash or PPL common stock. Based upon the conversion rate of 40.2212 shares per $1,000 principal amount of notes (or $24.8625 
per share), the Convertible Senior Notes had a dilutive impact when the average market price of PPL common stock equaled or exceeded 
$24.87. 

During 2009, PPL issued 559,744 shares of common stock related to the exercise of stock options, vesting of restricted stock and restricted 
stock units and conversion of stock units granted to directors under its stock-based compensation plans. In addition, PPL issued 235,013 and 
1,854,559 shares of common stock related to its ESOP and its DRIP. See Note 11 for a discussion of PPL's stock-based compensation plans. 

The following stock options to purchase PPL common stock and performance units were excluded in the periods' computations of diluted EPS 
'wause the effect would have been antidilutive. 

(Thozrsands of Shares) 2009 2008 2007 

Stock options and performance units 2,395 606 

5. Income and Other Taxes 

PPL) 

"Income from Continuing Operations Before Income Taxes" included the following components: 

Domestic income 
Foreign income 

2009 2008 2007 

$ 306 $ 1,027 $ 1,021 
290 330 260 

$ 596 $ 1,357 $ 1,281 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for accounting 
purposes and their basis for income tax purposes and the tax effects of net operating loss and tax credit carryforwards. 

Net deferred tax assets have been recognized based on management's estimates of future taxable income for US.  and certain foreign 
jurisdictions in which PPL's operations have historically been profitable. 

Significant components of PPL's deferred income tax assets and liabilities from continuing operations were as follows: 

Deferred Tax Assets 
Deferred investment tax credits 
NUG contracts and buybacks 
Regulatory liabilities 
Accrued pension costs 
State loss carryforwards 
Federal tax credit carryforwards 

2009 2008 

$ 16 $ 20 
6 22 

265 241 
184 159 
23 23 

28 



Foreign capital loss carryforwards 
168 

_ _  

Deferred Tax Liabilities 
Plant - net 
Recoverable transition costs . 116 

recoverable through future rates 104 103 
lized gains on qualifying derivatives 437 72 

Foreign investments 5 
Reacquired debt costs 14 

46 
35 

r 

Net deferred tax liability 

67 55 
3,063 2,417 

$ 2,248 $ 1,744 

PPL had federal foreign tax credit carryforwards that expire by 2019 of $23 million at December 31,2009 and 2008. PPL also had state net 
operating loss carryforwards that expire between 2010 and 2029 of $2.8 billion and $2.5 billion at December 31,2009 and 2008. Valuation 
allowances have been established for the amount that, more likely than not, will not be realized. 

PPL Global had no foreign net operating loss carryforwards at December 31,2009 and 2008. PPL Global had foreign capital loss 
carryforwards of $5 14 million and $45 1 million at December 3 1 , 2009 and 2008. All of these losses have an indefinite carryforward 
period. Valuation allowances have been established for the amount that, more lilcely than not, will not be realized. Of the total valuation 
allowances related to foreign capital loss carryforwards, $63 million was previously allocable to goodwill; however, upon adoption of new 
business combination guidance, effective January 1,2009, all changes in valuation allowances associated with business combinations are now 
recognized in tax expense rather than in goodwill. See Note 1 for additional information. 

The changes in deferred tax valuation allowances were : 

Additions 
Balance at Charged to Other Balance at End 

Beginning of Period Charged to Income Accounts Deductions of Period 

2009 $ 285 $ 24 $ 17(a) $ 14(b) $ 312 
2008 (c) 323 9 47 (a) 285 
2007 (c) 352 2 . 31 (d) 323 

(a) Related to the change in foreign net operating loss carryforwards, including the change in foreign currency exchange rates. 
(b) Resulting from the projected revenue increase in connection with the expiration of the generation rate caps in 2010, the valuation 

allowance related to state net operating loss carryforwards was reduced by $13 million. 
(c) Pennsylvania state legislation, enacted in 2007 and 2009, increased the net operating loss limitation. As a result, the deferred tax asset (and 

related valuation allowance) associated with certain of its Pennsylvania net operating loss carryforwards for all periods presented were 
increased to reflect the higher limitation. There was no impact on the net deferred tax asset position as a result of the legislation and 
related adjustments. 

(d) Primarily related to the change in domestic net operating loss carryforwards. 

PPL Global does not pay or record US. income taxes on the undistributed earnings of WPD as management has determined that the earnings 
are permanently reinvested. Historically, dividends paid by WPD have been distributions of the current year's earnings. WPD's long-term 
working capital forecasts and capital expenditure projections for the foreseeable fiiture require reinvestment of WPD's undistributed earnings 
and WPD would have to issue debt or access credit facilities to fund any distributions in excess of current earnings. Additionally, U.S. long- 
term working capital forecasts and capital expenditure projections for the foreseeable future do not require or anticipate WPD distributing any 
more than future earnings to its parent in the US. The cumulative undistributed earnings are included in "Earnings reinvested" on the Balance 
Sheets. The amounts considered permanently reinvested at December 31,2009 and 2008 were $622 million and $1.2 billion. If the earnings 
are remitted as dividends, PPL Global may be subject to additional U.S. taxes, net of allowable foreign tax credits. It is not practicable to 
estimate the amount of additional taxes that might be payable on these foreign earnings. 

Details of the components of income tax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to "Income 
)m Continuing Operations Before Income Taxes'' to income taxes for reporting purposes, and details of "Taxes, other than income" were: 

Income Tax Expense 
Current - Federal 

2009 2008 2007 

$ (59) $ 237 $ 181 



Current - State 21 9 9 

(a) Includes a $13 million reduction to state deferred tax expense related to the reversal of deferred tax valuation allowances. See 
"Reconciliation of Income Tax Expense" for additional information. 

(b) Includes a $54 million deferred tax benefit recorded in 2007 related to the U.K. tax rate reduction effective April 1 , 2008. See 
"Reconciliation of Income Tax Expense" for additional information. 

(c) Excludes current and deferred federal, state and foreign tax expense (benefit) recorded to Discontinued Operations of $21 million in 2009 
and $154 million in 2007. Excludes realized tax benefits related to stock-based compensation, recorded as an increase to capital in excess 
of par value of $1 million in 2009, $7 million in 2008 and $25 million in 2007. Also, excludes federal, state, and foreign tax expense 
(benefit) recorded to OCI of $358 million in 2009, $(212) million in 2008 and $20 million in 2007. 

2009 
Reconciliation of Income Tax Expense 

Federal income tax on Income from Continuing Operations 
Before Income Taxes at statutory tax rate - 35% $ 209 

40 
Increase (decrease) due to: 

State income taxes (a) (b) 
State net operating loss valuation allowance (c) 
Amortization of investment tax credits 
Difference related to income recognition of foreign asliates 

(net of foreign income taxes) (d) 
Enactment of the U.K.'s Finance Act 2008 and 2007 (e) 
Change in federal tax reserves (a) 
Change in foreign tax reserves (a) (d) 

(13) 
(1 0)  

(93) 

6 
17 

Stranded cost securitization (a) (6) 
Federal income tax return adjustments (b) (10) 

Federal income tax credits (b) (2) 
Domestic manufacturing deduction (3) 
Other (5) 

(79) 
Total income tax expense $ 130 
Effective income tax rate 21.8% 

Foreign income tax return adjustments (b) 

2008 

$ 475 

47 

2007 

$ 448 

29 

(1 5) 
1 

(189) 
$ 259 

20.2% 

(a) Changes in income tax reserves impacted the following components of income tax expense, which are presented in the "Reconciliation of 
Income Tax Expense" table. 

2009 2008 2007 

Change in foreign tax reserves 
Change in federal tax reserves (f) 
Stranded cost securitization 
State income taxes ( f )  

(b) Adjustments from filing prior year tax returns impacted the following components of income tax expense, which are presented in the 
"Reconciliation of Income Tax Expense" table. 

2009 2008 2007 

State income taxes ( f )  
Federal income tax return adjustments (4 
Foreign income tax return adjustments 
Federal income tax credits (g) 16 



(c) Pennsylvania H.B. 1531, enacted in October 2009, increased the net operating loss limitation to 20% of taxable income for tax years 
beginning in 2010. In conjunction with the projected revenue increase related to the expiration of the generation rate caps in 2010, PPL 
recorded a $13 million reduction to state deferred income tax expense related to the reversal of deferred tax valuation allowances for a 
portion of its Pennsylvania net operating losses. 

(d) Income tax (benefits) related to foreign income, which are presented in the "Reconciliation of Income Tax Expense" table. 
2009 2008 2007 

sses generated through restructuring and fully reserved (reflected 
n "Change in foreign tax reserves") 

Impact of lower U.K. income tax rates 
.S. income tax on foreign earnings - net of foreign tax credit 

Other 

(e) The U.K.'s Finance Act 2008, enacted in July 2008, included a phase-out of tax depreciation on certain buildings. As a result, PPL 
recorded an $8 million deferred tax benefit during 2008 related to the reduction in its deferred tax liabilities. 

The U.K.'s Finance Act of 2007, enacted in July 2007, included a reduction in the U.K.'s statutory income tax rate. Effective April 1 , 
2008, the statutory income tax rate was reduced from 30% to 28%. As a result, PPL recorded a $54 million deferred tax benefit during 
2007 related to the reduction in its deferred tax liabilities. 

(f) During 2009, PPL received consent from the IRS to change its method of accounting for certain expenditures for tax purposes. PPL 
deducted the resulting IRC Sec. 481 adjustment on its 2008 federal income tax return and recorded a $24 million adjustment to federal and 
state income tax expense resulting from the reduction of federal income tax benefits related to the domestic manufacturing deduction and 
reduction of certain state tax benefits related to state net operating losses and regulated depreciation. The $24 million of income tax 
expense consisted of $29 million expense reflected in "State income taxes," offset by $4 million benefit reflected in "Federal income tax 
return adjustments" and a $1 million benefit reflected in "Change in federal tax reserves." 

(8) During March 2008, PPL Energy Supply recorded a $1 3 million expense to adjust the amount of synthetic fuel tax credits recorded during 
2007. See Note 14 for additional information. 

Taxes, other than income 
State gross receipts 
State utility realty 
State capital stock 
Property - foreign 
Domestic property and other 

2009 2008 2007 

$ 187 $ 199 $ 193 
5 4 5 
6 5 8 

57 66 67 
25 14 25 

$ 280 $ 288 $ 298 

See Note 1 for information on a settlement related to PURTA tax that will be returned to PPL Electric customers. 

For tax years 2000 through 2007, PPL Montana protested certain property tax assessments by the Montana Department of Revenue on its 
generation facilities. The tax liabilities in dispute for 2000 through 2007, which had been paid and expensed by PPL Montana, totaled $45 
million. In January 2008, both parties reached a settlement for all years outstanding. The settlement resulted in PPL Montana receiving a 
refund of taxes paid and interest totaling $8 million. This settlement was recorded in 2008, of which $7 million was reflected in "Taxes, other 
than income" and $1 million was reflected in "Other Income - net" on the Statement of Income. 

(PPL Energy Supply) 

''Income from Continuing Operations Before Income Taxes" included the following components: 

Domestic income $ 44 $ 755 $ 835 
Foreign income 290 330 260 

$ 334 $ 1,085 $ 1,095 

:ferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for accounting 
,urposes and their basis for income tax purposes and the tax effects of net operating loss and tax credit carryfonvards. 

Net deferred tax assets have been recognized based on management's estimates of future taxable income for U.S. and certain foreign 
jurisdictions in which PPL's operations have historically been profitable. 



Significant components of PPL Energy Supply's deferred income tax assets and liabilities from continuing operations were as follows: 

2009 
eferred Tax Assets 

12 
NUG contracts a 6 

149 
Federal tax credit 23 

144 
168 

6 
100 

aluation allowances (144) 
464 

1,046 
417 

5 
546 
35 
41 

2,090 
Net deferred tax liability $ 1,626 

2008 

$ 16 
22 

135 
23 

126 
87 
9 

98 
(127) 
389 

796 
81 
6 

519 
67 
33 

1.502 

PPL Energy Sripply had federal foreign tax credit carryforwards that expire by 2019 of $23 million at December 31,2009 and 2008. PPL 
Energy Supply also had state net operating loss carryforwards that expire between 2010 and 2029 of $9 million at December 31,2009 and 
2008. Valuation allowances have been established for the amount that, more likely than not, will not be realized. 

PPL Global had no foreign net operating loss carryforwards at December 3 1 2009 and December 3 1,2008. PPL Global had foreign capital 
loss carryforwards of $514 million and $451 million at December 31,2009 and 2008. All of these losses have an indefinite carryforward 
-eriod. Valuation allowances have been established for the amount that, more likely than not, will not be realized. Of the total valuation 
lowances related to foreign capital loss carryforwards, $63 million was allocable to goodwill; however, upon adoption of new business 

combination guidance, effective January 1 2009, all changes in valuation allowances associated with business combinations will be recognized 
in tax expense rather than in goodwill. See Note 1 for additional information. 

Changes in deferred tax valuation allowances were : 

Additions 
Balance at Charged to Other Balance at End 

Beginning of Period Charged to Income Accounts Deductions of Period 

2009 $ 127 $ 17(4 $ 144 
2008 174 $ 47 ( 4  127 
2007 178 $ 2 6 174 

(a) Primarily related to the change in foreign net operating loss carryforwards including the change in foreign currency exchange rates. 

PPL Global does not pay or record U.S. income taxes on the undistributed earnings of WPD as management has determined that the earnings 
are permanently reinvested. Historically, dividends paid by WPD have been distributions of the current year's earnings. WPD's long-term 
working capital forecasts and capital expenditure projections for the foreseeable future require reinvestment of WPD's undistributed earnings 
and WPD would have to issue debt or access credit facilities to fund any distributions in excess of current earnings. Additionally, U.S. long- 
term working capital forecasts and capital expenditure projections for the foreseeable future do not require or anticipate WPD distributing any 
more than future earnings to its parent in the U.S. The cumulative undistributed earnings are included in "Members Equity" on the Balance 
Sheets. The amounts considered permanently reinvested at December 31,2009 and 2008 were $622 million and $1.2 billion. If the earnings 
are remitted as dividends, PPL Global may be subject to additional U.S. taxes, net of allowable foreign tax credits. It is not practicable to 
estimate the amount of additional taxes that might be payable on these foreign earnings. 

Details of the components of income tax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to ''Income 
from Continuing Operations Before Income Taxes" to income taxes for reporting purposes, and details of "Taxes, other than income" were: 

, 

income Tax Expense 
Current - Federal 
Current - State 

2009 2008 2007 

$ (155) $ 61 $ 13 
(3) 10 28 



41 70 
(117) 141 

Deferred - Federal 128 144 121 

Total income tax expense - Foreign 57 83 31 
Total income tax expense from continuing operations (b) $ 47 $ 335 $ 206 

(a) Includes a $54 million deferred tax benefit recorded in 2007 related to the U.K. tax rate reduction effective April 1,2008. See 

(b) Excludes current and deferred federal, state and foreign tax expense recorded to Discontinued Operations of $22 million in 2009, $1 
"Reconciliation of Income Tax Expense" for additional information. 

million in 2008 and $121 million in 2007. Also, excludes federal, state and foreign tax expense (benefit) recorded to OCI of $338 million 
in 2009, $( 168) million in 2008 and $I 9 million in 2007. 

Reconciliation of Income Tax Expense 
Federal income tax on Income from Continuing Operations Before 

Income Taxes at statutory tax rate - 35% 
ase (decrease) due to: 

State income taxes (a) (b) 
Amortization of investment tax credits 
Difference related to income recogniti 

Enactment of the U.K.'s Finance Act 2008 and 2007 (d) 
Change in federal tax reserves (a) 
Change in foreign tax reserves (a) (c) 
Federal income tax return adjustments (b) 
Foreign income tax return adjustments (b) 
Federal income tax credits (b) 
Domestic manufacturing deduction 
Other 

foreign income taxes) (c) 

Total income tax expense 
Effective income tax rate 

2009 

$ 117 

(93) 

(70) 
$ 47 

14.1% 

2008 

$ 380 

2007 

$ 383 

(177) 
$ 206 

18.8% 

(a) Changes in income tax reserves impacted the following components of income tax expense, which are presented in the "Reconciliation of 
Income Tax Expense" table. 

2009 2008 2007 

Change in foreign tax reserves 
State income taxes 
Change in federal tax reserves 

(b) Adjustments from filing prior year tax returns impacted the foIlowing components of income tax expense, which are presented in the 
"Reconciliation of Income Tax Expense" table. 

2009 2008 2007 

State income taxes (e) 
Federal income tax return 
adjustments (e) 
Foreign income tax return adjustments 
Federal income tax credits (0 

$ 25 $ 2 8  2 

\c) Income tax (benefits) related to foreign income, which are presented in the "Reconciliation of Income Tax Expense" table. 
2009 2008 2007 

Losses generated through restructuring and filly reserved (reflected 



n "Change in foreign tax reserves") $ (46) 
Impact of lower U.K. income tax rates (23) 
U.S. income tax on foreign earnings - net of foreign tax credit (1 6) 
Other (8) 

- 

(d) The U.K.'s Finance Act 2008, enacted in July 2008, included a phase-out of tax depreciation on certain buildings. As a result, PPL Energy 
Supply recorded an $8 million deferred tax benefit during 2008 related to the reduction in its deferred tax liabilities. 

The U.K.'s Finance Act of 2007, enacted in July 2007, included a reduction in the U.K.'s statutory income tax rate. Effective April 1, 
2008, the statutory income tax rate was reduced from 30% to 28%. As a result, PPL recorded a $54 million deferred tax benefit during 
2007 related to the reduction in its deferred tax liabilities. 

(e) During 2009, PPL Energy Supply received consent from the IRS to change its method of accounting for certain expenditures for tax 
purposes. PPL Energy Supply deducted the resulting IRC Sec. 481 adjustment on its 2008 federal income tax return and recorded a $21 
million reduction in federal income tax benefits related to the domestic manufacturing deduction and certain state tax benefits related to 
state net operating losses. The $21 million income tax expense consisted of $24 million expense reflected in "State income taxes," offset 
by $2 million benefit reflected in "Federal income tax return adjustments" and a $1 million benefit reflected in "Change in federal tax 
reserves." 

(0 During March 2008, PPL Energy Supply recorded a $13 million expense to adjust the amount of synthetic fuel tax credits recorded during 
2007. See Note 14 for additional information. 

2009 2008 2007 
Taxes, other than income 

State capital stock $ 3 $  3 $  5 
Property - foreign 57 66 67 
Domestic property and other 26 17 26 

$ 86 $ 86 $ 98 

For tax years 2000 through 2007, PPL Montana protested certain property tax assessments by the Montana Department of Revenue on its 
generation facilities. The tax liabilities in dispute for 2000 through 2007, which had been paid and expensed by PPL Montana, totaled $45 
Tillion. In January 2008, both parties reached a settlement for all years outstanding. The settlement resulted in PPL Montana receiving a 

than income" and $1 million was reflected in "Other Income - net" on the Statement of Income. 
:fund of taxes paid and interest totaling $8 million. This settlement was recorded in 2008, of which $7 million was reflected in "Taxes, other 

CpPL Electric) 

The provision for PPL Electric's deferred income taxes for regulated assets is based upon the ratemaking principles reflected in rates 
established by the PUC and the FERC. The difference in the provision for deferred income taxes for regulated assets and the amount that 
otherwise would be recorded under GAAP is deferred and included in "Taxes recoverable through future rates" on the Balance Sheets. 

The tax effects of significant temporary differences comprising PPL Electric's net deferred income tax liability were as follows: 

2009 2008 
Deferred Tax Assets 

Deferred investment tax credits 
Accrued pension costs 
Contributions in aid of construction 
Regulatory liabilities 
Other 

Deferred Tax Liabilities 
Electric utility plant - net 
Recoverable transition costs 
Taxes recoverable through future rates 
Reacquired debt costs 
Other 

Net deferred tax liability 

$ 3 $ 
36 
99 
28 

4 
37 
79 

39 43 
205 163 

802 667 
116 

105 104 
14 11 
23 20 

944 91 8 
$ 739 $ 755 

Jetails of the components of income tax expense, a reconciliation of federal income taxes derived from statutory tax rates applied to Yncome 
Before Income Taxes" to income taxes for reporting purposes, and details of "Taxes, other than income" were: 

2009 2008 2007 



Income Tax Expense 
Current - Federal $ 80 $ 93 $ 72 
Current - State 22 8 

5 1 (1 1) 
79 $ 102 $ 83 

atutory tax rate - 35% $ 7 $  
Increase (decrease) due to: 

State income taxes (a) (b) 15 13 2 
Amortization of investment tax credit (2) (2) (2) 

(7) 
4 

(7) Stranded cost securitization (a) (6) 
Other (a) (b) (5) 

2 5 (3) 
$ 79 $ 102 $ 83 Total income tax expense 

Effective income tax rate 35.7% 36.7% 33.7% 

1 

(a) Changes in income tax reserves impacted the following components of income tax expense, which are presented in the "Reconciliation of 
Income Tax Expense" table. 

2009 2008 2007 

Stranded cost securitization 
State income taxes 
Other 

(b) Adjustments from filing prior year tax returns impacted the following components of income tax expense, which are presented in the 
"Reconciliation of Income Tax Expense" table. 

2009 2008 2007 

State income taxes (c) 
Other (c) 

(c) During 2009, PPL Electric received consent from the IRS to change its method of accounting for certain expenditures for tax 
purposes. PPL Electric deducted the resulting IRC Sec. 481 amount on its 2008 federal income tax return and recorded a $3 million 
adjustment to federal and state income tax expense resulting from the reversal of prior years' state income tax benefits related to regulated 
depreciation. The $3 million income tax expense consisted of $5 million expense reflected in "State income taxes" offset by a $2 million 
federal benefit reflected in "Other". 

2009 2008 2007 
Taxes, other than income 

State gross receipts 
State utility realty 
State capital stock 
Property and other 

$ 187 $ 
5 
2 .  

199 $ 193 
4 5 
2 3 

See Note 1 for information on a settlement related to PURTA tax that will be returned to PPL Electric customers. 

nrecognized Tax Benefits CpPL, PPL Energy Szrpply arid PPL Electric) 

Changes to unrecognized tax benefits were as follows: 



2009 
PPL, 

Beginning of period 202 

End of period 212 

PPL Energv Sup~lv 
Beginning of period $ 119 
Additions based on 17 
Reduction based on (5) 
Additions based on 50 
Settlements (55) 
Lapse of applicable statutes of limitations 
Effects of foreign currency translation (2) 
End of period $ 124 

PPL Electric 
Beginning of period $ 77 
Additions based on tax positions of prior years 
Reduction based on tax positions of prior years (6) 

Lapse of applicable statutes of limitations (8) 

11 

Additions based on tax positions related to the current year 

End of period $ 74 

2008 

1 2  
(12) 
(8) 

(19) 
$ 202 

$ 130 

(1 9) 
$ 119 

$ 68 
17 
(3) 
3 

(8) 
$ 77 

At December 3 1,2009, it was reasonably possible that during the next 12 months the total amount of unrecognized tax benefits could increase 
by as much as $34 million or decrease by up to $179 million for PPL, increase by as much as $1 1 million or decrease by up to $123 million for 
PPL Energy Supply and increase by as much as $23 million or decrease by up to $22 million for PPL Electric. These changes could result 

om subsequent recognition, derecognition and/or changes in the measurement of uncertain tax positions related to the creditability of foreign 
Lxes, the timing and utilization of foreign tax credits and the related impact on alternative minimum tax and other credits, the timing andor 

valuation of certain deductions, intercompany transactions and unitary filing groups. The events that could cause these changes are direct 
settlements with taxing authorities, litigation, legal or administrative guidance by relevant taxing authorities and the lapse of an applicable 
statute of limitation. 

At December 3 1, the total unrecognized tax benefits and related indirect effects that, if recognized, would decrease the effective tax rate were: 

2009 2008 

PPL 
PPL Energy Supply 
PPL Electric 

$ 119 $ 129 
95 103 
15 21 

At December 3 1,2009, PPL, PPL Energy Supply and PPL Electric had accrued interest related to tax positions of $36 million, $27 million and 
$5 million. At December 3 1,2008, PPL, PPL Energy Supply and PPL Electric had accnied interest of $35 million, $28 million and $7 million. 

PPL and its subsidiaries recognize interest and penalties in "Income Taxes" on their Statements of Income. The following expenses (benefits) 
were recognized at December 3 1: 

2009 2008 2007 

PPL 
PPL Energy Supply 
PPL Electric 

The amounts recognized during 2009,2008 and 2007 for PPL, PPL Energy Supply and PPL Electric were primarily the result of additional 
interest accrued or reversed related to tax positions of prior years and the lapse of applicable statutes of limitations, with respect to certain 
issues. 

, 
.'L or its subsidiaries file tax returns in five major tax jurisdictions. PPL Energy Supply and PPL Electric's U.S. federal and state tax 

provision are calculated in accordance with an intercompany tax sharing policy with PPL, which provides that their taxable income be 
calculated as if PPL Energy Supply and its domestic subsidiaries and PPL Electric and its subsidiaries each filed a separate consolidated tax 
return. Based on this tax sharing policy, PPL Energy Supply or its subsidiaries indirectly or directly file tax returns in five major tax 



jurisdictions and PPL Electric or its subsidiaries indirectly or directly file tax returns in two major tax jurisdictions. With few exceptions, at 
December 31,2009, these jurisdictions, as well as the tax years that are no longer subject to examination, were as follows: 

PPL and PPL Energy Supply PPL Electric 

97 and prior 19 
04 and prior 20 
05 and prior 
06 and prior 

Chile (foreign) 06 and prior 

6. Preferred Securities 

( P W  

PPL is authorized to issue up to 10 million shares of preferred stock. No PPL preferred stock was issued or outstanding in 2009,2008 or 2007. 

(PPL and PPL Electric) 

Details of PPL Electric's preferred securities (with no stated maturity date and no sinking find requirements), which are reflected on PPL's 
Balance Sheets in "Noncontrolling Interests,'' as of December 3 1,2009 and 2008, were: 

Issued and Optional Redemption 
Outstanding Price Per Share at 

Amount Shares Shares Authorized 1213 1/09 

4-1/2% Preferred Stock (a) 25 247,524 629,936 $ 110.00 

Series Preferred Stock (a) 
3.35% 20,605 103.50 

4.60% 3 28,614 103 .OO 
6.75% 9 90,770 101.35 

4.40% 12 117,676 102.00 

iota1 Series Preferred Stock 26 257,665 10,000,000 

6.25% Series Preference Stock (a) 
(b) 250 2,500,000 10,000,000 

Total Preferred Securities $ 301 3,005,189 

(a) In 2009,2008 and 2007, there were no changes in the number of shares of Preferred Stock or Preference Stock outstanding. 
(b) These shares were issued to a bank that acts as depositary in connection with the 2006 sale of 10 million depositary shares, each 

representing a quarter interest in a share of PPL Electric's 6.25% Series Preference Stock (Preference Shares). 
(c) Redeemable by PPL Electric on or after April 6,201 1, for $100 per share (equivalent to $25 per depositary share). 

Dividend requirements of $1 8 million were included in "Net Income Attributable to Noncontrolling Interests" on PPL's Statements of Income 
for 2009,2008 and 2007. 

Preferred Stock 

The involuntary liquidation price of the preferred stock is $100 per share. The optional voluntary liquidation price is the optional redemption 
price per share in effect, except for the 4-1/2% Preferred Stock and the 6.75% Series Preferred Stock for which such price is $100 per share 
(plus, in each case, any unpaid dividends in arrears). 

Dividends on the preferred stock are cumulative. Preferred stock ranks senior to PPL Electric's common stock and its Preference Shares. 

Holders of the outstanding preferred stock are entitled to one vote per share on matters on which PPL Electric's shareowners are entitled to 
vote. However, if dividends on any preferred stock are in arrears in an amount equal to or greater than the annual dividend rate, the holders o f  
the preferred stock are entitled to elect a majority of the Board of Directors of PPL Electric. 

Preference Stock 

lolders of the depositary shares, each of which represents a quarter interest in a share of Preference Shares, are entitled to all proportional 
rights and preferences of the Preference Shares, including dividend, voting, redemption and liquidation rights, exercised through the bank 
acting as a depositary. The Preference Shares rank senior to PPL Electric's common stock and junior to its preferred stock; they have no voting 
rights, except as provided by law, and they have a liquidation preference of $100 per share. 



Dividends on the Preference Shares will be paid when, as and if declared by the Board of Directors at a fixed annual rate of 6.25%, or $1 S625 
per depositary share per year, and are not cumulative. PPL Electric may not pay dividends on, or redeem, purchase or make a liquidation 
payment with respect to any of its common stock, except in certain circumstances, unless full dividends on the Preference Shares have been 

2id for the then-current dividend period. 

7. Financing Activities 

Credit Arrangements and Short-term Debt 

(PPL and PPL Energy Supply) 

PPL Energy Supply maintains credit facilities in order to enhance liquidity and provide credit support, and as a backstop to its commercial 
paper program, when necessary. PPL Energy Supply had the following credit facilities in place at: 

December 31,2009 December 31,2008 

Expiration Borrowed Credit Unused Borrowed Credit 
Date Capacity (a) Issued Capacity (a) Issued 

Letters of Letters of 

PPL Energy Supply Domestic Credit Facilities (b) 
364-day Bilateral Credit Facility (c) 
364-day Syndicated Credit Facility (d) 
5-year Structured Credit Facility (e) 
5-year Syndicated Credit Facility ( f )  

Total PPL Energy Supply Domestic Credit 
Facilities 

Mar-10 $ 200 nla $ 4 $ 196 nla $ 96 
Sept-IO 400 400 
Mar- 1 1 300 nla 285 15 nla 269 

\ 

WPD Credit Facilities 
WPDH Limited 5-year Syndicat E nla 
WPD (South West) 3-year Synd 
Facility (11) nla 150 37 nla 
WPD (South West) Uncommitted Credit Facilities (i) 65 nla 44 8 nla 
WPD (South West) Letter of Credit Facility Mar- 1 0 4 3 1 nla E 4 

Total WPD Credit Facilities (i) E 429 E 213 E 3 f. 213 E 166 E 4 

(a) Amounts borrowed are recorded as "Short-term debt" on the Balance Sheets. 

(b) These credit facilities contain a financial covenant requiring debt to total capitalization to not exceed 65%. 

(c) In March 2009, PPL Energy Supply's 364-day bilateral credit facility was amended. The amendment included extending the expiration 
date from March 2009 to March 2010 and reducing the capacity from $300 million to $200 million. Under this facility, PPL Energy 
Supply can request the bank to issue letters of credit but cannot make cash borrowings. 

(d) In September 2009, PPL Energy Supply's 364-day syndicated credit facility was amended and restated. The amendment included 
extending the expiration date from September 2009 to September 2010, increasing the capacity from $385 million to $400 million and 
limiting the amount of letters of credit that may be issued. Under this facility, PPL Energy Supply has the ability to make cash borrowings 
and to request the lenders to issue up to $200 million of letters of credit. Borrowings generally bear interest at LIBOR-based rates plus a 
spread, depending upon the company's public debt rating. 

(e) Under this facility, PPL Energy Supply has the ability to request the lenders to issue letters of credit but cannot make cash 
borrowings. PPL Energy Supply's obligations under this facility are supported by a $300 million letter of credit issued on PPL Energy 
Supply's behalf under a separate, but related, $300 million five-year credit agreement, also expiring in March 201 1. 

( f )  Under this facility, PPL Energy Supply has the ability to make cash borrowings and to request the lenders to issue letters of 
credit. Borrowings generally bear interest at LIBOR-based rates plus a spread, depending upon the company's public debt rating. The 
interest rate on the borrowings outstanding was 0.73% and 2.70% at December 31,2009 and 2008. Under certain conditions, PPL Energy 
Supply may elect to have the principal balance of the loans outstanding on the final expiration date of the facility continue as non- 
revolving term loans for a period of one year from that final expiration date. Also, under certain conditions, PPL Energy Supply may 
request that the facility's capacity be increased by up to $500 million. 

(g) Under this facility, WPDH Limited has the ability to make cash borrowings but cannot request the lenders to issue letters of 
credit. Borrowings under this facility bear interest at LIBOR-based rates plus a spread, depending on the company's public debt 
rating. The cash borrowings outstanding at December 3 1 , 2009 were comprised of a USD-denominated borrowing of $18 1 million, which 
equated to E107 million at the time of borrowing and bears interest at approximately 1.55%, and GBP-denominated borrowings in an 
aggregate of E25 million, which bear interest at a weighted-average rate of approximately 1.53%. The interest rates at December 31,2008 
were 3.73% on USD-denominated borrowings and 3.1 1% on GBP-denominated borrowings. 



This credit facility contains financial covenants that require WPDH Limited to maintain an interest coverage ratio of not less than 3.0 times 
consolidated earnings before income taxes, depreciation and amortization and a RAB that exceeds total net debt by the higher of an amount 
equal to 15% of total net debt or E150 million, in each case as calculated in accordance with the credit facility. 

-Li) In July 2009, WPD (South West) terminated its E150 million five-year syndicated credit facility, which was to expire in October 2009, and 
replaced it with a new E210 million three-year syndicated credit facility expiring in July 2012. Under the new facility, WPD (South West) 
has the ability to make cash borrowings but cannot request the lenders to issue letters of credit. The new facility contains financial 
covenants that require WPD (South West) to maintain an interest coverage ratio of not less than 3.0 times consolidated earnings before 
income taxes, depreciation and amortization and total net debt not in excess of 85% of its RAB, in each case calculated in accordance with 
the credit facility. 

Borrowings under this facility bear interest at LIBOR-based rates plus a margin. The borrowings outstanding at December 3 1,2009 bear 
interest at a weighted-average rate of approximately 3.02%. The interest rate at December 31,2008 on the borrowings outstanding under 
the previous facility was approximately 3.01%. 

(i) The weighted-average interest rate on the borrowings outstanding under these facilities was 1.22% and 2.77% at December 31,2009 and 
2008. 

(i) The total amount borrowed under WPD's credit facilities equated to approximately $354 million and $299 million at December 3 1, 2009 
and 2008. At December 3 1,2009, the unused capacity of the WPD credit facilities was approximately $349 million. 

During 2008, PPL Energy S ~ p p l y  maintained a commercial paper program for up to $500 million, under which commercial paper issuances 
were supported by its credit facilities, to provide an additional financing source to fund its short-term liquidity needs, if and when 
necessary. PPL Energy Supply had no commercial paper outstanding at December 31,2008. In January 2009, PPL Energy Supply closed its 
commercial paper program. 

(PPL and PPL Electric) 

PPL Electric maintains credit facilities in order to enhance liquidity and provide credit support, and as a backstop to its commercial paper 
program. PPL Electric had the following credit facilities in place at: 

December 31,2009 December 31,2008 

Expiration Borrowed Credit Unused Borrowed Credit 
Date Capacity (a) Issued Capacity (a) Issued 

Letters of Letters of 

5-year Syndicated Credit Facility (b) 
Asset-backed Credit Facility (c) 

Total PPL Electric Credit Facilities 

May- 12 $ 190 $ 6 $ 184 $ 95 $ 1 
Jul- 1 0 150 150 

$ 340 $ 6 $ 334 $ 95 $ 1 

Amounts borrowed are recorded as "Short-term debt" on the Balance Sheets. 

Under this facility, PPL Electric has the ability to make cash borrowings and to request the lenders to issue letters of credit. Borrowings 
generally bear interest at LIBOR-based rates plus a spread, depending upon the company's public debt rating. The interest rate on the 
borrowings outstanding at December 3 1,2008 was 2.44%. Under certain conditions, PPL Electric may elect to have the principal 
balance of the loans outstanding on the final expiration date of the facility continue as non-revolving term loans for a period of one year 
from that final expiration date. Also, under certain conditions, PPL Electric may request that the facility's capacity be increased by up to 
$100 million. 

This credit facility contains a financial covenant requiring debt to total capitalization to not exceed 70%. 

PPL Electric participates in an asset-backed commercial paper program through which PPL Electric obtains financing by selling and 
contributing its eligible accounts receivable and unbilled revenue to a special purpose, wholly owned subsidiary on an ongoing 
basis. The subsidiary has pledged these assets to secure loans from a commercial paper conduit sponsored by a financial institution. In 
July 2009, PPL Electric and the subsidiary extended the expiration date of the credit agreement to July 2010. The subsidiary's borrowing 
costs under the credit facility vary based on the commercial paper conduit's actual cost to issue commercial paper that supports the 
debt. Borrowings under this program are subject to customary conditions precedent. PPL Electric uses the proceeds under the credit 
facility for general corporate purposes. 

At December 31,2009 and 2008, $223 million and $76 million of accounts receivable and $192 million and $170 million of unbilled 
revenue were pledged by the subsidiary under the credit agreement related to PPL Electric's and the subsidiary's participation in the 
asset-backed commercial paper program. Based on the accounts receivable and unbilled revenue pledged, $1 50 million was available 
for borrowing at December 31,2009. PPL Electric's sale to its subsidiary of the accounts receivable and unbilled revenue is an absolute 
sale of the assets, and PPL Electric does not retain an interest in these assets. However, for financial reporting purposes, the subsidiary's 
financial results are consolidated in PPL Electric's financial statements. PPL Electric performs certain record-keeping and cash 
collection functions with respect to the assets in return for a servicing fee from the subsidiary. 



PPL Electric maintains a commercial paper program for up to $200 million to provide an additional financing source to fund its short-term 
liquidity needs, if and when necessary. Commercial paper issuances are supported by PPL Electric's five-year syndicated credit facility that 
expires in May 2012 based on available capacity. PPL Electric had no commercial paper outstanding at December 31,2009 and 2008. 

- ,ong-term Debt 

2009 (a) 2008 
PPL Energy PPL PPL Energy PPL 

U.S. 
-_ 

PPL Supply Electric PPL Supply Electric 

nsecured Notes, due 2009- 
$ 2,7OO(c) $ 2,600 $ 3,151 $ 2,850 

500 
8.05% - 8.30% Senior SecuredNotes, due 2013 (e) 437 437 437 

10 10 $ 1 

1,150 1,150 1,436 1,436 

Control Series), due 2027-2029 (h)(i) 224 224 224 224 
riable Rate Senior Secured Bonds (Pollution 

Variable Rate Exempt Facilities Notes, due 2037- 

Variable Rate Pollution Control Facilities Note, due 

ontrol Series), due 2023 (h)(i) 90 90 90 90 

2038 (k) 23 1 23 1 23 1 23 1 

2027 (1) 9 9 
5,342 3,268 1,474 6,088 3,518 1,769 

U.K. 
4.80436% - 9.25% Senior Unsecured Notes, due 

1.541% Index-linked Senior Unsecured Notes, due 
2017-2037 (in) 

2053-2056 (n) 

Fair value adjustments from hedging activities 
Fair value adjustments from purchase accounting 

Unamortized premium 
Unamortized discount 

(0) 

Less amount due within one year 
Total Long-term Debt 

1,327 1,327 1,261 1,261 

397 397 377 377 
1,724 1,724 1,638 1,638 
7,066 4,992 1,474 7,726 5,156 1,769 

44 3 80 5 

35 35 
9 9 

35 35 
10 10 

(696) (495) 
$ 7,143 $ 5,031 $ 1,472 $ 7,142 $ 5,196 $ 1,274 

(a) Aggregate maturities of long-term debt are: 
PPL - 2010, $0; 2011, $500; 2012, $0; 2013, $1,137; 2014, $310; and $5,119 thereafter. 
PPL Energy Supply - 2010, $0; 201 1, $500; 2012, $0; 2013, $737; 2014, $300; and $3,455 thereafter. 
PPL Electric - 2010,2011 and 2012, $0; 2013, $400; 2014, $10; and $1,064 thereafter. 
None of the debt securities outstanding have sinking fund requirements. 

(b) Includes $300 million of 5.70% REset Put Securities due 2035 (REPS SM). The REPS bear interest at a rate of 5.70% per annum to, but 
excluding, October 15, 2015 (Remarketing Date). The REPS are required to be put by existing holders on the Remarketing Date either for 
(a) purchase and remarketing by a designated remarketing dealer or (b) repurchase by PPL Energy Supply. If the remarketing dealer elects 
to purchase the REPS for remarketing, it will purchase the REPS at 100% of the principal amount, and the REPS will bear interest on and 
after the Remarketing Date at a new fixed rate per annum determined in the remarketing. PPL Energy Supply has the right to terminate 
the remarketing process. If the remarketing is terminated at the option of PPL Energy Supply or under certain other circumstances, 
including the occurrence of an event of default by PPL Energy Supply under the related indenture or a failed remarketing for certain 
specified reasons, PPL Energy Supply will be required to pay the remarketing dealer a settlement amount as calculated in accordance with 
the related remarketing agreement. 

Also includes $250 million of notes that may be redeemed at par beginning in July 201 1. 

In March 2009, PPL Energy Supply completed tender offers to purchase up to $250 million aggregate principal amount of certain of its 
outstanding senior notes in order to reduce future interest expense. Pursuant to the offers, PPL Energy Supply purchased approximately 
$100 million aggregate principal amount of its 6.00% Senior Notes due 2036 for $77 million, plus accrued interest, and approximately 
$150 million aggregate principal amount of its 6.20% Senior Notes due 2016 for $143 million, plus accrued interest. In connection with 
the extinguishment of these notes, PPL and PPL Energy Supply recorded a net gain of $25 million, which is reflected in "Other Income - 



net" on the Statement of Income for 2009. PPL recorded an additional net gain of $4 million in "Other Income - net" on the Statement of 
Income as a result of reclassifying gains and losses on related cash flow hedges from AOCI into earnings. 

(c) Includes $100 million of notes that may be redeemed at par beginning in July 2012. 

In March 2009, PPL Capital Funding retired the entire $201 million of its 4.33% Notes Exchange Series A upon maturity. 

(d) The notes bear interest at 6.70% into March 2017, at which time the notes will bear interest at three-month LIBOR plus 2.665%, reset 
quarterly, until maturity. Interest payments may be deferred, from time to time, on one or more occasions for up to ten consecutive 
years. The notes may be redeemed at par beginning in March 201 7. In connection with the issuance of the notes, PPL and PPL Capital 
Funding entered into a Replacement Capital Covenant, in which PPL and PPL Capital Funding agreed for the benefit of holders of a 
designated series of unsecured long-term indebtedness of PPL or PPL Capital Funding ranking senior to the notes that (i) PPL Capital 
Funding will not redeem or purchase the notes, or otherwise satisfy, discharge or defease the principal amount of the notes and (ii) neither 
PPL nor any of its other subsidiaries will purchase the notes before the end of March 2037, except, subject to certain limitations, to the 
extent that the applicable redemption or repurchase price or principal amount defeased does not exceed a specified amount of proceeds 
from the sale of qualifying replacement capital securities during the 180-day period prior to the date of that redemption, repurchase or 
defeasance. The designated series of covered debt benefiting from the Replacement Capital Covenant at December 31,2009 and 2008 was 
PPL Capital Funding's 6.85% Senior Notes due 2047. 

- 

(e) Represents lease financing consolidated through a variable interest entity. See Note 3 for additional information. 

(f) The 1945 First Mortgage Bonds were issued under, and secured by, the lien of the 1945 First Mortgage Bond Indenture. In December 
2008, PPL Electric completed an in-substance defeasance of the First Mortgage Bonds by depositing sufficient funds with the trustee 
solely to satisfy the principal and remaining interest obligations on the bonds when due. The amount of funds on deposit with the trustee 
was $14 million at December 31,2009 and $15 million at December 31,2008, and is recorded as restricted cash, primarily in other 
noncurrent assets on the Balance Sheets. 

Also in December 2008, PPL Electric discharged the lien under the 1945 First Mortgage Bond Indenture, which covered substantially all 
electric distribution plant and certain transmission plant owned by PPL Electric. 

(g) The senior secured bonds arc secured by the lien of the 2001 Senior Secured Bond Indenture, which covers substantially all electric 
distribution plant and certain transmission plant owned by PPL Electric. 

,In May 2009, PPL Electric issued $300 million of 6.25% First Mortgage Bonds due 2039 (6.25% Bonds). The 6.25% Bonds may be 
redeemed any time prior to maturity at PPL Electric's option at make-whole redemption prices. PPL Electric received proceeds of $296 
million, net of a discount and underwriting fees, from the issuance of the 6.25% Bonds. Approximately $86 million of the proceeds were 
used in August 2009 to partially fund the repayment at maturity of $486 million aggregate principal amount of PPL Electric's Senior 
Secured Bonds, 6-1/4% Series. The balance of such repayment was funded from the issuance in October 2008 of $400 million of 7.125% 
Senior Secured Bonds due 2013. The balance of the proceeds from the issuance of the 6.25% Bonds was used for general corporate 
purposes, including capital expenditures. 

In December 2009, PPL Electric Utilities redeemed the entire $100 million aggregate principal amount of its 4.30% Senior Secured Bonds 
due 2013. PPL Electric paid a premium of $9 million in connection with the redemption. The total loss on the redemption of 
approximately $10 million pre-tax, which includes unamortized fees and discounts, is reflected in "Regulatory assets" and "Other 
regulatory and noncurrent assets" on the Balance Sheets of PPL and PPL Electric at December 31,2009 as an unamortized loss on 
reacquired debt and will be amortized through the original maturity of the debt. Additionally, PPL recorded a net gain of approximately 
$4 million pre-tax in "Other Income - net'' on the Statement of Income as a result of reclassifying gains and losses on related cash flow and 
fair value hedges from AOCI and Long-term Debt into earnings. 

(h) PPL Electric issued a series of its senior secured bonds to secure its obligations to make payments with respect to each series of Pollution 
Control Bonds that were issued by the LCIDA and the PEDFA on behalf of PPL Electric. These senior secured bonds were issued in the 
same principal amount, contain payment and redemption provisions that correspond to and bear the same interest rate as such Pollution 
Control Bonds. These senior secured bonds were issued under the 2001 Senior Secured Bond Indenture and are secured as noted in (g) 
above. 

(i) The senior secured bonds may be redeemed at par beginning in 2015. 

(j) The related Pollution Control Bonds are structured as variable-rate remarketable bonds. PPL Electric may convert the interest rate on the 
bonds from time to time to a commercial paper rate, daily rate, weekly rate or a term rate of at least one year. The bonds are subject to 
mandatory purchase under certain circumstances, including upon conversion to a different interest rate mode. To the extent that a 
purchase is required prior to the maturity date, PPL Electric has the ability and intent to refinance the bonds on a long-term basis. At 
December 31 , 2009 and 2008, the bonds were in a term rate mode and bear interest at 4.85% until October 2010, at which time the bonds 
will be remarketed based upon the interest rate mode elected by PPL Electric. 

,.;) The PEDFA issued Exempt Facilities Revenue Bonds on behalf of PPL Energy Supply in December 2007 (Series,2007 Bonds) and 
December 2008 (Series 2008 Bonds). In connection with the issuances of such bonds, PPL Energy Supply entered into loan agreements 
with the PEDFA pursuant to which the PEDFA loaned to PPL Energy Supply the proceeds of the bonds on payment terms that correspond 
to those of the bonds. PPL Investment Corp. acted as initial purchaser of the Series 2008 Bonds upon issuance. At December 3 1,2008, 



the Series 2007 Bonds and the Series 2008 Bonds bore interest at 3.20% and 5.50%. 

In April 2009, the PEDFA issued $23 1 million aggregate principal amount of Exempt Facilities Revenue Refunding Bonds, Series 2009A 
and 2009B due 2038 and Series 2009C due 2037 (PPL Energy Supply, LLC Project), on behalf of PPL Energy Supply. The Series 2009A 
bonds, in an aggregate principal amount of $100 million, and the Series 2009B bonds, in an aggregate principal amount of $50 million, 
were issued by the PEDFA in order to refund $150 million aggregate principal amount of Exempt Facilities Revenue Bonds, Series 2008A 
and 2008B (PPL Energy Supply, LLC Project) due 2038 that were issued by the PEDFA in December 2008 on behalf of PPL Energy 
Supply, and for which PPL Investment Corp. acted as initial purchaser. The Series 2009C bonds, in an aggregate principal amount of $81 
million, were issued in order to refund $8 1 million aggregate principal amount of Exempt Facilities Revenue Bonds, Series 2007 (PPL 
Energy Supply, LLC Project) due 2037 that were issued by the PEDFA in December 2007 on behalf of PPL Energy Supply. Among other 
things, the completed refundings were able to take advantage of provisions in the Economic Stimulus Package that eliminated the 
application of the AMT to interest payable on the refinanced indebtedness. The refundings of the bonds were effected by the ultimate 
distribution of $23 1 million by the PEDFA to the bond holders, including PPL Investment Corp. As a result of the refundings of the 
bonds, PPL Investment Corp. received proceeds of $150 million, which is reflected as a cash flow from investing activities on the 
Statement of Cash Flows for PPL and PPL Energy Supply in 2009. 

Similar to the Series 2007 Bonds and the Series 2008 Bonds, the Series 2009A, 2009B and 2009C bonds are structured as variable-rate 
remarletable bonds. PPL Energy Supply may convert the interest rate mode on the bonds from time to time to a commercial paper rate, 
daily rate, weekly rate or a tenn rate of at least one year. The bonds are subject to mandatory purchase under certain circumstances, 
including upon conversion to a different interest rate mode, and are subject to mandatory redemption upon a determination that the interest 
on the bonds would be included in the holders' gross income for federal tax purposes. To the extent that a purchase is required prior to the 
maturity date, PPL Energy Supply has the ability and intent to refinance the bonds on a long-term basis. The Series 2009A bonds bore 
interest at an initial rate of 0.90% through June 30,2009. The Series 2009B bonds bore interest at an initial rate of 1.25% through 
September 30,2009. The Series 2009C bonds were in a weekly interest rate mode through December 9,2009. 

PPL Energy Supply elected to change the interest rate mode on the Series 2009A and Series 2009B bonds to a commercial paper rate 
mode upon expiration of the initial rate period for each series. The Series 2009A bonds were converted to a commercial paper rate mode 
in July 2009 and currently bear interest at 0.62% through August 31,2010. The Series 2009B bonds were converted to a commercial 
paper rate mode in October 2009 and currently bear interest at 0.50% through March 31,2010. At the end of each commercial paper rate 
period, the bonds will be remarketed based upon an interest rate mode elected by PPL Energy Supply. 

PPL Energy Supply converted the interest rate mode on the Series 2009C bonds from a weekly interest rate mode to a commercial paper 
rate mode in December 2009. The bonds currently bear interest at 0.62% through August 31,2010, at which time the bonds will be 
remarketed based upon an interest rate inode elected by PPL Energy Supply. 

In connection with the issuance of each series of bonds by the PEDFA, PPL Energy Supply entered into separate loan agreements with the 
PEDFA pursuant to which the PEDFA loaned to PPL Energy Supply the proceeds of the Series 2009A, Series 2009B and Series 2009C 
bonds on payment terms that correspond to those of the bonds. PPL Energy Supply issued separate promissory notes to the PEDFA to 
evidence its obligations under each of the loan agreements. These loan agreements and promissory notes replaced those associated with 
the refunded 2007 and 2008 PEDFA bonds in a non-cash transaction that is excluded from the Statement of Cash Flows in 2009. 

- 

Separate letters of credit were issued under PPL Energy Supply's $3.2 billion five-year syndicated credit facility to the trustee in support of 
each series of bonds. The letters of credit permit the trustee to draw amounts to pay principal of and interest on, and the purchase price of, 
the Series 2009A, Series 2009B and Series 2009C bonds when due. PPL Energy Supply is required to reimburse any draws on the letters 
of credit within one business day of such draw. 

(1) In June 2009, PPL Electric repaid its $9 million obligation under a Variable Rate Pollution Control Facilities Note in connection with the 
early redemption in full of the underlying pollution control revenue bonds that were issued by the Indiana County Industrial Development 
Authority and due in June 2027. 

(m) Although financial information of foreign subsidiaries is recorded on a one-month lag, WPD's December 2008 retirement of $225 million 
of senior notes is reflected in the 2008 Financial Statements and its December 2007 retirement of $175 million of senior notes is reflected 
in the 2007 Financial Statements due to the materiality of these retirements. 

Includes E225 million ($369 million at December 31,2009 and $345 million at December 3 1,2008) of notes that may be redeemed, in 
total but not in part, on December 21 , 2026, at the greater of the principal value or a value determined by reference to the gross redemption 
yield on a nominated U.K. Government bond. Additionally, the E225 million of such notes may be put by the holders back to the issuer 
for redemption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by any of the rating agencies 
or reduced to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A restructuring event includes the 
loss of, or a material adverse change to, the distribution license under which the issuer operates. 

Change from 2008 to 2009 includes an increase of $66 million resulting from movements in foreign currency exchange rates. 

) The principal amount of these notes is adjusted on a semi-annual basis based on changes in a specified index, as detailed in the terms of 
the related indentures. The adjustment to the principal amount from 2008 to 2009 was a decrease of approximately E3 million ($6 million) 
and is offset by a $26 million increase resulting from movements in foreign currency exchange rates. 

These notes may be redeemed, in total by series, on December 1 , 2026, at the greater of the adjusted principal value and a make-whole 



value determined by reference to the gross real yield on a nominated U.K. government bond. Additionally, these notes may be put by the 
holders back to the issuer for redemption if the long-term credit ratings assigned to the notes by Moody's, S&P or Fitch are withdrawn by 
any of the rating agencies or reduced to a non-investment grade rating of Bal or BB+ in connection with a restructuring event. A 
restructuring event includes the loss of, or a material adverse change to, the distribution license under which the issuer operates. 

1 ,a) Represents adjustments made to record WPD's long-term debt at fair value at the time of acquisition of the controlling interest in WPD in 
2002. 

Legal Separateness (PPL, PPL Energy Supply and PPL Electric) 

In 2001, PPL Electric completed a strategic initiative to confirm its legal separation from PPL and PPL's other affiliated companies. This 
initiative was designed to enable PPL Electric to substantially reduce its exposure to volatility in energy prices and supply risks through 2009 
and to reduce its business and financial risk profile by, among other things, limiting its business activities to the transmission and distribution 
of electricity and businesses related to or arising out of the electric transmission and distribution businesses. In connection with this initiative, 
PPL Electric: 

0 obtained long-term electric supply contracts to meet its PLR obligations (with its affiliate PPL EnergyPlus) through 2009, as further 
described in Note 15 under "PLR Contracts" (also see Note 14 under "Energy Purchase Commitments" for information on current PLR 
supply procurement procedures); 

o agreed to limit its businesses to electric transmission and distribution and related activities; 
e adopted amendments to its Articles of Incorporation and Bylaws containing corporate governance and operating provisions designed to 

clarify and reinforce its legal and corporate separateness from PPL and its other affiliated companies; 
e appointed an independent director to its Board of Directors and required the unanimous approval of the Board of Directors, including the 

consent of the independent director, to amendments to these corporate governance and operating provisions or to the commencement of any 
insolvency proceedings, including any filing of a voluntary petition in bankruptcy or other similar actions. 

In addition, in connection with the issuance of certain series of bonds, PPL Electric entered into a compliance administration agreement with an 
independent compliance administrator to review, on a semi-annual basis, its compliance with the corporate governance and operating 
requirements contained in its Articles of Incorporation and Bylaws. Such series of bonds are no longer outstanding and the compliance 
administration agreement has terminated, but PPL Electric continues to comply with the corporate separateness provisions in its Articles of 
Incorporation and Bylaws. 

The enhancements to PPL Electric's legal separation from its affiliates are intended to minimize the risk that a court would order PPL Electric's 
w t s  and liabilities to be substantively consolidated with those of PPL or another affiliate of PPL in the event that PPL or another PPL affiliate 
ere to become a debtor in a bankruptcy case. Based on these various measures, PPL Electric was able to issue and maintain a higher level of 

debt and use it to replace higher cost equity, thereby maintaining a lower total cost of capital. Nevertheless, if PPL or another PPL affiliate 
were to become a debtor in a bankruptcy case, there can be no assurance that a court would not order PPL Electric's assets and liabilities to be 
consolidated with those of PPL or such other PPL affiliate. 

The subsidiaries of PPL are separate legal entities. PPL's subsidiaries are not liable for the debts of PPL. Accordingly, creditors of PPL may 
not satisfy their debts from the assets of the subsidiaries absent a specific contractual undertaking by a subsidiary to pay PPL's creditors or as 
required by applicable law or regulation. Similarly, absent a specific contractual undertaking or as required by applicable law or regulation, 
PPL is not liable for the debts of its subsidiaries. Accordingly, creditors of PPL's subsidiaries may not satisfy their debts from the assets of PPL 
absent a specific contractual undertaking by PPL to pay the creditors of its subsidiaries or as required by applicable law or regulation. 

Similarly, the subsidiaries of PPL Energy Supply and PPL Electric are separate legal entities. These subsidiaries are not liable for the debts of 
PPL Energy Supply and PPL Electric. Accordingly, creditors of PPL Energy Supply and PPL Electric may not satisfy their debts from the 
assets of their subsidiaries absent a specific contractual undertaking by a subsidiary to pay the creditors or as required by applicable law or 
regulation. In addition, absent a specific contractual undertaking or as required by applicable law or regulation, PPL Energy Supply and PPL 
Electric are not liable for the debts of their subsidiaries. Accordingly, creditors of these subsidiaries may not satisfy their debts from the assets 
of PPL Energy Supply or PPL Electric absent a specific contractual undertaking by that parent to pay the creditors of its subsidiaries or as 
required by applicable law or regulation. 

Common Stock Repurchase Program (PPL) 

In June 2007, PPL's Board of Directors authorized the repurchase by PPL of up to $750 million of its common stock. A total of 15,732,708 
shares were repurchased for $750 million, excluding related fees, under the plan during 2008 and 2007. These purchases were primarily 
recorded as a reduction to "Capital in excess of par value'' on the Balance Sheet. 

Distributions, Capital Contributions and Related Restrictions 

(PPL) 

February 2009, PPL announced an increase to its quarterly common stoclc dividend, effective April 1,2009, to 34.5 cents per share 
. ,equivalent to $1.38 per annum). Future dividends, declared at the discretion of the Board of Directors, will be dependent upon future earnings, 
cash flows, financial requirements and other factors. 

Neither PPL Capital Funding nor PPL may declare or pay any cash dividend or distribution on its capital stock during any period in which PPL 



Capital Funding defers interest payments on its 2007 Series A Junior Subordinated Notes due 2067. At December 31,2009, no interest 
payments were deferred. 

(PPL and PPL Energy Supply) 

he PPL Montana Colstrip lease places certain restrictions on PPL Montana's ability to declare dividends. At this time, PPL believes that these 
covenants will not limit PPL's or PPL Energy Supply's ability to operate as desired and will not affect their ability to meet any of their cash 
obligations. WPD subsidiaries also have financing arrangements that limit their ability to pay dividends. However, PPL does not, at this time, 
expect that any of such limitations would significantly impact PPL's or PPL Energy Supply's ability to meet their cash obligations. 

(PPL Energy Supply) 

During 2009, PPL Energy Supply distributed $943 million to its parent company, PPL Energy Funding, and received cash capital contributions 
of $50 million. 

(PPL and PPL Electric) 

As discussed in Note 6, PPL Electric may not pay dividends on its common stock, except in certain circumstances, unless full dividends have 
been paid on the Preference Shares for the then-current dividend period. The quarterly dividend rate for PPL Electric's Preference Shares is 
$1 S625 per share. PPL Electric has declared and paid dividends on its outstanding Preference Shares since issuance. Dividends on the 
Preference Shares are not cumulative and future dividends, declared at the discretion of PPL Electric's Board of Directors, will be dependent 
upon fiiture earnings, cash flows, financial requirements and other factors. 

PPL Electric is subject to Section 305(a) of the Federal Power Act, which makes it unlawful for a public utility to make or pay a dividend from 
any funds "properly included in capital account." The meaning of this limitation has never been clarified under the Federal Power Act. PPL 
Electric believes, however, that this statutory restriction, as applied to its circumstances, would not be construed or applied by the FERC to 
prohibit the payment from retained earnings of dividends that are not excessive and are for lawful and legitimate business purposes. 

(PPL Electric) 

During 2009, PPL Electric paid common stock dividends of $274 million to PPL, and received cash capital contributions of $400 million. 

8. Acquisitions, Development and Divestitures 

'PL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries continuously evaluate strategic options and, from time to time, PPL and its subsidiaries negotiate with third parties 
regarding acquisitions and dispositions of businesses and assets, joint ventures and development projects, which may or may not result in 
consummated transactions. Any such transactions may impact fiiture financial results. See Note 9 for information on anticipated and 
completed sales of businesses that were presented as discontinued operations by PPL and PPL Energy Supply. 

Domestic 

License Renewals (PPL and PPL Energy Supply) 

PPL Susquehanna operates Units 1 and 2 pursuant to NRC operating licenses. In November 2009, the NRC approved PPL Susquehanna's 
application for 20-year license renewals for each of the Susquehanna units, extending the expiration date to 2042 for Unit 1 and to 2044 for 
Unit 2. At December 3 1,2009 and 2008, $17 million and $15 million of license renewal costs were capitalized and are included in noncurrent 
"Other intangibles" on the Balance Sheets. 

Develoument 

(PPL and PPL Energy Sipply) 

In 2007, PPL requested FERC approval to expand the capacity of its Holtwood hydroelectric plant by 125 MW. In 2008, PPL withdrew the 
application due to then-prevailing economic conditions, including the high cost of capital and projected hture energy prices. As a result, the 
Supply segment recorded an impairment of $22 million ($13 million after tax), which is included in "Other operation and maintenance" on the 
Statements of Income. 

In April 2009, PPL filed a new application with the FERC to expand capacity at its Holtwood hydroelectric plant by 125 MW, and in October 
2009 the FERC granted the approval. PPL reconsidered this project in light of the availability of tax incentives and potential federal loan 
guarantees for renewable projects contained in the Economic Stimulus Package. In approving this application, the FERC extended the 
operating license for the Holtwood plant to August 2030. The expansion project has an expected capital cost of approximately $434 million. 

.J begin in 2013. A PPL subsidiary has applied to the DOE for a federal loan guarantee for the project. 

In March 2009, PPL Montana received FERC approval for its request to redevelop the Rainbow hydroelectric facility, near Great Falls, 
Montana, for total plant capacity of approximately 60 M W  (an increase of 28 Mw). The expected redevelopment project cost is $230 

'te preparation began in the fourth quarter of 2009 and construction began in the first quarter of 2010, with commercial operations scheduled 



million. Construction began in October 2009, with commercial operations scheduled to begin in 2012. A PPL subsidiary has applied to the 
DOE for a federal loan guarantee for the project. 

In 2008, PPL Susquehanna received NRC approval for its request to increase the generation capacity of the Susquehanna nuclear plant. The 
Ita1 expected capacity increase is 159 MW, of which PPL Susquehanna's 90% ownership share is 143 MW. The first uprate for Unit 1 was 

50 MW and was completed in 2009, and the second uprate is scheduled to be completed in 201 1. The remaining increase is 59 MW,  of which 
PPL Susquehanna's share is 53 MW. PPL Susquehanna's share of the expected capital cost for the total uprate of 143 MW is $345 million. 

In October 2008, a PPL subsidiary submitted a COLA to the NRC for the proposed Bell Bend nuclear generating unit (Bell Bend) to be built 
adjacent to PPL's Susquehanna plant. The COLA was formally docketed and accepted for review by the NRC in December 2008. The NRC is 
now reviewing the COLA. In May 2009, the NRC published its official review schedule that culminates with issuance of Bell Bend's final 
safety evaluation report in 2012, after which public hearings will be held before Bell Bend's license can be issued. 

In 2008, a PPL subsidiary submitted Parts I and I1 of an application for a federal loan guarantee for Bell Bend to the DOE. In June 2009, the 
DOE announced that it was working to finalize loan guarantees related to four projects, none of which was Bell Bend. None of the ten 
applicants who submitted Part I1 applications has been formally eliminated by the DOE; however, the DOE has stated that the $1 8.5 billion 
currently appropriated to support new nuclear projects would not likely be enough for more than four projects. A PPL subsidiary submits 
quarterly application updates for Bell Bend to the DOE to remain active in the loan application process and plans to continue to do so in 2010. 

The President's proposed budget for fiscal year 201 1 includes an additional $36 billion of loan guarantees for nuclear projects. If this increased 
loan guarantee authorization is approved, PPL believes that Bell Bend could be a candidate for a share of such additional guarantees. However, 
PPL has made no decision to proceed with construction of Bell Bend and expects that such decision will not be made for several years given 
the anticipated lengthy NRC license approval process. Additionally, PPL has announced that it does not expect to proceed with construction 
absent a joint arrangement with other interested parties and a federal loan guarantee or other acceptable financing. PPL and its subsidiaries are 
authorized by PPL's Board of Directors to spend up to $1 1 1 million on the COLA and other permits necessary for construction. At 
December 31,2009 and 2008, $77 million and $58 million of costs associated with the licensing application were capitalized and are included 
in noncurrent "Other intangibles" on the Balance Sheets, as PPL believes it is probable that these costs are ultimately recoverable following 
approval by the NRC either through construction of the new nuclear unit, transfer of the COLA rights to a joint venture, or sale of the COLA 
rights to another party. 

(PPL and PPL Electric) 

-0 MW and was completed in 2008. The second uprate for Unit 1 is scheduled to be completed in 2010. The first uprate for Unit 2 was 

'q June 2007, the PJM directed the construction of a new 150-mile, 500-kilovolt transmission line between the Susquehanna substation in 

grid. The PJM determined that the line is needed to prevent potential overloads that could occur in the next decade on several existing 
transmission lines in the interconnected PJM system. The PJM has directed PPL Electric to construct the portion of the Susquehanna-Roseland 
line in Pennsylvania and has directed Public Service Electric & Gas Company to construct the portion of the line in New Jersey, in each case 
by June 1,2012. PPL Electric's estimated share of the project costs at December 31,2009 was $510 million. 

xnsylvania and the Roseland substation in New Jersey that it identified as essential to long-term reliability of the mid-Atlantic electricity 

This project is pending certain regulatory approvals. PPL Electric has identified the approximately 100-mile route for the Pennsylvania portion 
of the line. In February 2010, the PUC and the New Jersey Board of Public Utilities approved the project. In addition, both companies are 
working with the National Park Service to obtain any approvals that may be required to route the line through the Delaware Water Gap 
National Recreation Area. PPL Electric cannot predict the ultimate outcome or timing of the National Park Service approval. However, PPL 
Electric currently anticipates delays in the approval process which will affect the PJM-directed in-service date and projected costs of the 
line. PPL Electric also cannot predict what action, if any, the PJM might take in the event of a delay to its scheduled in-service date for the 
new line. 

(PPL and PPL Energy Supply) 

Sale of Telecommunication operations 

In the first quarter of 2007, PPL completed a review of strategic options for the transport operations of its domestic telecommunications 
subsidiary, which offered fiber optic capacity to other telecommunications companies and enterprise customers. The operating results of this 
subsidiary were included in the Supply segment. Due to significant capital requirements for the telecommunication operations and competing 
capital needs in PPL's core electricity supply and delivery businesses, PPL decided to market these operations, The transport operations did not 
meet the criteria for discontinued operations on the Statement of Income because there were not separate and distinguishable cash flows, 
among other factors. In August 2007, PPL sold its telecommunication operations. 

In connection with the sale, in 2007 PPL and PPL Energy Supply recorded impairments of $39 million ($23 million after tax) of the 
telecommunication assets based on their estimated fair value. The impairments are included in "Energy-related businesses" expenses on the 
Statement of Income. PPL realized net proceeds of $47 million from the sale. 

zquisition of a Long-term Tolling Agreement 

In 2008, PPL EnergyPlus acquired the rights to an existing long-term. tolling agreement associated with the capacity and energy of 
Ironwood. The tolling agreement extends through 2021 and is considered to contain an operating lease for accounting purposes. As a result of 
this agreement, PPL EnergyPlus recognized an intangible asset. See Note 10 for additional information on the lease. 



9. Discontinued Operations 

(PPL and PPL Energy Supply) 

--intici~ated Sale of Long Island Generation Business 

As a result of management's ongoing strategic review of PPL's non-core asset portfolio, in May 2009, PPL Generation signed a definitive 
agreement to sell its Long Island generation business, which is included in the Supply segment, for approximately $135 million in cash, 
adjusted for working capital at the sale date and subject to reduction monthly, effective September 1,2009. The Long Island Power Authority 
has contracted with PPL Energy Supply subsidiaries to purchase all of this business' capacity and ancillary services as part of tolling 
agreements that expire in 2017 and 2018. Each agreement is considered to contain a lease for accounting purposes. These tolling agreements 
will be transferred to the purchaser upon completion of the sale. 

The Long Island generation business met the held for sale criteria in the second quarter of 2009. As a result, net assets held for sale with a 
carrying amount of $189 million were written down to their estimated fair value (less cost to sell) of $137 million at June 30, 2009, resulting in 
a pre-tax impairment charge of $52 million ($34 million after tax). At both September 30 and December 31,2009, the estimated fair value 
(less cost to sell) was remeasured and additional impairments totaling $10 million ($3 million after tax) were recorded. In addition, $2 million 
($1 million after tax) of goodwill allocated to this business was written off in 2009. The impairment charges recognized in the third and fourth 
quarters of 2009 had no significant impact on earnings, as such amounts were substantially offset by tolling revenues from the Long Island 
generation assets. These charges are included in "Income (Loss) from Discontinued Operations (net of income taxes)" on the 2009 Statement 
of Income. Closing of the sale is expected to occur on or about February 26,2010. After adjusting for the delayed closing provisions, proceeds 
will approximate $125 million, excluding working capital. 

Following are the components of Discontinued Operations in the Statements of Income. 

2009 2008 2007 

Operating revenues $ 24 $ 26 $ 28 
Operating expenses (a) 73 8 8 
Operating income (loss) (49) 18 20 
Interest expense (b) 4 3 2 
Income (loss) before income taxes (53) 15 18 

(20) 
) from Discontinued Operations $ (33) 

(a) 2009 includes impairments to the carrying value of the business. 
(b) Represents allocated interest expense based upon debt attributable to PPL's Long Island generation business 

The major classes of assets reported as held for sale on the Balance Sheet at December 31,2009 were $41 million of PP&E and an $86 million 
net investment in a direct-financing lease (corresponding amounts at December 31,2008, were $88 million of PP&E and a $104 million net 
investment in a direct-financing lease, which have not been reclassified on the Balance Sheet as of that date). 

Sale of Maine Hvdroelcctric Generation Business 

In 2004, PPL Maine entered into an agreement with a coalition of government agencies and private groups to sell three of its hydroelectric 
facilities in Maine. Under the agreement, a non-profit organization designated by the coalition received a five-year option to purchase the 
hydroelectric facilities for $25 million and, if the option was exercised, PPL Maine would receive rights to increase energy output at its other 
Maine hydroelectric facilities. The coalition announced plans to remove or bypass the subject facilities to restore runs of Atlantic salmon and 
other migratory fish to the Penobscot River. In June 2008, the coalition notified PPL Maine of its intent to exercise the purchase option. The 
agreement requires updates to its representations and warranties, and is subject to approvals by the FERC and other regulatory agencies. In 
November 2008, PPL Maine and the coalition requested the FERC, the US .  Army Corps of Engineers and the Maine DEP to approve the 
transfer of ownership of the three facilities. Certain of these required approvals have been obtained, but PPL cannot predict whether or when 
all of them will be obtained. As a result, these three Maine hydroelectric facilities did not meet the held for sale criteria at December 3 1 , 2009. 

In July 2009, indirectly related to the above potential sale and as a result of management's ongoing strategic review of PPL's non-core asset 
portfolio, PPL Maine signed a definitive agreement to sell the majority of its hydroelectric generation business, which was included in the 
Supply segment. PPL completed this sale in November 2009 for $81 million in cash, adjusted for working capital. The assets sold in this 
transaction included five hydroelectric facilities and PPL's,50% equity interest in a sixth hydroelectric facility, which had been accounted for as 
an equity investment, as well as the rights to increase energy output at these facilities if the potential sale of the three other hydroelectric 
facilities (discussed above) is completed. PPL's interest in these six facilities represented a total of 30 MW of electric generating capacity. As 
a result of this sale, PPL recorded a gain of $38 million ($22 million after tax), reflected in "Income (Loss) from Discontinued Operations (net 

rincome taxes)" on the 2009 Statement of Income. In addition, upon completion of the sale of the three other hydroelectric facilities noted 
.oove, PPL will receive $14 million in contingent consideration and record an associated additional after-tax gain of between $7 and $9 

million. 

Following are the components of Discontinued Operations in the Statements of Income. 



2009 2008 2007 

Operating reyenues 

aperating income 
perating expenses (a) 

Income from Discontinued Operations $ 24 $ 5 $  2 

(a) 2009 includes the gain recorded on the sale. 
(b) Represents allocated interest expense based upon debt attributable to the Maine hydroelectric generation business. 

Upon completion of the sale, $23 million of PP&E, an $18 million equity method investment and $1 million of allocated goodwill were 
removed from the Balance Sheet. 

Sale of Intirest in Wyman Unit 4 

As a result of managementk ongoing strategic review of PPL's non-core asset portfolio, in December 2009, PPL Maine sold its 8.33% 
ownership interest in the 610 M W  Wyman Unit 4 generating station, an oil-fired plant located in Yarmouth, Maine. PPL's interest in the plant 
was included in the Supply segment. In connection with the sale, PPL recorded a loss of $6 million ($4 million after tax). This charge is 
included in "Income (Loss) from Discontinued Operations (net of income taxes)" on the 2009 Statement of Income. PPL's share of the results 
of operations for the years 2007 - 2009 was insignificant. 

Sale of Latin American Businesses 

In March 2007, PPL completed a review of strategic options for its Latin American businesses and announced its intention to sell its regulated 
electricity delivery businesses in Chile, El Salvador and Bolivia, which were included in the International Delivery segment. 

In April 2007, PPL agreed to sell its Bolivian businesses. As a result, in 2007, PPL recorded impairments totaling $37 million ($20 million 
qfter tax) to reflect the estimated fair value of the businesses at the date of the agreement. This sale was completed in July 2007. In May 2007, 

'L completed the sale of its El Salvadoran business for $180 million in cash. PPL recorded a gain of $94 million ($89 million after tax) as a 
m u l t  of the sale. In November 2007, PPL completed the sale of its Chilean business for $660 million in cash and recorded a related gain of 
$306 million ($197 million after tax). 

In 2008, PPL Global recognized income tax benefits and miscellaneous expenses in Discontinued Operations in connection with the dissolution 
of certain Latin American holding companies. This process was substantially completed in 2008. 

In 2009, PPL identified a correction to the previously computed tax bases of the Latin American businesses. The most significant adjustment 
related to the sale of the El Salvadoran business and was largely due to returns of capital in certain prior years that had not been reflected in the 
calculated tax basis. As a result, PPL and PPL Energy Supply recorded $24 million of additional income tax expense in 2009, which is 
reflected on the Statement of Income in "Income (Loss) from Discontinued Operations (net of income taxes)." The additional expense is not 
considered by management to be material to the financial statements of PPL and PPL Energy Supply for the years ended 2007 and 2009. 

Following are the components of Discontinued Operations in the Statements of Income. 

2009 2008 2007 

Operating revenues $ 529 
Operating expenses (a) $ 2 
Operating income (loss) (2 1 
Other income - net (1 1 
Interest expense (b) 
Income (Loss) before income taxes (3 1 
Income taxes (c) $ 27 (8 1 

Income (Loss) from Discontinued Operations (27) 5 
Gain on sale of businesses (net of tax expense of $1 14 million) 

Income from Discontinued Operations Attributable to 

'?come (Loss) from Discontinued Operations Attributable to 
Noncontrolling Interests 

l PPLFPL Energy Supply $ (27) $ 5 

497 
32 
15 
25 
22 
(5) 

286 
313 

6 

$ 307 

(a) 2007 includes the impairments to the carrying value of the Bolivian businesses. Also included are fees associated with the divestiture of 
the Latin American businesses of $12 million ($7 million after tax). 



(b) 2007 includes $5 million of allocated interest expense based on the discontinued operation's share of the net assets of PPL Energy Supply. 
(c) 2009 includes the $24 million income tax adjustment referred to above. 2008 includes $6 million fkom the recognition of a previously 

unrecognized tax benefit associated with a prior year tax position. 2007 includes U.S. deferred tax charges of $7 million. As a result of 
PPL's decision to sell its Latin American businesses, it no longer qualified for the permanently reinvested exception to recording deferred 
taxes. 

- 
PPL) 

Sale of Gas and Propane Businesses 

In July 2007, PPL completed a review of strategic options for its natural gas distribution and propane businesses and announced its intention to 
sell these businesses, which were included in the Pennsylvania Delivery segment. Based on the expectation that the natural gas distribution 
and propane assets would be sold and an assessment of prevailing market conditions, an impairment charge of $22 million and an associated 
income tax benefit of $1 million were recorded in 2007. 

In March 2008, PPL signed a definitive agreement to sell these businesses for $268 million in cash, adjusted for working capital at the sale 
date, pursuant to a stock purchase agreement. PPL completed the sale in October 2008. Sale proceeds of $303 million, including estimated 
working capital, were contributed to PPL Energy Supply through its parent, PPL Energy Funding. In 2008, PPL recorded impairment and 
other charges related to the sale totaling $10 million ($6 million after tax). Also in 2008, PPL Gas Utilities paid a $3 million ($2 million after 
tax) premium to prepay the entire $10 million aggregate principal of its 8.70% Senior Notes due December 2022. In the first quarter of 2009, 
PPL recognized an insignificant charge in Discontinued Operations in connection with the settlement of the working capital adjustment. 

Following are the components in Discontinued Operations in the Statements of Income. 

2008 2007 

Operating revenues $ ' 162 $ 218 
Operating expenses (a) 154 21 1 
Operating income 8 7 

(3 Other income - net 
Interest expense @) 4 6 
Income before income taxes 1 I 
Tncome taxes (c) 

\- , 

come (Loss) from Discontinued Operations $ 3 $ (32) 

(a) 2008 and 2007 include impairment and other charges related to the sale of $10 million and $22 million. 
(b) 2008 and 2007 include $3 million and $5 million of allocated interest expense based upon debt attributable to PPL's natural gas distribution 

(c) As a result of classifying the natural gas distribution and propane businesses as Discontinued Operations in 2007, PPL recorded a deferred 
and propane businesses. 

income tax charge of $23 million related to its bookhax basis difference in the investment in these assets. 

10. Leases 

(PPL and PPL Energy Supply) 

Lessee Transactions 

Tolling Agreement 

In 2008, PPL EnergyPlus acquired the rights to an existing long-term tolling agreement for the capacity and energy of Ironwood. Under the 
agreement, PPL EnergyPlus has control over the plant's dispatch into the electricity grid and will supply the natural gas necessary to operate the 
plant. The tolling agreement extends through 2021 and is considered to contain an operating lease for accounting purposes. The fixed 
payments under the tolling agreement are subject to adjustment based upon changes to the facility capacity rating, which may occur up to twice 
per year. Certain costs within the tolling agreement, primarily non-lease costs, are subject to escalation. 

Colstrip Generating Plant 

In July 2000, PPL Montana sold its interest in the Colstrip generating plants to owner lessors who are leasing a 50% interest in Colstrip Units 1 
and 2 and a 30% interest in Unit 3 back to PPL Montana under four 36-year non-cancelable leases. This transaction is accounted for as a sale- 
leaseback and classified as an operating lease. These leases provide two renewal options based on the economic useful life of the generation 
assets. PPL Montana currently amortizes material leasehold improvements over no more than the remaining life of the original leases. PPL 
Montana is required to pay all expenses associated with the operations of the generation units. The leases place certain restrictions on PPL 

'ontana's ability to incur additional debt, sell assets and declare dividends and require PPL Montana to maintain certain financial ratios related 
J cash flow and net worth. There are no residual value guarantees in these leases. However, upon an event of default or an event of loss, PPL 

Montana could be required to pay a termination value of amounts sufficient to allow the lessor to repay amounts owing on the lessor notes and 
make the lessor whole for its equity investment and anticipated return on investment. The events of default include payment defaults, breaches 
of representations or covenants, acceleration of other indebtedness of PPL Montana, change in control of PPL Montana and certain bankruptcy 



events. The termination value was estimated to be $734 million at December 3 1,2009. 

Kerr Dam 

t December 3 1,2009, PPL Montana continued to participate in a lease arrangement with the Confederated Salish and Kootenai Tribes of the 
,slathead Reservation. Under a joint operating license, issued by the FERC to Montana Power in 1985, and subsequently to PPL Montana as a 
result of the purchase of Ken Dam from Montana Power, PPL Montana is responsible to make payments to the tribes, for the use of their 
property. This agreement, subject to escalation based upon inflation, extends until the end of the license term in 2035. Between 2015 and 
2025, the tribes have the option to purchase, hold and operate the project, which would result in the termination of this leasing arrangement. 

Other Leases 

PPL and its subsidiaries have entered into various agreements for the lease of office space, land and other equipment. 

Rent - Operating Leases 

Rent expense for PPL's and PPL Energy Supply's operating leases was $86 million, $73 million and $54 million in 2009,2008 and 2007. 

Total future minimum rental payments for all operating leases are estimated to be: 

2010 108 
201 1 109 
2012 107 
2013 
2014 

112 
111 

Thereafter 42 1 
$ 968 (a) 

(a) Includes $9 million in aggregate of future minimum lease payments 
related to the Long Island generation business. See Note 9 for 
additional information on the anticipated sale of this business. 

Lessor Transactions 

. PPL Energy Supply subsidiary is the lessor, for accounting purposes, of each of the Shoreham and Edgewood plants (collectively with 
related tolling agreements, the Long Island generation business). In May 2009, PPL Generation signed a definitive agreement to sell the Long 
Island generation business. The tolling agreements related to these plants, accounted for as containing leases, will be transferred to the 
purchaser upon completion of the sale. See Note 9 for additional information. 

Direct Financing Lease 

The lease related to the Shoreham plant is classified as a direct-financing lease. Rental income received during 2009 and 2007 was $14 million 
and $13 million in 2008. Total future minimum lease payments are estimated at $16 million for each of the years from 2010 through 
2014. Substantially all of these lease payments are no longer expected to be received subsequent to the anticipated sale of the Long Island 
generation business. 

Operating Lease 

The lease related to the Edgewood plant is classified as an operating lease. At December 3 1,2009, total minimum future rentals under this 
lease were estimated to be $25 million, including $3 million per year for 2010 through 2014. These minimum future rentals are no longer 
expected to be received subsequent to the anticipated sale of the Long Island generation business. 

11. Stock-Based Compensation 

(PPL, PPL Energy Supply and PPL Electric) 

Under the PPL Incentive Compensation Plan (ICP) and the Incentive Compensation Plan for Key Employees (ICPKE) (together, the Plans), 
restricted shares of PPL common stock, restricted stock units, performance units and stock options may be granted to officers and other key 
employees of PPL, PPL Energy Supply, PPL Electric and other affiliated companies. Awards under the Plans are made by the Compensation 
Governance and Nominating Committee (CGNC) of the PPL Board of Directors, in the case of the ICP, and by the PPL Corporate Leadership 
Council (CLC), in the case of the ICPKE. 

"he ICP limits the total number of awards that may be granted under it after April 23, 1999 to 15,769,430 awards, or 5% of the total shares of 
.'L common stock that were outstanding at April 23, 1999. The ICPKE limits the total number of awards that may be granted under it after 

April 25,2003 to 16,573,608 awards, or 5% of the total shares of PPL common stock that were outstanding at January 1,2003, reduced by 
outstanding awards of 2,373,812, for which PPL common stock was not yet issued as of April 25,2003, resulting in a limit of 14,199,796. In 
addition, each Plan limits the number of shares available for awards in any calendar year to 2% of the outstanding common stock of PPL on the 



first day of such calendar year. The maximum number of options that can be awarded under each Plan to any single eligible employee in any 
calendar year is three million shares. Any portion of these options that has not been granted may be carried over and used in any subsequent 
year. If any award lapses, is forfeited or the rights of the participant terminate, the shares of PPL common stock underlying such an award are 
again available for grant. Shares delivered under the Plans may be in the form of authorized and unissued PPL common stock, common stock 

.ecurities laws. 
:Id in treasury by PPL or PPL common stock purchased on the open market (including private purchases) in accordance with applicable 

Restricted Stock and Restricted Stock Units 

Restricted shares of PPL common stock are outstanding shares with full voting and dividend rights. Restricted stock awards are granted as a 
retention award for select key executives and vest when the recipient reaches a certain age or meets service or other criteria set forth in the 
executive's restricted stock award agreement. The shares are subject to forfeiture or accelerated payout under Plan provisions for termination, 
retirement, disability and death of employees. Restricted shares vest fully if control of PPL changes, as defined by the plans. 

The Plans allow for the grant of restricted stock units. Restricted stock units are awards based on the fair market value of PPL common 
stock. Actual PPL common shares will be issued upon completion of a vesting period, generally three years. Recipients of restricted stock 
units may also be granted the right to receive dividend equivalents through the end of the restriction period or until the award is 
forfeited. Restricted stock units are subject to forfeiture or accelerated payout under the Plan provisions for termination, retirement, disability 
and death of employees. Restricted stock units vest fully if control of PPL changes, as defined by the Plans. 

Restricted stock and restricted stock unit activity for 2009 was: 

Weighted-Average Grant 
Restricted Sharesmnits Date Fair Value 

PpL 
Nonvested, beginning of period 1,656,830 $ 36.56 

Granted 528,580 29.07 
Vested (743,968) 30.23 

Nonvested, end of period 1,408,042 36.97 
Forfeited (33,400) 39.79 

788,010 $ 35.07 
Granted 228,000 28.49 
Vested (416,548) 28.41 
Forfeited (22,050) 41.16 

Nonvested, end of period 577,412 37.04 

PPL Electric 
Nonvested, beginning of period 

Granted 
Vested 
Forfeited 

Nonvested, end of period 

123,390 $ 
81,230 

(49,660) 
(740) 

154,220 

39.28 
29.49 
33.44 
42.94 
36.05 

Substantially all restricted stoclc and restricted stock unit awards are expected to vest. 

The weighted-average grant date fair value of restricted stock and restricted stock units granted during 2008 was $46.22 for PPL, $46.03 for 
PPL Energy Supply and $45.92 for PPL Electric. 

The weighted-average grant date fair value of restricted stock and restricted stock units granted during 2007 was $37.10 for PPL, $37.88 for 
PPL Energy Supply and $37.95 for PPL Electric. 

At December 3 1,2009, unrecognized compensation cost related to nonvested awards was: 

Restricted StocldUnits Unrecognized Weighted-Average 
Compensation Cost 

PPL 
, PPL Energy Supply 

PPL Electric 

$ 

i e  total fair value of restricted sharestunits vesting was: 

11 2.8 years 
5 1.7 years 
2 4.6 years 

Year Ended December 31, 



PPL 2 
PPL 8 
PPL Electric 4 

'erformance Units 
- 

PPL began granting performance units in 2008. Performance units are intended to encourage and award future performance. Performance 
units represent a target number of shares (Target Award) of PPL's common stoclc that the officer would receive upon PPL's attainment of the 
applicable performance goal. Performance is determined based on total shareowner return during a three-year performance period. At the end 
of the period, payout is determined by comparing PPL's performance to the total shareowner return of the companies included in an Index 
Group, in this case the S&P Electric Utilities Index. Awards are payable on a graduated basis within the following ranges: if PPL's 
performance is at or above the 85th percentile of the Index Group, the award is paid at 200% of the Target Award; at the 50th percentile of the 
Index Group, the award is paid at 100% of the Target Award; at the 40th percentile of the Index Group, the award is paid at 50% of the Target 
Award; and below the 40th percentile, no award is payable. Dividends payable during the performance cycle accumulate and will be converted 
into additional performance units and are payable in shares of PPL common stoclc upon completion of the performance period based on the 
determination of the CGNC of whether the performance goals have been achieved. Under the Plan provisions, performance units are subject to 
forfeiture upon termination of employment except for retirement, disability or death of an employee, in which case the total performance units 
remain outstanding and eligible for vesting through the conclusion of the performance period. Performance units vest on a pro rata basis if 
control of PPL changes, as defined by the Plan. 

Performance unit activity for 2009 was: 

PpL 
Nonvested, beginning of period 

Granted 
Forfeited 

Nonvested, end of period 

PPL Eneryv Supplv 
Nonvested, beginning of period 

Granted 
Forfeited 

. ionvested, end of period 

PPL Electric 
Nonvested, beginning of period 

Granted 
Nonvested, end of period 

Performance Units 

66,785 
106,587 

(6,908) 
166,464 

22,583 
27,45 1 
(3,607) 
46,421 

3,732 
7,903 

11,635 

Weighted-Average Grant 
Date Fair Value 

$ 48.94 
39.76 
45.06 
43.23 

$ 48.58 
38.18 
49.04 
42.39 

$ 48.57 
39.95 
42.71 

Substantially all performance unit awards are expected to vest 

The weighted-average grant date fair value of performance units granted during 2008 was $48.97 for PPL, $48.69 for PPL Energy Supply and 
$48.57 for PPL Electric. 

At December 3 1,2009, unrecognized compensation cost related to nonvested awards was: 

PPL 
PPL Energy Supply 

Performance Units Unrecognized Weighted-Average Period for 
Compensation Cost Recognition 

$ 4 1.8 years 
1 1.8 years 

At December 3 1,2009, PPL Electric's unrecognized compensation cost was insignificant and the weighted-average period for recognition was 
1.9 years. 

The estimated fair value of each performance unit granted was calculated using a Monte Carlo pricing model that considers historical volatility 
over three years using daily stock price observations for PPL and all companies in the Index Group. Volatility over the expected term of the 
performance units is evaluated with consideration given to prior periods that may need to be excluded based on events not likely to recur that 
had impacted PPL and companies in the Index Group. 

'le weighted-average assumptions used in the model were: 

2009 2008 

Risk-free interest rate 1.1 1% 2.30% 



20.70% Expected stock volatility 3 1.30% 
Expected life 3 years 3 years 

Stock Options 

__ ~ n d e r  the Plans, stock options may also be granted with an option exercise price per share not less than the fair market value of PPL's common 
stock on the date of grant. The options are exercisable in installments beginning one year after the date of grant, assuming the individual is still 
employed by PPL or a subsidiary. Options outstanding at December 31,2009, become exercisable in equal installments over a three-year 
period from the date of grant. The CGNC and CLC have discretion to accelerate the exercisability of the options, except that the exercisability 
of an option issued under the ICP may not be accelerated unless the individual remains employed by PPL or a subsidiary for one year from the 
date of grant. All options expire no later than ten years fiom the grant date. The options become exercisable immediately if control of PPL 
changes, as defined by the Plans. 

Stock option activity for 2009 was: 

Weighted-Average 
Weighted-Average Remaining Aggregate Total 

Number of Options Exercise Price Contractual Term Intrinsic Value 
PpL 
Outstanding at beginning of period 4,027,371 $ 32.56 

Granted 1,053,320 31.86 
Exercised (137,840) 22.15 
Forfeited (340,810) 34.12 

Outstanding at end of period 4,602,041 32.59 6.8 $ 11 
exercisable at end of per 1 .73 5.8 11 

PPL Energv Supply 
Outstanding at beginning of period 1,434,356 $ 32.05 

Grant e d 262,770 3 1.83 
Exercised (46,900) 19.56 
Forfeited (241,290) 34.20 

Outstanding at end of period 1,408,936 32.05 
Options exercisable at end of period 1,022,909 32.84 

PL Electric 
Outstanding at beginning of period 146,120 $ 36.09 

Granted 79,550 32.22 
Outstanding at end of period 225,670 34.72 7.1 
Options exercisable at end of period 100,388 29.05 5.4 

6.3 $ 
6.2 

4 
4 

Substantially all stock option awards are expected to vest. 

The estimated fair value of each option granted was calculated using a Black-Scholes option-pricing model. PPL uses historical volatility and 
exercise behavior to value its stock options. Volatility over the expected term of the options is evaluated with consideration given to prior 
periods that may need to be excluded based on events not likely to recur that had impacted PPL's volatility in those prior 
periods. Management's expectations for future volatility, considering potential changes to PPL's business model and other economic 
conditions, are also reviewed in addition to the historical data to determine the final volatility assumption. The weighted-average assumptions 
used in the model were: 

2009 2008 2007 

Risk-fiee interest rate 
Expected option life 
Expected stock volatility 
Dividend yield 

2.07% 
5.25 years 

26.06% 
3.48% 

2.95% 
5.41 years 

20.85% 
3.10% 

4.85% 
6.00 years 

21.61% 
3.31% 

The weighted-average grant date fair values of options granted were: 

PPL 
PPL Energy Supply 

DL Electric 

2009 2008 2007 

5.55 7.61 7.08 
5.55 7.62 7.08 
5.65 7.60 7.08 

The total intrinsic value of stock options exercised was: 

Year Ended December 31, 



2009 2008 2007 

54 
3 

1 ?L Electric 3 
- 

At December 3 1,2009, unrecognized compensation cost related to stock options was: 

Unrecognized Compensation Weighted-Average 
cost Period for Recognition 

PPL $ 3 1.8 years 
PPL Energy Supply 1 1.9 years 

At December 3 1,2009, PPL Electric's unrecognized compensation cost was insignificant and the weighted-average period for recognition was 
1.9 years. 

PPL received cash from stock option exercises during 2009 of $3 million. 

Compensation Costs 

Compensation costs for restricted stock, restricted stock units, performance units and stock options accounted for as equity awards were as 
follows: 

2009 2008 2007 

PPL (a) 
PPL Energy Supply (b) 
PPL Electric (c) 

$ 

(a) Net of an income tax benefit of $9 million, $1 1 million and $10 million. 
(b) Net of an income tax benefit of $7 million, $9 million and $9 million. 
(c) Net of an income tax benefit of $2 million for each year. 

-he income tax benefit PPL realized from stock-based arrangements for 2009 was insignificant. 

Directors Stock Units (PPL) 

Under the Directors Deferred Compensation Plan, a mandatory amount of the cash retainers of the members of the Board of Directors who are 
not employees of PPL is deferred into stock units. Such deferred stock units represent the number of shares of PPL's common stock to which 
the board members are entitled after they cease serving as a member of the Board of Directors. Board members are entitled to defer any or all 
of their fees and cash retainers that are not part of the mandatory deferral into stock units. The stock unit accounts of each board member are 
increased based on dividends paid or other distributions on PPL's common stock. There were 406,584 such stock units outstanding at 
December 31,2009, which were accounted for as liabilities with changes in fair value recognized currently in earnings based on PPL's common 
stock price at the end of each reporting period. 

Compensation Costs (Credits) 
2009 2008 2007 

PPL (a) $ 2 $  (4) $ 5 

(a) Net of income tax benefit (expense) of $1 million, $(2) million and $2 million. 

Awards paid during 2009,2008 and 2007 were insignificant. 

Stock Appreciation Rights (PPL aiid PPL Energy Sipply) 

WPD uses stock appreciation rights to compensate senior management employees. Stock appreciation rights are granted with a reference price 
to PPL's common stock at the date of grant. These awards vest over a three-year period and have a 10-year term, during which time employees 
are entitled to receive a cash payment of any appreciation in the price of PPL's common stock over the grant date fair value. At December 3 1, 
2009, there were 416,891 stock appreciation rights outstanding, which are accounted for as liabilities with changes in fair value recognized 
currently in earnings based on updated Black-Scholes calculations. 

\ 

ompensation costs related to stock appreciation rights in 2009 were insignificant. Compensation credits in 2008 were $2 million, with related 
income tax expense of $1 million. Compensation costs for 2007 were $5 million, with related income tax benefits of $2 million. 

There were no awards exercised and paid in 2009. Awards paid in 2008 and 2007 were each $2 million. 



12. Retirement and Postemployment Benefits 

PPL, PPL Energy Supply and PPL Electric) 

Jefined Benefits 

PPL and certain of its subsidiaries sponsor various defined benefit plans. 

The majority of PPL's domestic employees are eligible for pension benefits under non-contributory defined benefit pension plans with benefits 
based on length of service and final average pay, as defined by the plans. Certain employees may also be eligible for pension enhancements in 
the form of special termination benefits under PPL's separation plan. See "Separation Benefits" below for additional information regarding 
PPL's separation plan. 

Employees of PPL Montana are eligible for pension benefits under a cash balance pension plan and employees of certain of PPL's mechanical 
contracting companies are eligible for benefits under multi-employer plans sponsored by various unions. The employees of WPD are eligible 
for pension benefits under a defined benefit pension plan with benefits based on length of service and final average pay. 

PPL and certain of its subsidiaries also provide supplemental retirement benefits to executives and other key management employees through 
unfunded nonqualified retirement plans. 

The majority of employees of PPL's domestic subsidiaries will become eligible for certain health care and life insurance benefits upon 
retirement through contributoty plans. Postretirement benefits under the PPL Retiree Health Plan are paid from funded VEBA trusts sponsored 
by PPL Services and a 401(h) account established within the PPL Services pension master trust by the respective companies. Postretirement 
benefits under the PPL Montana Retiree Health Plan are paid from company assets. WPD does not sponsor any postretirement benefit plans 
other than pensions. 

The following disclosures distinguish between the domestic (U.S.) and WPD (U.K.) pension plans. 

Pension Renetits - - ..__ .. - - .. _ _  ._ 

U.S. U.K. Other Postretirement Benefits 
2009 2008 2007 2009 2008 2007 2009 2008 2007 

PPL 
et periodic defined benefit 
costs: 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of: 

Transition (asset) obligation 
Prior service cost 
Actuarial (gain) loss 

Net periodic defined benefit 
costs (credits) prior to 
settlement charges and 
termination benefits 

Settlement charges (a) 
Termination benefits (b) 

riodic defined benefit 
costs (credits) 

Other Changes in Plan Assets 
and Benefit Obligations 
Recognized in OCI and 
regulatory assets - Gross 

Settlements 
Current year net (gain) loss 
Current year prior service cost 

Amortization of: 
(credit) 

Transition asset (obligation) 
Prior service cost 
Actuarial loss 

otal recognized in OCI and 
regulatory assets (c) (d) 

$ 6 0 $  6 2 $  6 3 $  9 $  1 6 $  2 4 s  6 s  8 $  8 
145 140 132 156 188 170 29 33 31 

(169) (180) (175) (189) (231) (227) (1 8) (21) (21) 

(5) (4) (4) 9 9 9 
19 20 19 4 5 5 9 9 9 
3 (9) 2 2 18 55 2 5 6 

53 29 37 (18) (4) 27 37 43 42 
2 3 
9 6 3 

$ 64 $ 29 $ 46 $ (18) $ (4) $ 30 $ 37 $ 43 $ 42 

Total recognized in net periodic 



regulatory assets (d) 

(a) Includes the settlement of the pension plan of PPL's former mining subsidiary, PA Mines, LLC in 2009 and a non-qualified plan settlement 

- ,o) The $9 million U.S. cost of termination benefits in 2009 was related to a 2009 cost reduction initiative. The $6 million US. and $3 million 
in 2007. 

U.K. costs of termination benefits for 2007 were related primarily to the elimination of positions at PPL's Martins Creek plant due to the 
shutdown of two coal-fired units in September 2007, and the closing of WD's  meter test station. 

(c) For PPL's US.  pension and other post-retirement benefits the amounts recognized in OCI and regulatory assets are as follows: 
U.S. Pension Benefits Other Postretirement Benefits 

2009 2008 2007 2009 2008 2007 

(d) W D  is not subject to accounting for the effects of certain types of regulation as prescribed by GAAP. As a result, W'PD does not record 
regulatory assets. 

The estimated amounts to be amortized from AOCI and regulatory assets into net periodic benefit costs in 2010 are as follows: 

Pension Benefits 
Other Postretirement 

U.S. U.K. Benefits 

Transition obligation $ 9 
Prior service cost $ 19 $ 4 7 
Actuarial 3 52 

$ 22 $ 56 Total 

Amortization fiom Balance Sheet: 
' OCI $ 15 $ 56 $ 13 

$ 22 $ 56 $ 21 Total 

.egulatory assets 7 8 

Pension Benefits 
us. U.K. Other Postretirement Benefits 

2009 2008 2007 2009 2008 2007 2009 2008 2007 
PPL Energy Supply 
Net periodic defined benefit 

costs: 
Service cost $ 4 $  4 $  4 $  9 $  1 6 $  2 4 $  1 s  I $  1 
Interest cost 6 6 6 156 188 170 1 1 1 
Expected return on plan assets (6) (8) (8) (189) (231) (227) 
Amortization of: 

Prior service cost 4 5 5 
Actuarial loss 2 2 18 55 

Net periodic pension and 
postretirement costs (credits) 
prior to settlement charges and 
termination benefits 6 2 2 (1 8) (4) 27 2 ' 2  2 

Settlement charges (a) 2 
Termination benefits (b) 3 

$ 8 $  2 $  2 $  ( 1 8 ) s  ( 4 ) s  3 0 $  2 $  2 $  2 
Net periodic defined benefit 

and Benefit Obligations 
Recognized in 0 
:ttlements $ (2) 

durrent year net (gain) loss 4 $ 27 $ (7) $ 403 $ 476 $ (254) $ (1) 
Current year prior service credit (1) 
Amortization of: 

Prior service cost (4) (5) (5) 



Actuarial loss 
T ized in OCI 

T 
29 

__ 
(a) Includes the settlement of the pension plan of PPL's former mining subsidiary, PA Mines, LLC in 2009. 
(b) The $3 million U.K. cost of termination benefits for 2007 was related to the closing of a WFD meter test station. In addition, severance of 

$2 million was also recorded for a total charge of $5 million ($4 million after tax). 

Prior service costs for PPL Energy Supply of $4 million and actuarial loss of $52 million related to the U.K. pension plans are expected to be 
amortized from AOCI into net periodic benefit costs in 2010. 

Net periodic defined benefit costs (credits) charged to operating expense, excluding amounts charged to construction and other non-expense . 
accounts, were: 

Pension Benefits 
U.S. U.K. Other Postretirement Benefits 

2009 2008 2007 2009 2008 2007 2009 2008 2007 

PPL $ 56 $ 24 $ 40 $ (17) $ (4) $ 27 $ 31 $ 36 $ 
27 14 16 

10 13 10 
PPL Energy Supply (a) 26 10 19 (17) (4) 
PPL Electric (b) 14 5 7 

(a) In addition to the specific plans it sponsors, PPL Energy Supply and its subsidiaries are also allocated costs of defined benefit plans 

(b) PPL Electric does not directly sponsor any defined benefit plans. PPL Electric was allocated these costs of defined benefit plans sponsored 
sponsored by PPL Services, included in the total cost above, based on their participation in, those plans. 

by PPL Services, based on its participation in those plans. 

The following weighted-average assumptions were used in the valuation of the benefit obligations at December 3 1. 

Pension Benefits 
U.S. U.K. Other Postretirement Benefits 

2009 2008 2007 2009 2008 2007 2009 2008 2007 
PPL 

Discount rate 6.00% 6.50% 6.39% 5.55% 7.47% 6.37% 5.81% 6.45% 6.26% 
Rate of compensation 
increase 4.75% 4.75% 4.75% 4.00% 4.00% 4.25% 4.75% 4.75% 4.75% 

PPL Energy Supply 
Discount rate 6.00% 6.50% 6.39% 5.55% 7.47% 6.37% 5.55% 6.37% 6.13% 
Rate of compensation 
increase 4.75% 4.75% 4.75% 4.00% 4.00% 4.25% 4.75% 4.75% 4.75% 

The following weighted-average assumptions were used to determine the net periodic benefit costs for the year ended December 3 1. 

Pension Benefits 
U.S. U.K. Other Postretirement Benefits 

2009 2008 2007 2009 2008 2007 2009 2008 2007 
PPL 

Discount rate 6.50% 6.39% 5.94% 7.47% 6.37% 5.17% 6.45% 6.26% 5.88% 
Rate of cornpensation 
increase 4.75% 4.75% 4.75% 4.00% 4.25% 4.00% 4.75% 4.75% 4.75% 
Expected return on plan 
assets (a) 8.00% 8.25% 8.50% 7.90% 7.90% 8.09% 7.00% 7.80% 7.75% 

Discount rate 6.50% 6.39% 5.94% 7.47% 6.37% 5.17% 6.37% 6.13% 5.79% 
Rate of compensation 
increase 4.75% 4.75% 4.75% 4.00% 4.25% 4.00% 4.75% 4.75% 4.75% 
Expected return on plan 
assets (a) 7.78% 8.04% 8.27% 7.90% 7.90% 8.09% NIA NIA NIA 

PPL Energy Supply 

The expected long-term rates of return for PPL and PPL Energy Supply's U.S. pension and other postretirement benefits have been 
developed using a best-estimate of expected returns, volatilities and correlations for each asset class. The best estimates are based on 

(a) 



historical performance, future expectations and periodic portfolio rebalancing among the diversified asset classes. PPL management 
corroborates these rates with expected long-term rates of return calculated by its independent actuary, who uses a building block approach 
that begins with a risk-free rate of return with factors being added such as inflation, duration, credit spreads and equity risk. Each plan's 
specific asset allocation is also considered in developing a reasonable return assumption. 

- The expected long-term rates of return for PPL and PPL Energy Supply's U.K. pension plans have been developed by W D  management 
with assistance from an independent actuary using a best-estimate of expected returns, volatilities and correlations for each asset class. The 
best estimates are based on historical performance, future expectations and periodic portfolio rebalancing among the diversified asset 
classes. 

Assumed Health Care Cost Trend Rates at December 31, 
2009 2008 2007 

PPL and PPL Energy Supply 
Health care cost trend rate assumed for next year 

2016 2014 2014 
- cost 2014 2014 2012 

A one percentage point change in the assumed health care costs trend rate assumption would have had the following effects on the other 
postretirement benefit plans in 2009. 

PPI, 
Effect on service cost and interest cost components 
Effect on accumulated postretirement benefit obligation 

One Percentage Point 
Increase Decrease 

$ 1 $ (1) 
14 (12) 

?le effects on PPL Energy Supply's other postretirement benefit plans would not have been significant. 

PPL) 

The funded status of the PPL plans was as follows. 

Pension Benefits 
Other Postretirement 

Change in Benefit Obligation 
Benefit Obligation, beginning of period 

Service cost 
Interest cost 
Participant contributions 
Plan amendments 
Actuarial (gain) loss 
Termination benefits 
Actual expenses paid 
Gross benefits paid 
Settlements (b) 
Federal subsidy 
Currency conversion 
Divestiture (a) 

U.S. U.K. Benefits 
2009 2008 2009 2008 2009 2008 

$ 2,231 $ 2,189 $ 2,152 $ 3,295 $ 451 $ 541 
60 62 9 15 6 8 

145 140 156 188 29 33 
5 7 6 8 

1 (4) (2) 
125 (13) 61 1 (41 1) 43 (94) 

9 

3 2 
189 (762) 

(51) (9) 
2,460 2,23 1 2,933 2,152 498 45 1 

Change in Plan Assets 
Plan assets at fair value, beginning of period 1,637 2,212 1,842 3,388 267 291 

Employer contributions 54 29 95 92 33 38 
Actual return on plan assets 192 (469) 427 (770) 28 (42) 

Participant contributions 5 7 6 12 
Actual expenses paid (1) (1) 
Gross benefits paid (104) (95) (1 89) (179) (33) (32) 
Settlements (a) (6) 



Prior service cost 120 139 $ 13 $ 16 31 43 
et actuarial loss 398 300 1,126 726 101 70 

$ 518 $ 435 $ 1,139 $ 742 $ 158 

tal accumulated benefit obligation for 
efined benefit pension plans $ 2,237 $ 1,999 $ 2,806 $ 2,058 

(a) Includes the settlement of the pension plan of PPL's former mining subsidiary, PA Mines LLC in 2009. 
(b) Includes the pension and postretirement medical plans related to the gas and propane businesses that were sold in 2008. See Note 9 for 

(c) For PPL's U.S. pension and other post-retirement benefits, the amounts recognized in AOCI and regulatory assets are as follows: 
additional information. 

Other Postretirement 
U.S. Pension Benefits Benefits 
2009 2008 2009 2008 

AOCI 
Regulatory assets 
Total 

$ 346 $ 295 $ 95 $ 89 
172 140 63 59 

$ 518 $ 435 $ 158 $ 148 

All of PPL's pension plans had projected and accumulated benefit obligations in excess of plan assets at December 31,2009 and 2008. All of 
PPL's other postretirement benefit plans had accumulated postretirement benefit obligations in excess of plan assets at December 3 1,2009 and 
2008. 

(PPL Energy Sipply) 1 

The fiinded status of the PPL Energy Supply plans was as follows. 

Change in Benefit Obligation 
Benefit Obligation, beginning of period 

Service cost 
Interest cost 
Participant contributions 
Plan amendments 
Actuarial (gain) loss 
Settlements (a) 
Gross benefits paid 

Pension Benefits 
Other Postretirement 

2009 2008 2009 2008 2009 2008 

$ 95 $ 89 $ 2,152 $ 3,295 $ 15 $ 16 
4 4 9 15 1 1 
6 6 156 188 1 1 

5 7 

U.S. U.K. Benefits 

(1) 
7 (2) 61 1 (411) (1) 

(6) 
(1 89) (180) (1) 
189 (762) 

(2) (2) 

104 95 2,933 2,152 17 15 

b n g e  in Plan Assets 
.an assets at fair value, beginning of period 78 100 1,842 3,388 

92 
Actual return on plan assets 9 (20) 427 (770) 
Employer contributions 9 95 
Participant contributions 5 7 

1 



Amounts recognized in the Balance 
Sheets consist of: 

recognized, end of period 

Net actuarial loss 

Total accumulated benefit obligation for 
defined benefit pension plans 

$ 2 $  2 
30 30 

$ 32 $ 32 

$ 104 $ 95 

$ 1,139 $ 742 $ 3 $  3 

$ 2,806 $ 2,058 

(a) Includes the settlement of the pension plan of PPL Energy Supply's former mining subsidiary, PA Mines LLC in 2009. 

All of PPL Energy Supply's pension plans had projected and accumulated benefit obligations in excess of plan assets at December 31,2009 and 
2008. All of PPL Energy Supply's other postretirement benefit plans had accumulated Postretirement benefit obligations in excess of plan 
assets at December 31,2009 and 2008. 

In addition to the plans it sponsors, PPL Energy Supply and its subsidiaries are allocated a portion of the fiinded status and costs of the defined 
benefit plans sponsored by PPL Services based on their participation in those plans. PPL Energy Supply's allocated share of the funded status 
of the pension plans resulted in a liability of $265 million and $229 million at December 31,2009 and 2008. PPL Energy Supply's allocated 

are of other postretirement benefits was a liability of $74 million and $69 million at December 31,2009 and 2008. 

PPL Energy Supply's subsidiaries engaged in the mechanical contracting business make contributions to various multi-employer pension and 
health and welfare plans, depending on an employee's status. Contributions were $54 million in 2009 and $61 million in both 2008 and 2007. 

(PPL Electric) 

Although PPL Electric does not directly sponsor any defined benefit plans, it is allocated a portion of the funded status and costs of plans 
sponsored by PPL Services based on its participation in those plans. PPL Electric's allocated share of the funded status of the pension plans 
resulted in a liability of $245 million and $209 million at December 3 1,2009 and 2008. PPL Electric's allocated share of other postretirement 
benefits was a liability of $73 million and $69 million at December 31,2009 and 2008. 

(PPL and PPL Electric) 

PPL Electric maintains a liability for the cost of health care of retired miners of former subsidiaries that had been engaged in coal mining, as 
required by the Coal Industry Retiree Health Benefit Act of 1992. However, total obligations of $59 million are offset by assets in a retired 
miners VEBA fund and excess Black Lung Trust assets. 

Plan Assets - U.S. Pension Plans (PPL and PPL Energy Szpplyl 

PPL and PPL Energy Supply's U.S. pension plans are invested in a master trust that also includes a 401(h) account that is restricted for certain 
other postretirement benefit obligations. The investment strategy for the master trust is to achieve a risk-adjusted return on a mix of assets that, 
in combination with PPL's funding policy and tolerance for return volatility, will ensure that sufficient assets are available to provide long-term 
growth and liquidity for benefit payments. The master trust benefits from a wide diversification of asset types, investment fund strategies and 
external investment fund managers, and therefore has no significant concentration of risk. 

The investment policies of the U.S. pension plans outline allowable investments and define the responsibilities of the internal pension 
administrative committee and the external investment managers. The only prohibited investments are investments in debt or equity securities 
'-sued by PPL and its subsidiaries or PPL's pension plan consultant. The investment policies are reviewed and approved annually by PPL's 

Jard of Directors. 

Target allocation ranges have been developed based on input from external consultants with a goal of limiting funded status volatility. The 
assets in the U.S. pension plans are rebalanced as necessary to maintain the target asset allocation ranges. The asset allocation for the master 



trust and the target allocation, by asset class, at December 3 1 are detailed below. 

Target Asset 
Asset Class Percentage of plan assets Target Range Allocation 

2009 2008 2009 2009 

Total 100% 100% 

5% 
7% 
8% 

8-22% 15% 

100% 
0- 12% 5% 

U.S. equity securities include investments in large-cap and small-cap companies. International equity securities include investments in 
developed markets and emerging markets. The investments in U.S. and international equity securities include investments in individual 
securities and investments in commingled funds. Investments in debt securities include U.S. Treasuries, U.S. government agencies, residential 
mortgage-backed securities, asset-backed securities, investment-grade corporate bonds, high-yield corporate bonds, municipal bonds and 
international debt securities. Alternative investments include investments in real estate, private equity funds and hedge fund of funds that 
follow several different strategies. Derivative instruments are utilized as a cost-effective means to mitigate risk and match the duration of 
investments to projected obligations. 

PPL) 

The fair value of net assets in the U.S. pension plans by asset class and level within the fair value hierarchy was: 

Cash and cash equivalents 
Equity securities: 

U.S.: 
Large-cap (a) 
Small-cap (b) 

Developed markets (c) 
Emerging markets (d) 

International: 

Debt securities: 
U.S.: 

U.S. Treasury 
U.S. government agency 
Residential mortgage-backed (e) 
Asset-backed (f) 
Investment-grade corporate (g) 
High-yield corporate (h) 
Other 

International (i) 

Real estate (j) 
Private equity (k) 
Hedge fund of funds (1) 

Foreign currency forward contracts (m) 
To-be-announced (TBA) debt securities (n) 
Interest rate swaps 

Alternative investments: 

Derivatives: 

Receivables (0) 
Payables @) 
Total master trust assets 
40 1 (h) account restricted for other postretirement 

benefit obligations 
Fair value - U.S. pension plans 

December 31,2009 

Total Level 1 Level 2 Level 3 
Fair Value Measurements Using 

$ 90 $ 90 

511 
84 

327 
71 

212 
6 

50 
9 

191 
92 

5 

65 
6 

64 

1 
10 

15 
(4) 

361 $ 150 
84 , 

205 
9 

212 

8 

122 
62 

6 
48 $ 

9 
189 
84 

5 

65 

64 

1 

(4) 
7 

2 

2 
8 

6 

10 

(22) (22) 
\ - - I  -- 

1,783 947 808 28 

(1 1) (6) (5) 
$ 1,772 $ 941 $ 803 $ 28 

J Represents actively and passively managed investments that are measured against various U.S. equity indices. 
(b) Represents actively managed investments in small-cap growth companies that are measured against the Russell 2000 Growth Index. 
(c) Represents actively managed investments that are measured against the MSCI EAFE Index. 
(d) Represents actively managed investments that are measured against the MSCI Emerging Markets Index. 



(e) Represents investments in securities issued by U.S. agencies and securitized by residential mortgages. 
( f )  Represents investments securitized by auto loans, credit cards and other pooled loans. 
(g) Represents investments in investment grade bonds issued by U.S. companies across several industries. 
(h) Represents investments in non-investment grade bonds issued by U.S. companies across several industries. 
') Represents investments in debt securities issued by foreign governments and corporations. 

-J) Represents an investment in a real estate h d  through a partnership that invests in core U.S. real estate properties diversified 
geographically and across major property types (e.g., office, industrial, retail, etc). The manager is focused on properties with high 
occupancy rates with quality tenants. This results in a focus on high income and stable cash flows with appreciation being a secondary 
factor. Core real estate generally has a lower degree of leverage when compared to more speculative real estate investing strategies. 

(k) Represents investments through partnerships in multiple early-state venture capital funds and private equity fund of funds that use diverse 
investment strategies. 

(1) Represents investments in hedge fund of funds that follow a number of different investment strategies to create a well-diversified portfolio. 
(m) Represents contracts utilized to mitigate foreign currency risk associated with anticipated foreign denominated cash receipts and payments. 
(n) Represents commitments to purchase debt securities. Used as a cost effective means of managing the duration of assets in the trust. 
(0) Represents interest and dividends earned but not received (Level 2) as well as investments sold but not yet settled (Level 1). 
(p) Represents costs incurred but not yet paid (Level 2) and investments purchased but not yet settled (Level 1). 

A reconciliation of master trust assets classified as Level 3 at December 3 1,2009 is as follows. 

Residential Investment- 
mortgage grade High-yield 

securities debt debt equity Securities Total 
backed corporate corporate Private TBA Debt 

Balance at beginning of period $ 4 $  3 $  4 $  5 $  51 $ 67 
Actual return on plan assets 

Relating to assets still held at the reporting 
date 1 1 1 

Relating to assets sold during the period 
, sales and settlements 

(3) 
(37) 

Transfers into and/or (out of) Level 3 
Balance at end of period $ 2 $  2 $  8 $  6 $  10 $ 28 

i e  fair value measurements of cash and cash equivalents are based on amounts on deposit. The fair value measurements of equity securities 
,excluding commingled funds), which are generally classified as Level 1, are based on quoted prices in active markets. The fair value 
measurements of investments in commingled fiinds, which are classified as Level 2 and categorized as equity securities, are based on firm 
quotes of net asset values per share, which are not considered quoted prices in active markets. The fair value measurements of debt securities 
are generally based on evaluated prices that reflect observable market information, such as actual trade information for identical securities or 
for similar securities, adjusted for observable differences. When this information is not available, the fair value of debt securities is measured 
using present value techniques, which incorporate other observable inputs including interest rates for debt securities with credit ratings and 
terms to maturity similar to the debt securities being measured. When these inputs are not observable, the fair value of debt securities is 
classified as Level 3. The fair value measurements of derivative instruments utilize various inputs that include quoted prices for similar 
contracts or market-corroborated inputs. In certain instances when observable market prices are not available, these instruments may be valued 
using models with market observable inputs including forward prices and interest rates, among others. 

The U.S. pension plans hold alternative investments including investments in real estate, private equity and hedge fund of funds. 

0 Real estate - Represents an investment in a partnership whose purpose is to manage investments in U.S. real estate. The partnership has 
limitations on the amounts that may be redeemed based on available cash to fund redemptions. Additionally, the general partner may 
decline to accept redemptions when necessary to avoid adverse consequences for the partnership, including legal and tax implications, 
among others. The fair value of the investment is based upon a partnership unit value. 

e Private equity - Represents interests in partnerships that invest across industries using a number of diverse investment strategies. Two of the 
partnerships have limited lives of ten years, while the third has a life of 15 years, after which the master trust will receive liquidating 
distributions. Prior to the end of each partnership's life, the master trust's investment can not be redeemed with the partnership; however, the 
interest may be sold to other parties, subject to the general partner's approval. The master trust has unfunded commitments of $56 million 
that may be required during the lives of the partnerships. Fair value is based on an ownership interest in partners' capital to which a 
proportionate share of net assets is attributed. 

e Hedge fund of funds - Represents investments in two hedge fund of funds each with a different investment objective. Generally, shares may 
be redeemed on 90 days prior written notice. Both funds are subject to short term lockups and have limitations on the amount that may be 
withdrawn based on a percentage of the total net asset value of the fund, among other restrictions. All withdrawals are subject to the general 
partner's approval. Major investment strategies for both hedge fund of funds include long/short equity, market neutral, distressed debt, and 
relative value. One fund's fair value has been estimated using the net asset value per share and the other fund's fair value is based on an 
ownership interest in partners' capital to which a proportionate share of net assets is attributed. 

(PPL Energy Supply) 

PPL Montana, a subsidiary of PPL Energy Supply, has a pension plan whose assets are solely invested in the master trust, which is fully 



disclosed by PPL (above). The fair value of this plan's assets of $87 million at December 3 1,2009 represents a 4.9% undivided interest in each 
asset and liability of PPL's master trust, including each asset whose fair value measurement was determined using significant unobservable 
inputs (Level 3). 

, Jan Assets - U.S. Other Postretirement Benefit Plans (PPL) 
__ 

PPL's investment strategy with respect to its other postretirement benefit obligations is to fund VEBA trusts and a 401(h) account with 
voluntary contributions and to invest in a tax efficient manner. Excluding the 401(h) account included in the master trust, discussed in the U.S. 
Pensions Plans section above, PPL's other postretirement benefit plans are invested in a mix of assets for long-term growth with an objective of 
earning returns that provide liquidity as required for benefit payments. These plans benefit from diversification of asset types, investment fund 
strategies and investment fund managers and therefore have no significant concentration of risk. The only prohibited investments are 
investments in debt or equity securities issued by PPL and its subsidiaries. Equity securities include investments in domestic large-cap 
commingled funds. Securities issued by commingled funds that invest entirely in debt securities are traded as equity units, but treated by PPL 
as debt securities for asset allocation and target allocation purposes. Securities issued by commingled money market funds that invest entirely 
in money market securities are traded as equity units, but treated by PPL as cash and cash equivalents for asset allocation and target allocation 
purposes. The asset allocation for the VEBA trusts and the target allocation, by asset class, at December 31, are detailed below. 

Target Asset 
Asset Class Percentage of plan assets Permitted Range Allocation 

2009 2008 2009 2009 

U.S. equity securities 54% 43% 45-65% 55% 
Debt securities (a) 7% 45% 30-50% 40% 
Cash and cash equivalents (b) 9% 12% 0-15% 5% 

100% 100% 100% Total 

(a) Includes commingled debt funds and debt securities. 
(b) Includes commingled money market fund. 

The fair value of assets in the U.S. other postretirement benefit plans by asset class and level within the fair value hierarchy was: 

ember 31,20C" uec IY  

Fair Value Measurements Using 
Total Level 1 Level 2 Level 3 

U.S. equity securities: 
Large-cap (a) $ 156 $ 156 
Commingled debt (b) 61 61 
Commingled money market funds 26 26 

Municipalities (c) 46 46 

Total VEBA trust assets 290 290 

Fair value - U.S. other postretirement benefit 

Debt securities: 

Receivables (d) 1 1 

401(h) account assets in master trust 11 $ 6 5 

plans $ 301 $ 6 $  295 

(a) Represents investments in passively managed equity index funds that that are measured against the S&P 500 Index. 
(b) Represents investments in passively managed commingled funds invested in obligations of the U.S. Treasury. 
(c) Represents investments in a diverse mix of tax-exempt municipal securities. 
(d) Represents interest and dividends earned but not received as well as investments sold but not yet settled. 

The fair value measurements of the domestic other postretirement benefit plan assets are based on the same inputs and measurement techniques 
used to measure the U.S. pension assets described above. 

Plan Assets - U.K. Pension Plans (PPL and PPL Energy Supply) 

The overall investment strategy of WPD's pension plans is developed by each plan's independent trustees in its Statement of Investment 
Principles in compliance with the U.K. Pensions Act of 1995 and other U.K. legislation. The trustees' primary focus is to ensure that assets are 
sufficient to meet members' benefits as they fall due with a longer term objective to reduce investment risk. The investment strategy is intended 
to maximize investment returns while not incurring excessive volatility in the funding position. WPD's plans are invested in a wide 
';versification of asset types, fund strategies and fund managers and therefore have no significant concentration of risk. Equity securities 

imarily include investments in U.K. and other international large and mid-cap companies. Commingled funds that consist entirely of debt 
securities are traded as equity units, but treated by WPD as debt securities for asset allocation and target allocation purposes. These include 
investments in U.K. corporate bonds and U.K. gilts. Debt securities include corporate bonds of companies from diversified U.K. industries. Th 
only alternative investment is an investment in a real estate fund. 



The asset allocation and target allocation at December 31 of WPD's pension plans are detailed below. 

Target Asset 
Asset Class Percentage of plan assets Allocation 

2009 2008 2009 

25% 18% 
13% 11% 12% 

10% 10% 
7% % 
1% % 
2% % 

Global Tactical Asset Allocation 1% 3% 
35% 37% 33% 

6% 8% 
Total 100% 100% 100% 

(a) Includes commingled debt funds. 

The fair value of assets in the U.K. pension plans by asset class and level within the fair value hierarchy was: 

December 31,2009 

Total Level 1 Level 2 Level 3 
Fair Value Measurements Using 

Equity securities: 
U.K. companies (a) 
European companies (excluding the 
Asian-Pacific companies (c) 

U.K.) (b) 

Currency (t) 
Global Tactical Asset Allocation (g) 
Commingled debt: 

U.K. corporate bonds 

Cash and cash equivalents $ 5 $  5 

501 
290 
242 
149 
110 
42 
30 

308 
U.K. gilts 
U.K. index-linked gilts 

24 
489 

Real estate (h) 141 
Alternative investments: 

Fair value - international pension plans $ 2,331 $ 5 

$ 501 
290 
242 
149 
110 
42 
30 

308 
24 

489 

141 
$ 2,326 

(a) Represents passively managed equity index funds that are measured against the FTSE All Share Index. 
(b) Represents passively managed equity index funds that are measured against the FTSE Europe ex UK Index. 
(c) Represents an actively managed equity index fund that aims to outperform 50% FTSE Asia Pacific ex-Japan Index and 50% FTSE Japan 

(d) Represents passively managed equity index funds that are measured against the FTSE North America Index. 
(e) Represents passively managed equity index fiinds that are measured against the MSCI Emerging Markets Index. 
(9 Represents investments in unitized passive and actively traded currency funds. 
(g) The Global Tactical Asset Allocation investment strategy attempts to benefit from short-term market inefficiencies by taking positions in 

worldwide markets with the objective to profit from relative movements across those markets. 
(h) Represents investments in a unitized fund that owns and manages U.K. industrial and commercial real estate with a strategy of earning 

current rental income and achieving capital growth. 

Index. 

Except for investments in real estate, the fair value measurements of WPD's pension plan assets are based on the same inputs and measurement 
techniques used to measure the U.S. pension assets described above. 

Investments in real estate represent holdings in a U.K. unitized fund whose fair value is based upon a net asset value per share. The fund's net 
asset value is based on the value of underlying properties that are independently appraised in accordance with Royal Institution of Chartered 
Surveyors valuation standards at least annually with quarterly valuation updates based on recent sales of similar properties, leasing levels, 

roperty operations and/or market conditions. The fund may be subject to redemption restrictions in the unlikely event of a large forced sale in 
der to ensure other unit holders are not disadvantaged. 

Expected Cash Flows - U.S. Defined Benefit Plans (PPL) 



There are no cash contributions required for PPL's primary US.  pension plan because contribution requirements could be satisfied by applying 
prior year credit balances. However, PPL contributed $120 million to its primary US.  pension plan in January 2010 to ensure future 
compliance with minimum funding requirements. 

( PL sponsors various non-qualified supplemental pension plans for which no assets are segregated from corporate assets. PPL expects to make 
- $proximately $4 million of benefit payments under these plans in 2010. 

PPL is not required to make contributions to its other postretirement benefit plans but has historically funded these plans in amounts equal to 
the postretirement benefit costs recognized. Continuation of this past practice would cause PPL to contribute $34 million to its other 
postretirement benefit plans in 2010. 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid and the following federal subsidy 
payments are expected to be received by the separate plan trusts. 

Other Postretirement 
Pension Benefit Payment Expected Federal Subsidy 

2010 115 $ 3 
201 1 123 3 
2012 131 3 
2013 145 55 4 
2014 148 60 4 
2015 - 2019 897 359 28 

(PPL Energy Szpply) 

There are no contributions expected or required for the PPL Montana pension plan. 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid by the separate plan trusts. 

Pension Other postretirement 

2010 $ 2 $ 1 
31 1 
312 

2013 
2014 
2015 - 2019 

4 
5 

36 

2 
2 
2 
2 

13 

Expected Cash Flows - U.K. Pension Plans (PPL and PPL Energy Szpply) 

The pension plans of WPD are subject to formal actuarial valuations every three years, which are used to determine funding 
requirements. Future contributions were evaluated in accordance with the latest valuation performed as of March 3 1,2007, in respect of 
WPD's principal pension scheme, to determine contribution requirements for 2009 and forward. WPD expects to make contributions of 
approximately $62 million in 2010. WPD is currently permitted to recover in rates approximately 65% of its deficit funding requirements for 
its primary pension plan. This recovery rate will increase to 76% effective April 1, 2010. 

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid by the separate plan trusts. 

1 

2010 
201 1 
2012 
2013 
2014 
2015 - 2019 

(PPL, PPL Energy Sipply and PPL Electric) 

Savings Plans 

Pension 

$ 161 
165 
170 
174 
179 
974 

'ubstantially all employees of PPL's domestic subsidiaries are eligible to participate in deferred savings plans (40 1 (k)s). Employer 
mtributions to the plans approximated the following. 

2009 2008 2007 



17 $ 16 

4 4 4 
PPL Energy Suppl 10 9 9 

15mployee Stock Ownership Plan 

PPL sponsors a non-leveraged ESOP in which substantially all domestic employees, excluding those of PPL Montana and the mechanical 
contractors, are enrolled on the first day of the month following eligible employee status. Dividends paid on ESOP shares are treated as 
ordinary dividends by PPL. Under existing income tax laws, PPL is permitted to deduct the amount of those dividends for income tax purposes 
and to contribute the resulting tax savings (dividend-based contribution) to the ESOP. 

The dividend-based contribution is used to buy shares of PPL's common stock and is expressly conditioned upon the deductibility of the 
contribution for federal income tax purposes. Contributions to the ESOP are allocated to eligible participants' accounts as of the end of each 
year, based 75% on shares held in existing participants' accounts and 25% on the eligible participants' compensation. 

- 

Compensation expense for ESOP contributions was $8 million in 2009 and $7 million in 2008 and 2007. These amounts were offset by the 
dividend-based contribution tax savings and had no impact on PPL's earnings. 

ESOP shares outstanding at December 3 1,2009, were 7,691,540 or 2% of total common shares outstanding, and are included in all EPS 
calculations. 

Postemployment Benefits 

Certain PPL subsidiaries provide health and life insurance benefits to disabled employees and income benefits to eligible spouses of deceased 
employees. Postemployment benefits charged to operating expenses were not significant for 2009,2008 and 2007. 

Separation Benefits 

Certain PPL subsidiaries provide separation benefits to eligible employees. These benefits may be provided in the case of separations due to 
performance issues, loss of job related qualifications or organizational changes. Certain employees separated are eligible for cash severance 
payments, outplacement services, accelerated stock award vesting, continuation of group health and welfare coverage, and enhanced pension 
and postretirement medical benefits. The type and amount of benefits provided is based upon age, years of service and the nature of the 
separation. Separation benefits are recorded when such amounts are probable and estimable. 

. February 2009, PPL announced workforce reductions that resulted in the elimination of approximately 200 management and staff positions 
across PPL's domestic operations, or approximately 6% of PPL's non-union, domestic workforce. The charges noted below consisted primarily 
of enhanced pension and severance benefits under PPL's Pension Plan and Separation Policy and were recorded to "Other operation and 
maintenance" expense on the Statement of Income. 

As a result of the workforce reductions, PPL recorded a charge of $22 million ($13 million after tax) in 2009. 

PPL Energy Supply eliminated approximately 50 management and staff positions and recorded a charge of $13 million ($8 million after tax) in 
2009. Included in this charge was $8 million ($4 million after tax) of allocated costs associated with the elimination of employees of PPL 
Services. 

PPL Electric eliminated approximately 50 management and staff positions and recorded a charge of $9 million ($5 million after tax) in 
2009. Included in this charge was $3 million ($1 million after tax) of allocated costs associated with the elimination of employees of PPL 
Services. 

Separation benefits were not significant in 2008. 

Separation benefits recorded in 2007 were related to the elimination of positions at PPL's Martins Creek plant due to the shutdown of two coal- 
fired units and the closing of W D ' s  meter test station. Total costs recorded were $13 million ($9 million after tax). These costs included $4 
million of cash severance payments and enhanced pension benefits provided to domestic employees of $6 million and $3 million provided to 
WPD employees. See "Defined Benefits" above for more information. 

13. Jointly Owned Facilities 

(PPL and PPL Energy Sipply) 

At December 3 1,2009 and 2008, subsidiaries of PPL and PPL Energy Supply owned interests in the facilities listed below. The Balance 
Sheets of PPL and PPL Energy Supply include the amounts noted in the following table. 

Ownership Accumulated Construction 
Interest Electric Plant Other Property Depreciation Work in Progress 

December 31,2009 
PPL Generation 
Generating Stations 



Wyman Unit 4 (a) 
Menill Creek Reservoir 

16.25% 206 93 1 
12.34% 105 58 64 
8.33% 15 
8.37% 22 

7 
14 

(a) See Note 9 for information regarding the December 2009 sale of this interest. 

In addition to the interests mentioned above, PPL Montana had a 50% leasehold interest in Colstrip Units 1 and 2 and a 30% leasehold interest 
in Colstrip Unit 3 under operating leases. See Note 10 for additional information. At December 31,2009 and 2008, Northwestern owned a 
30% leasehold interest in Colstrip Unit 4. PPL Montana and Northwestern have a sharing agreement to govern each party's responsibilities 
regarding the operation of Colstrip Units 3 and 4, and each party is responsible for 15% of the respective operating and construction costs, 
regardless of whether a particular cost is specified to Colstrip Unit 3 or 4. 

Each PPL Generation subsidiary provides its own funding for its share of the facility. Each receives a portion of the total output of the 
generating stations equal to its percentage ownership. The share of fitel and other operating costs associated with the stations is included in the 
corresponding operating expenses on the Statements of Income. 

14. Commitments and Contingencies 

Energy Purchases, Energy Sales and Other Commitments 

Energy Purchase Commitments 

(PPL and PPL Energy Supply) 

?L and PPL Energy Supply enter into long-term purchase contracts to supply the fuel requirements for generation facilities. These contracts 
include commitments to purchase coal, emission allowances, limestone, natural gas, oil and nuclear fuel. These long-term contracts extend 
through 2019, excluding a limestone contract that extends through 2030. PPL and PPL Energy Supply also enter into long-term contracts for 
the storage and transportation of natural gas. The long-term natural gas storage contracts extend through 2015, and the long-term natural gas 
transportation contracts extend through 2032. Additionally, PPL and PPL Energy Supply have entered into long-term contracts to purchase 
power that extend through 201 7, excluding long-term power purchase agreements for the full output of two wind farms that extend through 
2027. 

As part of the purchase of generation assets from Montana Power, PPL Montana assumed a power purchase and power sales agreement, which 
expires at December 3 1,201 0. In accordance with purchase accounting guidelines, PPL Montana recorded a liability of $58 million as the fair 
value of the agreement at the acquisition date. The liability is being reduced over the term of the agreement as an adjustment to "Energy 
purchases" on the Statements of Income. At December 3 1,2009, the $1 1 million unamortized balance of this liability was included in "Other 
current liabilities" on the Balance Sheet. At December 3 1,2008, the unamortized balance of this liability was $24 million, of which $13 
million was included in "Other current liabilities" and $1 1 million was included in "Other deferred credits and noncurrent liabilities" on the 
Balance Sheet. 

In 1998, PPL Electric recorded an $879 million loss accrual for above-market contracts with NUGs, due to deregulation of its generation 
business. Effective January 1999, PPL Electric began reducing this liability as an offset to "Energy purchases" on the Statements of 
Income. This reduction is based on the estimated timing of the purchases from the NUGs and projected market prices for this generation. The 
final NUG contract expires in 2014. In connection with PPL's corporate realignment in 2000, the remaining balance of this liability was 
transferred to PPL EnergyPlus. At December 3 1,2009, the unamortized balance of this liability was $4 million, of which $1 million was 
included in "Other current liabilities" and $3 million was included in "Other deferred credits and noncurrent liabilities" on the Balance 
Sheet. At December 31,2008, the unamortized balance of this liability was $29 million, of which $25 million was included in "Other current 
liabilities" and $4 million was included in "Other deferred credits and noncurrent liabilities" on the Balance Sheet. 

In 2008, PPL EnergyPlus acquired the rights to an existing long-term tolling agreement associated with the capacity and energy of 
Ironwood. Under the agreement, PPL EnergyPlus has control over the plant's dispatch into the electricity grid and supplies the natural gas 
necessary to operate the plant. The tolling agreement extends through 2021. See Note 10 for additional information. 

~ 'PL and PPL Electric) 

From 2007 through October 2009, PPL Electric conducted six competitive solicitations to purchase electricity generation supply in 201 0 for 
customers who do not choose an alternative supplier. Average generation supply prices (per MWh) for all six solicitations, including 
Pennsylvania gross receipts tax and an adjustment for line losses, were $99.48 for residential customers and $100.52 for small commercial and 



small industrial customers. 

In October 2009, PPL Electric purchased 2010 supply for fixed-price default service to large commercial and large industrial customers who 
elect to take that service. In November 2009, PPL Electric purchased supply to provide hourly default service to large commercial and 
idustrial customers in 2010. 

- 
In June 2009, the PUC approved PPL Electric's plan to purchase its PLR electricity supply for January 201 1 through May 2013. In August and 
October 2009, PPL Electric conducted the first two of its 14 planned competitive solicitations. A third solicitation was conducted in January 
201 0. The solicitations include a mix of long-term and short-term purchases for customer supply, including contracts for load-following, spot, 
block and alternative energy credits. 

(PPL Energy Sipply and PPL Electric) 

See Note 15 for information on the power supply agreements between PPL EnergyPlus and PPL Electric. 

Enerw Sales Commitments 

(PPL and PPL Energy Sipply) 

In connection with its marketing activities or hedging strategy for its power plants, PPL Energy Supply has entered into long-term power sales 
contracts that extend through 2023, excluding a long-term retail sales agreement for the full output from a solar generator that extends through 
2034. All long-term contracts were executed at prices approximating market prices at the time of execution. 

(PPL Energy Sipply and PPL Electric) 

See Note 15 for information on the power supply agreements between PPL EnergyPlus and PPL Electric. 

PPL Montana Hvdroelectric License Commitments (PPL and PPL Energy Sipply) 

PPL Montana owns and operates 11 hydroelectric facilities and one storage reservoir licensed by the FERC under long-term licenses pursuant 
to the Federal Power Act. Pursuant to Section 8(e) of the Federal Power Act, the FERC approved the transfer from Montana Power to PPL 
Montana of all pertinent licenses and any amendments in connection with the Montana Asset Purchase Agreement. 

The Kerr Dam Project license (50-year term) was jointly issued by the FERC to Montana Power and the Confederated Salish and Kootenai 
ibes of the Flathead Reservation in 1985, and requires Montana Power to hold and operate the project for 30 years (to 2015). The license 

requires Montana Power and PPL Montana, as successor to Montana Power, to continue to implement a plan to mitigate the impact of the Kerr 
Dam on fish, wildlife and their habitats. Under this arrangement, PPL Montana has a remaining commitment to spend $12 million between 
2010 and 2015, in addition to the annual rent it pays to the tribes. Between 2015 and 2025, the tribes have the option to purchase, hold and 
operate the project for the remainder of the license term, which expires in 2035. 

PPL Montana entered into two Memoranda of Understanding (MOUs) with state, federal and private entities related to the issuance in 2000 of 
the FERC renewal license for the nine dams for the Missouri-Madison project. The MOUs are periodically updated and renewed and require 
PPL Montana to implement plans to mitigate the impact of its projects on fish, wildlife and their habitats, and to increase recreational 
opportunities. The MOUs were created to maximize collaboration between the parties and enhance the possibility to receive matching funds 
from relevant federal agencies. Under these arrangements, PPL Montana has a remaining commitment to spend $36 million between 2010 and 
2040. 

Legal Matters 

(PPL, PPL Energy Sipply and PPL Electric) 

PPL and its subsidiaries are involved in legal proceedings, claims and litigation in the ordinary course of business. PPL and its subsidiaries 
cannot predict the outcome of such matters, or whether such matters may result in material liabilities. 

(PPL and PPL Energy SippIyI 

Montana Power Shareholders' Litigation 

In August 2001, a purported class-action lawsuit was filed by a group of Montana Power shareholders against Montana Power, the directors of 
Montana Power, certain advisors and consultants of Montana Power, and PPL Montana. The plaintiffs allege, among other things, that 
Montana Power failed to obtain shareholder approval for the sale of Montana Power's generation assets to PPL Montana in 1999, and that the 
sale was null and void. Among the remedies sought by the plaintiffs is the establishment of a "resulting andor constructive trust" on both the 
generation assets and all profits earned by PPL Montana from the generation assets, plus interest on the amounts subject to the trust. This 

wsuit is pending in the U.S. District Court of Montana, Butte Division. Settlement discussions resumed in June 2009. A proposed settlement 
ithis lawsuit has been reached under which plaintiffs will receive approximately $1 15 million. Under the proposed settlement, PPL Montana 

is not required to pay any portion of this settlement amount. The proposed settlement was filed with the judge in November 2009 and is 
uending court auoroval. PPL and PPL Enerw SUDD~V cannot uredict the outcome of this matter. 



Montana Hvdroelectric Litigation 

In November 2004, PPL Montana, Avista Corporation (Avista) and PacifiCorp commenced an action for declaratory judgment in Montana 
First Judicial District Court seeking a determination that no lease payments or other compensation for their hydroelectric facilities' use and 

_.I xisdictional grounds of the State of Montana's federal lawsuit seeking such payments or compensation in the U.S. District Court of Montana, 
Missoula Division. The State's federal lawsuit was founded on allegations that the beds of Montana's navigable rivers became state-owned 
trust property upon Montana's admission to statehood, and that the use of them for placement of dam structures, affiliated structures and 
reservoirs should, under a 193 1 regulatory scheme enacted after all but one of the dams in question were constructed, trigger lease payments for 
use of land beneath. In July 2006, the Montana state court approved a stipulation by the State of Montana that it is not seeking lease payments 
or other compensation from PPL Montana for the period prior to PPL Montana's December 1999 acquisition of the hydroelectric facilities. 

In June and October 2007, Pacificorp and Avista, respectively, entered into settlement agreements with the State of Montana providing, in 
pertinent part, that each company would make prospective lease payments of $50,000 and $4 million per year for use of the State's navigable 
streambed (adjusted annually for inflation and subject to other future adjustments). Under these settlement agreements, the future annual 
payments resolved the State's claims for both past and future compensation. 

ccupancy of streambeds in Montana can be collected by the State of Montana. This request was brought following the dismissal on 

In the October 2007 trial of this matter, the State of Montana asserted that PPL Montana should make a prospective lease payment for use of 
the State's streambeds of $6 million per year (adjusted annually for inflation) and a retroactive compensation payment for the 2000-2006 period 
(including interest) of $41 million. PPL Montana vigorously contested both such assertions. 

In June 2008, the District Court issued a decision awarding compensation of approximately $34 million for prior years and approximately $6 
million for 2007 compensation. The Court also deferred the determination of compensation for 2008 and future years to the Montana State 
Land Board. 

PPL Montana believes that the District Court's decision and a number of its pretrial rulings are erroneous. In October 2008, PPL Montana filed 
an appeal of the decision to the Montana Supreme Court and a stay of judgment, including a stay of the Land Board's authority to assess 
compensation for 2008 and future periods. Oral argument of the case was held before the Montana Supreme Court in September 2009. For 
2007 and subsequent years, PPL's management believes it is probable that its hydroelectric projects will be subject to annual estimated 
compensation ranging from $3 million to $6 million. PPL Montana's loss accrual at December 3 1 , 2009 was $9 million, of which $8 million 
($5 million after tax or $0.01 per share) was recorded in 2009. PPL Montana cannot predict the outcome of this matter. 

P J M M S O  Billing Dispute 

>PL, PPL Energy Szpply and PPL Electric) 

In September 2009, PJM reported that it had discovered a modeling error in the market-to-market power flow calculations between PJM and 
the Midwest IS0  (MISO). The error was a result of incorrect modeling of certain generation resources that have an impact on power flows 
across the PJM/MISO border. PJM's preliminary estimate of the magnitude of the error is approximately $77 million. To date, the MISO does 
not agree with PJM's estimate. Informal settlement discussions on this issue have commenced. PPL participates in markets in both the MISO 
and PJM. The amount and timing of any payment by PJM to the MISO relating to this modeling error is uncertain, as is the method by which 
PJM or the MISO would allocate any such payment to PJM and the MISO participants. PPL cannot predict the outcome of this matter; 
however, the impact on PPL subsidiaries is not expected to be material. 

Regulatory Issues 

Pennsylvania Activities (PPL and PPL Electric) 

Certain Pennsylvania legislators proposed legislation in 2009 to extend PLR generation rate caps or otherwise limit cost recovery through rates 
for Pennsylvania utilities beyond their transition periods, which in PPL Electric's case was December 3 1 , 2009. PPL and PPL Electric 
previously expressed strong concern regarding the adverse consequences of such legislation on customer service, system reliability, adequate 
future generation supply and PPL Electric's financial viability. As generation rate caps are set to expire for three other Pennsylvania electric 
delivery companies at the end of 2010, it is possible that a debate on rate caps, rate mitigation and the creation of a state power authority may 
resume in 2010. PPL and PPL Electric believe the enactment of legislation extending PPL Electric rate caps would be a violation of federal 
law and the U S .  Constitution. 

For several years, PPL and PPL Electric worked with Pennsylvania legislators, regulators and others to develop programs to help customers 
transition to market rates after 2009, including rate mitigation, educational and energy conservation programs. Two plans were proposed and 
approved by the PUC. Under the first plan, residential and small commercial customers could elect to pay additional amounts with their 
electric bills from mid-2008 through 2009, with such additional amounts, plus accrued interest of 6%, applied to their 2010 and 201 1 electric 
bills. Approximately 123,000 customers enrolled in the program, and at December 3 1,2009, PPL Electric has recorded a liability of $36 
million related to this activity. Under the second plan, eligible residential and eligible small-business customers could elect to defer payment of 
any increase greater than 25% in their 2010 electric bills. Deferred amounts, plus 6% interest, will be paid by customers over a one- or two- 

:ar period, depending on their electricity use. All deferrals will be paid by the end of 2012. 

Act 129 became effective in October 2008. The law creates an energy efficiency and conservation program and smart metering technology 
requirements, adopts new PLR electricity supply procurement rules, provides remedies for market misconduct, and makes changes to the 
existing Alternative Energy Portfolio Standard . The law also requires electric utilities to meet specified goals for reduction in customer 



electricity usage and peak demand by specified dates. Utilities not meeting the requirements of Act 129 are subject to significant penalties. 

Under Act 129, Electric Distribution Companies (EDCs) must develop and file an energy efficiency and conservation plan (EE&C Plan) with 
the PUC and contract with a conservation service provider to implement all or a portion of the EE&C Plan. Act 129 requires EDCs to cause 

:duced electricity consumption of 1% by 201 1 and 3% by 2013, and reduced peak demand of 4.5% by 2013. EDCs will be able to recover the 
- a t s  (capped at 2% of the EDC's 2006 revenue) of implementing their EE&C Plans. In October 2009, the PUC approved PPL Electric's 

EE&C Plan. The plan includes 14 programs, all of which are voluntary for customers. The plan includes a proposed rate mechanism for 
recovery of all costs incurred by PPL Electric to implement the plan. 

Act 129 also requires installation of smart meters for new construction, upon the request of consumers at their cost, or on a depreciation 
schedule not exceeding 15 years, Under Act 129, EDCs will be able to recover the costs of providing smart metering technology. In August 
2009, PPL Electric filed its proposed smart meter technology procurement and installation plan with the PUC. All of PPL Electric's metered 
customers currently have smart meters installed at their service locations and PPL Electric's current advanced metering technology generally 
satisfies the requirements of Act 129 and does not need to be replaced. PPL Electric's smart meter plan proposes to study, test and pilot 
applications to enhance and expand smart meter capabilities. PPL Electric estimates these studies will cost approximately $62 million over the 
next five years. PPL Electric has proposed a rate mechanism for recovery of these costs. An Administrative Law Judge has issued a 
recommended decision generally approving PPL Electric's plan, but PPL Electric cannot predict whether the plan will be approved. 

Act 129 also requires the default service provider @SP) to provide electric generation supply service to customers pursuant to a PUC-approved 
competitive procurement plan through auctions, requests for proposal and bilateral contracts at the sole discretion of the DSP. Act 129 requires 
a mix of spot market purchases, short-term contracts and long-term contracts (4 to 20 years, with long-term contracts limited to up to 25% of 
the load unless otherwise approved by the PUC). The DSP will be able to recover the costs associated with a competitive procurement plan. 

Under Act 129, the DSP competitive procurement plan must ensure adequate and reliable service "at least cost to customers" over time. Act 
129 grants the PUC authority to extend long-term power contracts up to 20 years, if necessary, to achieve the "least cost" standard. The PUC 
has approved PPL Electric's procurement plan for the period January 1,201 1 through May 3 1 , 2013 and PPL Electric has begun purchasing 
under that plan. 

FERC Transmission Rates (PPL and PPL Electric) 

In August 2008, PPL Electric asked the FERC to change the method for calculating its transmission rates to formula-based rates to support 
continued investment in its transmission system. Under formula-based rates, a fixed earnings level is set for the utility, and the utility annually 
adjusts its transmission rates, subject to FERC review, to reflect cost changes. The process offers an opportunity for public input. The 
-reposed rate design prevents over-recovery or under-recovery of the actual costs of providing transmission delivery service. This request 

ould not affect generation charges or distribution rates. PPL Electric requested that the proposed rate take effect November 1 , 2008. t 

In October 2008, the FERC accepted the proposed rate for filing, effective November 1,2008, subject to refund, and set the matter for hearing, 
but held the hearings in abeyance to establish settlement judge procedures. In May 2009, a settlement was reached by all interested parties 
which, among other things, reduced PPL Electric's return on equity to approximately 1 1.70%. PPL Electric was granted approval to implement 
the formula-based rate as established in the settlement, effective June 1,2009. In August 2009, the FERC approved the settlement. See Note 1 
for information on a true-up of these revenues. 

California IS0  and Western Markets (PPL and PPL Energy Supply) 

Through its subsidiaries, PPL made $18 million of sales to the California IS0 during the period October 2000 through June 2001, $17 million 
of which has not been paid to PPL subsidiaries. Given the myriad of electricity supply problems faced by California electric utilities and the 
California ISO, PPL cannot predict whether or when it will receive payment. At December 31,2009, PPL continues to be fully reserved for 
non-payment for these sales. 

Regulatory proceedings arising out of the California electricity supply controversy have been filed at the FERC. The FERC has determined 
that all sellers of energy into markets operated by the California IS0 and the California Power Exchange, including PPL Montana, should be 
subject to refund liability for the period beginning October 2,2000 through June 20,2001 , but the FERC has not yet ruled on the exact amounts 
that the sellers, including PPL Montana, would be required to refbnd. In decisions in September 2004 and August 2006, the U.S. Court of 
Appeals for the Ninth Circuit held that the FERC had the additional legal authority to order refunds for periods prior to October 2, 2000, and 
ordered the FERC to determine whether or not it would be appropriate to grant such additional refunds. In February 2008, the FERC initiated 
proceedings to determine whether it would be appropriate to grant additional refunds. In November 2009, the FERC issued an order 
scheduling evidentiary hearings in 201 0 on such refunds but has suspended certain of these proceedings and instituted settlement procedures. 

In June 2003, the FERC took several actions as a result of a number of related investigations. The FERC terminated proceedings to consider 
whether to order refunds for spot market bilateral sales made in the Pacific Northwest, including sales made by PPL Montana, during the 
period December 2000 through June 2001. In August 2007, the U.S. Court of Appeals for the Ninth Circuit reversed the FERC's decision and 
ordered the FERC to consider additional evidence. The FERC also commenced additional investigations relating to "gaming'' and bidding 
practices during 2000 and 2001, but neither PPL EnergyPlus nor PPL Montana believes it is a subject of these investigations. 

J February 2004, the Montana Public Service Commission initiated a limited investigation of the Montana retail electricity market for the 
years 2000 and 2001, focusing on how that market was affected by transactions involving the possible manipulation of the electricity grid in the 
westem U.S. The investigation includes all public utilities and licensed electricity suppliers in Montana, including PPL Montana, as well as 
other entities that may possess relevant information. In June 2004, the Montana Attorney General served PPL Montana and more than 20 other 



companies with subpoenas requesting documents, and PPL Montana has provided responsive documents to the Montana Attorney General. 

W i l e  PPL and its subsidiaries believe that they have not engaged in any improper trading or marketing practices affecting the California and 
western markets, PPL cannot predict the outcome of the above-described investigations, lawsuits and proceedings or whether any PPL 

,I  ibsidiaries will be the target of any additional governmental investigations or named in other lawsuits or refund proceedings. 

PJM RPM Litigation (PPL, PPL Energy Supply and PPL Electric) 

In May 2008, a group of state public utility commissions, state consumer advocates, municipal entities and electric cooperatives, industrial end- 
use customers and a single electric distribution company (collectively, the RPM Buyers) filed a complaint before the FERC objecting to the 
prices for capacity under the PJM Reliability Pricing Model (RPM) that were set in the 2008-09,2009-10 and 2010-1 1 RPM base residual 
auctions. The RPM Buyers requested that the FERC reset the rates paid to generators for capacity in those periods to a significantly lower 
level. Thus, the complaint requests that generators be paid less for those periods through refunds and/or prospective changes in rates. The 
relief requested in the complaint, if granted, could have a material effect on PPL, PPL Energy Supply and PPL Electric. PJM, PPL and 
numerous other parties have responded to the complaint, strongly opposing the relief sought by the RPM Buyers. In September 2008, the 
FERC entered an order denying the complaint. In August 2009, the RPM Buyers appealed the FERC's decision to the U.S. Court of Appeals 
for the Fourth Circuit. PPL cannot predict the outcome of this proceeding. 

In December 2008, the PJM submitted amendments to certain provisions governing its RPM capacity market. The amendments were intended 
to permit the compensation available to suppliers that provide capacity, like PPL Energy Supply, to increase. The PJM sought approval of the 
amendments in time for them to be implemented for the May 2009 capacity auction (for service in June 2012 through May 2013). Numerous 
parties, including PPL, protested the PJM's filing. Certain of the protesting parties proposed changes to the capacity market auction that would 
result in a reduction in compensation to capacity suppliers. The changes proposed by the PJM and by other parties in response to the PJM 
proposals could significantly affect the compensation available to suppliers of capacity participating in future RPM auctions. In March 2009, 
the FERC entered an order approving in part and disapproving in part the changes proposed by the PJM. In August 2009, the FERC issued an 
order granting rehearing in part, denying rehearing in part and clarifying its March 2009 order. PPL cannot predict the outcome of this 
proceeding. No request for rehearing or appeal of the August 2009 order has been timely filed. 

FERC Market-Based Rate Authority (PPL aiid PPL Energy Supply) 

In December 1998, the FERC authorized PPL EnergyPlus to make wholesale sales of electric power and related products at market-based 
rates. In that order, the FERC directed PPL EnergyPlus to file an updated market analysis within three years after the order, and every three 
years thereafter. Since then, periodic market-based rate filings with the FERC have been made by PPL EnergyPlus, PPL Electric, PPL 
'tontana and most of PPL Generation's subsidiaries. These filings consisted of a Western market-based rate filing for PPL Montana and an 

istern market-based rate filing for most of the other PPL subsidiaries in the PJM region. The next filings will be due later in 2010. 

Currently, a seller granted market-based rate authority by the FERC may enter into power contracts during an authorized time period. If the 
FERC determines that the market is not workably competitive or that the seller possesses market power or is not charging '?just and reasonable" 
rates, it may institute prospective action, but any contracts entered into pursuant to the FERC's market-based rate authority remain in effect and 
are generally subject to a high standard of review before the FERC can order changes. Recent court decisions by the U.S. Court of Appeals for 
the Ninth Circuit have raised issues that may make it more difficult for the FERC to continue its program of promoting wholesale electricity 
competition through market-based rate authority. These court decisions permit retroactive refunds and a lower standard of review by the FERC 
for changing power contracts, and could have the effect of requiring the FERC in advance to review most, if not all, power contracts. In June 
2008, the U.S. Supreme COUI-~ reversed one of the decisions of the U.S. Court of Appeals for the Ninth Circuit, thereby upholding the higher 
standard of review for modifying contracts. The FERC has not yet taken action in response to these recent court decisions. At this time, PPL 
cannot predict the impact of these court decisions on the FERC's future market-based rate authority program or on PPL's business. 

IRS Synthetic Fuels Tax Credits (PPL aiid PPL Eiiergy Supply) 

PPL, through its subsidiaries, had interests in two synthetic fuel production facilities: the Somerset facility, located in Pennsylvania, and the 
Tyrone facility, located in Kentucky. PPL received tax credits pursuant to Section 29/45K of the Internal Revenue Code based on the sale of 
synthetic fuel from these facilities. The Section 29/45K tax credit program expired at the end of 2007, and production of synthetic fuel at these 
facilities and all other synthetic fiiel operations ceased as of December 31,2007. The facilities were dismantled and retired in 2008. 

In April 2008, the IRS published the domestic first purchase price (DFPP) for 2007 indicating that the DFPP reference price increased above 
PPL's estimated price levels for 2007 and the inflation-adjusted phase-out range decreased from PPL's estimate for 2007. Therefore, PPL 
recorded an expense of $13 million ($0.04 per share, basic and diluted, for PPL) in 2008, to "Income Taxes'' on the Statement of Income to 
account for this difference. 

Enerw Policv Act of 2005 - Reliabilitv Standards (PPL, PPL Energy Supply and PPL Electric) 

In August 2005, the Energy Policy Act of 2005 (the 2005 Energy Act) became law. The 2005 Energy Act substantially affects the regulation 
of energy companies, amends federal energy laws and provides the FERC with new oversight responsibilities. Among the important changes 

this law is the appointment of the NERC to establish and enforce mandatory reliability standards (Reliability Standards) regarding the bulk 
.ower system. The FERC oversees this process and independently enforces the Reliability Standards. 

The Reliability Standards have the force and effect of law and apply to certain users of the bulk power electricity system, including electric 
utility companies, generators and marketers. The FERC has indicated it intends to enforce vigorously the Reliability Standards using, among 



other means, civil penalty authority. Under the Federal Power Act, the FERC may assess civil penalties of up to $1 million per day, per 
violation, for certain violations. The first group of Reliability Standards approved by the FERC became effective in June 2007. 

Since 2007, PPL Electric and certain subsidiaries of PPL Energy Supply have self-reported to the RFC potential violations of certain applicable 
, :liability requirements and submitted accompanying mitigation plans, the resolutions of which potential violation reports are pending. Any 
- 3 C  determination concerning the resolution of violations of the Reliability Standards remains subject to the approval of the NERC and the 

FERC. PPL Electric has reached agreement with the RFC concerning some, but not all, of the reliability matters reported by it to the 
RFC. PPL Electric and PPL Energy Supply cannot predict the outcome of these matters. 

In the course of implementing its program to ensure compliance with the Reliability Standards by those PPL affiliates subject to the standards, 
certain other instances of potential non-compliance will continue to be identified from time to time. PPL cannot predict the fines or penalties 
that may be imposed. 

U.K. Overhead Electricitv Networks (PPL and PPL Energy Supply) 

In 2002, for safety reasons, the U.K. Government issued guidance that low voltage overhead electricity networks within three meters horizontal 
clearance of a building should either be insulated or relocated. This imposed a retroactive requirement on existing assets that were built with 
lower clearances. In 2008, following extensive discussion, the U.K. Government determined that the U.K. electricity network should comply 
with the guidance issued. WPD estimates that the cost of compliance will be approximately $93 million. The projected expenditures over the 
next five years have been allowed to be recovered through rates and it is expected that expenditures beyond this five year period will also be 
recovered through rates. The Government has determined that WPD (South Wales) should comply by 2015 and WPD (South West) by 2018. 

In January 2009, to improve network reliability the U.K. Government enforced a regulation requiring network operators to implement a risk- 
based program over 25 years to clear trees within falling distance of key high-voltage overhead lines. WPD estimates that the cost of 
compliance will be approximately $107 inillion over the 25-year period. The projected expenditures over the next five years have been allowed 
to be recovered through rates and it is expected that expenditures beyond this five year period will also be recovered through rates. 

Environmental Matters - Domestic 

(PPL, PPL Energy Supply and PPL Electric) 

Due to the environmental issues discussed below or other environmental matters, PPL subsidiaries may be required to modify, curtail, replace 
or cease operating certain facilities or operations to comply with statutes, regulations and other requirements of regulatory bodies or courts. In 
'his regard, PPL subsidiaries also may incur capital expenditures or operating expenses in amounts which are not now determinable, but could 

3 significant. 

& (PPL and PPL Energy Szpply) 

The Clean Air Act addresses, among other things, emissions causing acid deposition, installation of best available control technologies for new 
or substantially modified sources, attainment of federal ambient air quality standards, toxic air emissions and visibility standards in the 
U.S. Amendments to the Clean Air Act requiring additional emission reductions are likely to continue to be proposed in the U.S. 
Congress. The Clean Air Act allows states to develop more stringent regulations and in some instances, as discussed below, Pennsylvania and 
Montana have done so. 

Clean Air Interstate Rule (CAIR) 

Citing its authority under the Clean Air Act, in 1997, the EPA developed new standards for ambient levels of ozone and fine particulates in the 
U.S. To facilitate attainment of these standards, the EPA promulgated CAIR for 28 midwestern and eastern states, including Pennsylvania, to 
reduce sulfur dioxide emissions by about 50% by 2010 and to extend the current seasonal program for reduction in nitrogen oxides emissions 
to a year-round program starting in 2009. Starting in 2015, CAIR requires further reductions in the CAIR region, in sulfiir dioxide of 30% 
from 2010 levels, and nitrogen oxides during the ozone season of approximately 17% from 2009 levels. CAIR allows these reductions to be 
achieved through cap-and-trade programs. 

In July 2008, the United States Court of Appeals for the D.C. Circuit (the U.S. Circuit Court) issued a ruling that invalidated CAIR in its 
entirety, including its cap-and-trade program. 

As a result of this decision, in 2008, PPL determined that all of the annual nitrogen oxide allowances purchased by PPL EnergyPlus pursuant to 
CAIR were no longer required, had no value and, therefore, recorded a pre-tax impairment charge of $33 million ($20 million after 
tax). Further, PPL EnergyPlus recorded in the third quarter 2008 an additional charge and corresponding reserve of $12 million pre-tax ($7 
million after tax) related to its sale of certain annual nitrogen oxide allowance put options. These charges, recorded in PPL and PPL Energy 
Supply's Supply segment, are included in "Other operation and maintenance'' expense on the Statement of Income. The U.S. Circuit Court's 
decision did not impact PPL EnergyPlus' seasonal nitrogen oxide allowances. 

December 2008, the U.S. Circuit Court remanded CAIR to the EPA without vacating the cap-and-trade program, effectively reinstating, at 
.;ast temporarily, CAIR and its requirements for annual-reduction of nitrogen oxides beginning in 2009 and for k t h e r  reduction in sulfur 
dioxide by requiring the surrender of two acid rain allowances for every ton of sulfur dioxide emitted beginning in 2010. As a result of this 
December 2008 ruling and associated delivery of allowances under other option contracts that were not in dispute, the reserve recorded in the 
third quarter of 2008 of $12 million pre-tax ($7 million after-tax) related to certain annual nitrogen oxide allowance put options was revised in 



the fourth quarter of 2008 to $9 million pre-tax ($5  million afier tax). 

See Note 17 for information on impairments recorded in 2009 related to sulfur dioxide emission allowances. 

b continue meeting the sulfur dioxide reduction requirements under the acid rain provisions of the Clean Air Act, and the reductions required 

Island plants. In addition, with respect to compliance with annual and ozone season nitrogen oxide reduction requirements, PPL utilizes SCRs 
and combustion controls at Montour Units 1 and 2, and combustion controls at Brunner Island Units 1 ,2  and 3. Additional emission 
allowances, when needed, are purchased in the open market. 

The ultimate disposition of CAIR's cap-and-trade program and the value of annual nitrogen oxide allowances, as well as sulfur dioxide 
allowances, remain uncertain. If the EPA revises C A R  to require more stringent emission reductions or revises CAIR to eliminate or limit the 
regional cap-and-trade program, the costs of compliance are not now determinable, but could be significant. 

- ,y CAIR (remanded by the U.S. Circuit Court, but currently in place), PPL installed and is operating scrubbers at its Montour and Brunner 

Further reductions in sulfur dioxide and nitrogen oxide emissions, beyond those required by CAIR, could be required as a result of more 
stringent national ambient air quality standards for ozone, nitrogen dioxide, sulfur dioxide and fine particulates. If additional reductions were 
to be required, the costs are not now determinable, but could be significant. 

Mercuiy and other Hazardous Air Pollzttants 

Citing its authority under the Clean Air Act, in May 2005, the EPA issued the Clean Air Act Mercury Regulations (CAMR) affecting coal-fired 
power plants. These regulations establish a cap-and-trade program to take effect in two phases, with the first phase to begin in January 2010, 
and the second, more stringent, phase to begin in January 2018. Because of a February 2008 decision by the U.S. Circuit Court of Appeals 
overturning CAMR, the EPA is proceeding to develop standards imposing MACT for mercury emissions and other hazardous air pollutants 
from electric generating units. Under a recent proposed settlement, the EPA is planning to issue final MACT standards by November 201 1. In 
order to develop these standards, the EPA is collecting information from coal-and-oil-fired electric utility steam generating units. The costs of 
complying with the final MACT standards are not now determinable, but could be significant. 

Pennsylvania adopted mercury emission standards more stringent than CAMR. However, PPL challenged those rules under the provisions of 
the Pennsylvania Air Pollution Control Act in light of the federal court decision overturning CAMR, and in December 2009, the Pennsylvania 
Supreme Court declared the Pennsylvania mercury rules invalid and unenforceable. 

In 2006, Montana finalized its mercury emission rules that require, by 2010, every coal-fired generating plant in Montana to achieve reductions 
Tore stringent than CAMR.'s 201 8 requirements. PPL has installed chemical injection systems to meet these requirements. 

Hegional Haze and Visibility 

The Clean Air Visibility Rule was issued by the EPA in June 2005, to address regional haze or regionally-impaired visibility caused by 
multiple sources over a wide area. The rule requires Best Available Retrofit Technology (BART) for certain electric generating units. Under 
the BART rule, PPL submitted to the Pennsylvania DEP its analyses of the visibility impacts of particulate matter emissions from Martins 
Creek Units 3 and 4, Brunner Island Units 2 and 3 and Montour Units 1 and 2. No analysis was submitted for sulfur dioxide or nitrogen oxides 
because the EPA determined that meeting the requirements for CAIR also meets the BART requirements for those pollutants. PPL's analyses 
have shown that because PPL had already upgraded its particulate emissions controls at Montour Units 1 and 2 and Brunner Island Units 2 and 
3 further controls are not justified as there would be little corresponding visibility improvement. PPL has not received comments from the 
Pennsylvania DEP on these submissions. 

Also under the BART rule, PPL submitted to the EPA its analyses of the visibility impacts of sulfbr dioxide, nitrogen oxides and particulate 
matter emissions for Colstrip Units 1 and 2 and Corette. PPL's analyses concluded that further reductions are not needed. The EPA responded 
to PPL's reports for Colstrip and Corettc and requested further information and analysis. PPL completed further analysis and submitted 
addendums to its initial reports for Colstrip and Corette. In February 2009, PPL received an information request for additional data related to 
the Colstrip generating station non-BART affected emission sources. PPL responded to this request in March 2009. PPL has not received 
comments from the EPA on these submissions. 

PPL cannot predict whether any additional reductions will be required in Pennsylvania or Montana. If additional reductions are required, the 
costs are not now determinable, but could be significant. 

New Source Review (7vSR) 

The EPA has reinitiated its NSR enforcement efforts. This initiative targets older, coal-fired power plants. The EPA has asserted that 
modification to these plants has increased their emissions and consequently they are subject to more stringent NSR requirements under the 
Clean Air Act. In April 2009, PPL received EPA information requests for its Montour and Brunner Island plants. PPL has met with the EPA 
and exchanged information regarding this matter. The requests are similar to those that PPL received several years ago for its Colstrip, Corette 
and Martins Creek plants. PPL's response to the request for Montour and Brunner Island is currently on hold pending further discussions with 
: EPA. PPL cannot predict the outcome of this matter. 

In January 2009, PPL and other companies that own or operate the Keystone plant received a notice of violation from the EPA alleging that 
certain projects were undertaken without proper NSR compliance. PPL cannot predict the outcome of this matter. 



States and environmental groups also have initiated enforcement actions and litigation alleging violations of the NSR regulations by coal-fired 
plants, and PPL is unable to predict whether such actions will be brought against any of PPL's plants. 

If PPL is found to have violated NSR regulations, PPL would, among other things, be required to install best available control technology for 
~ l y  pollutant found to have significantly increased due to a major plant modification. The costs to install and operate such technology are not 

- .ow determinable, but could be significant. 

Pursuant to the 2007 U.S. Supreme Court decision on global climate change, as discussed below, the EPA is expected to regulate carbon 
dioxide emissions in 2010. Such regulation would subject carbon dioxide emissions to NSR regulations. As a result, in October 2009, the EPA 
published its proposal to require large industrial facilities that annually emit at least 25,000 tons of greenhouse gases, including carbon dioxide, 
to obtain construction and operating permits covering significant increases in these emissions if the facility undergoes any major modification 
or during initial construction. If the modifications result in emissions increases exceeding certain thresholds, which the EPA has not yet 
established, the plant will need to conduct an analysis of, and possibly implement, best available control technology for carbon dioxide 
emissions. To date, the EPA has not provided official guidance, but has indicated that it may look at efficiency projects as possible Best 
Available Control Technology for carbon dioxide emissions. The implications of these developments are uncertain and any associated costs 
are not now determinable, but could be significant. 

Opacity 

From time to time environmental concerns are raised with respect to visible opacity of emissions from our power plants. PPL addresses these 
issues on a case by case basis. If it is determined that actions must be talcen to address visible opacity issues, such actions could result in costs 
that are not now determinable, but could be significant. 

Global Climate Change 

There is concern nationally and internationally about global climate change and the possible contribution of greenhouse gas emissions 
including, most significantly, carbon dioxide from the combustion of fossil fuels. This has resulted in increased demands for carbon dioxide 
emission reductions by investors, environmental organizations, government agencies and the international community. These demands and 
concerns have led to increased federal legislative proposals, actions at regional, state and local levels, as well as litigation relating to 
greenhouse gas emissions. Of particular note, in April 2007, the U.S. Supreme Court held that the EPA has the authority to regulate 
greenhouse gas emissions from new motor vehicles under the Clean Air Act. More recently, in September 2009, the U.S. Court of Appeals for 
the Second Circuit reversed a federal district court's decision and ruled that several states and public interest groups, as well as the City of New 
York, could sue five electric utility companies under federal common law for allegedly causing a public nuisance as a result of their emissions 
?f greenhouse gases. Additional litigation in federal and state courts over these issues is continuing. 

As a result of the 2007 Supreme Court's decision, in 2008, the EPA issued an "Advance Notice of Proposed Rulemaking," proposing 
alternative approaches to regulate carbon dioxide emissions. The EPA is moving forward with regulation of greenhouse gas emissions under 
the Clean Air Act. In 2009, the EPA also issued a rule, effective January 1,2010, requiring economy-wide reporting of greenhouse gas 
emissions and in December 2009, issued a final endangerment finding that greenhouse gases contribute to air pollution and may endanger 
public health or welfare. The EPA's proposed light-duty vehicle emissions standards are expected to be finalized by March 31,2010, leading to 
regulation of greenhouse gas emissions under the New Source Review provisions of the Clean Air Act. Accordingly, unless Congress acts 
sooner, it appears likely that greenhouse gas emissions will be regulated by the EPA. 

In June 2009, the U.S. House of Representatives passed H.R. 2454, the American Clean Energy and Security Act of 2009. A key element 
affecting PPL includes a declining cap on carbon emissions beginning in 2012, which requires a three percent reduction in greenhouse gas 
emissions (below 2005 levels) by 2012, increasing to 83% by 2050. The legislation also would require that electric utilities meet a mandatory 
20% renewable energy supply and energy efficiency requirement by 2020. In September 2009, S. 1733, the Clean Energy, Jobs and American 
Power Act, a comprehensive climate change bill, was introduced in the U.S. Senate. The Senate Committee on Environment and Public Works 
approved S. 1733 in November 2009. Debate on climate legislation continues in Congress; however, given other competing legislative 
priorities, the timing and elements of any future legislation addressing greenhouse gas emission reductions and renewable energy requirements 
are uncertain. 

Renewable electricity standards are currently included in a separate Senate bill, S.1462, the American Clean Energy Leadership Act of 2009, 
which passed in the Senate Energy Committee in June 2009. Under this bill, electric utilities would be required by 2021 to meet a 15% 
standard through renewable sources of energy and energy efficiency. 

At the regional level, ten northeastern states signed a Memorandum of Understanding (MOU) agreeing to establish a greenhouse gas emission 
cap-and-trade program, called the Regional Greenhouse Gas Initiative (RGGI). The program commenced in January 2009 and calls for 
stabilization of carbon dioxide emissions, at base levels established in 2005, from electric power plants with capacity greater than 25 MW. The 
MOU also provides for a 10% reduction in carbon dioxide emissions from base levels by 2019. 

Pennsylvania has not stated an intention to join RGGI, but has enacted the Pennsylvania Climate Change Act of 2008 (PCCA). The PCCA 
established a Climate Change Advisory Committee to advise the DEP on the development of a Climate Change Action Plan. In December 

309, the Advisory Committee finalized its Climate Change Action Report which identifies specific actions that could result in reducing 
,reenhouse gas emissions by 30% by 2020. Some of the proposed actions, such as a mandatory 5% efficiency improvement at power plants, 
could be technically unachievable. In addition, legislation has been introduced in the Pennsylvania House of Representatives that would, if 
enacted, significantly increase renewable and solar supply requirements. 



In the Western US., 11 states, including Montana, and Canadian provinces are members of the Western Climate Initiative (WCI). The WCI 
has established a goal of reducing carbon dioxide emissions 15% below 2005 levels by 2020 and is currently developing greenhouse gas 
emission allocations, offsets, and reporting recommendations. 

PL has conducted an inventory of its carbon dioxide emissions and is continuing to evaluate options for reducing, avoiding, off-setting or 
- _  jquestering its carbon dioxide emissions. In 2009, PPL's power plants emitted in excess of approximately 25 million tons of carbon dioxide 

(based on PPL's equity share of these assets). 

PPL understands there are financial, regulatory and logistical uncertainties related to greenhouse gas reductions and the implementation of 
renewable energy mandates. These will need to be resolved before the impact of such requirements on PPL can be meaningfully 
estimated. Such uncertainties, among others, include the need to provide back-up supply to augment intermittent renewable generation, 
potential generation oversupply that could result from such renewable generation and back-up, impacts to the PJM capacity market and the 
need for substantial changes to transmission and distribution systems to accommodate renewable energy; which uncertainties are not directly 
addressed by the proposed legislation. PPL cannot predict at this time the effect on its future competitive position, results of operation, cash 
flows and financial position, of any greenhouse gas emission, renewable energy mandate or other global climate change requirements that may 
be adopted, although the costs to implement and comply with any such requirements could be significant. 

WaterNJaste (PPL and PPL Energy Supply) 

Martins Creek Fly Ash Release 

In 2005, there was a release of approximately 100 million gallons of water containing fly ash from a disposal basin at the Martins Creek plant 
used in connection with the operation of the two 150 MvIr coal-fired generating units at the plant. This resulted in ash being deposited onto 
adjacent roadways and fields, and into a nearby creek and the Delaware River. The leak was stopped, and PPL determined that the release was 
caused by a failure in the disposal basin's discharge structure. PPL conducted extensive clean-up and completed studies, in conjunction with a 
group of natural resource trustees and the Delaware River Basin Commission, evaluating the effects of the release on the river's sediment, water 
quality and ecosystem. 

The Pennsylvania DEP filed a complaint in Pennsylvania Commonwealth Court against PPL Martins Creek and PPL Generation, alleging 
violations of various state laws and regulations and seeking penalties and injunctive relief. PPL and the Pennsylvania DEP have settled this 
matter. The settlement required a payment of $1.5 million in penalties and reimbursement of the DEP's costs. PPL made this payment in the 
second quarter of 2008. The settlement also requires PPL to submit a report on the completed studies of possible natural resource 
damages. PPL submitted the assessment report to the Pennsylvania and New Jersey regulatory agencies in 2007 and has continued discussing 
-0tential natural resource damages with the agencies. 

fhrough December 31,2009, PPL Energy Supply has spent $28 million for remediation and related costs and an immaterial remediation 
liability remained. PPL and PPL Energy Supply cannot be certain of the outcome of the natural resource damage assessment or the associated 
costs, the outcome of any lawsuit that may be brought by citizens or businesses or the exact nature of any other regulatory or other legal actions 
that may be initiated against PPL, PPL Energy Supply or their subsidiaries as a result of the disposal basin release. 

Basin Seepage - Pennsylvania 

Seepages have been detected at active and retired wastewater basins at various PPL plants, including the Montour and Brunner Island 
generating facilities. PPL has completed an assessment of some of the seepages at the Montour and Brunner Island facilities and is working 
with the Pennsylvania DEP to implement abatement measures for those seepages. PPL continues to assess other seepages at the Brunner Island 
facility. PPL currently plans to spend up to $64 million to upgrade andor replace certain wastewater facilities in response to the seepages and 
for other facility changes. The potential additional cost to address the identified seepages or other seepages at all of PPL's Pennsylvania plants 
is not now determinable, but could be significant. 

Basin Seepage - Montana 

In May 2003, approximately 50 plaintiffs brought an action against PPL Montana and the other owners of the Colstrip plant alleging property 
damage from seepage from the freshwater and wastewater ponds at Colstrip. In J U ~ Y  2008, the plaintiffs and the owner-defendants remaining 
after dismissal of Northwestern, due to its bankruptcy, executed a settlement agreement. PPL Montana's share of the settlement was 
approximately $8 million. In 2008, PPL Montana recorded an insignificant reserve for its share of potential additional settlements with three 
property owners living near the original plaintiffs but who were not parties to the lawsuit. In the fourth quarter of 2009, PPL Montana settled 
with two of these property owners. PPL Montana may incur additional costs related to the potential claims, including additional groundwater 
investigations and any related remedial measures, which are not now determinable, but could be significant. 

In 2007, six plaintiffs filed a separate lawsuit in the Montana Sixteenth Judicial District COLK~ against the Colstrip plant owners asserting 
similar property damage claims as were asserted by the plaintiffs in the May 2003 complaint. The lawsuit is in its initial stages of discovery 
and investigation, and PPL Montana is unable to predict the outcome of these proceedings. PPL Montana has undertaken certain groundwater 
investigations and remediation at the Colstrip plant to address groundwater contamination alleged by the plaintiffs, as well as other 

,roundwater investigations and any related remedial measures, which are not now determinable, but could be significant. 

Other Issues 

.oundwater contamination at the plant. PPL Montana may incur further costs based on the outcome of this lawsuit and its additional 



In 2006, the EPA significantly decreased to 10 parts per billion (ppb), the drinking water standard related to arsenic. In Pennsylvania and 
Montana, this arsenic standard has been incorporated into the states' water quality standards and could result in more stringent limits to PPL's 
NPDES permits for its Pennsylvania and Montana plants. Recently, the EPA developed a draft risk assessment of arsenic that increases the 
cancer risk exposure by more than 20 times, which would lower the current standard from 10 ppb to 0.1 ppb. If the lqwer standard became 
ffective, very expensive treatment would be required to attempt to meet the standard and, at this time, there is no assurance that it could be 
.chiwed. 

The EPA finalized requirements in 2004 for new or modified cooling water intake structures. These requirements affect where generating 
facilities are built, establish intake design standards and could lead to requirements for cooling towers at new and modified power 
plants. Another rule, finalized in 2004, that addressed existing structures was withdrawn following a 2007 decision by the U.S. Court of 
Appeals for the Second Circuit. In 2008, however, the U.S. Supreme Court ruled that the EPA has discretion to use cost-benefit analysis in 
determining the best technology available for minimizing adverse environmental impact. The EPA is developing a new rule which is expected 
to be finalized in 2012. How the cost-benefit analysis will be employed, if incorporated, as well as other issues raised by the Second Circuit 
Court (not reviewed by the U.S. Supreme Court) and actions the states may take on their own could result in stricter standards for existing 
structures that could impose significant costs on PPL subsidiaries. 

In October 2009, the EPA released its Final Detailed Study of the Steam Electric Power Generating effluent limitations guidelines and 
standards. Draft regulations that would include revisions to the effluent limitations guidelines are expected to be published in September 201 1, 
with final regulations to be effective September 2013. PPL expects the revised guidelines and standards to be more stringent than the current 
standards, which could result in more stringent discharge permit limits. 

PPL has signed a consent order with the Pennsylvania DEP under which it will take further actions to minimize the possibility of fish kills at its 
Brunner Island plant. Fish are attracted to warm water in power plant discharge channels, especially during cold weather. In the past, fish kills 
have occurred at Brunner Island when debris at intalce pumps resulted in a unit trip or reduction in load, causing a sudden change in water 
temperature in the discharge channel when fish were present. In 2008, PPL paid a nominal penalty to the DEP for fish kills at Brunner Island 
that occurred in 2008 and 2007. 

PPL has committed to construct a barrier to prevent debris from entering the intalce area. PPL expects to construct the debris barrier in 2010 at 
a cost of approximately $4 million. PPL has also committed to investigate alternatives to exclude fish from the discharge area. PPL will need 
to implement one of these fish exclusion alternatives if a fish kill occurs after the cooling towers become operational at Bninner Island in 
2010. 

The EPA is considering establishing regulations under the Resource Conservation and Recovery Act (RCRA) that could impact the disposal 
Ynd management of coal combustion products (CCPs), including ash and scrubber wastes and other by-products. Following the large ash 

lease at a Tennessee Valley Authority site in Tennessee in December 2008 and subsequent widespread media coverage, the EPA, under 
pressure from certain environmental groups and legislators, has committed to proposing CCP regulations. Draft regulations are expected in 
2010. The EPA has been seeking information from the power industry as it considers whether or not to regulate CCPs as hazardous waste, and 
PPL has responded to the EPA's requests. The EPA conducted a follow-up inspection of PPL Montana's Colstrip plant and PPL's Martins 
Creek plant. PPL is implementing certain actions in response to recommendations from these inspections. In June 2009, the EPA's Office of 
Enforcement and Compliance Assurance issued a much broader information request to Colstrip and 18 other non-affiliated plants, seeking 
information under the RCRA, the Clean Water Act and the Emergency Planning and Community Right-to-Know Act. PPL responded to the 
EPA's broader information request. Although the EPA's enforcement office issued the request, the EPA has not necessarily concluded that the 
plants are in violation of any EPA requirements. The EPA conducted a multi-media inspection at Colstrip in August 2009 and has not yet 
issued a report from that inspection. PPL cannot predict at this time the outcome of these matters or the requirements of the EPA's regulations 
and what impact, if any, they would have on PPL's facilities, but the costs to PPL could be significant. 

Superfund and Other Remediation 

(PPL, PPL Energy Supply and PPL Electric) 

PPL Electric is a potentially responsible party at several sites listed by the EPA under the federal Superfund program, including the Columbia 
Gas Plant Site, the Metal Bank site and the Ward Transformer site. Clean-up actions have been or are being undertaken at all of these sites, the 
costs of which have not been significant to PPL. However, should the EPA require different or additional measures in the future, or should 
PPL's share of costs at multi-party sites increase significantly more than currently expected, the costs to PPL could be significant. 

PPL Electric has been remediating several sites that were not being addressed under another regulatory program such as Superfbnd, but for 
which PPL Electric may be liable for remediation. These include a number of coal gas manufacturing facilities formerly owned or operated by 
a predecessor to PPL Electric. 

Depending on the outcome of investigations at sites where investigations have not begun or have not been completed, the costs of remediation 
and other liabilities could be substantial. PPL and its subsidiaries also could incur other non-remediation costs at sites included in the consent 
orders or other contaminated sites, the costs of which are not now determinable, but could be significant. 

ke  EPA is evaluating the risks associated with naphthalene, a chemical by-product of coal gas manufacturing. As a result of the EPA's 
.valuation, individual states may establish stricter standards for water quality and soil cleanup. This could require several PPL subsidiaries to 
take more extensive assessment and remedial actions at former coal gas manufacturing facilities. The costs to PPL of complying with any such 
requirements are not now determinable, but could be significant. 



(PPL and PPL Energy Sipply) 

Under the Pennsylvania Clean Streams Law, subsidiaries of PPL Generation are obligated to remediate acid mine drainage at former mine sites 
and may be required to take additional steps to prevent potential acid mine drainage at previously capped refuse piles. One PPL Generation 

ibsidiary is pumping mine water at two mine sites and treating water at one of these sites. Another PPL Generation subsidiary has installed a 
_ -  <assive wetlands treatment system at a third site. At December 3 1,2009, PPL Energy Supply had accrued a discounted liability of $24 million 

to cover the costs of pumping and treating groundwater at the two mine sites for 50 years and for operating and maintaining passive wetlands 
treatment at the third site. PPL Energy Supply discounted this liability based on risk-free rates at the time of the mine closures. The weighted 
average rate used was 8.04%. Expected undiscounted payments are estimated at $1 million for each of the years from 2010 through 2014, and 
$144 million for work after 2014. 

r 

(PPL, PPL Energy Sipply and PPL Electric) 

Future cleanup or remediation work at sites currently under review, or at sites not currently identified, may result in material additional 
operating costs for PPL subsidiaries that cannot be estimated at this time. 

Electric and Magnetic Fields (PPL, PPL Energy Supply and PPL Electric) 

Concerns have been expressed by some members of the public regarding potential health effects of power frequency EMFs, which are emitted 
by all devices carrying electricity, including electric transmission and distribution lines and substation equipment. Government officials in the 
U.S. and the U.K. have reviewed this issue. The U.S. National Institute of Environmental Health Sciences concluded in 2002 that, for most 
health outcomes, there is no evidence that EMFs cause adverse effects. The agency further noted that there is some epidemiological evidence 
of an association with childhood leukemia, but that the evidence is difficult to interpret without supporting laboratory evidence. The U.K. 
National Radiological Protection Board (part of the U.K. Health Protection Agency) concluded in 2004 that, while the research on EMFs does 
not provide a basis to find that EMFs cause any illness, there is a basis to consider precautionary measures beyond existing exposure 
guidelines. In April 2007, the Stakeholder Group on Extremely Low Frequency EMF, set up by the U.K. Government, issued its interim 
assessment which describes a number of options for reducing public exposure to EMFs. The U.K. Government responded to this assessment in 
October 2009, agreeing to some of the proposals, including a proposed voluntary code to optimally phase 132 kilovolt overhead lines to reduce 
public exposure to EMF where it is cost effective to do so. PPL and its subsidiaries believe the current efforts to determine whether EMFs 
cause adverse health effects should continue and are taking steps to reduce EMFs, where practical, in the design of new transmission and 
distribution facilities. PPL and its subsidiaries are unable to predict what effect, if any, the EMF issue might have on their operations and 
facilities either in the U.S. or the U.K., and the associated cost, or what, if any, liabilities they might incur related to the EMF issue. 

'Qtvironmental Matters - WPD (PPL and PPL Energy Sipply) 

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

The U.K. government has implemented a project to determine the impact of flooding on the U.K. utility infrastructure, including major 
electricity substations. WPD has agreed with the Ofgem to spend $28 million on flood prevention, which will be recovered through rates 
during the 5-year period commencing April 2010. 

U.K. legislation has been passed that imposes a duty on certain companies including WPD to report on climate change adaptation. It is 
expected that the first "Direction to Report" will be issued early in 2010 with reports due for submission at the end of the year. 

There are no other material legal or administrative proceedings pending against or related to WPD with respect to environmental matters. See 
"Environmental Matters - Domestic - Superfund and Other Remediation - Electric and Magnetic Fields" for a discussion of EMFs. 

Other 

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

At December 31, 2009, the breakdown of the total workforce that is represented by unions was: 

Number of Employees Percent of Total Workforce 

PPL 
PPL Energy Supply 
PPL Electric 

6,840 
4,850 
1,570 

65% 
69% 
72% 

In May 2010, PPL's bargaining agreement with its largest IBEW local expires. The agreement covers the following: 

Number of Employees Percent of Total Workforce 

A PL 
PPL Energy Supply 
PPL Electric 

3,200 
1,210 
1,570 

31% 
17% 
72% 



Negotiations commenced in February 2010. PPL cannot predict the outcome of the collective labor bargaining negotiations. 
Nuclear Insurance (PPL and PPL Energy Szpply) 

'PL Susquehanna is a member of certain insurance programs that provide coverage for property damage to members' nuclear generating 
,cations. Facilities at the Susquehanna station are insured against property damage losses up to $2.75 billion under these programs. PPL 
Susquehanna is also a member of an insurance program that provides insurance coverage for the cost of replacement power during prolonged 
outages of nuclear units caused by certain specified conditions. Under the property and replacement power insurance programs, PPL 
Susquehanna could be assessed retroactive premiums in the event of the insurers' adverse loss experience. At December 31,2009, this 
maximum assessment was $37 million. 

In the event of a nuclear incident at the Susquehanna station, PPL Susquehanna's public liability for claims resulting from such incident would 
be limited to $12.6 billion under provisions of The Price-Anderson Act Amendments under the Energy Policy Act of 2005. PPL Susquehanna 
is protected against this liability by a combination of commercial insurance and an industry assessment program. In the event of a nuclear 
incident at any of the reactors covered by The Price-Anderson Act Amendments under the Energy Policy Act of 2005, PPL Susquehanna could 
be assessed up to $235 million per incident, payable at $35 million per year. 

At December 3 1,2009, the property, replacement power and nuclear incident insurers maintained an A.M. Best financial strengtli rating of A 
("Excellent"). 

Guarantees and Other Assurances 

(PPL, PPL Energy Sapply and PPL Electric) 

In the normal course of business, PPL, PPL Energy Supply and PPL Electric enter into agreements that provide financial performance 
assurance to third parties on behalf of certain subsidiaries. Such agreements include, for example, guarantees, stand-by letters of credit issued 
by financial institutions and surety bonds issued by insurance companies. These agreements are entered into primarily to support or enhance 
the creditworthiness attributed to a subsidiary on a stand-alone basis or to facilitate the commercial activities in which these subsidiaries enter. 

( P W  

PPL fully and unconditionally guarantees all of the debt securities of PPL Capital Funding. 

TPL, PPL Energy Supply and PPL Electric) 

The table below details guarantees provided as of December 31,2009. The total recorded liability at December 31,2009 and 2008 was $3 
million and $4 million. Other than as noted in the description for "WPD guarantee of pension and other obligations of unconsolidated entities," 
the probability of expected payment/performance under each of these guarantees is remote. 

Exposure at 
December 31, Expiration 

2009 (a) Date Description 
PpL 
Indemnifications for sale of PPL $ 300 
Gas Utilities 

PPL has provided indemnification to the purchaser of PPL Gas Utilities 
and Penn Fuel Propane, LLC for damages arising out of any breach of 
the representations, warranties and covenants under the related 
transaction agreement and for damages arising out of certain other 
matters, including certain pre-closing unknown environmental 
liabilities relating to former manufactured gas plant properties or off- 
site disposal sites, if any, outside of Pennsylvania. The indemnification 

for most representations and warranties, including tax and 
ntal matters, are capped at 15% of the purchase price ($45 

million), in the aggregate, and are triggered (i) only if the individual 
clai $50,000, and (ii) only if, and only to the extent that, in 
the 
million). The indemnification provisions for most representations and 
warranties expired on September 30,2009 without any claims having 
been made. Certain representations and warranties, including those 
having to do with transaction authorization and title, survive 
indefinitely, are capped at the purchase price and are not subject to the 
above threshold or deductible. The indemnification provision for the 
tax matters representations survives for the duration of the applicable 
statute of limitations, and the indemnification provision for the 

, total claims exceed 1.5% of the purchase price ($4.5 

rs representations survives for a period of three 
ction closing. The indemnification relating to 

unknown environmental liabilities for manufactured gas plants and 
disposal sites outside of Pennsylvania could survive more than three 
years, but only with respect to applicable property or sites identified by 



'PL Energy Suply  (b) 

under The Price- 

The Energy Policy Act of 
2005 

ons for entities in 

17 2010 to 
201 1 

37 

235 

186 2010 to 
2012 

the purchaser prior to the third anniversary of the transaction 
closing. The indemnification for covenants survives until the 
applicable covenant is performed and is not subject to any cap. 

Standby letter of credit arrangements under PPL Energy Supply's credit 
facilities for the purposes of protecting various third parties against 
nonperformance by PPL. This is not a guarantee by PPL on a 
consolidated basis. 

PPL Susquehanna is contingently obligated to pay this amount related 
to potential retroactive premiums that could be assessed under its 
nuclear insurance programs. See "Nuclear Insurance" for additional 
information. 

This is the maximum amount PPL Susquehanna could be assessed for 
each incident at any of the nuclear reactors covered by this Act. See 
"Nuclear Insurance" for additional information. 

PPL Energy Supply's maximum exposure with respect to certain 
indemnifications and the expiration of the indemnifications cannot be 
estimated because, in the case of certain indemnification provisions, the 
maximum potential liability is not capped by the transaction documents 
and the expiration date is based on the applicable statute of 
limitations. The exposure and expiration dates noted are only for those 
cases in which the agreements provide for specific limits. 

In connection with the liquidation of wholly owned subsidiaries that 
have been deconsolidated upon turning the entities over to the 
liquidators, certain affiliates of PPL Global have agreed to indemnify 
the liquidators, directors and/or the entities themselves for any 
liabilities or expenses arising during the liquidation process, including 
liabilities and expenses of the entities placed into liquidation. In some 
cases, the indemnifications are limited to a maximum amount that is 
based on distributions made from the subsidiary to its parent either 
prior or subsequent to being placed into liquidation. In other cases, the 
maximum amount of the indemnifications is not explicitly stated in the 
agreements. The indemnifications generally expire two to seven years 
subsequent to the date of dissolution of the entities. The exposure 
noted only includes those cases in which the agreements provide for a 
specific limit on the amount of the indemnification, and the expiration 
date was based on an estimate of the dissolution date of the entities. In 
2009, $212 million of previously disclosed exposure expired. 

In connection with their sales of various businesses, WPD and its 
affiliates have provided the purchasers with indemnifications that are 
standard for such transactions, including indemnifications for certain 
pre-existing liabilities and environmental and tax matters. In addition, 
in connection with certain of these sales, WPD and its affiliates have 
agreed to continue their obligations under existing third-party 
guarantees, either for a set period of time following the transactions or 
upon the condition that the purchasers make reasonable efforts to 
terminate the guarantees. Finally, WPD and its affiliates remain 
secondarily responsible for lease payments under certain leases that 
they have assigned to third parties. 

A subsidiary of PPL Energy Supply has agreed to provide 
indemnification to the purchaser of the six Maine hydroelectric 
facilities for damages arising out of any breach of the representations, 
warranties and covenants under the related transaction agreement and 
for damages arising out of certain other matters, including liabilities of 
the PPL Energy Supply subsidiary relating to the pre-closing ownership 
or operation of those hydroelectric facilities or relating to other assets 
of the PPL Energy Supply subsidiary that were not included in that 
sale. The indemnification obligations are subject to certain customary 
limitations, including thresholds for allowable claims, caps on 
aggregate liability, and time limitations for claims arising out of 



Indemnification to operators of 
ilities 

WPD guarantee of pension and 
other obligations of 
unconsolidated entities 

Tax indemnification related to 
unconsolidated WPD affiliates 

Guarantee of a portion of an 
unconsolidated entity's debt 

breaches of representations and warranties. 

PPL Energy Supply has provided indemnification to the purchaser of a 
generating facility for losses arising out of any breach of the 
representations, warranties and covenants under the related transaction 
documents and for losses arising with respect to liabilities not 
specifically assumed by the purchaser, including certain pre-closing 
environmental and tort liabilities. The indemnification other than for 
pre-closing environmental and tort liabilities is triggered only if the 
purchaser's losses reach $1 million in the aggregate, capped at 50% of 
the purchase price (or $95 million), and either expired in May 2007 or 
will expire pursuant to applicable statutes of limitations. The 
indemnification provision for unknown environmental and tort 
liabilities related to periods prior to PPL Energy Supply's ownership of 
the real property on which the facility is located is capped at $4 million 
in the aggregate and survives for a maximum period of five years after 
the transaction closing. 

6 

31 

In December 2007, a subsidiary of PPL Energy Supply executed 
revised owners agreements for two jointly owned facilities, the 
Keystone and Conemaugh generating stations. The agreements require 
that in the event of any default by an owner, the other owners find 
contributions for the operation of the generating stations, based upon 
their ownership percentages. The maximum obligation among all 
owners, for each station, is currently $20 million. The non-defaulting 
owners, who make up the defaulting owner's obligations, are entitled to 
the generation entitlement of the defaulting owner, based upon their 
ownership percentage. The agreements do not have an expiration date. 

As a result of the privatization of the utility industry in the U.K., certain 
electric associations' roles and responsibilities were discontinued or 
modified. As a result, certain obligations, primarily pension-related, 
associated with these organizations have been guaranteed by the 
participating members. Costs are allocated to the members based on 
predetermined percentages as outlined in specific 
agreements. However, if a member becomes insolvent, costs can be 
reallocated to and are guaranteed by the remaining members. At 
December 3 1,2009, WPD has recorded an estimated discounted 
liability based on its current allocated percentage of the total expected 
costs for which the expected payment/performance is probable. Neither 
the expiration date nor the maximum amount of potential payments for 
certain obligations is explicitly stated in the related 
agreements. Therefore, they have been estimated based on the types of 
obligations. 

2017 

8 2012 Two WPD unconsolidated affiliates were refinanced during 
2005. Under the teiins of the refinancing, WPD has indemnified the 
lender against certain tax and other liabilities. 

22 201 8 Reflects principal payments only. 

(a) Represents the estimated maximum potential amount of future payments that could be required to be made under the guarantee. 
(b) Other than the letters of credit, all guarantees of PPL Energy Supply, on a consolidated basis, also apply to PPL on a consolidated 

basis. Neither PPL nor PPL Energy Supply is liable for obligations under guarantees provided by WPD, as the beneficiaries of the 
guarantees do not have recourse to such entities. 

PPL, PPL Energy Supply and PPL Electric and their subsidiaries provide other miscellaneous guarantees through contracts entered into in the 
normal course of business. These guarantees are primarily in the form of indemnification or warranties related to services or equipment and 
vary in duration. The amounts of these guarantees often are not explicitly stated, and the overall maximum amount of the obligation under 
such guarantees cannot be reasonably estimated. Historically, PPL, PPL Energy Supply and PPL Electric and their subsidiaries have not made 
any significant payments with respect to these types of guarantees and the probability of payment/perforniance under these guarantees is 
remote. 

PL, on behalf of itself and certain of its subsidiaries, maintains insurance that covers liability assumed under contract for bodily injury and 
property damage. The coverage requires a $4 million deductible per occurrence and provides maximum aggregate coverage of $150 
million. This insurance may be applicable to obligations under certain of these contractual arrangements. 



15. Related Party Transactions 

Affiliate Trust (PPL and PPL Energy Szpply) 

I February 2007, WPD LLP redeemed all of the 8.23% Subordinated Debentures maturing in February 2027 that were held by SJUK Capital 
.rust I. Upon redemption, WPD LLP paid a premium of 4.1 15%, or approximately $3 million, on the principal amount of $85 million of 
subordinated debentures. Payment of $29 million was also made to settle related cross-currency swaps and is included on the Statement of 
Cash Flows as a component of "Retirement of long-term debt." Interest expense on this obligation was $2 million for 2007. The redemption 
resulted in a recorded loss of $2 million during 2007. This interest expense and loss are both reflected in "Interest Expense" for PPL and PPL 
Energy Supply on the Statement of Income. 

PLR Contracts (PPL Energy Supply and PPL Electric) 

PPL Electric had power purchase agreements with PPL EnergyPlus, effective July 2000 and January 2002, under which PPL EnergyPlus 
supplied PPL Electric's entire PLR load. These contracts expired December 3 1,2009. Under these contracts, PPL EnergyPlus provided 
electricity at the predetermined capped prices that PPL Electric was authorized to charge its PLR customers. These purchases totaled $1.8 
billion in 2009,2008 and 2007. These purchases include nuclear decommissioning recovery and amortization of an up-front contract payment 
and are included in the Statements of Income as "Wholesale energy marketing to affiliate" by PPL Energy Supply, and as "Energy purchases 
from affiliate" by PPL Electric. 

Under one of the PLR contracts, PPL Electric was required to make performance assurance deposits with PPL EnergyPlus when the market 
price of electricity was less than the contract price by more than its contract collateral threshold. Conversely, PPL EnergyPlus was required to 
make performance assurance deposits with PPL Electric when the marlcet price of electricity was greater than the contract price by more than 
its contract collateral threshold. At December 3 1,2008, PPL Energy Supply was required to provide PPL Electric with performance assurance 
of $300 million. PPL Electric paid interest equal to the one-month LIBOR plus 0.5% on this deposit, which is included in "Interest Expense 
with Affiliate" on the Statements of Income. PPL Energy Supply recorded the receipt of the interest as aEliated interest income, which is 
included in "Interest Income from Affiliates" on the Statements of Income. Interest related to the required deposits was $2 million, $10 million 
and $17 million for 2009,2008 and 2007. 

PPL Electric has held competitive solicitations for generation supply in 2010 and 201 1. PPL EnergyPlus was one of the successhl bidders in 
the first competitive solicitation process and has entered into an agreement with PPL Electric to supply up to 671 MW of total peak load in 
2010, at an average price of $91.42 per MWh. 

Tnder the standard Supply Master Agreement for the bid solicitation process, PPL Electric requires all suppliers to post collateral once credit 
Lposures exceed defined credit limits. In no instance is PPL Electric required to post collateral to suppliers under these supply ' 

contracts. With respect with its agreement with PPL Electric, PPL EnergyPlus is required to post collateral with PPL Electric: (a) when the 
market price of electricity to be delivered by PPL EnergyPlus exceeds the contract price for the forecasted quantity of electricity to be delivered 
and (b) this market price exposure exceeds a contractual credit limit. Based on the current credit rating of PPL Energy Supply, as guarantor, 
this credit limit is $35 million. 

PPL Energy Supply has credit exposure to PPL Electric under certain energy supply contracts. See Note 17 for additional information on this 
credit exposure. 

NUG Purchases (PPL Energy Szpply and PPL Electric) 

PPL Electric has a reciprocal contract with PPL EnergyPlus to sell electricity purchased under contracts with NUGs. PPL Electric purchases 
electricity from the NUGs at contractual rates and then sells the electricity at the same price to PPL EnergyPlus. These purchases totaled $70 
million in 2009, $108 million in 2008 and $156 million in 2007. These amounts are included in the Statements of Income as "Wholesale 
electric to affiliate" by PPL Electric, and as "Energy purchases from affiliate" by PPL Energy Supply. 

Allocations of Corporate Service Costs (PPL Energy Szpply and PPL Electric) 

PPL Services provides corporate fhctions such as financial, legal, human resources and information services. PPL Services charges the 
respective PPL subsidiaries for the cost of such services when they can be specifically identified. The cost of these services that is not directly 
charged to PPL subsidiaries is allocated to certain of the subsidiaries based on an average of the subsidiaries' relative invested capital, operation 
and maintenance expenses, and number of employees. PPL Services allocated the following amounts, which PPL management believes are 
reasonable, to PPL Energy Supply and PPL Electric, including amounts applied to accounts that are further distributed between capital and 
expense. 

2009 (a) 2008 2007 

PPL Energy Supply 
PPL Electric 

$ 214 $ 209 $ 230 
121 116 112 

,d) Excludes allocated costs associated with the February 2009 workforce reduction. See Note 12 for additional information. 

Intercompany Borrowings 



(PPL Energy Supply) 

A PPL Energy Supply subsidiary has an $800 million demand note to an affiliate. There was no balance outstanding at December 31,2009 and 
2008. In 2009, interest was due monthly at a rate equal to 1-month LIBOR plus 1%. Interest earned on this note is included in "Interest 

wome from Affiliates" on the Statements of Income. While balances were outstanding, interest earned was $4 million and $12 million for 
,008 and 2007. Interest was not significant for 2009. 

( PPL Electric) 

A PPL Electric subsidiary has a $300 million demand note to an affiliate. There was no outstanding balance at December 31,2009 and a $300 
million balance outstanding at December 3 1,2008. The interest rate was equal to 3-month LIBOR plus 3.50% and 3-month LIBOR plus 
1 .OO% at December 31,2009 and 2008. This note is shown on the Balance Sheet as "Note receivable from affiliate." Interest earned on the 
note is included in "Interest Income from Affiliate" on the Statements of Income, and was $4 million, $9 million and $19 million for 2009, 
2008 and 2007. 

Intercompany Derivatives (PPL Energy Supply) 

In 2009,2008 and 2007, PPL Energy Supply entered into a combination of average rate forwards and average rate options with PPL to sell 
British pounds sterling. These hedging instruments have terms identical to average rate forwards and average rate options entered into by PPL 
with third parties to protect the translation of expected income denominated in British pounds sterling to U.S. dollars. Gains and losses, both 
realized and unrealized, on these types of hedging instruments are included in "Other Income - net" on the Statements of Income. PPL Energy 
Supply recorded a net loss of $9 million during 2009, a net gain of $9 million during 2008 and a net loss of $4 million during 2007 related to 
average rate forwards and average rate options. Contracts outstanding at December 3 1,2009 hedge a total exposure of E48 million related to 
the translation of expected income for 2010. The fair value of these positions was a net asset of $2 million, which is reflected in "Current 
Assets - Price risk management assets" on the Balance Sheet. No similar hedging instruments were outstanding at December 3 1,2008. 

In 2007, PPL Energy Supply entered into forward contracts with PPL to sell Chilean pesos. These hedging instruments had terms identical to 
forward sales contracts entered into by PPL with third parties to protect the value of its net investment in Emel, as well as a portion of the 
proceeds in excess of its net investment expected from the then-anticipated sale of Emel. These contracts were terminated in 2007 in 
connection with the sale of Emel. For 2007, PPL Energy Supply's Statement of Income reflects losses of $7 million in "Other income - net" 
and $23 million in Discontinue4 Operations related to these contracts. 

PPL Energy Supply is also party to forward contracts with PPL to sell British pounds sterling to protect the value of a portion of its net 
'westment in WPD. These hedging instruments have terms identical to forward sales contracts entered into by PPL with third parties. The 

tal notional amount of the contracts outstanding at December 3 1, 2009 and 2008 was E40 million (approximately $78 million based on 
contracted rates) and E68 million (approximately $134 million based on contracted rates). The fair value of these positions was an asset of $13 
million and $34 million at December 31,2009 and 2008, which is included in the foreign currency translation adjustment component of AOCI 
on the Balance Sheets. Additionally, $8 million and $16 million were included in "Current Assets - Price risk management assets" on the 
Balance Sheets at December 31,2009 and 2008 and $5 million and $18 million were included in "Other Noncurrent Assets - Price risk 
management assets" on the Balance Sheets at December 3 1,2009 and 2008. 

Trademark Royalties (PPL Energy Supply) 

A PPL subsidiary owns PPL trademarks and bills certain affiliates for their use. PPL Energy Supply was allocated $40 million of license fees 
in 2009, $48 million in 2008 and $39 million in 2007. These allocations are primarily included in "Other operation and maintenance" on the 
Statements of Income. 

Transmission (PPL, PPL Energy Supply and PPL Electric) 

PPL Energy Supply owns no domestic transmission or distribution facilities, other than facilities to interconnect its generation with the electric 
transmission system. Therefore, PPL EnergyPlus and other PPL Generation subsidiaries must pay PJM, the operator of the transmission 
system, to deliver the energy these subsidiaries supply to retail and wholesale customers in PPL Electric's franchised territory in eastern and 
central Pennsylvania. PJM in turn pays PPL Electric for the use of its transmission system. PPL eliminates the impact of these revenues and 
expenses on its Statements of Income. 

Other (PPL, PPL Energy Supply and PPL Electric) 

See Note 1 for discussions regarding the intercompany tax sharing policy and intercompany allocations of stock-based compensation 
expense. See Note 7 for a discussion regarding capital transactions between PPL and its affiliates. See Note 12 for discussions regarding 
intercompany allocations of defined benefits. 

16. Other Income - net 

'PL, PPL Energy Supply and PPL Electric) 

The breakdown of "Other Income - net" was: 

2009 2008 2007 



PpL 

Other Income 
Gains related to the extinguishment of notes 

Interest income 

er liquidation distribution 

(Note 7) $ 29 
20 
14 

16 

12 
12 
9 

114 

10 
33 
11 

1 Miscellaneous - International 
Total 64 

Miscellaneous - International 
Other Income - net 

9 
6 
7 

Other Deductions 
mic foreign currency hedges 

Charitable contributions 
Miscellaneous - Domestic 

8 
6 

3 
97 

6 
55 

4 
$ 49 

PPL Energ  Supply 

Other Income 
Gains related to the extinguishment of notes (Note 7) 
Earnings on securities in the NDT funds 
Interest income 
Mine remediation liability adjustment 
Hyder liquidation distributions 
Gain (loss) on sales of PP&E 
Miscellaneous - Domestic 
Miscellaneous - International 
Total 

Economic foreign currency hedges 
Miscellaneous - Domestic 
Miscellaneous - International 

Other Deductions 

$ 25 
20 

6 
$ 10 

23 
$ 16 

48 

6 
8 
8 
9 

93 

(2) 11 
3 
1 
6 
1 

55 

5 
1 

57 

8 
2 
2 

(9) 
10 
6 

$ 48 

9 
9 
4 

$ 35 $ 80 Other Income - net 

PPL Electric 

Other Income 
Interest income 
Gain on sales of PP&E 
Miscellaneous 
Total 

Other Deductions 
Other Income - net 

$ 8 $ 7 

7 
2 

$ 5 

$ ,  9 
4 
1 

14 
2 

$ 12 

8 
2 

$ 6 

17. Fair Value Measurements and Credit Concentrations 

(PPL, PPL Energy Supply and PPL Electric) 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date (an exit price). Fair value guidance establishes a fair value hierarchy that prioritizes the inputs used to measure fair 
value into three broad levels. See Note 1 for additional information on fair value measurements. See Note 12 for more information regarding 
the fair value and related valuation techniques for retirement and postretirement benefit plan assets. 

Recurring Fair Value Measurements 

The assets and liabilities measured at fair value were: 

December 31,2009 December 31,2008 

Total Level1 Level2 Level3 Total Level1 Level2 Level3 
Fair Value Measurements Using Fair Value Measurements Using 

PpL 
Assets 

Cash and cash equivalents $ 801 $ 801 $ 1,100 $ 1,100 



Short-term investments - municipal debt 
securities 

Debt securities: 
U.S. Treasury 
U.S. government agency 
Municipality 
Investment-grade corporate 
Residential mortgage-backed 

securities 
Other 

Receivables/payables, net 

Auction rate securities 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Interest ratdforeign currency exchange 

PPL Enerev Supply 
wets 
Cash and cash equivalents 
Short-term investments - municipal debt 

Restricted cash and cash equivalents 
Price risk management assets: 

securities 

Energy commodities 
Interest ratdforeign currency exchange 

NDT funds: 
Cash and cash equivalents 
Equity securities: 

U.S. large-cap 
U.S. midsmall-cap 

Debt securities: 
U.S. Treasury 
U.S. government agency 
Municipality 
Investment-grade corporate 
Residential mortgage-backed 

Other 
securities 

Receivables/payables, net 

Auction rate securities 

Liabilities 
Price risk management liabilities: 

Energy commodities 
Interest ratdforeign currency exchange 

150 150 
129 129 347 347 

_ -  - "  

$ 2,084 $ 2 $ 2,072 $ 10 $ 2,149 $ 15 $ 2,024 $ 110 

3,354 3 $ 3,234 $ 117 2,460 19 $ 2,143 $ 298 
77 77 156 152 4 

3,431 3 3,311 117 2,616 19 ,295 302 

7 7 4 4 

259 176 83 
101 75 26 

182 116 66 
69 50 19 

74 74 
9 9 

65 65 
29 29 

77 77 
14 14 
61 61 
33 33 

1 

3 
548 332 216 446 247 199 
75 75 74 74 

2 
1 
3 

1 

3 

2 
1 
3 

-I - .  - .  
$ 4,934 $ 1,265 $ 3,527 $ 142 $ 4,683 $ 1,863 $ 2,494 $ 326 

$ 2,080 $ 2 $ 2,068 $ 10 $ 2,133 $ 15 $ 2,008 $ 110 

$ 2,084 $ 2 $ 2,072 $ 10 $ 2,160 $ 15 $ 2,035 $ 110 
4 4 27 27 

$ 245 $ 245 $ 464 $ 464 

150 150 
111 111 328 328 

3,354 3 $ 3,234 $ 117 2,460 19 $ 2,143 $ 298 
27 27 107 103 4 

3,381 3 3,261 117 2,567 19 2,246 302 

7 7 4 4 

259 176 83 
101 75 26 

182 116 66 
69 50 19 

74 74 
9 9 

65 65 
29 29 

77 77 
14 14 
61 61 
33 33 

1 1 2 2 
1 1 

3 3 3 3 
548 332 216 446 247 199 
20 20 19 19 

$ 4,305 $ 691 $ 3,477 $ 137 $ 3,974 $ 1,208 $ 2,445 $ 321 

$ 2,080 $ 2 $ 2,068 $ 10 $ 2,133 $ 15 $ 2,008 $ 110 
4 4 16 16 



PPL Electric 
Assets 

$ 485 $ 485 $ 483 $ 483 
14 14 15 15 

$ 499 $ 499 $ 498 I 

A reconciliation of net assets and liabilities classified as Level 3 is as follows. 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) 
December 31,2009 December 31,2008 

Interest Interest 
Rate/ Ratel 

Energy Foreign Auction Energy Foreign Auction 
Commodities, Currency Rate Commodities, Currency Rate 

net Exchange Securities Total net Exchange Securities Total 
PpL 
Balance at beginning of period $ 188 $ 4 $ 24 $ 216 $ 134 $ 134 

Total realized/unrealized gains 

2 2 
5 (5 )  11 $ (5) 6 

(136) Included in earnings (136) 
Included in OCI 18 (28) 

104 (4) I00 2 (1 1) (9) 
(67) 24 (43) 39 $ 4 40 83 

Balance at end of period $ 107 $ $ 25 $ 132 $ 188 $ 4 $ 24 $ 216 

PPL Energy Supplv 
188 $ 4 $ 19 $ 211 $ 134 $ 134 

2 2 
11 $ (5) 6 

Included in earnings (136) (136) 
Included in OCI 18 (28) 5 (5 )  

settlements, net 104 (4) 100 2 (1 1)  (9) 
Purchases, sales, issuances and 

Transfers (out of) andor into Level 3 (67) 24 (43) 39 $ 4 35 78 
Balance at end of period $ 107 $ $ 20 $ 127 $ 188 $ 4 $ 19 $ 211 

Net gains and losses on assets and liabilities classified as Level 3 and included in earnings are reported in the Statements of Income as follows. 

December 31,2009 December 31,2008 
Energy Commodities, net Enerpy Commodities, net 

Unregulated Unregulated 

Energy Trading Energy Electric and Trading Energy Electric and 
Wholesale Net Energy Retail Net Energy Retail 

Marketing Margins Purchases Gas Margins Purchases Gas 
PPL and PPL Enerw Suwlp 
Total gains (losses) included in 

earnings for the period $ 22 $ (16) $ (155) $ 13 $ (1) $ (3) $ 6 
Change in unrealized gains (losses) 

relating to positions still held at 
the reporting date 12 1 (83) 8 1 (3) 5 

Cash and Cash Equivalents, Short-term Investments, and Restricted Cash and Cash Equivalents 

The fair value of cash and cash equivalents and restricted cash and cash equivalents is based on the amount on deposit. The fair value 
measurements of short-term investments are based on quoted prices. 

Price Risk Management AssetdLiabilities - Energy Commodities 

The only energy commodity contracts classified as Level 1 are exchange-traded derivative gas and oil contracts. When observable inputs are 
used to measure all or most of the value of a contract, the contract is classified as Level 2. Over-the-counter (OTC) contracts are valued by 

.tsk management group obtains quotes fkom the market to validate the forward price curves. OTC contracts include forwards, swaps, options 
and structured deals for electricity, gas, oil, and/or emission allowances and may be offset with similar positions in exchange-traded 
markets. To the extent possible, fair value measurements utilize various inputs that include quoted prices for similar contracts or market- 
corroborated inputs. In certain instances, these instruments may be valued using models, including standard option valuation models and 

nders using quotes obtained from an exchange, binding and non-binding broker quotes, prices posted by ISOs or published tariff rates. PPL's 



standard industry models. For example, the fair value of a structured deal that delivers power to an illiquid delivery point may be measured by 
valuing the nearest liquid trading point plus the value of the basis between the two points. The basis input may be from market quotes, FTR 
prices, or historical prices. 

'men unobservable inputs are significant to the fair value measurement, a contract is classified as Level 3. Additionally, Level 2 and Level 3 
air value measurements include adjustments for credit risk based on PPL's own creditworthiness (for net liabilities) and its counterparties' 

creditworthiness (for net assets). PPL's credit department assesses all reasonably available market information and uses probabilities of default 
to calculate the credit adjustment. PPL assumes that observable marlcet prices include sufficient adjustments for liquidity and modeling risks, 
but for Level 3 fair value measurements, PPL also assesses the need for additional adjustments for liquidity or modeling risks. The contracts 
classified as Level 3 represent contracts for which the delivery dates are beyond the dates for which independent prices are available or for 
certain power basis positions, which PPL generally values using historical prices. 

Price Risk Manasement Assetsniabilities - Interest RateRoreign Currency Exchange 

To manage its interest rate and foreign currency exchange risk, PPL and PPL Energy Supply generally use interest rate contracts, such as 
forward-starting swaps and fixed-to-floating swaps; foreign currency exchange contracts, such as forwards and options; and cross-currency 
swaps that contain characteristics of both interest rate and foreign currency exchange contracts. PPL and PPL Energy Supply use an income 
approach to measure the fair value of these contracts, utilizing both observable inputs, such as forward interest rates and forward foreign 
currency exchange rates, and inputs that may not be observable, such as credit valuation adjustments. In certain cases, PPL and PPL Energy 
Supply cannot practicably obtain market information to value credit risk and therefore rely on their own models. These models use projected 
probabilities of default based on historical observances. When the credit valuation adjustment is significant to the overall valuation, the 
contracts are classified as Level 3. 

NDT Funds 

PPL and PPL Energy Supply generally use the market approach to measure the fair value of the securities held in the NDT funds. The fair 
value measurements of cash and cash equivalents are based on the amount on deposit. The fair value measurements of equity securities are 
based on quoted prices in active markets. The fair value measurements of commingled equity index funds are based on firm quotes of net asset 
values per share, which are not obtained from a quoted price in an active market. Equity securities are classified as Level 1 and are comprised 
of securities that are representative of the Wilshire 5000 index, which is invested in approximately 70% large-cap stocks and 30% midhmall- 
cap stocks. Investments in commingled equity funds are classified as Level 2 and represent securities that track the S&P 500 index and the 
Wilshire 4500 index. The fair value measurements of debt securities are generally based on evaluated prices that reflect observable market 
information, such as actual trade information for identical securities or for similar securities, adjusted for observable differences. When this 
;dormation is not available, the fair value of debt securities is measured using present value techniques, which incorporate other observable 

iputs including interest rates for debt securities with credit ratings and terms to maturity similar to the debt securities being measured. 

PPL and PPL Energy Supply recorded impairments of $1 8 million in 2009, $36 million in 2008 and $3 million in 2007 for certain securities 
invested in the NDT funds. These impairments are reflected on the Statements of Income in "Other-Than-Temporary Impairments." 

Auction Rate Securities 

Prior to early 2008, auction rate securities had normally been remarketed on a short-term basis with auction dates commonly set at seven-day, 
28-day, 35-day or 49-day intervals. Historically, an active market existed for such investments, and the auctions provided an opportunity for 
investors either to hold an investment at a periodically reset interest rate or to sell the investment at its par value for immediate liquidity. In 
early 2008, investor concerns about credit and liquidity in the financial markets, generally, as well as investor concerns over specific insurers 
that guarantee the credit of certain of the underlying securities, created uncertainty in the auction rate securities market and these securities 
generally failed to be remarketed through their established auction process. These auction failures and the resulting illiquidity continue to 
impact PPL's and PPL Energy Supply's auction rate securities. Despite failed auctions in 2008 and 2009, PPL and PPL Energy Supply 
continued to earn interest on these investments at contractually prescribed interest rates. 

PPL and PPL Energy Supply estimates the fair value of auction rate securities based on the following criteria: (i) the underlying structure and 
credit quality of each security; (ii) the present value of future estimated interest and principal payments discounted using interest rates for 
bonds with a credit rating and remaining term to maturity similar to the stated maturity of the auction rate securities; and (iii) consideration of 
the impact of auction failures or redemption at par. The estimated fair value of these securities could change significantly based on future 
market conditions. 

PPL's and PPL Energy Supply's auction rate securities are recorded in "Other investments" on the Balance Sheets. Based upon the evaluation 
of available information, PPL and PPL Energy Supply believe these investments, which include Federal Family Education Loan Program 
guaranteed student loan revenue bonds, as well as various municipal bond issues, continue to be of high credit quality. PPL and PPL Energy 
Supply do not have significant exposure to realize losses on these securities. However, auction rate securities are classified as Level 3 because 
failed auctions limit the amount of observable market data that is available for measuring the fair value of these securities. 

At December 31,2008, the par value of auction rate securities totaled $29 million for PPL and $24 million for PPL Energy Supply. At 
'ecember 31,2008, the fair value of auction rate securities was estimated to be $24 million for PPL and $19 million for PPL Energy Supply 

.nd the $5 million temporary declines from par value were recorded to OCI. 

In 2009, PPL and PPL Energy Supply liquidated $4 million of securities at par. At December 3 1,2009, the fair value of auction rate securities 
was estimated to be equal to par value, which was $25 million for PPL and $20 million for PPL Energy Supply, and the contractual maturities 



for these securities was a weighted average of approximately 26 years. PPL and PPL Energy Supply reversed $5 million of previously 
recorded temporary impairments by crediting OCI. 

Nonrecurring Fair Value Measurements (PPL and PPL Energy Supply) 

Fair Value Measurements Using 
Total Level 2 Level 3 Loss 

Sulfur dioxide emission allowances (a): 
March 3 1,2009 $ 15 15 $ (30) 

13 13 

June 30,2009 
September 30,2009 

_. 

138 $ 138 (52) 
133 133 (5) 

December 3 1,2009 128 128 (5) 

(a) Current and long-term sulfur dioxide emission allowances are included in "Other intangibles" in their respective areas on the Balance 

(b) Assets of the Long Island generation business disposal group are included in "Assets held for sale" on the Balance Sheet. 

Sulfur Dioxide Emission Allowances 

Sheet. 

Due to a significant decline in market prices at March 3 1 , 2009, PPL Energy Supply assessed the recoverability of sulfur dioxide emission 
allowances not expected to be consumed. As a result, emission allowances with a carrying amount of $45 million were written down to their 
estimated fair value of $15 million, resulting in an impairment charge of $30 million being recorded during the first quarter of 2009. Due to a 
further decline in market prices and the reassessment of the quantity of emission allowances not expected to be consumed at December 31, 
2009, PPL Energy Supply evaluated the recoverability of those allowances. As a result, emission allowances with a carrying amount of $20 
million were written down to their estimated fair value of $13 million, resulting in an impairment charge of $7 million being recorded during 
the fourth quarter of 2009. These charges, recorded in the Supply segment for PPL and PPL Energy Supply, are included in "Other operation 
and maintenance" on the Statement of Income. 

When available, observable market prices were used to value the sulfur dioxide emission allowances. When observable market prices were not 
available, fair value was modeled using prices from observable transactions and appropriate discount rates. The modeled values were 
significant to the overall fair value measurement. 

ong Island Generation Business 

The Long Island generation business met the held for sale criteria in the second quarter of 2009. As a result, net assets held for sale with a 
carrying amount of $189 million were written down to their estimated fair value (less cost to sell) of $137 million at June 30,2009. At both 
September 30 and December 3 1,2009, the fair value (less cost to sell) was remeasured and additional impairments totaling $10 million were 
recorded. In addition, $2 million of goodwill allocated to this business was written off in 2009. See Note 9 for additional information on the 
anticipated sale. 

The fair values in the table above exclude $1 million of estimated costs to sell and were based on the negotiated sales price (achieved through 
an active auction process) adjusted for the additional anticipated cash flows from operations prior to and following the anticipated sale 
date. The sales price is consistent with and corroborated by fair values modeled internally using inputs obtained from third parties and 
appropriate discount rates. 

Financial Instruments Not Recorded at Fair Value (PPL, PPL Energy Supply aid PPL Electric) 

NPNS 

PPL and PPL Energy Supply enter into full-requirement sales contracts, power purchase agreements, certain retail energy and physical capacity 
contracts. These contracts range in maturity through 2023 and qualify for NPNS. PPL Electric has also entered into contracts that qualify for 
NPNS. See "Energy Purchase Commitments" within Note 14 for information about PPL Electric's competitive solicitations. All of these 
contracts are accounted for using accrual accounting; therefore, there were no amounts recorded on the Balance Sheets at December 31,2009 
and 2008. The estimated fair value of these contracts was: 

Net Asset (Liability) 
December 31,2009 December 31,2008 

PPL 
PPL Energy Supply 
'PL Electric 

$ 136 
239 

(1 03) 

Financial instruments for which the carrying amount on the Balance Sheets and the estimated fair value (based on quoted market prices for the 



securities where available and estimates based on current rates where quoted market prices are not available) are different, are set forth 
below. The carrying value of "Collateral on PLR energy supply to/from affiliate" at December 31,2008 and "Short-term debt" at December 
3 1,2009 and 2008 on the Balance Sheets represented or approximated fair value due to the liquid nature of the instruments or variable interest 
rates associated with the financial instruments. 

December 31,2009 (a) December 31,2008 
Carrying Amount Fair Value Carrying Amount Fair Value 

PPL 
ng-term debt $ 
Energy Sup 
ng-term debt 

PPL Electric 
Long-term debt 1,472 1,567 1,769 1,682 

(a) The effect of third-party credit enhancements is not included in the fair value measurement. See "New Accounting Guidance Adopted - 
Issuer's Accounting for Liabilities Measured at Fair Value with a Third-party Credit Enhancement" within Note 1 for additional 
information. 

Credit Concentration Associated with Financial Instruments 

(PPL, PPL Energy Supply and PPL Electric) 

PPL and its subsidiaries enter into contracts with many entities for the purchase and sale of energy. Many of these contracts are considered a 
normal part of doing business and, as such, the fair value of these contracts is not reflected in the financial statements. However, the fair value 
of these contracts is considered when committing to new business from a credit perspective. See Note 18 for information on credit policies 
used by PPL and its subsidiaries to manage credit risk, including master netting arrangements and collateral requirements. 

At December 3 1,2009, PPL had credit exposure of $3.6 billion to energy trading partners, excluding the effects of netting arrangements and 
collateral. As a result of netting arrangements and collateral, PPL's credit exposure was reduced to $1.2 billion. One of the counterparties 
accounted for 23% of this exposure, and no other individual counterparty accounted for more than 13% of the exposure. Ten counterparties 
accounted for $926 million, or 74%, of the net exposure. Nine of these counterparties had an investment grade credit rating from S&P and 

icounted for 97% of the top ten counterparty exposures. The remaining counterparty has not been rated by S&P, but is current on its 
Aigations. 

(PPL Energy Sipply) 

At December 3 1,2009, PPL Energy Supply had credit exposure of $3.6 billion to energy trading partners, excluding related parties and the 
effects of netting arrangements and collateral. As a result of netting arrangements and collateral, this credit exposure was reduced to $1.2 
billion. One of the counterparties accounted for 23% of this exposure, and no other individual counterparty accounted for more than 13% of 
the exposure. Ten counterparties accounted for $926 million, or 74%, of the net exposure. Nine of these counterparties had an investment 
grade credit rating from S&P and accounted for 97% of the top ten counterparty exposures. The remaining counterparty has not been rated by 
S&P, but is current on its obligations. 

At December 31,2009, PPL Energy Supply's credit exposure under certain energy supply contracts to PPL Electric was $203 million, 
excluding the effects of netting arrangements. As a result of netting arrangements, this credit exposure was unchanged. 

(PPL Electric) 

At December 31,2009, PPL Electric had no credit exposure under energy supply contracts (including its supply contracts with its affiliate PPL 
EnergyPlus). All counterparties had an investment grade credit rating from S&P. 

18. Derivative Instruments and Hedging Activities 

Risk Management Objectives (PPL, PPL Energy Sipply and PPL Electric) 

PPL has a risk management policy approved by the Board of Directors to manage market risk and counterparty credit risk. The RMC, 
comprised of senior management and chaired by the Chief Risk Officer, oversees the risk management function. Key risk control activities 
designed to ensure compliance with the risk policy and detailed programs include, but are not limited to, credit review and approval, validation 
of transactions and market prices, verification of risk and transaction limits, VaR analyses, portfolio stress tests, gross margin at risk analyses, 
sensitivity analyses, and daily portfolio reporting, including open positions, determinations of fair value, and other risk management metrics. 

arket risk is the potential loss PPL and its subsidiaries may incur as a result of price changes associated with a particular financial or 
iommodity instrument. 

PPL and PPL Energy Supply are exposed to market risk from: 



e commodity price basis and volumetric risks for energy and energy-related products associated with the sale of electricity from its generating 
assets and other electricity marketing activities and the purchase of fuel and fuel-related commodities for generating assets, as well as for 
proprietary trading activities; 
interest rate and price risk associated with debt used to finance operations, as well as debt and equity securities in NDT funds and defined 
benefit plans; and 

m foreign currency exchange rate risk associated with investments in U.K. affiliates, as well as purchases of equipment in currencies other than 
US.  dollars. 

PPL and PPL Energy Supply utilize forward contracts, futures contracts, options, swaps and structured deals such as tolling agreements as part 
of the risk management strategy to minimize unanticipated fluctuations in earnings caused by changes in commodity prices, interest rates and 
foreign currency exchange rates. All derivatives are recognized on the balance sheet at their fair value, unless they qualifL for NPNS. 

PPL and PPL Electric are exposed to market price and volumetric risks from PPL Electric's obligation as the PLR to its customers. It has 
mitigated that risk with the fixed-price PLR agreement with PPL EnergyPlus, which expired at the end of 2009, and by entering into supply 
agreements for its customers for 2010 and 201 1. 

Credit risk is the potential loss PPL and its subsidiaries may incur due to a counterparty's non-performance, including defaults on payments and 
energy commodity deliveries. 

PPL and PPL Energy Supply are exposed to credit risk from: 

e commodity derivatives with its energy trading partners, which include other energy companies, fuel suppliers, and financial institutions; 
0 interest rate derivatives with financial institutions; and 
C) foreign currency derivatives with financial institutions. 

PPL and PPL Electric are exposed to credit risk from PPL Electric's supply agreements for its customers for 2010 and 201 1. 

The majority of the credit risk stems from PPL Energy Supply's and PPL Electric's commodity derivatives for multi-year contracts for energy 
sales and purchases. If the counterparties fail to perform their obligations under such contracts and PPL and its subsidiaries could not replace 
the sales or purchases at the same prices as those under the defaulted contracts, PPL would incur financial losses. Those losses would be 
recognized immediately or through lower revenues or higher costs in future years, depending on the accounting treatment for the defaulted 
contracts. 

r'L and its subsidiaries have credit policies to manage their credit risk, including the use of an established credit approval process, daily 
monitoring of counterparty positions, and the use of master netting agreements. These agreements generally include credit mitigation 
provisions, such as margin, prepayment or collateral requirements. PPL and its subsidiaries may request the additional credit assurance, in 
certain circumstances, in the event that the counterparties' credit ratings fall below investment grade or their exposures exceed an established 
credit limit. See Note 17 for credit concentration associated with financial instruments. 

PPL's and PPL Energy Supply's obligation to return counterparty cash collateral under master netting arrangements was $355 million and $22 
million at December 3 1,2009 and 2008. 

PPL Electric had no obligation to return cash collateral to PPL Energy Supply under master netting arrangements at December 3 1,2009 and an 
obligation of $300 million at December 31,2008. See Note 15 for additional information. 

At December 3 1,2009, PPL, PPL Energy Supply and PPL Electric had not posted any cash collateral under master netting arrangements. At 
December 31,2008, PPL and PPL Electric had not posted any cash collateral under master netting arrangements and PPL Energy Supply only 
had posted the $300 million noted above. 

Commodity Price Risk (Non-trading) (PPL and PPL Energy Supply) 

Commodity price and basis risks are among PPL's and PPL Energy Supply's most significant risks due to the level of investment that PPL and 
PPL Energy Supply maintain in their generation assets, as well as the extent of their marketing and proprietary trading activities. Several 
factors influence price levels and volatilities. These factors include, but are not limited to, seasonal changes in demand, weather conditions, 
available generating assets within regions, transportation availability and reliability within and between regions, market liquidity, and the 
nature and extent of current and potential federal and state regulations. 

To hedge the impact of market price fluctuations on PPL's and PPL Energy Supply's energy-related assets, liabilities and other contractual 
arrangements discussed above, PPL EnergyPlus sells and purchases physical energy at the wholesale level under FERC market-based tariffs 
throughout the US.  and enters into financial exchange-traded and over-the-counter contracts. Certain contracts qualify for NPNS or are non- 
derivatives and are therefore not reflected in the financial statements until delivery. See Note 17 for additional information on NPNS. PPL and 
DPL Energy Supply segregate their remaining non-trading activities into two categories: cash flow hedge activity and economic activity. 

dash Flow Hedges 

PPL and PPL Energy Supply enter into financial and physical derivative contracts, including forwards, futures, swaps and options, to hedge the 



price risk associated with electricity, gas, oil and other commodities. Many of these contracts have qualified for hedge accounting. Contracts 
that existed at December 3 1,2009 range in maturity through 2014. At December 31,2009, the accumulated net unrealized after-tax gains on 
qualifying derivatives that are expected to be reclassified into earnings during the next 12 months were $233 million for both PPL and PPL 
Energy Supply. Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of 
'le originally specified time periods and any amounts previously recorded in AOCI are reclassified to earnings. For 2009,2008 and 2007, such 
slassifications were an after-tax gain of $9 million, an after-tax loss of $8 million and an insignificant amount. 

For 2009,2008 and 2007, hedge ineffectiveness associated with energy derivatives was, after tax, a loss of $174 million, a gain of $310 million 
and a loss of $3 million. Certain power and gas cash flow hedges failed hedge effectiveness testing in the third and fourth quarters of 2008, as 
well as the first quarter of2009. Hedge accounting is not permitted for the quarter in which this occurs and, accordingly, the entire change in 
fair value for the periods that failed was recorded to the income statement. However, these transactions were not dedesignated as hedges, as 
prospective regression analysis demonstrated that these hedges are expected to be highly effective over their term. For 2008, an after-tax gain 
of $298 million was recognized in earnings as a result of these hedge failures. During the second, third and fourth quarters of 2009, fewer 
power and gas cash flow hedges failed hedge effectiveness testing; therefore, a portion of the previously recognized unrealized gains recorded 
in the second half of 2008 and the first quarter of 2009 associated with these hedges were reversed. For 2009, after-tax losses of $215 million 
were recognized in earnings as a result of these reversals. 

Economic Activitv 

PPL Energy Supply also uses derivative contracts to economically hedge the impact of market price fluctuations on its energy-related assets, 
liabilities and other contractual arrangements that do not receive hedge accounting treatment. PPL Energy Supply refers to these transactions 
as economic activity. The economic activity category includes energy derivative transactions that have previously qualified or could 
potentially qualify for hedge accounting; however, these transactions have either been disqualified from hedge accounting or management has 
not elected to designate them as accounting hedges. This activity includes the changes in fair value of positions used to hedge a portion of the 
economic value of PPL Energy Supply's generation assets, load-following and retail activities. This economic activity is subject to changes in 
fair value due to market price volatility of the input and output commodities (e.g., fuel and power). These contracts range in maturity through 
2017. Additionally, premium amortization of $53 million associated with options classified as economic activity and the ineffective portion of 
qualifying cash flow hedges, including the entire change in fair value for certain cash flow hedges that failed effectiveness testing during the 
current period as discussed in the preceding "Cash Flow Hedges" section, are also included in economic activity. 

Examples of transactions represented in this category include certain purchase contracts used to supply full-requirement sales contracts; FTRs 
or basis swaps used to hedge basis risk associated with the sale of generation or supplying full-requirement sales contracts; spark spreads (sale 
of electricity with the simultaneous purchase of fuel); retail gas activities; and fuel oil swaps used to hedge price escalation clauses in coal 
'ransportation and other fiiel-related contracts. PPL Energy Supply also uses options, which include the sale of call options and the purchase of 

It options tied to a particular generating unit. Since PPL Energy Supply owns the physical generating capacity, its price exposure is limited to 
rhe cost of the particular generating unit and does not expose PPL Energy Supply to uncovered market price risk. PPL Energy Supply also 
purchases call options or sells put options to create a net purchase position to cover an overall short position in its non-trading portfolio. 

The gains (losses) for this activity are reflected in the Statements of Income as follows. 

Operating Revenues 
Unregulated retail electric and gas 
Wholesale energy marketing 

Operating Expenses 
Fuel 
Energy purchases 

Gains (Losses) 
2009 2008 2007 

15 
185 

The net gains (losses) recorded in "Wholesale energy marketing" resulted primarily from certain full-requirement sales contracts in which PPL 
Energy Supply did not elect NPNS and from hedge ineffectiveness, including hedges that failed effectiveness testing, as discussed in the "Cash 
Flow Hedges" section above. The net gains (losses) recorded in "Energy purchases" resulted primarily from certain purchase contracts to 
supply the full-requirement sales contracts noted above for which PPL Energy Supply did not elect hedge treatment and from hedge 
ineffectiveness, including hedges that failed effectiveness testing. 

Commodity Price Risk (Trading) (PPL and PPL Energy Szpply) 

PPL Energy Supply also executes energy contracts to take advantage of market opportunities. As a result, PPL Energy Supply may at times 
create a net open position in its portfolio that could result in significant losses if prices do not move in the manner or direction anticipated. PPL 
Energy Supply's trading activity is shown in "Net energy trading margins" on the Statements of Income. 

Commodity Volumetric Activity (PPL and PPL Euergy Szpply) 

?L Energy Supply currently employs four primary strategies to maximize the value of its wholesale energy portfolio. As further discussed 
delow, these strategies include the sales of baseload generation, optimization of intermediate and peaking generation, marketing activities, and 
proprietary trading activities. 



Sales of Baseload Generation 

PPL Energy Supply has a formal hedging program for its baseload generation fleet, which includes 7,370 MW of generating capacity. The 
objective of this program is to provide a reasonable level of near-term cash flow and earnings certainty for the next three years while preserving 

*mchase fuel beyond this three-year period. PPL Energy Supply sells its expected generation output on a forward basis using both derivative 
and non-derivative instruments. Both are included in the following tables. 

pside potential of power price increases over the medium term; however, in certain instances, PPL Energy Supply will sell power and 

The following table presents the expected sales, in GWh, of baseload generation based on current forecasted assumptions for 2010- 
2014. These expected sales could be impacted by several factors, including plant availability. 

2010 2011 2012 2013 2014 
52,114 52,087 56,130 55,184 55,504 

The following table presents the percentage of expected baseload generation sales shown above that has been sold forward under fixed-price 
contracts and the related percentage of fuel that has been purchased or committed at December 3 1,2009. 

Derivative Total Power Fuel Purchases (c) 
Year Sales (a) Sales (b) Coal Nuclear 

2010 
201 1 
2012 
2013 
2014 

91% 
80% 
48% 

6% 
1% 

99% 
88% 
55% 
13% 
5% 

99% 
89% 
70% 
57% 
51% 

100% 
100% 
100% 
100% 
100% 

(a) Excludes non-derivative contracts and contracts that qualify for NPNS. Volumes for option contracts factor in the probability of an option 

(b) Amount represents derivative and non-derivative contracts. Volumes for option contracts factor in the probability of an option being 

(c) Coal and nuclear contracts receive accrual accounting treatment, as they are not derivative contracts. Percentages are based on both fixed- 

being exercised and may be less than the notional amount of the option. Percentages are based on fixed-price contracts only. 

exercised and may be less than the notional amount of the option. Percentages are based on fixed-price contracts only. 

and variable-priced contracts. 

I addition to the fuel purchases above, PPL Energy Supply attempts to economically hedge the fuel price risk that is within its fuel-related 
mtracts and coal transportation contracts, which are tied to changes in cntde oil or diesel prices. The following table presents the volumes (in 

thousands of barrels) of derivative contracts used in support of this strategy at December 31,2009. 

Contract Type 2010 2011 2012 

Oil Swaps 420 408 180 

Outimization of Intermediate and Peaking Generation 

In addition to its baseload generation activities, PPL Energy Supply attempts to optimize the overall value of its intermediate and peaking fleet, 
which includes 4,349 MW of gas and oil-fired generation. PPL Energy Supply uses both option and non-option contracts to support this 
strategy. The following table presents the volumes of derivative contracts used in support of this strategy at December 31,2009. 

Net Power Sales: 
Options (a) 
Non-option contracts (b) 

Net Fuel Sales: 
Non-option contracts (c) 

Net PowerEuel Purchases: 
Non-option contracts 

Units 2010 

GWh 
GWh 

507 
1,156 

Barrels 145,000 

Bcf 9.3 

(a) Volumes for option contracts factor in the probability of an option being exercised and may be less than the notional amount of the option. 
(b) Included in these volumes are exercised option contracts that converted to non-option derivative contracts. 
(c) Represents the forward sale of physical oil inventory with a January 2010 delivery. 

farketing Activities 

PPL Energy Supply's marketing portfolio is comprised of full-requirement sales contracts and their related supply contracts, retail gas and 
electricity sales contracts and other marketing activities. The full-requirement sales contracts and their related supply contracts make up a 
significant component of the marketing portfolio. The obligations under the full-requirement sales contracts include supplying a bundled 



product of energy, capacity, RECs, and other ancillary products. PPL Energy Supply uses a variety of strategies to hedge its full-requirement 
sales contracts, including purchasing energy at a liquid trading hub or directly at the load delivery zone, purchasing capacity and RECs in the 
market and supplying the energy, capacity and RECs with its generation. RECs are not derivatives and are excluded from the table below. The 
following table presents the volumes of (sales)/purchase contracts, excluding FTRs, basis and capacity contracts, used in support of these 
ctivities at December 31,2009. 

Units 2010 2011 2012 2013 2014 - 2019 

14,693) 
ated energy supply 

contracts 
Energy purchases GWh 28,919 12,353 
Volumetric hedges " 

(b) GWh 170 218 48 
lumetric hedg 

(b) 
Generation Supply GWh 3,327 2,240 2,232 2,135 10,122 

(a) The majority of PPL Energy Supply's full-requirement sales contracts receive accrual accounting as they qualify for NPNS or are not 
derivative contracts. Also included in these volumes are the sales from PPL EnergyPlus to PPL Electric to supply PPL Electric's 2010 
PLR load obligation. 

(b) PPL Energy Supply uses power and gas options, swaps and futures to hedge the volumetric risk associated with full-requirement sales 
contracts since the demand for power varies hourly. Volumes for option contracts factor in the probability of an option being exercised 
and may be less than the notional amount of the option. 

As noted above, PPL Energy Supply's marketing activities also include its retail gas portfolios. PPL Energy Supply has sold a total of 8.2 Bcf 
of gas to retail customers through 2012, all of which has been hedged with gas purchases. 

FTRs and Other Basis Positions 

PPL Energy Supply buys and sells FTRs and other basis positions to mitigate the basis risk between delivery points related to the sales of its 
generation, the supply of its full-requirement sales contracts and retail contracts, as well as for proprietary trading purposes. The following 
'.ible presents the volumes of derivative FTR and basis (sa1es)lpurchase contracts at December 3 1,2009. 

I 

Commodity 

FTRs 
Power Basis Positions 
Gas Basis Positions 

Units 2010 201 1 2012 

GWh 38,309 406 
GWh (19,086) (861) 
Bcf 3.2 0.1 (0.3) 

Capacity Positions 

PPL Energy Supply buys and sells capacity related to the sales of its generation and the supply of its full-requirement sales contracts, as well as 
for proprietary trading purposes. The following table presents the volumes of derivative capacity (sales)/purchase contracts (in MW-months) at 
December 3 1,2009. 

2010 201 1 2012 2013 2014 - 2023 (a) 
(90,960) (49,l 93) (1 1,894) 1,626 2,720 

(a) 2,972 MW-months deliver in the 2014 to 201 6 period. 

Proprietary Trading Activity 

At December 3 1,2009, PPL Energy Supply's proprietary trading positions, excluding FTRs, basis and capacity contracts, were not significant. 

Interest Rate Risk (PPL and PPL Energy Supply) 

PPL and its subsidiaries have issued debt to finance its operations, which results in an exposure to interest rate risk. PPL and its subsidiaries 
utilize various financial derivative instruments to adjust the mix of fwed and floating interest rates in its debt portfolio, adjust the duration of its 
debt portfolio and lock in benchmark interest rates in anticipation of future financing, when appropriate. Risk limits under the risk 
management program are designed to balance risk exposure to volatility in interest expense and changes in the fair value of PPL's and its 
wbsidiaries' debt portfolio due to changes in benchmark interest rates. 

dash Flow Hedges 

Interest rate risks include exposure to adverse interest rate movements for outstanding variable rate debt and for future anticipated 



financings. PPL and PPL Energy Supply may enter into financial interest rate swap contracts that qualify as cash flow hedges to hedge floating 
interest rate risk associated with both existing and anticipated debt issuances. For PPL, these interest rate swap contracts range in maturity 
through 2041 and had a notional value of $425 million at December 31,2009. For 2009,2008 and 2007, hedge ineffectiveness associated with 
these derivatives was not significant. No contracts were outstanding at PPL Energy Supply at December 3 1,2009. 

JPDH Limited holds a net notional position in cross-currency swaps totaling $302 million to hedge the interest payments and principal of its 
U.S. dollar-denominated senior notes with maturity dates ranging from December 2017 to December 2028. For 2009,2008 and 2007, no 
amounts were recorded related to hedge ineffectiveness. 

Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of the originally 
specified time periods and any amounts previously recorded in AOCI are reclassified to earnings. PPL reclassified a net after-tax gain of $1 
million in 2009 and a net after-tax loss of $3 million in 2007. PPL had no such reclassifications in 2008. PPL Energy Supply had no such 
rec1,assifications in 2009,2008 and 2007. 

At December 3 1,2009, the accumulated net unrealized after-tax losses on qualifying derivatives that are expected to be reclassified into 
earnings during the next 12 months were $1 million for PPL and insignificant for PPL Energy Supply. Amounts are reclassified as the hedged 
interest payments are made. 

Fair Value Hedges 

PPL and PPL Energy Supply are exposed to changes in the fair value of their domestic and international debt portfolios. To manage this risk, 
PPL and PPL Energy Supply may enter into financial contracts to hedge fluctuations in the fair value of existing debt issuances due to changes 
in benchmark interest rates. At December 3 1,2009, PPL held contracts that range in maturity through 2047 and had a notional value of $750 
million. PPL Energy Supply did not hold any such contracts at December 3 1,2009. PPL and PPL Energy Supply did not recognize any gains 
or losses resulting from the ineffective portion of fair value hedges or from a portion of the hedging instrument being excluded from the 
assessment of hedge effectiveness for 2009,2008 and 2007. Additionally, PPL recognized a net after-tax gain of $4 million from hedges of 
debt issuances that no longer qualified as fair value hedges for 2009, while the amounts were not significant for 2008 and 2007. PPL Energy 
Supply did not recognize any gains or losses resulting from hedges of debt issuances that no longer qualified as fair value hedges for 2009, 
2008 and 2007. 

Foreign Currency Risk (PPL and PPL Energy Supply) 

PPL and PPL Energy Supply are exposed to foreign currency risk, primarily through investments in U.K. affiliates. In addition, PPL's and PPL 
'bergy Supply's domestic operations may make purchases of equipment in currencies other than U.S. dollars. 

PPL and PPL Energy Supply have adopted a foreign currency risk management program designed to hedge certain foreign currency exposures, 
including firm commitments, recognized assets or liabilities, anticipated transactions and net investments. In addition, PPL and PPL Energy 
Supply enter into financial instruments to protect against foreign currency translation risk of expected earnings. 

Cash Flow Hedges 

PPL and PPL Energy Supply may enter into foreign currency derivatives associated with foreign currency-denominated debt and the exchange 
rate associated with firm commitments denominated in foreign currencies; however, at December 3 1,2009, there were no existing contracts of 
this nature. Amounts previously classified in AOCI are reclassified as the hedged interest payments are made and as the related equipment is 
depreciated. 

Cash flow hedges are discontinued if it is no longer probable that the original forecasted transaction will occur by the end of the originally 
specified time periods and any amounts previously recorded in AOCI are reclassified to earnings. There were no such reclassifications during 
2009,2008 and 2007. 

Fair Value Hedaes 

PPL and PPL Energy Supply enter into foreign currency forward contracts to hedge the exchange rates associated with firm commitments 
denominated in foreign currencies; however, at December 3 1,2009, there were no existing contracts of this nature. PPL and PPL Energy 
Supply did not recognize any gains or losses resulting from the ineffective portion of fair value hedges or from a portion of the hedging 
instrument being excluded from the assessment of hedge effectiveness for 2009,2008 and 2007. Additionally, PPL and PPL Energy Supply 
did not recognize any gains or losses resulting from hedges of firm commitments that no longer qualified as fair value hedges for 2009,2008 
and 2007. 

Net Investment Hedges 

PPL and PPL Energy Supply may enter into foreign currency contracts to protect the value of a portion of their net investment in WPD. The 
total notional amount of the contracts outstanding at December 31,2009 was E40 million (approximately $78 million based on contracted 

tes). The settlement dates of these contracts range from March 2010 through June 201 1. At December 31,2009, the fair value of these 
 siti ions was a net asset of $13 million. For 2009,2008 and 2007, PPL and PPL Energy Supply recognized after tax net investment hedge 

losses of $5 million, gains of $20 million and $2 million in the foreign currency translation adjustment component of OCI. At December 3 1, 
2009, PPL and PPL Energy Supply had $1 1 million of accumulated net investment hedge gains, after tax, that were included in the foreign 
currency translation adjustment component of AOCI compared with $16 million of gains at December 3 1,2008. See Note 15 for additional 



informa tion. 

Economic Activitv 

, 'PL and PPL Energy Supply may enter into foreign currency contracts as an economic hedge of anticipated earnings denominated in British 
mnds sterling. At December 31,2009, the total exposure hedged was E48 million and the net fair value of these positions was a net asset of 

$2 million. These contracts had termination dates ranging from January 2010 to June 2010. No similar hedging instruments were outstanding 
at December 3 1 , 2008. Gains and losses, both realized and unrealized, on these contracts are included in "Other Income - net" on the 
Statements of Income. For 2009, PPL and PPL Energy Supply recorded net losses of $9 million. For 2008 and 2007, PPL and PPL Energy 
Supply recorded net gains of $9 million and net losses of $4 million related to similar average rate forwards and average rate options. See Note 
15 for additional information. 

Accounting and Reporting 

(PPL, PPL Energy Supply and PPL Electric) 

All derivative instruments are recorded at fair value on the balance sheet as an asset or liability (unless they qualify for NPNS), and changes in 
the derivatives' fair value are recognized currently in earnings unless specific hedge accounting criteria are met. See Note 17 for additional 
information on NPNS. 

PPL and its subsidiaries have elected not to offset net derivative positions in the financial statements. Accordingly, PPL and its subsidiaries do 
not offset such derivative positions against the fair value of amounts (or amounts that approximate fair value) recognized for the right to 
reclaim cash collateral (a receivable) or the obligation to return cash collateral (a payable) under master netting arrangements. 

Gains and losses associated with non-trading bilateral sales of electricity at major marlcet delivery points are netted with purchases that offset 
the sales at those same delivery points. A major market delivery point is any delivery point with liquid pricing available. 

PPL and PPL Energy Supply reflect their net realized and unrealized gains and losses associated with all derivatives that are held for trading 
purposes in the "Net energy trading margins" line on the Statements of Income. 

The circumstances and intent existing at the time that derivative contracts are entered into arc used to determine their accounting designation, 
which is subsequently verified by an independent internal group on a daily basis. The following summarizes the guidelines that have been 
provided to the marketers who are responsible for contract designation for derivative energy contracts. 

Any wholesale and retail contracts to sell electricity and the related capacity that do not meet the definition of a derivative receive accrual 
accounting. 

o Physical electricity-only transactions can receive cash flow hedge treatment if all of the qualifications are met. 

Q Physical capacity-only transactions to sell excess capacity from PPL's and PPL Energy Supply's generation qualify for NPNS. The forward 
value of these transactions is not recorded in the financial statements and has no earnings impact until delivery. 

e Any physical energy sale or purchase not intended to hedge an economic exposure is considered speculative, with unrealized gains or losses 
recorded immediately through earnings. 

o Financial transactions that can be settled in cash do not qualify for NPNS because they do not require physical delivery. These transactions 
can receive cash flow hedge treatment if they lock in the cash flows PPL and PPL Energy Supply will receive or pay for energy expected to 
be sold or purchased in the spot market. 

e PPL and PPL Energy Supply purchase FTRs for both proprietary trading activities and hedging purposes. FTRs, although economically 
effective as electricity basis hedges, do not currently qualify for hedge accounting treatment. Unrealized and realized gains and losses from 
FTRs that were entered into for trading purposes are recorded in "Net energy trading margins" on the Statements of Income. Unrealized and 
realized gains and losses from FTRs that were entered into for hedging purposes are recorded in "Energy purchases" on the Statements of 
Income. 

o Physical and financial transactions for gas and oil to meet fuel and retail requirements can receive cash flow hedge treatment if they lock in 
the price PPL and PPL Energy Supply will pay and meet the definition of a derivative. 

e Certain option contracts may receive hedge accounting treatment. Those that arc not eligible are marked to fair value through earnings. 

Unrealized gains or losses on cash flow hedges are recorded in OCI, excluding ineffectiveness that is recognized immediately in 
earnings. These unrealized gains and losses become realized when the contracts settle and are recognized in earnings when the hedged 
transactions occur. 

he following is a summary of certain guidelines that have been provided to PPL's Finance Department, which is responsible for contract 
designation for interest rate and foreign currency derivatives. 

Transactions to lock in an interest rate prior to a debt issuance can be designated as cash flow hedges. Any unrealized gains or losses on 



o transactions receiving cash flow hedge treatment are recorded in OCI and are amortized as a component of interest expense when the hedged 
transactions occur. 

Transactions entered into to hedge fluctuations in the fair value of existing debt can be designated as fair value hedges. To the extent that 
the change in the fair value of the derivative offsets the change in the fair value of the existing debt, there is no earnings impact, as both 
changes are reflected in interest expense. Realized gains and losses over the life of the hedge are reflected in interest expense. - 

o Transactions entered into to hedge the value of a net investment of foreign operations can be designated as net investment hedges. To the 
extent that the derivatives are highly effective at hedging the value of the net investment, gains and losses are recorded in the foreign 
currency translation adjustment component of OCI and will not be recorded in earnings until the investment is substantially liquidated. 

o Derivative transactions that do not qualify for hedge accounting treatment are marked to fair value through earnings. These transactions 
generally include hedges of earnings translation risk associated with subsidiaries that report their financial statements in a currency other 
than the U.S. dollar. As such, these transactions eliminate earnings volatility due solely to changes in foreign currency exchange rates. 

(PPL and PPL Energy Supply) 

The following tables present the fair value and location of derivative instruments recorded on the Balance Sheets at December 3 1,2009. 

PPL PPL Energy Supply 
Derivatives designated as Derivatives not designated Derivatives designated as Derivatives not designated 

hedging instruments as hedging instruments (a) hedging instruments as hedging instruments (a) 
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 

Current: 
Price Risk Management 

Assetskiabilities (b) 

Cross-currency 
Interest rate swaps $ 10 

Commodity 
74 1 219 1,395 $ 1,279 74 1 219 1,395 $ 1,279 
760 223 1,397 1,279 750 223 1,397 1,279 

contracts 

Noncurrent: 
Price Risk Management 

Assetskiabilities (b) 
Interest rate swaps 
Cross-currency 

swaps contracts 
Foreign currency 

exchange 
contracts 

40 

11 11 

5 5 
Commodity 

contracts 578 118 640 464 578 118 640 464 
634 118 640 464 594 118 640 464 

$ 1,394 $ 341 $ 2,037 $ 1,743 $ 1,344 $ 341 $ 2,037 $ 1,743 Total derivatives 

(a) $375 million of net gains associated with derivatives that were no longer designated as hedging instruments are recorded in AOCI at 

(b) Represents the location on the balance sheet. 

The after-tax balances of accumulated net gains (losses) (excluding net investment hedges) in AOCI were: 

December 31,2009. 

2009 2008 2007 

PPL 
PPL Energy Supply 

f f P L )  

,he following tables present the pre-tax effect of derivative instruments recognized in income or OCI in 2009. 

Hedged Items in Fair Location of Gains Gain (Loss) Recognized Gain (Loss) Recognized 
Derivatives in Fair Value Value Hedging (Losses) Recognized in in Income on Derivative in 



Hedging Relationships Relationships Income Income on Related Item 

Interest rate swaps Fixed rate debt Interest expens $ 12 $ 29 
Other income-ne 7 

Gain (Loss) 
Recognized in Income 

Derivative Gain on Derivative 
(Loss) Gain (Loss) (Ineffective Portion 

Recognized in Reclassified from and Amount Excluded 
OCI (Effective Location of Gains (Losses) AOCI into Income from Effectiveness 

(Effective Portion) Testing) Derivative Relationships Portion) Recognized in Income 
Cash Flow Hedges: 

Interest rate swaps $ 64 Interest expense 1 

1 
Fuel (20) 2 
Energy purchases (544) 

Other income - ne 
Cross-currency swaps (45) Interest expense 

358 $ 

Other operation and maintenance 1 
Depreciation 

$ 848 (223) $ 
Net Investment Hedges: 

Foreign currency exchange 
contracts $ (9) 

Derivatives Not Designated as Hedging Location of Gains (Losses) Recognized in Income on 
Instruments: Derivatives 2009 

Foreign currency exchange contracts Other income - net $ (9) 
Commodity contracts Unregulated retail electric and gas 13 

Wholesale energy marketing 588 
rgins 

12 
Energy purchases (808) 

$ (204) 

(a) Differs from statement of income due to intra-month transactions that PPL defines as spot activity, which is not accounted for as a 
derivative. 

(PPL Energy Sipply) 

The following tables present the pre-tax effect of derivative instruments recognized in income or OCI in 2009. 

Gain (Loss) Gain (Loss) Recognized 
Hedged Items in Fair Location of Gains Recognized in Income in 

Derivatives in Fair Value Value Hedging (Losses) Recognized in on Derivative Income on Related 
Hedging Relationships Relationships Income Item 

Interest rate swaps Fixed rate debt Interest expense $ 1 

Gain (Loss) 
Recognized in Income 

Derivative Gain on Derivative 
(Loss) Gain (Loss) (Ineffective Portion 

Recognized in Reclassified from and Amount Excluded 
OCI (Effective Location of Gains (Losses) AOCI into Income from Effectiveness 

Derivative Relationships Portion) Recognized in Income (Effective Portion) Testing) 

Interest rate swaps Interest expense 
Cash Flow Hedges: 

Other income - net 
Cross-currency swaps $ (45) Interest expense $ 2 

Other income - net (20) 
Commodity contracts 829 Wholesale energy marketing 358 $ 



. d e t  Investment Hedges: 
Foreign currency exchange 

contracts $ (9) 

Derivatives Not Designated as Hedging Location of Gains (Losses) Recognized in Income on 
Instruments: Derivatives 2009 

Foreign currency exchange contracts 
c tracts egulated retail electric and 

Other income - net 

olesale energy marketing 

Energy purchases 

(a) Differs from statement of income due to intra-month transactions that PPL Energy Supply defines as spot activity, which is not accounted 
for as a derivative. 

Credit Risk-Related Contingent Features (PPL and PPL Energy Sipply) 

Certain of PPL's and PPL Energy Supply's derivative contracts contain credit contingent provisions which would permit the counterparties with 
which PPL or PPL Energy Supply is in a net liability position to require the transfer of additional collateral upon a decrease in PPL's or PPL 
Energy Supply's credit rating. Most of these provisions would require PPL or PPL Energy Supply to transfer additional collateral or permit the 
counterparty to terminate the contract if PPL's or PPL Energy SLIPP~Y'S credit rating were to fall below investment grade. Some of these 
provisions also would allow the counterparty to require additional collateral upon each decrease in the credit rating at levels that remain above 
investment grade. In either case, if PPL's or PPL Energy Supply's credit rating were to fall below investment grade (i.e., below BBB- for S&P 
or Fitch, or Baa3 for Moody's), and assuming no assignment to an investment grade affiliate were allowed, most of these credit contingent 

rovisions require either immediate payment of the net liability as a termination payment or immediate and ongoing full collateralization by 
/PL or PPL Energy Supply on derivative instruments in net liability positions. 

Additionally, certain of PPL's and PPL Energy Supply's derivative contracts contain credit contingent provisions that require PPL or PPL 
Energy Supply to provide "adequate assurance" of performance if the other party has reasonable grounds for insecurity regarding PPL's or PPL 
Energy Supply's performance of its obligation under the contract. A counterparty demanding adequate assurance could require a transfer of 
additional collateral or other security, including letters of credit, cash and guarantees from a creditworthy entity. This would typically involve 
negotiations among the parties. However, amounts disclosed below represent assumed immediate payment or immediate and ongoing full 
collateralization for derivative instruments in net liability positions with "adequate assurance" provisions. 

To determine net liability positions, PPL and PPL Energy Supply use the fair value of each agreement. The aggregate fair value of all 
derivative instruments with the credit contingent provisions described above that were in a net liability position at December 31,2009 was 
$197 million for both PPL and PPL Energy Supply, of which both had posted collateral of $163 million in the normal course of business. At 
December 3 1 , 2009, if the credit contingent provisions underlying these derivative instruments were triggered due to a credit downgrade below 
investment grade, PPL and PPL Energy Supply would have been required to post an additional $131 million of collateral to their 
counterparties. 

19. Goodwill and Other Intangible Assets 

Goodwill (PPL and PPL Energy Supply) 

The changes in the carrying amount of goodwill by segment were: 

Supply International Delivery Total 
2009 2008 2009 2008 2009 2008 

Balance at beginning of period (a) $ 94 $ 94 $ 669 $ 897 $ 763 $ 991 
Allocation to discontinued operations (b) 

(228) 
(3) 

46 (228) 46 
(3) 

Effect of foreign currency exchange rates 
$ 91 $ 94 $ 715 $ 669 $ 806 $ 763 alance at end of period 

(a) There were no accumulated impairment losses related to goodwill recorded at January 1,2008. 
(b) Allocated to the Long Island and the majority of the Maine hydroelectric generation businesses and written off. 



Other Intangibles 

P W  
_ _  he gross canying amount and the accumulated amortization of other intangible assets were: 

December 31,2009 December 31,2008 
Gross Carrying Accumulated Gross Carrying Accumulated 

272 $ 

56 

375 

Amount Amortization Amount - Amortization 
Subject to amortization: 

and transmission 
$ 114 $ 244 $ 

amortization due to 
indefinite life: 

and transmission 

41 

16 
Easements 76 67 

$ 795 $ 155 $ 787 $ 133 

(a) Removed from the Balance Sheets and expensed when consumed or sold. Consumption expense was $32 million, $25 million, and $108 
million in 2009,2008, and 2007. Consumption expense is estimated at $26 million for 2010, $8 million for 201 1, $2 million for 2012 and 
$1 million for 2013 and 2014. 

(b) During 2009, PPL recorded $37 million of impairment charges. See Note 17 for additional information. 
(c) "Other" includes costs for the development of licenses, the most significant of which is the COLA. Amortization of these costs begins 

when the related asset is placed in service. See Note 8 for additional information on the COLA. 

Current intangible assets and long-term intangible assets are included in "Other intangibles" in their respective areas on the Balance Sheets. 

.tmortization expense, excluding consumption of emission allowancesiRECs, was $22 million, $1 3 million and $7 million in 2009,2008 and 
2007, and is estimated to be $23 million per year for 2010 through 2014. 

(PPL Energy Supply) 

The gross carrying amount and the accumulated amortization of other intangible assets were: 

December 31,2009 December 31,2008 
Gross Carrying Accumulated Gross Carrying Accumulated 

Amount Amortization Amount Amortization 
Subject to amortization: 

Land and transmission 

Emission allowances/ 
REO (4 (b) 

Lease arrangement and 
other (c) 

Not subject to 

rights 

amortization due to 
indefinite life: 
Easements 

$ 59 $ 

56 

375 

23 $ 42 - $ 

88 

41 372 

22 

23 

76 67 
$ 566 $ 64 $ 569 $ 45 

(a) Removed from the Balance Sheets and expensed when consumed or sold. Consumption expense was $32 million, $25 million, and $108 
million in 2009,2008, and 2007. Consumption expense is estimated at $26 million for 2010, $8 million for 201 1, $2 million for 2012 and 
$1 million for 2013 and 2014. 

(b) During 2009, PPL Energy Supply recorded $37 million of impairment charges. See Note 17 for additional infomation. 
'c) "Other" includes costs for the development of licenses, the most significant of which is the COLA. Amortization of these costs begins 

when the related asset is placed in service. See Note 8 for additional information on the COLA. 

Current intangible assets and long-term intangible assets are presented as "Other intangibles" in their respective areas on the Balance Sheets. 



Amortization expense, excluding consumption of emission allowances/RECs, was $19 million, $10 million and $4 million in 2009,2008 and 
2007, and is estimated to be $20 million per year for 2010 through 2014. 

(PPL Electric) 

_ _  .he gross carrying amount and the accumulated amortization of intangible assets were: 

December 31,2009 December 31,2008 
Accumulated 

Amortization Amount Amortization 
Gross Carrying Accumulated Gross Carrying 

Amount 

Subject to 

214 $ 
Not subject to 
amortization due to 
i 

Intangible assets are shown as "Intangibles" on the Balance Sheets. 

Amortization expense was $3 million for 2009 and 2008 and $2 million for 2007, and is estimated to be $3 million per year for 2010 through 
2014. 

(PPL, PPL Eiiergy Supply and PPL Electric) 

The annual provisions for amortization have been computed principally in accordance with the following weighted-average asset lives (in 
years): 

,and and transmission rights 67 
Emission allowances/RECs (a) 
Lease arrangement and other 21 

(a) Expensed when consumed or sold. 

Following are the weighted-average rates of amortization at December 3 1. 

2009 2008 

Land and transmission rights 
Emission allowances/RECs (a) 
Lease arrangement and other 

1.23% 

6.09% 

1.28% 

6.10% 

(a) Expensed when consumed or sold. 

(PPL and PPL Energy Supply) 

In November 2009, the NRC approved PPL Susquehanna's application for 20-year license renewals for each of the Susquehanna nuclear 
units. Costs of $17 million were capitalized related to these license renewals. The weighted-average period prior to the next PPL Susquehanna 
license renewal is 34 years. See Note 8 for additional information. 

20. Asset Retirement Obligations 

(PPL aiid PPL Energy Supply) 

PPL and PPL Energy Supply recognized, as liabilities in the financial statements, various legal obligations associated with the retirement of 
long-lived assets, the largest of which relates to the decommissioning of the Susquehanna plant. Other AROs recorded relate to significant 

terim retirements at the Susquehanna plant and various environmental requirements for coal piles, ash basins and other waste basin 
Airements. 

PPL and PPL Energy Supply have recorded several conditional AROs, the most significant of which related to the removal and disposal of 
asbestos-containing material. 



In addition to the AROs that were recorded for asbestos-containing material, PPL and PPL Energy Supply identified other asbestos-related 
obligations, but were unable to reasonably estimate their fair values. These retirement obligations could not be reasonably estimated due to 
indeterminable settlement dates. The generation plants, where significant amounts of asbestos-containing material are located, have been well 

laintained and large capital and environmental investments are being made at these plants. During the previous five years, the useful lives of 
.le plants had been reviewed and in most cases significantly extended. Due to these circumstances, PPL management was unable to reasonably 

estimate a settlement date or range of settlement dates for the remediation of all of the asbestos-containing material at the generation plants. If 
economic events or other circumstances change that enable PPL and PPL Energy Supply to reasonably estimate the fair value of these 
retirement obligations, they will be recorded at that time. 

Other conditional AROs that were recorded related to treated wood poles, gas-filled switchgear and fluid-filled cables. These obligations, 
required by U.K. law, had an insignificant impact on the financial statements. 

PPL and PPL Energy Supply also identified legal retirement obligations associated with the retirement of a reservoir and certain transmission 
assets that could not be reasonably estimated due to indeterminable settlement dates. 

Current AROs are included in "Other current liabilities" and long-term AROs are included in "Asset retirement obligations" on the Balance 
Sheets. The changes in the carrying amounts of AROs were: 

2009 2008 

ARO at beginning of period 
Accretion expense 
New obligations incurred 
Change in estimated cash flow or settlement date 
Change in foreign currency exchange rates 
Obligations settled 

ARO at end of period 

$ 389 $ 376 
31 29 
9 12 

16 (4) 
(2) 

(19) (22) 
$ 426 $ 389 

Changes in ARO costs and settlement dates, which affect the carrying value of various AROs, are reviewed periodically to ensure that any 
material changes are incorporated into the latest estimates of the obligation. In 2009, PPL Energy Supply revised cost estimates for several 
AROs and recognized additional asbestos liabilities at several plants, the most significant being the asbestos AROs at the Montour plant. In 
2008, PPL Energy Supply revised estimated settlement dates and cost estimates for remediating several AROs, the most significant being the 

.laterial at several plants. The effect of these new and revised liabilities was to increase the ARO liability and related plant balances by $25 
million in 2009 and $8 million in 2008. The 2009 and 2008 income statement impact of these changes was insignificant. 

The most significant ARO recorded by PPL and PPL Energy Supply relates to the decommissioning of the Susquehanna nuclear plant. The 
expected cost to decommission the Susquehanna plant is based on a 2002 site-specific study that estimated the cost to dismantle and 
decommission each unit immediately following final shutdown. PPL Susquehanna's 90% share of the total estimated cost of decommissioning 
the Susquehanna plant was approximately $936 million measured in 2002 dollars. This estimate includes decommissioning the radiological 
portions of the station and the cost of removal of non-radiological structures and materials. In 2010, PPL Energy Supply plans to perform a 
site-specific study to estimate the cost to decommission each unit. The impact of this study on the recorded ARO is not now determinable, but 
could be significant. 

The accrued nuclear decommissioning obligation was $348 million and $322 million at December 3 1,2009 and 2008, and is included in "Asset 
retirement obligations" on the Balance Sheets. The fair value of investments that are legally restricted for the decommissioning of the 
Susquehanna nuclear plant was $548 million and $446 million at December 3 1,2009 and 2008, and is included in "Nuclear plant 
decommissioning trust funds" on the Balance Sheets. See Notes 17 and 21 for additional information on the nuclear decommissioning trust 
hnds. Accretion expense, associated with the obligation, was $26 million in 2009, $24 million in 2008 and $22 million in 2007, and is 
included in "Other operation and maintenance" on the Statements of Income. 

h basins at the Montour and Brunner Island plants. In addition, PPL Energy Supply recognized additional liabilities for asbestos-containing 

(PPL and PPL Electric) 

PPL Electric has identified legal retirement obligations for the retirement of certain transmission assets that could not be reasonably estimated 
due to indeterminable settlement dates. These assets are located on rights-of-way that allow the grantor to require PPL Electric to relocate or 
remove the assets. Since this option is at the discretion of the grantor of the right-of-way, PPL Electric is unable to determine when these 
events may occur. 

21. Available-for-Sale Securities 

(PPL, PPL Energy Szpply and PPL Electric) 

'L and its subsidiaries classify auction rate securities, certain short-term investments and securities held by the NDT funds as available-for- 
sale. Available-for-sale securities are carried on the balance sheet at fair value. Unrealized gains and losses on these securities are reported, 
net of tax, in OCI or are recognized currently in earnings when a decline in fair value is determined to be other-than-temporary. 



(PPL and PPL Energy Szpplyl 

The following table shows the amortized cost of available-for-sale securities and the gross unrealized gains and losses recorded in AOCI at 
December 31. See Note 17 for information regarding the fair value of these securities. 

PpL 
rt-term investments - municipal debt 

NDT funds: 
nd cash equivalents 

U.S. midsmall-cap 
Debt securities: 

U.S. Treasury 
U.S. government agency 
Municipality 
Investment-grade corporate 
Residential mortgage-backed securities 
Other 

ReceivablesPayables, net 

Auction rate securities 
Total PPL 

PPL Enerw Supplv 
Short-term investments - municipal debt 

securities 
NDT funds: 

Cash and cash equivalents 
Equity securities: 

U.S. large-cap 
U.S. midsmall-cap 

Debt securities: 
U.S. Treasury 
U.S. government agency 
Municipality 
Investment-grade corporate 
Residential mortgage-backed securities 
Other 

ReceivablesPayables, net 

Auction rate securities 
Total PPL Energy Supply 

2009 2008 
Gross Gross Gross Gross 

Amortized Unrealized Unrealized Amortized Unrealized Unrealized 
cost Gains Losses cost Gains Losses (a) 

$ 150 

$ 7 4 

170 $ 89 
65 36 

160 $ 22 
60 9 

72 2 

63 2 
28 1 

9 

1 

3 

67 10 
13 1 
59 2 
31 2 

2 
1 
3 

418 130 400 46 
25 29 $ (5) 

$ 443 $ 130 $ 579 $ 46 $ (5) 

s 1 so 

$ 7 4 

170 $ 89 
65 36 

72 
9 

63 
28 

1 

3 
418 

20 
$ 43 8 

2 

2 
1 

130 

$ 130 

160 $ 22 
60 9 

67 
13 
59 
31 
2 
1 
3 

400 
24 

$ 574 

(a) Prior to the April 1,2009 adoption of accounting guidance addressing other-than-temporary impairments, there were no unrealized losses 
recorded in AOCI on debt securities in the NDT funds. See "New Accounting Guidance Adopted - Recognition and Presentation of Other- 
Than-Temporary Impairments" in Note 1 for additional information. 

There were no securities with gross unrealized losses not recognized in earnings at December 31,2009. At December 31,2008, the fair value 
of PPL's and PPL Energy Supply's auction rate securities in an unrealized loss position for less than 12 months was $21 million and $19 
million. The gross unrealized losses on these securities were $5 million for PPL and PPL Energy Supply. 

The following table shows the scheduled maturity dates of debt securities held at December 31,2009. 

PL 
AGrtized Cost 

Maturity Maturity 
Less Than Maturity Maturity in Excess 

1 Year 1-5 Years 5-10 Years of 10 Years Total 

$ 7 $  79 $ 49 $ 63 $ 198 
7 81 51 64 203 Fair Value 



7 79 $ $ 193 
Fair Value 7 81 51 59 198 

'he following table shows proceeds from and realized gains (losses) on sales of available-for-sale securities. 

2009 2008 2007 

PpL 
Proceeds from sales of NDT securities (a) $ 201 97 175 
Other proceeds from sales 4 26 648 
Gross realized gains (b) 7 19 15 
Gross realized losses (b) (20) (23) (10) 

PPL Enewv Supply 
Proceeds from sales of NDT securities (a) $ 201 $ 197 $ 175 

proceeds from sales 154 33 584 
27 19 15 

Gross realized losses (b) (20) (23) (1 0)  

(a) These proceeds, along with deposits of amounts collected from customers, are used to pay income taxes and fees related to managing the 

(b) Excludes the impact of other-than-temporary impairment charges recognized in the Statements of Income. 
trust. Remaining proceeds are reinvested in the trust. 

NDT Funds 

Beginning in January 1999 and ending in December 2009, in accordance with the PUC Final Order, approximately $130 million of 
decommissioning costs were recovered from PPL Electric's customers through the CTC over the 1 I-year life of the CTC rather than the 
remaining life of the Susquehanna nuclear plant. The recovery included a return on unamortized decommissioning costs. Under the power 
supply agreements between PPL Electric and PPL EnergyPlus,,these revenues were passed on to PPL EnergyPlus. Similarly, these revenues 
were passed on to PPL Susquehanna under a power supply agreement between PPL EnergyPlus and PPL Susquehanna. 

Amounts collected from PPL Electric's customers for decommissioning, less applicable taxes, are deposited in external trust funds for 
westment and can only be used for future decommissioning costs. To the extent that the actual costs for decommissioning exceed the 
mounts in the nuclear decommissioning trust funds, PPL Susquehanna would be obligated to fund 90% of the shortfall. 

When the fair value of a security is less than amortized cost, PPL and PPL Energy S~pp ly  must make certain assertions to avoid recording an 
other-than-temporary impairment that requires a current period charge to earnings. The NRC requires that nuclear decommissioning trusts be 
managed by independent investment managers, with discretion to buy and sell securities in the trusts. As a result, PPL and PPL Energy Supply 
have been unable to demonstrate the ability to hold an impaired security until it recovers its value; therefore, unrealized losses on debt 
securities through March 3 1,2009 and unrealized losses on equity securities for all periods presented, represented other-than-temporary 
impairments that required a current period charge to earnings. 

As described in "New Accounting Guidance Adopted - Recognition and Presentation of Other-Than-Temporary Impairments" in Note 1, 
effective April 1,2009, when PPL and PPL Energy S ~ p p l y  intend to sell a debt security or more likely than not will be required to sell a debt 
security before recovery, then the other-than-temporary impairment recognized in earnings will equal the entire difference between the 
security's amortized cost basis and its fair value. However, if there is no intent to sell a debt security and it is not more likely than not that they 
will be required to sell the security before recovery, but the security has suffered a credit loss, the other-than-temporary impairment will be 
separated into the credit loss component, which is recognized in earnings, and the remainder of the other-than-temporary impairment, which is 
recorded in OCI. Temporary impairments of debt securities and unrealized gains on both debt and equity securities are recorded to OCI. There 
were no credit losses on debt securities held in the NDT funds at December 3 1,2009. 

Auction Rate Securities 

At December 3 1,2009 and 2008, auction rate securities were recorded in "Other investments" on the Balance Sheets. Historically, the fair 
value of auction rate securities approximated their par value due to the frequent resetting of the interest rates through the auction process. The 
auctions for these outstanding securities failed in 2008 and 2009. Based upon the evaluation of available information, PPL and PPL Energy 
Supply believe these investments continue to be of high credit quality and they do not have significant exposure to realize losses on these 
securities. PPL and PPL Energy Supply continue to earn interest on these investments at contractually prescribed interest rates. PPL and PPL 
Energy Supply have no current plans to sell these securities until they can be liquidated at par value and do not anticipate having to sell these 
securities in order to fund operations or for any other purpose. As such, the decline in fair value noted below was deemed temporary due to 
general market conditions. 

t December 31,2008, the estimated fair value of the auction rate securities was $5 million lower than par value for PPL and PPL Energy 
 upp ply. In 2008, unrealized losses of $5 million for both PPL and PPL Energy Supply were recorded to OCI. During 2009, PPL Energy 
Supply liquidated $4 million of these securities at par. At December 3 1, 2009, the estimated fair value was determined to approximate par 
value. As such, PPL and PPL Energy Supply reversed $5 million of previously recorded temporary impairments. See Note 17 for additional 
information on these securities, including fair value. 



Short-term Investments 

(PPL and PPL Energy Supply) 

.a December 2008, the PEDFA issued $150 million aggregate principal amount of Exempt Facilities Revenue Bonds, Series 2008A and 2008B 
due 2038 (Series 2008 Bonds) on behalf of PPL Energy Supply. PPL Investment Corp. acted as the initial purchaser of the Series 2008 Bonds 
upon issuance. At December 3 1 , 2008, these investments were reflected in "Short-term investments" on the Balance Sheet. In April 2009, PPL 
Investment Corp. received $150 million for its investment in the Series 2008 bonds when they were refunded by the PEDFA. See "Long-term 
Debt" in Note 7 for more information on the refundings. No realized or unrealized gains (losses) were recorded on these securities, as the 
difference between carrying value and fair value was insignificant. 

(PPL and PPL Electric) 

In October 2008, the PEDFA issued $90 million aggregate principal amount of Pollution Control Revenue Refunding Bonds, Series 2008 (PPL 
Electric Utilities Corporation Project) due 2023 (PPL Electric Series 2008 Bonds) on behalf of PPL Electric. PPL Electric acted as the initial 
purchaser of the PPL Electric Series 2008 Bonds upon issuance. PPL Electric remarketed the PPL Electric Series 2008 Bonds to unaffiliated 
investors in November 2008. No realized or unrealized gains (losses) were recorded in 2008 related to these securities, as the difference 
between carrying value and fair value was insignificant. 

22. New Accounting Guidance Pending Adoption 

(PPL, PPL Energy Supply and PPL Electric) 

Accounting for Transfers of Financial Assets 

Effective January 1,2010, PPL and its subsidiaries will adopt accounting guidance that was issued to revise the accounting for transfers of 
financial assets. This guidance: 

e eliminates the concept of a qualifying special-purpose entity (QSPE); therefore, QSPEs will be subject to consolidation guidance; 
o changes the requirements for the derecognition of financial assets; 
e establishes new criteria for reporting the transfer of a portion of a financial asset as a sale; 
e requires transferors to initially recognize, at fair value, assets obtained and liabilities incurred as a result of a transfer accounted for as a sale; 

and 
requires enhanced disclosures to improve the transparency around transfers of financial assets and a transferor's continuing involvement. 

Early adoption is prohibited. This guidance will be applied prospectively to new transfers of financial assets. Disclosures will be required for 
all transfers, including those entered into before the effective date. Comparative disclosures are encouraged, but not required, for periods in 
which these disclosures were not previously required. The January 1,2010 adoption is not expected to have a significant impact on PPL and its 
subsidiaries; however, the impact in future periods could be material. 

Consolidation of Variable Interest Entities 

Effective January 1,2010, PPL and its subsidiaries will adopt accounting guidance that was issued to replace the quantitative-based risks and 
rewards calculation for determining which entity, if any, has a controlling financial interest in a variable interest entity (VIE) and is the primary 
beneficiary. The primary beneficiary must consolidate the VIE. This guidance: 

0 prescribes a qualitative approach focused on identifying which entity has the power to direct the activities of a VIE that most significantly 
impact the VIE'S economic performance and the obligation to absorb losses of or the right to receive benefits from the VIE that could 
potentially be significant to the VIE; 

o requires ongoing assessments of whether an entity is the primary beneficiary of a VIE; 
requires enhanced disclosures to improve the transparency of an entity's involvement in a VIE; 

o requires that all previous consolidation conclusions be reconsidered; and 
o requires that QSPEs be evaluated for consolidation (resulting from the elimination of the QSPE concept in the guidance addressing 

accounting for transfers of financial assets). 

If the initial application results in consolidation of a VIE, the assets, liabilities and noncontrolling interests of the VIE will be measured at their 
carrying amounts as if this guidance had been applied from the point in time the entity became the primary beneficiary of the VIE (unless the 
fair value option is elected). Any difference between the net amounts required to be recognized and the amount of any previously recognized 
interest will be reflected as a cumulative-effect adjustment to retained earnings. If initial application results in deconsolidation of a VIE, any 
retained interest in the VIE will be measured at its carrying value as if this guidance had been applied from the inception of the VIE. 

'arly adoption is prohibited. Comparative disclosures are not required for periods in which these disclosures were not previously 
:quired. PPL and its subsidiaries are assessing the potential impact of adoption to the financial statements. The January 1,2010 adoption is 

not expected to have a significant impact on PPL and its subsidiaries; however, the impact in future periods could be material. 

Improving Disclosures about Fair Value Measurements 



Effective January 1,2010, PPL and its subsidiaries will prospectively adopt accounting guidance that was issued to improve disclosures about 
fair value measurements. This guidance: 

4 

requires disclosures be provided for each class of assets and liabilities, with class determined on the basis of the nature and risks of the assets 

o for recurring fair value measurements, requires disclosure of significant transfers between Levels 1 and 2 and transfers into and out of Level 
3 and the reasons for those transfers; and 

o clarifies that a description of valuation techniques and inputs used to measure fair value is required for Level 2 and Level 3 recurring and 
nonrecurring fair value measurements. 

- and liabilities; 

Effective January 1,201 1, PPL and its subsidiaries will adopt provisions of this guidance that require Level 3 activity of purchases, sales, 
issuances and settlements be provided on a gross basis. 

This guidance makes coiresponding amendments to employers' disclosures about pensions and other postretirement benefits. 

Early adoption is permitted. Comparative disclosures are required only for periods ending after initial adoption. PPL and its subsidiaries are 
assessing the potential impact of adoption. The adoption could have a significant impact on required disclosures. 

Subsequent Measurement - Cash Flow Hedges 

Effective April 1,201 0, PPL and its subsidiaries will prospectively adopt accounting guidance that was issued to clarify how an entity should 
reflect the subsequent measurement of cash flow hedges in AOCI if, during a prior period, hedge accounting was not permitted. This situation 
may arise if an entity's retrospective assessment of hedge effectiveness indicated that the hedging relationship had not been highly effective in a 
period, but the prospective assessment of hedge effectiveness showed an expectation that the hedging relationship would be highly effective in 
the future; therefore, the hedging relationship continued even though hedge accounting was not permitted for a certain period. This guidance: 

o requires that the cumulative gain or loss on the derivative that is used to determine the maximum amount of gain or loss that may be 
reflected in AOCI exclude the gains or losses that occurred during the period when hedge accounting was not permitted; and 

o requires that the cumulative change in the expected future cash flows on the hedged transaction exclude the changes related to the period 
when hedge accounting was not applied. 

PPL and its subsidiaries are assessing the potential impact of adoption. The potential impact of adoption is not yet determinable but could be 
Taterial. 



QUARTERLY FINANCIALy COMMON STOCK PRICE AND DIVIDEND DATA (Unaudited) 
PPL Corporation and Subsidiaries 

Millions of Dollars, except per share data) 

2009 
Operating revenues as previously reported 

Reclassification of discontinued operations (b) 

as previously reported 
of discontinued operations (b) 

tinuing operations after income taxes as previously 

assification of discontinued operations (b) 
me from continuing operations after income taxes 

ome (loss) from discontinued operations as previously reported 
eclassification of discontinued operations (b) 

Income (loss) from discontinued operations 
Net income (loss) 
Net income attributable to PPL 
Income from continuing operations after income taxes available to PPL 

common shareowners: (c) 
Basic EPS 
Diluted EPS 

Net income available to PPL common shareowners: (c) 
Basic EPS 
Diluted EPS 

Dividends declared per share of common stock (d) 
Price per common share: 

High 
Low 

2008 
Operating revenues 
Operating income 
Income from continuing operations after income taxes 
Income (loss) from discontinued operations 
Net income 
Net income attributable to PPL 
Income from continuing operations after income taxes available to PPL 

common shareowners: (c) 
Basic EPS 
Diluted EPS 

Basic EPS 
Diluted EPS 

Net income available to PPL common shareowners: (c) 

Dividends declared per share of common stock (d) 
Price per common share: 

High 
Low 

For the Quarters Ended (a) 
March 31 June 30 Sept. 30 Dee. 31 

$ 2,359 
(8) 

2,351 
417 

(5) 
412 

246 
(3) 

243 

3 
3 

246 
241 

0.64 
0.64 

0.64 
0.64 

0.345 

33.54 
24.25 

1,516 
473 
247 

18 
265 
260 

0.64 
0.64 

0.69 
0.69 

0.335 

55.23 
44.72 

1,673 

104 

29 

(32) 
(3) 
(7) 

0.07 
0.07 

(0.02) 
(0.02) 
0.345 

34.42 
27.40 

1,014 
385 
189 

6 
195 
190 

0.49 
0.49 

0.50 
0.50 

0.335 

54.00 
46.04 

1,805 

181 

50 

(24) 
26 
20 

0.12 
0.12 

0.05 
0.05 

0.345 

34.21 
28.27 

2,971 
3 84 
210 

(2) 
208 
203 

0.54 
0.54 

0.54 
0.54 

0.335 

53.78 
34.95 

1,727 

264 

144 

13 
157 
153 

0.37 
0.37 

0.40 
0.40 

0.345 

33.05 
28.82 

2,506 
55 1 
28 1 

1 
282 
277 

0.73 
0.73 

0.74 
0.74 

0.335 

37.88 
26.84 

(a) Quarterly resuits can vary depending on, among other things, weather and the forward pricing of power. In addition, earnings in 2009 and 
2008 were affected by special items. Accordingly, comparisons among quarters of a year may not be indicative of overall trends and 
changes in operations. These special items include $24 million of tax expense recorded in the third quarter of 2009 for the correction to the 
previously computed tax bases of the Latin American businesses that were sold in 2007. See Note 9 to the Financial Statements for 
additional information. 

(b) In 2009, PPL Generation signed a definitive agreement to sell its Long Island generation business and PPL Maine sold the majority of its 
hydroelectric generation business. See Note 9 to the Financial Statements for additional information on these transactions and other 
completed sales. 

) The sum of the quarterly amounts may not equal annual earnings per share due to changes in the number of common shares outstanding 
during the year or rounding. 

(d) PPL has paid quarterly cash dividends on its common stock in every year since 1946. Future dividends, declared at the discretion of the 
Board of Directors, will be dependent upon hture earnings, cash flows, financial requirements and other factors. 



QUARTERLY FINANCIAL DATA (Unaudited) 
PPL Energy Supply, LLC and Subsidiaries 
( Millions of Dollars) 

For the Quarters Ended (a) 

2009 
Operating revenues as previously reported 

Reclassification of discontinued operations (b) 
Operating revenues 

ating income as previously reported 
classification of discontinued operations (b) 

ing operations after income taxes as previously 

discontinued operations (b) 

scontinued operations as previously reported 
I Income from continuing operations after income taxes 

Reclassifica discontinued operations (b) 
Income (loss) from discontinued operations 

Income (loss) 

Net income (loss) 
Net income (loss) attributable to PPL Energy Supply 

2008 
Operating revenues 
Operating income 
Income from continuing operations after income taxes 
Income (loss) from discontinued operations 
Net income 
Net income attributable to PPL Energy Supply 

March 31 

$ 1,964 
(8) 

1,956 
300 

(5) 
295 

191 
(3) 

188 

3 
3 

191 
191 

$ 1,124 
357 
195 

9 
204 
204 

June 30 Sept. 30 

$ 1,356 

34 

1 

$ 670 
300 
153 

5 
158 
157 

$ 1,456 

91 

9 

$ 2,610 
274 
158 

3 
161 
161 

Dec. 31 

$ 1,3 64 

167 

89 

13 
102 
102 

$ 2,131 
44 1 
244 

3 
247 
246 

(a) Quarterly results can vary depending on, among other things, weather and the forward pricing of power. In addition, earnings in 2009 and 
2008 were affected by special items. Accordingly, comparisons among quarters of a year may not be indicative of overall trends and 
changes in operations. These special items include $24 million of tax expense recorded in the third quarter of 2009 by for the correction to 
the previously computed tax bases of the Latin American businesses that were sold in 2007. See Note 9 to the Financial Statements for 
additional information. 

(b) In 2009, PPL Generation signed a definitive agreement to sell its Long Island generation business and PPL Maine sold the majority of its 
hydroelectric generation business. See Note 9 to the Financial Statements for additional information on these transactions and other 
completed sales. 



QUARTERLY FINANCIAL DATA (Unaudited) 
PPL Electric Utilities Corporation and Subsidiaries 
(Millions of Dollars) 

For the Quarters Ended (a) 
March 31 June 30 Sept. 30 Dec. 31 

2009 (b) 

Income available to PPL 49 17 27 31 

2008 
Operating revenues 
Operating 
Net incom 
Income available to PPL 51 32 36 39 

(a) PPL Electric's business is seasonal in nature, with peak sales periods generally occurring in the winter and summer months. In addition, 
earnings in 2009 were affected by special items. Accordingly, comparisons among quarters of a year may not be indicative of overall 
trends and changes in operations. 

(b) During the second quarter of 2009, PPL Electric recorded an $8 million reduction to operating revenues and a $5 million reduction to net 
income and income available to PPL as a result of a true-up for the FERC formula-based transmission revenues for 2008 and the first 
quarter of 2009. 



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS 
ON ACCOUNTING AND FINANCIAL DISCLOSURE 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 

- ..lone. 

ITEM 9A. CONTROLS AND PROCEDURES 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 

(a) Evaluation of disclosure controls and procedures. 

The registrants' principal executive officers and principal financial officers, based on their evaluation of the registrants' disclosure 
controls and procedures (as defined in Rules 13a-I5(e) and 15d-I5(e) of the Securities Exchange Act of 1934) have concluded that, as of 
December 31,2009, the registrants' disclosure controls and procedures are effective to ensure that material information relating to the 
registrants and their consolidated subsidiaries is recorded, processed, summarized and reported within the time periods specified by the 
SEC's rules and forms, particularly during the period for which this annual report has been prepared. The aforementioned principal 
officers have concluded that the disclosure controls and procedures are also effective to ensure that information required to be disclosed 
in reports filed under the Exchange Act is accumulated and communicated to management, including the principal executive and 
principal financial officers, to allow for timely decisions regarding required disclosure. 

(b) Changes in internal control over financial reporting. 

The registrants' principal executive officers and principal financial officers have concluded that there were no changes in the registrants' 
internal control over financial reporting during the registrants' fourth fiscal quarter that have materially affected, or are reasonably likely 
to materially affect, the registrants' internal control over financial reporting. 

Management's Report on Internal Control over Financial Reporting 

PPL Corporation 

PPL's management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is 
defined in Exchange Act Rule 13a-15(€). PPL's internal control over financial reporting is a process designed to provide reasonable 
assurance to PPL's management and Board of Directors regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles. Because of its inherent limitations, internal 
control over financial reporting may not prevent or detect misstatements. 

Under the supervision and with the participation of our management, including our principal executive officer and principal financial 
officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework in 
"Internal Control - Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based 
on our evaluation under the framework in "Internal Control - Integrated Framework," our management concluded that our internal control 
over financial reporting was effective as of December 31,2009. The effectiveness of our internal control over financial reporting has 
been audited by Ernst & Young LLP, an independent registered public accounting firm, as stated in their report contained on page 90. 

ITEM 9A(T). CONTROLS AND PROCEDURES 

PPL Energy Supply, LLC and PPL Electric Utilities Corporation 

Management of PPL's non-accelerated filer companies, PPL Energy Supply and PPL Electric, is responsible for establishing and 
maintaining adequate internal control over financial reporting, as such term is defined in Exchange Act Rule 13a-l5(f). PPL's internal 
control over financial reporting is a process designed to provide reasonable assurance to PPL's management and Board of Directors 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. 

Under the supervision and with the participation of our management, including our principal executive officers and principal financial 
officers, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework in 
"Internal Control - Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based 
on our evaluation under the framework in "Internal Control - Integrated Framework," our management concluded that our internal control 
over financial reporting was effective as of December 3 1,2009. This annual report does not include an attestation report of Ernst & 
Young LLP, the companies' independent registered public accounting firm regarding internal control over financial 
reporting. Management's report was not subject to attestation by the companies' registered public accounting firm pursuant to temporary 
rules of the Securities and Exchange Conunission that permit the companies to provide only management's report in this annual report. 

ITEM 9B. OTHER INFORMATION 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 



None. 

PART111 

ITEM 10. DIRECTORS. EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 
I 

PPL Corporation 

Additional information for this item will be set forth in the sections entitled "Nominees for Directors," "Directors Continuing in Office," 
"Board Committees - Audit Committee" and "Section 16(a) Beneficial Ownership Reporting Compliance" in PPL's 2010 Notice of Annual 
Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31,2009, and which information is 
incorporated herein by reference. There have been no changes to the procedures by which shareowners may recommend nominees to PPL's 
board of directors since the filing with the SEC of PPL's 2009 Notice of Annual Meeting and Proxy Statement. Information required by this 
item concerning the executive officers of PPL is set forth at the end of Part I of this report. 

PPL has adopted a code of ethics entitled "Standards of Conduct and Integrity" that applies to all directors, managers, trustees, officers 
(including the principal executive officers, principal financial officers and principal accounting officers (each, a "principal officer")), 
employees and agents of PPL and PPL's subsidiaries for which it has operating control (including PPL Energy Supply and PPL Electric). The 
"Standards of Conduct and Integrity" are posted on PPL's Internet Web site: www.uplweb.com/about/corporate+governance . A description of 
any amendment to the "Standards of Conduct and Integrity" (other than a technical, administrative or other non-substantive amendment) will be 
posted on PPL's Internet Web site within four business days following the date of the amendment. In addition, if a waiver constituting a 
material departure from a provision of the "Standards of Conduct and Integrity" is granted to one of the principal officers, a description of the 
nature of the waiver, the name of the person to whom the waiver was granted and the date of the waiver will be posted on PPL's Internet Web 
site within four business days following the date of the waiver. 

PPL also has adopted its "Guidelines for Corporate Governance," which address, among other things, director qualification standards and 
director and board committee responsibilities. These guidelines, and the charters of each of the committees of PPL's board of directors, are 
posted on PPL's Internet Web site: www.pplweb.com/about/corporate+governance . 

PPL Energy Supply, LLC 

I 

Item 10 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(l)(a) and (b) of Form 10-IC. 

PL Electric Utilities Corporation 

Additional information for this item will be set forth in the sections entitled "Nominees for Directors," "Board Committees," and "Section 16(a) 
Beneficial Ownership Reporting Compliance" in PPL Electric's 2010 Notice of Annual Meeting and Information Statement, which will be filed 
with the SEC not later than 120 days after December 31,2009, and which information is incorporated herein by reference. PPL Electric's 
parent, PPL, has adopted a code of ethics entitled "Standards of Conduct and Integrity," which applies to all directors, managers, officers 
(including the principal executive officers, principal financial officers and principal accounting officers), employees and agents of PPL Electric 
and its subsidiaries. The full text of the "Standards of Conduct and Integrity" is posted in the Corporate Governance section of PPL's Internet 
Web site: www.uulweb.com/about/coruorate+governance . Information required by this item concerning the executive officers of PPL 
Electric is set forth at the end of Part I of this report. 

ITEM 11. EXECUTIVE COMPENSATION 

PPL Corporation 

Information for this item will be set forth in the sections entitled "Compensation of Directors," "Compensation Committee Interlocks and 
Insider Participation" and "Executive Compensation" in PPL's 2010 Notice of Annual Meeting and Proxy Statement, which will be filed with 
the SEC not later than 120 days after December 3 1, 2009, and which information is incorporated herein by reference. 

PPL Energy Supply, LLC 

Item 11 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(l)(a) and (b) of Form 10-K. 

PPL Electric Utilities Corporation 

Information for this item will be set forth in the sections entitled "Compensation of Directors" and "Executive Compensation" in PPL Electric's 
2010 Notice of Annual Meeting and Information Statement, which will be filed with the SEC not later than 120 days after December 3 1,2009, 
and which information is incorporated herein by reference. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS 

PPL Corporation 



Information for this item will be set forth in the section entitled "Stock Ownership" in PPL's 2010 Notice of Annual Meeting and Proxy 
Statement, which will be filed with the SEC not later than 120 days after December 31,2009, and which information is incorporated herein by 
reference. In addition, provided below in tabular format is information as of December 31,2009, with respect to compensation plans 
(including individual compensation arrangements) under which equity securities of PPL are authorized for issuance. 

Number of securities to be issued 
upon exercise of outstanding 

options, warrants and rights (3) 
Equity compensation plans 
approved by security holders 
(1) 1.823.806 - ICPKE 

2,778,235 - ICP 

Equity ComDensation Plan Information 

Weighted-average exercise price of 
outstanding options, warrants and 

rights (3) 

Number of securities remaining 
available for future issuance under 

equity compensation plans (4) 
3,458,171 - ICP 
9,840,240 - ICPKE $33.03 - ICP 

$3 1.92 - ICPKE 14,578,022 - DDCP 
4,602,041 - Total I $32.59 - Combined I 27,876,433 - Total 

I I I 
Equity compensation plans 
not approved by security 
holders (2) 

(1) Includes (a) the Amended and Restated Incentive Compensation Plan (ICP), under which stock options, restricted stock, restricted stock 
units, performance units, dividend equivalents and other stock-based awards may be awarded to executive officers of PPL; (b) the 
Amended and Restated Incentive Compensation Plan for Key Employees (ICPKE), under which stock options, restricted stock, restricted 
stock units, performance units, dividend equivalents and other stock-based awards may be awarded to non-executive key employees of 
PPL and its subsidiaries; and (c) the Directors Deferred Compensation Plan (DDCP), under which stock units may be awarded to directors 
of PPL. See Note 1 1 to the financial statements for additional information. 

(2) All of PPL's current compensation plans under which equity securities of PPL are authorized for issuance have been approved by PPL's 
shareowners. 

(3) Relates to common stock issuable upon the exercise of stock options awarded under the ICP and ICPKE as of December 31,2009. In 
addition, as of December 31,2009, the following other securities had been awarded and are outstanding under the ICP, ICPKE and 
DDCP: 45,400 shares of restricted stock, 416,840 restricted stock units and 101,139 Performance units under the ICP; 24,600 shares of 
restricted stock, 921,202 restricted stock units and 65,324 performance units under the ICPKE; and 406,584 stock units under the DDCP. 

,t) Based upon the following aggregate award limitations under the ICP, ICPIE and DDCP: (a) under the ICP, 15,769,430 awards (Le., 5% 
of the total PPL common stock outstanding as of April 23, 1999) granted after April 23, 1999; (b) under the ICPKE, 16,573,608 awards 
(i.e., 5% of the total PPL common stock outstanding as of January 1, 2003) granted after April 25,2003, reduced by outstanding awards 
for which common stock was not yet issued as of such date of 2,373,812 resulting in a limit of 14,199,796; and (c) under the DDCP, 
15,052,856 securities. In addition, each of the ICP and ICPKE includes an annual award limitation of 2% of total PPL common stock 
outstanding as of January 1 of each year. 

PPL Energy Supply, LLC 

Item 12 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(l)(a) and @) of Form 10-K. 

PPL Electric Utilities Corporation 

Information for this item will be set forth in the section entitled "Stock Ownership" in PPL Electric's 2010 Notice of Annual Meeting and 
Information Statement, which will be filed with the SEC not later than 120 days after December 3 1,2009, and which information is 
incorporated herein by reference. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE 

PPL Corporation 

Information for this item will be set forth in the sections entitled "Transactions with Related Persons'' and "Independence of Directors" in 
PPL's 2010 Notice of Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31,2009, 
and is incorporated herein by reference. 

PPL Energy Supply, LLC 

Item 13 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(l)(a) and (b) of Form 10-K. 

.'L Electric Utilities Corporation 

Information for this item will be set forth in the sections entitled "Transactions with Related Persons" and "Nominations" in PPL Electric's 
2010 Notice of Annual Meeting and Information Statement, which will be filed with the SEC not later than 120 days after December 31,2009, 



and is incorporated herein by reference. 

ITEM 14. PRINCIF'AL ACCOUNTING FEES AND SERVICES 

'PL Corporation 

Information for this item will be set forth in the section entitled "Fees to Independent Auditor for 2009 and 2008" in PPL's 2010 Notice of 
Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31,2009, and which 
information is incorporated herein by reference. 

PPL Energy Supply, LLC 

The following table presents an allocation of fees billed, including expenses, by Ernst & Young LLP (EY) to PPL for the fiscal years ended 
December 3 1,2009 and 2008, for professional services rendered for the audit of PPL Energy Supply's annual financial statements and for fees 
billed for other services rendered by EY. 

. 

2009 2008 
(in thousands) 

Audit fees (a) $ 2,621 $ 3,031 

Tax fees (c) 
All other fees (d) 8 64 

(a) Includes estimated fees for audit of annual financial statements and review of financial statements included in 
PPL Energy Supply's Quarterly Reports on Form 10-Q and for services in connection with statutory and 
regulatory filings or engagements, including comfort letters and consents for financings and filings made with 
the SEC. 

Audit-related fees (b) 31 111 

(b) Fees for due diligence work, a review of extensible Business Reporting Language tags assigned to financial 
statement line items and for consultation to ensure appropriate accounting and reporting in connection with 
various business and financing transactions. 

(c) The independent auditor did not provide tax services to PPL Energy Supply or any of its affiliates. 

(d) Fees related to access to an EY online accounting research tool, an audit of grant applications relating to 
network connections, consultation with outside counsel regarding U.K. GAAP and miscellaneous regulatory 
consulting services. 

Aoproval of Fees The Audit Committee of PPL has procedures for pre-approving audit and non-audit services to be provided by the 
independent auditor. These procedures are designed to ensure the continued independence of the independent auditor. More specifically, the 
use of the independent auditor to perform either audit or non-audit services is prohibited unless specifically approved in advance by the Audit 
Committee of PPL. As a result of this approval process, the Audit Committee of PPL has established specific categories of services and 
authorization levels. All services outside of the specified categories and all amounts exceeding the authorization levels are reviewed by the 
Chair of the Audit Committee of PPL, who serves as the Committee designee to review and approve audit and non-audit related services during 
the year. A listing of the approved audit and non-audit services is reviewed with the full Audit Committee of PPL no later than its next 
meeting. 

The Audit Committee of PPL approved 100% of the 2009 and 2008 services provided by EY. 

PPL Electric Utilities Corporation 

Infomation for this item will be set forth in the section entitled "Fees to Independent Auditor for 2009 and 2008" in PPL Electric's 2010 Notice 
of Annual Meeting and Information Statement, which will be filed with the SEC not later than 120 days after December 3 1,2009, and which 
information is incorporated herein by reference. 

PART IV 

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES 

PPL Corporation, PPL Energy Supply, LLC and PPL Electric Utilities Corporation 

fa) The following documents are filed as part of this report: 

1. Financial Statements - Refer to the "Index to Item 8. Financial Statements and Supplementary Data" for an index of the financial 
statements included in this report. 

Supplementary Data and Supplemental Financial Statement Schedule - included in response to Item 8. 2. 



All supplemental financial statement schedules are omitted because ofthe absence of the conditions under which they are required or 
because the required information is included in the financial statements or notes thereto. 

3. Exhibits 

See Exhibit Index immediately following the signature pages. 



SHAREOWNER AND INVESTOR INPORMATION 

Annual Meetings : The 2010 annual meeting of shareowners of PPL will be held on Wednesday, May 19,2010, at the Holiday Inn in 
Fogelsville, Pennsylvania, in Lehigh County. The 2010 meeting for PPL Electric will be held on Thursday, May 20,2010, at the offices of the 

7mpany at Two North Ninth Street, Allentown, Pennsylvania. 

Proxy and Information Statement Material : A proxy statement or information statement, and notice of PPL's and PPL Electric's annual 
meetings are mailed to all shareowners of record as of February 26,2010. 

PPL Annual Report : The report is published and mailed in the beginning of April to all shareowners of record. The latest annual report can 
be accessed at www.pp1web.com. If you have more than one account, or if there is more than one investor in your household, you may call the 
PPL Shareowner Information Line to request that only one annual report be delivered to your address. Please provide account numbers for all 
duplicate mailings. 

Dividends : Subject to the declaration of dividends on PPL common stock by the PPL Board of Directors or its Execbtive Committee and 
PPL Electric preferred stock and preference stock by the PPL Electric Board of Directors, dividends are paid on the first business day of April, 
July, October and January. The 2010 record dates for dividends are expected to be March 10, June 10, September 10, and December 10. 

Direct Deposit of Dividends: Shareowners may choose to have their dividend checks deposited directly into their checking or savings 
account. 

PPL Shareowner Information Line (1-800-345-3085): Shareowners can get detailed corporate and financial information 24 hours a day 
using the PPL Shareowner Information Line. They can hear timely recorded messages about earnings, dividends and other company news 
releases; request infonnation by fax; and request printed materials in the mail. Other PPL publications, such as the annual and quarterly reports 
to the Securities and Exchange Commission (Fonns 10-K and IO-Q), will be mailed upon request, or write to: 

Manager - PPL Investor Services 
Two North Ninth Street (GENTW 13) 
Allentown, PA 1 8 10 1 

FAX: 6 10-774-5 106 
Via email: invserv@pplweb.com 

-PL's Web Site (www.pplweb.com): Shareowners can access PPL Securities and Exchange Commission filings, corporate governance 

desire to receive future earnings or news releases automatically. 
'aterials, news releases, stock quotes and historical performance. Visitors to our Web site can provide their email address and indicate their 

Shareowner Inquiries : 

PPL Shareowner Services 
Wells Fargo Bank, N.A. 
161 North Concord Exchange 
South St. Paul, MN 55075-1 139 

Toll Free: 1-800-345-3085 
Outside U.S.: 651-453-2129 

www.wellsfargo.com/shareownerservices 
FAX: 651-450-4085 

Online Account Access : Registered shareowners can access account information by visiting www.shareowneronline.com. 

Dividend Reinvestment Plan: Shareowners may choose to have dividends on their PPL common stock: or PPL Electric preferred and 
preference stock reinvested in PPL common stock instead of receiving the dividend by check. Participants in PPL's Dividend Reinvestment 
Plan may choose to have their common stock certificates deposited into their Plan account. 

Direct Registration System: PPL and PPL Electric participate in the Direct Registration System @RS). Shareowners may choose to have 
their common or preferred stock certificates deposited into the DRS. 

Listed Securities: 

New York Stock Exchange 

PPL Corporation: 
Common Stock (Code: PPL) 

PPL Energy Supply, LLC: 
7.0% Senior Unsecured Notes due 2046 

(Code: PLS) 

http://www.pp1web.com
mailto:invserv@pplweb.com
http://www.shareowneronline.com


PPL Electric Utilities Corporation: 
4-112% Preferred Stock 

(Code: PPLPRB) 

._ 4.40% Series Preferred Stock 
(Code: PPLPRA) 

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

(Code: PPL/67) 

6.85% Senior Notes due 2047 
(Code: PLV) 

Fiscal Agents: 

Stock Transfer Agent and Registrar; 
Dividend Reinvestment Plan Agent 
Wells Fargo Bank, N.A. 
Shareowner Services 
161 North Concord Exchange 
South St. Paul, MN 55075-1 139 

Toll Free: 1-800-345-3085 
Outside U.S.: 651-453-2129 

Dividend Disbursing Office 
PPL Investor Services 
Two NorthNinth Street (GENTW13) 
Allentown, PA 18101 

FAX: 610-774-5106 
Iria email: invserv@pplweb.com 

Or call the PPL Shareowner Information Line 
Toll Free: 1-800-345-3085 

Mortgage Bond Trustee 
Transfer and Bond Interest Paying Agent 
Deutsche Bank Trust Company Americak 
648 Grassmere Park Road 
Nashville, TN 3721 1 

Toll Free: 1-800-735-7777 
FAX: 615-835-2727 

Indenture Trustee 
The Bank of New York Mellon 
101 Barclay Street 
New York, NY 10286 

mailto:invserv@pplweb.com


SIGNATURES 

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. 

PPL Corporation 
(Registrant) 

By Is1 James H. Miller 
James H. Miller - 
Chairman, President and 
Chief Executive Officer 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of 
the Registrant and in the capacities and on the date indicated. 

By Is/  James H. Miller 
James H. Miller - 
Chairman, President and 
Chief Executive Officer 

By Is1 Paul A. Farr 
Paul A. Farr - 
Executive Vice President and 
Chief Financial Officer 

'y /s/ J. Matt Simmons, Jr. 
, . Matt Simmons, Jr. - 
Vice President and Controller 

Directors: 

Frederick M. Bernthal 
John W. Conway 
E. Allen Deaver 
Louise K. Goeser 
Stuart E. Graham 

TITLE 

Principal Executive Officer and Director 

Principal Financial Officer 

Principal Accounting Officer 

Stuart Heydt 
Craig A. Rogerson 
W. Keith Smith 
Natica von Althann 
Keith H. Williamson 

By /s/ James H. Miller 
James H. Miller, Attorney-in-fact Date: February 25,2010 



SIGNATURES 

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. 

PPlL Energ Supply, LLC 
(Registrant) 

By Is1 James H. Miller 
James H. Miller - 
President 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of 
the Registrant and in the capacities and on the date indicated. 

TITLE 

James H. Miller - 
President 

By Is1 Paul A. Farr 
Paul A. Farr - 
Executive Vice President 

By Is1 J. Matt Simmons, Jr. 
J. Matt Simmons, Jr. - 
Vice President and Controller 

Managers: 

/SI Robert J. Grey 
Robert J. Grey 

d/ William H. Spence . 
William H. Spence 

Is/ James E. Abel 
James E. Abel 

Principal Executive Officer and Manager 

Principal Financial Officer and Manager 

Principal Accounting Officer 

Date: February 25,2010 



SIGNATURES 

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. 

PPL Electric Utilities CorDoration 
(Registrant) 

By Is/ David G. DeCampli 
David G. DeCampli - 
President 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of 
the Registrant and in the capacities and on the date indicated. 

TITLE 

By Is1 David G. DeCampli 
David G. DeCampli - 
President 

By I s /  J. Matt Simmons, Jr. 
J. Matt Simmons, Jr. - 
Vice President and Controller 

Principal Executive Officer and Director 

Directors: 

Is/ James H. Miller 
James H. Miller 

Is/  William H. Spence 
William H. Spence 

Is/ Paul A. Farr 
ml A. Farr 

Is/ Dean A. Christiansen 
Dean A. Christiansen 

Is1 Robert J. Grey 
Robert J. Grey 

Principal Financial Officer and 
Principal Accounting Officer 

Date: February 25,2010 



EXHIBIT INDEX 

The following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits have heretofore 
been filed with the Commission and pursuant to Rule 12(b)-32 are incorporated herein by reference. Exhibits indicated by a u are filed or 
‘ ted  pursuant to Item 601(b)(lO)(iii) of Regulation S-K. 

3(a) 

3(b) 

3(c) 

3(d) 

3(e) 

3(f) 

4(a)-1 

4(a)-2 

4(a)-3 

(a)-4 

;k4(a)-5 

4(b) 

4(~) -1  

4(~) -2  

4(c)-3 

4(d)-1 

4(d)-2 

4(d)-3 

4(d)-4 

4(d)-5 

Amended and Restated Articles of Incorporation of PPL Corporation effective May 21,2008 (Exhibit 3(i) to PPL 
Corporation Form 8-K Report (File No. 1-1 1459) dated May 21,2008) 

Amended and Restated Articles of Incorporation of PPL Electric Utilities Corporation (Exhibit 3(a) to PPL Electric 
Utilities Corporation Form IO-Q Report (File No. 1-905) for the quarter ended March 31,2006) 

Certificate of Formation of PPL Energy Supply, LLC (Exhibit 3.1 to PPL Energy Supply, LLC Form S-4 (Registration 
Statement No. 333-74794)) 

Amended and Restated Bylaws of PPL Corporation, effective May 21,2008 (Exhibit 3.(ii) to PPL Corporation Form 8-IC 
Report (File No. 1-1 1459) dated May 21,2008) 

Bylaws of PPL Electric Utilities Corporation, as amended and restated effective March 30,2006 (Exhibit 3.2 to PPL 
Electric Utilities Corporation Form 8-K Report (File No. 1-905) dated March 30, 2006) 

Limited Liability Company Agreement of PPL Energy Supply, LLC, dated March 20,2001 (Exhibit 3.2 to PPL Energy 
Supply, LLC Form S-4 (Registration Statement No. 333-74794)) 

Amended and Restated Employee Stock Ownership Plan, dated January 12,2007 (Exhibit 4(a) to PPL Corporation Form 
10-K Report (File No. 1-1 1459) for the year ended December 31,2006) 

Amendment No. 1 to said Amended and Restated Employee Stock Ownership Plan, dated July 2,2007 (Exhibit 4(a) to 
PPL Corporation Form IO-Q Report (File No. 1-1 1459) for the quarter ended September 30,2007) 

Amendment No. 2 to said Amended and Restated Employee Stock Ownership Plan, dated December 13,2007 (Exhibit 4 
(a)-3 to PPL Corporation Form IO-K Report (File No. 1-1 1459) for the year ended December 3 1,2007) 

Amendment No. 3 to said Amended and Restated Employee Stock Ownership Plan, dated August 19,2009 (Exhibit 4(a) 
to PPL Corporation Form IO-Q Report (File No. 1-1 1459) for quarter ended September 30,2009) 

Amendment No. 4 to said Amended and Restated Employee Stock Ownership Plan, dated December 2,2009 

Trust Deed constituting E150 million 9 % percent Bonds due 2020, dated November 9, 1995, between South Wales 
Electric plc and Bankers Trustee Company Limited (Exhibit 4(k) to PPL Corporation Form 10-IC Report (File No. 1- 
1 1459) for the year ended December 3 1 , 2004) 

Indenture, dated as of November 1, 1997, among PPL Corporation, PPL Capital Funding, Inc. and JPMorgan Chase 
Bank (formerly The Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Corporation Form 8-IC Report (File No. 1- 
11459) dated November 12,1997) 

Supplement, dated as of May 18,2004, to said Indenture (Exhibit 4.7 to Registration Statement Nos. 333-1 16478,333- 
116478-01 and 333-1 16478-02) 

Supplement, dated as of July 1,2007, to said Indenture (Exhibit 4(b) to PPL Corporation Form 8-K Report (File No. 1- 
11459) dated July 16,2007) 

Indenture, dated as of August 1,2001, by PPL Electric Utilities Corporation and JPMorgan Chase Bank (formerly The 
Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Electric Utilities Corporation Form 8-K Report (File No. 1-905) 
dated August 21,2001) 

Supplement, dated as of February 1,2005, to said Indenture (Exhibit 4(g)-5 to PPL Electric Utilities Corporation Form 
10-K Report (File No. 1-905) for the year ended December 3 1 , 2004) 

Supplement, dated as of May 1,2005, to said Indenture (Exhibit 4(b) to PPL Electric Utilities Corporation Form IO-Q 
Report (File No. 1-905) for the quarter ended June 30,2005) 

Supplement, dated as of December 1 , 2005, to said Indenture (Exhibit 4(a) to PPL Electric Utilities Corporation Form 8- 
K Report (File No. 1-905) dated December 22,2005) 

Supplement, dated as of August 1,2007, to said Indenture (Exhibit 4(b) to PPL Electric Utilities Corporation Form 8-K 
Report (File No. 1-905) dated August 14,2007) 



4(d)-6 

4(d)-7 

- 
4(d)-8 

4(e)-1 

d(e)-2 

4(e)-3 

4(e)-4 

4(e)-5 

4(e)-6 

4(e)-7 

4(e)-8 

4(e)-9 

4(e)-10 

4(e)-11 

4(e)- 12 

4(e)-13 

4(f)-1 

- Supplement, dated as of October 1 , 2008, to said Indenture (Exhibit 4@) to PPL Electric Utilities Corporation Form 8-K 
Report (File No. 1-905) dated October 20,2008) 

Supplement, dated as of October 1, 2008, to said Indenture (Exhibit 4(c) to PPL Electric Utilities Corporation Form 8-K 
Report (File No. 1-905) dated October 31,2008) 

- 

- Supplement, dated as of May 1 , 2009, to said Indenture (Exhibit 4(b) to PPL Electric Utilities Corporation Form 8-K 
Report (File No. 1-905) dated May 22,2009) 

- Indenture, dated as of October 1,2001, by PPL Energy Supply, LLC and JPMorgan Chase Bank (formerly The Chase 
Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Energy Supply, LLC Form S-4 (Registration Statement No. 333- 
74794)) 

- Supplement, dated as of October 1,2001, to said Indenture (Exhibit 4.2 to PPL Energy Supply, LLC Form S-4 
(Registration Statement No. 333-74794)) 

- Registration Rights Agreement, dated October 19,2001, between PPL Energy Supply, LLC and the Initial Purchasers 
(Exhibit 4.5 to PPL Energy Supply, LLC Form S-4 (Registration Statement No. 333-74794)) 

Supplement, dated as of August 15,2004, to said Indenture (Exhibit 4(h)-4 to PPL Energy Supply, LLC Form 10-K 
Report (File No. 333-74794) for the year ended December 31,2004) 

- 

- Supplement, dated as of October 15,2005, to said Indenture (Exhibit 4(a) to PPL Energy Supply, LLC Form 8-I( Report 
(File No. 333-74794) dated October 28,2005) 

- Form of Note for PPL Energy Supply, LLC's $300 million aggregate principal amount of 5.70% REset Put Securities 
due 2035 (REPS SM) (Exhibit 4(b) to PPL Energy Supply, LLC Form 8-K Report (File No. 333-74794) dated October 
28,2005) 

- Supplement, dated as of May 1,2006, to said Indenture (Exhibit 4(a) to PPL Energy Supply, LLC Form 10-Q Report 
(File No. 333-74794) for the quarter ended June 30,2006) 

Supplement, dated as of July 1,2006, to said Indenture (Exhibit 4(b) to PPL Energy Supply, LLC Form 10-Q Report 
(File No. 333-74794) for the quarter ended June 30,2006) 

Supplement, dated as of July 1,2006, to said Indenture (Exhibit 4(c) to PPL Energy Supply, LLC Form 10-Q Report 
(File No. 333-74794) for the quarter ended June 30,2006) 

- 

- 

- Supplement, dated as of December 1,2006, to said Indenture (Exhibit 4(f)-10 to PPL Energy Supply, LLC Form 10-K 
Report (File No. 333-74794) for the year ended December 31,2006) 

Supplement, dated as of December 1 , 2007, to said Indenture (Exhibit 4@) to PPL Energy Supply, LLC Form 8-IC 
Report (File No. 333-74794) dated December 18,2007) 

Supplement, dated as of March 1,2008, to said Indenture (Exhibit 4(b) to PPL Energy Supply, LLC Form 8-K Report 
(File No. 333-74794) dated March 14, 2008) 

Supplement, dated as of July 1,2008, to said Indenture (Exhibit 4(b) to PPL Energy Supply, LLC Form 8-K Report (File 
No. 1-32944) dated July 21,2008) 

- 

- 

- 

- Trust Deed constituting E200 million 5.875 percent Bonds due 2027, dated March 25,2003, between Western Power 
Distribution (South West) plc and J.P. Morgan Corporate Trustee Services Limited (Exhibit 4(0)-1 to PPL Corporation 
Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2004) 

Supplement, dated May 27,2003, to said Trust Deed, constituting E50 million 5.875 percent Bonds due 2027 (Exhibit 4 
(0)-2 to PPL Corporation Form 10-I( Report (File No. 1-1 1459) for the year ended December 31,2004) 

- 

- Indenture, dated as of March 16,2001, among WPD Holdings UK, Bankers Trust Company, as Trustee, Principal 
Paying Agent, and Transfer Agent and Deutsche Bank Luxembourg, S.A., as Paying and Transfer Agent 

- Trust Deed constituting E105 million 1.541 percent Index-Linked Notes due 2053, dated December 1,2006, between 
Western Power Distribution (South West) plc and HSBC Trustee (CI) Limited (Exhibit 4(i) to PPL Corporation Form 
10-K Report (File No. 1-1 1459) for the year ended December 3 1,2006) 

- Trust Deed constituting E120 million 1.541 percent Index-LinkedNotes due 2056, dated December 1,2006, between 
Western Power Distribution (South West) plc and HSBC Trustee (CI) Limited (Exhibit 4(i) to PPL Corporation Form 
10-K Report (File No. 1-1 1459) for the year ended December 3 1,2006) 
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4(1)-1 

4(1)-2 

4(1)-3 

1 O(a) 
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1 O(f)- 1 

1 O(f)-2 

Trust Deed constituting $225 million 4.80436 percent Notes due 2037, dated December 21,2006, between Western 
Power Distribution (South Wales) plc and HSBC Trustee (CI) Limited (Exhibit 4(k) to PPL Corporation Form 10-K 
Report (File No. 1-1 1459) for the year ended December 31,2006) 

Subordinated Indenture, dated as of March 1,2007, between PPL Capital Funding, Inc., PPL Corporation and The Bank 
of New York, as Trustee (Exhibit 4(a) to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated March 20,2007) 

Supplement, dated as of March 1 , 2007, to said Subordinated Indenture (Exhibit 4(b) to PPL Corporation Form 8-K 
Report (File No. 1-1 1459) dated March 20,2007) 

Series 2009A Exempt Facilities Loan Agreement, dated as of April 1 , 2009, between PPL Energy Supply, LLC and 
Pennsylvania Economic Development Financing Authority (Exhibit 4(a) to PPL Energy Supply, LLC Form 8-IC Report 
(File No. 1-32944) dated April 9,2009) 

Series 2009B Exempt Facilities Loan Agreement, dated as of April 1,2009, between PPL Energy Supply, LLC and 
Pennsylvania Economic Development Financing Authority (Exhibit 4(b) to PPL Energy Supply, LLC Form 8-K Report 
(File No. 1-32944) dated April 9,2009) 

Series 2009C Exempt Facilities Loan Agreement, dated as of April 1,2009, between PPL Energy Supply, LLC and 
Pennsylvania Economic Development Financing Authority (Exhibit 4(c) to PPL Energy Supply, LLC Form 8-K Report 
(File No. 1-32944) dated April 9,2009) 

$150 Million Credit and Reimbursement Agreement, dated as of April 25,2001, among PPL Montana, LLC and the 
banks named therein (Exhibit 10(d) to PPL Montana, LLC Form 10-Q Report (File No. 333-50350) for the quarter ended 
June 30,2001) 

Generation Supply Agreement, dated as of June 20,2001, between PPL Electric Utilities Corporation and PPL 
EnergyPlus, LLC (Exhibit 10.5 to PPL Energy Supply, LLC Form S-4 (Registration Statement No. 333-74794)) 

Master Power Purchase and Sale Agreement, dated as of October 15,2001, between Northwestern Energy Division 
(successor in interest to The Montana Power Company) and PPL Montana, LLC (Exhibit 1O(g) to PPL Montana, LLC 
Form 10-K Report (File No. 333-50350) for the year ended December 31,2001) 

Confirmation Letter dated July 5,2006, between PPL Montana, LLC and Northwestern Corporation (PPL Corporation 
and PPL Energy Supply, LLC Form 8-K Reports (File Nos. 1-1 1459 and 333-74794) dated July 6,2006) 

Guaranty, dated as of December 21,2001, from PPL Energy Supply, LLC in favor of LMB Funding, Limited 
Partnership (Exhibit 100') to PPL Energy Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended 
December 31,2001) 

Agreement for Lease, dated as of December 21,2001, between LMB Funding, Limited Partnership and Lower Mt. 
Bethel Energy, LLC (Exhibit lO(m) to PPL Energy Supply, LLC Form 10-IC Report (File No. 333-74794) for the year 
ended December 31,2003) 

Amendment No. 1 to Agreement for Lease, dated as of September 16,2002, between LMB Funding, Limited Partnership 
and Lower Mt. Bethel Energy, LLC (Exhibit 1O(m)-1 to PPL Energy Supply, LLC Form 10-K Report (File No. 333- 
74794) for the year ended December 3 1,2003) 

Lease Agreement, dated as of December 2 1 , 2001, between LMB Funding, Limited Partnership and Lower Mt. Bethel 
Energy, LLC (Exhibit lO(n) to PPL Energy Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended 
December 3 1,2003) 

Amendment No. 1 to Lease Agreement, dated as of September 16,2002, between LMB Funding, Limited Partnership 
and Lower Mt. Bethel Energy, LLC (Exhibit 10(n)-1 to PPL Energy Supply, LLC Form 10-K Report (File No. 333- 
74794) for the year ended December 3 1,2003) 

Pollution Control Facilities Loan Agreement, dated as of May 1, 1973, between PPL Electric Utilities Corporation and 
the Lehigh County Industrial Development Authority (Exhibit 5(z) to Registration Statement No. 2-60834) 

Facility Lease Agreement (BA 1/2) between PPL Montana, LLC and Montana OL3, LLC (Exhibit 4.7a to PPL Montana, 
LLC Form S-4 (Registration Statement No. 333-50350)) 

Facility Lease Agreement (BA 3) between PPL Montana, LLC and Montana OL4, LLC (Exhibit 4.8a to PPL Montana, 
LLC Form S-4 (Registration Statement No. 333-50350)) 

Services Agreement, dated as of July 1, 2000, among PPL Corporation, PPL Energy Funding Corporation and its direct 
and indirect subsidiaries in various tiers, PPL Capital Funding, Inc., PPL Gas Utilities Corporation, PPL Services 
Corporation and CEP Commerce, LLC (Exhibit 10.20 to PPL Energy Supply, LLC Form S-4 (Registration Statement 
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Asset Purchase Agreement, dated as of June 1,2004, by and between PPL Sundance Energy, LLC, as Seller, and 
Arizona Public Service Company, as Purchaser (Exhibit lO(a) to PPL Corporation and PPL Energy Supply, LLC Form 
IO-Q Reports (File Nos. 1-1 1459 and 333-74794) for the quarter ended June 30,2004) 

Amendment No. 1, dated December 14,2004, to said Asset Purchase Agreement (Exhibit 99.1 to PPL Corporation and 
PPL Energy Supply, LLC Form 8-K Reports (File Nos. 1-1 1459 and 333-74794) dated December 15,2004) 

Receivables Sale Agreement, dated as of August 1,2004, between PPL Electric Utilities Corporation, as Originator, and 
PPL Receivables Corporation, as Buyer (Exhibit 1O(d) to PPL Electric Utilities Corporation Form 10-Q Report (File No. 
1-905) for the quarter ended June 30,2004) 

Amendment No. 1 to Receivables Sale Agreement, dated as of August 5,2008, between PPL Electric Utilities 
Corporation, as Originator, and PPL Receivables Corporation, as Buyer (Exhibit 10(b) to PPL Electric Utilities 
Corporation Form 8-K Report (File No. 1-905) dated August 6,2008) 

Credit and Security Agreement, dated as of August 5,2008, among PPL Receivables Corporation, PPL Electric Utilities 
Corporation, Victory Receivables Corporation, the Liquidity Banks from time to time party thereto and The Bank of 
Tokyo-Mitsubishi UFJ, Ltd., New York Branch (Exhibit lO(a) to PPL Electric Utilities Corporation Form 8-K Report 
(File No. 1-905) dated August 6,2008) 

Amendment No. 1 to said Credit and Security Agreement, dated as of July 28,2009, among PPL Receivables 
Corporation, as Borrower, PPL Electric Utilities Corporation, as Servicer, Victory Receivables Corporation, as a Lender, 
and The Bank of Tokyo-Mitsubishi UFJ, Ltd, New York Branch, as Liquidity Bank and as Agent (Exhibit 10(a) to PPL 
Electric Utilities Corporation Form IO-Q Report (File No. 1-905) for quarter ended September 30,2009) 

Amended and Restated Fee Letter, dated July 28,2009, among PPL Receivables Corporation, as Borrower, PPL Electric 
Utilities Corporation, as Servicer, Victory Receivables Corporation, as a Lender, and The Bank of Tokyo-Mitsubishi 
UFJ, Ltd, New York Branch, as Liquidity Bank and as Agent (Exhibit 10(b) to PPL Electric Utilities Corporation Form 
10-Q Report (File No. 1-905) for quarter ended September 30,2009) 

$300 Million Demand Loan Agreement, dated as of August 20,2004, among CEP Lending, Inc. and PPL Energy 
Funding Corporation (Exhibit 10(dd) to PPL Electric Utilities Corporation Form 10-K Report (File No. 1-905) for the 
year ended December 3 1,2004) 

Reimbursement Agreement, dated as of March 3 1,2005, among PPL Energy Supply, LLC, The Bank of Nova Scotia, as 
Issuer and Administrative Agent, and the Lenders party thereto from time to time (Exhibit 1 O(a) to PPL Energy Supply, 
LLC Form 10-Q Report (File No. 333-74794) for the quarter ended March 31,2005) 

First Amendment to said Reimbursement Agreement, dated as of June 16,2005 (Exhibit lo@) to PPL Energy Supply, 
LLC Form 10-Q Report (File No. 333-74794) for the quarter ended June 30,2005) 

Second Amendment to said Reimbursement Agreement, dated as of September 1,2005 (Exhibit lO(a) to PPL Energy 
Supply, LLC Form 10-Q Report (File No. 333-74794) for the quarter ended September 30,2005) 

Third Amendment to said Reimbursement Agreement, dated as of March 30,2006 (Exhibit 1 O(a) to PPL Energy Supply, 
LLC Form 8-K Report (File No. 333-74794) dated April 5,2006) 

Fourth Amendment to said Reimbursement Agreement, dated as of April 12,2006 (Exhibit 10(b) to PPL Energy Supply, 
LLC Form 10-Q Report (File No. 333-74794) for the quarter ended September 30,2006) 

Fifth Amendment to said Reimbursement Agreement, dated as ofNovember 1,2006 (Exhibit 10(q)-6 to PPL Energy 
Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended December 3 1,2006) 

Sixth Amendment to said Reimbursement Agreement, dated as of March 29,2007 (Exhibit 1O(q)-7 to PPL Energy 
Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended December 3 1,2007) 

Seventh Amendment to said Reimbursement Agreement, dated as of March 1,2008 (Exhibit 10(a) to PPL Energy 
Supply, LLC Form 10-Q Report (File No. 333-74794) for the quarter ended March 3 1,2008) 

Eighth Amendment to said Reimbursement Agreement, dated as of March 30,2009 (Exhibit lO(a) to PPL Energy 
Supply, LLC Form 10-Q Report (File No. 1-32944) for the quarter ended March 3 1,2009) 

$300 Million Five-Year Letter of Credit and Revolving Credit Agreement, dated as of December 15,2005, among PPL 
Energy Supply, LLC and the banks named therein (Exhibit 1 O(b) to PPL Energy Supply, LLC Form 8-K Report (File 
No. 333-74794) dated December 21,2005) 
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First Amendment to said Letter of Credit and Revolving Credit Agreement, dated as of December 29,2006 (Exhibit 10 
(t)-2 to PPL Energy Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended December 3 1 , 2006) 

$300 Million Five-Year Letter of Credit and Reimbursement Agreement, dated as of December 15,2005, among PPL 
Energy Supply and the banks named therein (Exhibit 1 O(c) to PPL Energy Supply, LLC Form 8-K Report (File No. 333- 
74794) dated December 21,2005) 

First Amendment to said Letter of Credit and Reimbursement Agreement, dated as of December 29,2006 (Exhibit 1 O(u)- 
2 to PPL Energy Supply, LLC Form 10-K Report (File No. 333-74794) for the year ended December 3 1,2006) 

$400 million Amended and Restated 364-Day Credit Agreement, dated as of September 8,2009, among PPL Energy 
Supply, LLC and the banks named therein (Exhibit lO(a) to PPL Energy Supply, LLC Form 8-K Report (File No. 1 - 
32944) dated September 1 1 , 2009) 

$200 million Third Amended and Restated Five-Year Credit Agreement, dated as of May 4,2007, among PPL Electric 
Utilities Corporation and the banks named therein (Exhibit 10(b) to PPL Electric Utilities Corporation Form 8-K Report 
(File No. 1-905) dated May 9,2007) 

First Amendment to Third Amended and Restated Credit Agreement, dated as of December 3,2008, by and among PPL 
Electric Utilities Corporation, certain of the lenders party to the Third Amended and Restated Credit Agreement dated as 
of May 4,2007 and Wachovia Bank, National Association, as administrative agent (Exhibit 99.2 to PPL Electric Utilities 
Corporation Form 8-K Report (File No. 1-905) December 4,2008) 

$3.4 billion Second Amended and Restated Five-Year Credit Agreement, dated as of May 4, 2007, among PPL Energy 
Supply, LLC and the banks named therein (Exhibit lO(a) to PPL Energy Supply, LLC Form 8-K Report (File No. 333- 
74794) dated May 9,2007) 

First Amendment to Second Amended and Restated Credit Agreement, dated as of December 3,2008, by and among 
PPL Energy Supply, LLC, certain of the lenders party to the Second Amended and Restated Credit Agreement dated as 
of May 4, 2007 and Wachovia Bank, National Association, as administrative agent (Exhibit 99.1 to PPL Energy Supply, 
LLC Form 8-K Report (File No. 1-32944) dated December 4,2008) 

E150 million Credit Agreement, dated as of January 24,2007, among Western Power Distribution Holdings Limited and 
the banks named therein (Exhibit 1O(y) to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended 
December 31,2006) 

Pollution Control Facilities Loan Agreement, dated as of February 1,2005, between PPL Electric Utilities Corporation 
and the Lehigh County Industrial Development Authority (Exhibit IO(@ to PPL Electric Utilities Corporation Form 10- 
K Report (File No. 1-905) for the year ended December 3 1,2004) 

Pollution Control Facilities Loan Agreement, dated as of May 1,2005, between PPL Electric Utilities Corporation and 
the Lehigh County Industrial Development Authority (Exhibit 1 O(a) to PPL Electric Utilities Corporation Form 10-Q 
Report (FileNo. 1-905) for the quarter ended June 30,2005) 

Pollution Control Facilities Loan Agreement, dated as of October 1,2008, between Pennsylvania Economic 
Development Financing Authority and PPL Electric Utilities Corporation (Exhibit 4(a) to PPL Electric Utilities 
Corporation Form 8-K Report (File No. 1-905) dated October 31,2008) 

E210 million Multicurrency Revolving Facility Agreement, dated July 7,2009, between Western Power Distribution 
(South West) plc and HSBC Banlc plc, Lloyds TSB Bank plc and Clydesdale Bank plc (Exhibit 1O(c) to PPL Corporation 
Form IO-Q Report (File No. 1-1 1459) for quarter ended June 30,2009) 

Amended and Restated Directors Deferred Compensation Plan, dated June 12,2000 (Exhibit 10(h) to PPL Corporation 
Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2000) 

Amendment No. 1 to said Amended and Restated Directors Deferred Compensation Plan, dated December 18,2002 
(Exhibit 10(m)-1 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2002) 

Amendment No. 2 to said Amended and Restated Directors Deferred Compensation Plan, dated December 4,2003 
(Exhibit lo(@-2 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 3 1,2003) 

Amendment No. 3 to said Amended and Restated Directors Deferred Compensation Plan, dated as of January 1,2005 
(Exhibit 10(cc)-4 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2005) 

Amendment No. 4 to said Amended and Restated Directors Deferred Compensation Plan, dated as of May 1,2008 
(Exhibit 10(x)-5 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2008) 

Trust Agreement, dated as of April 1,2001, between PPL Corporation and Wachovia Bank, N.A. (as successor to First 
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Trust Agreement, dated as of March 20,2007, between PPL Corporation and Wachovia Bank, N.A., as Trustee (Exhibit 
lO(c) to PPL Corporation Form 10-Q Report (File No. 1-1 149) for the quarter ended March 31,2007) 

Trust Agreement, dated as of March 20,2007, between PPL Corporation and Wachovia Bank, N.A., as Trustee (Exhibit 
lO(d) to PPL Corporation Form IO-Q Report (File No. 1-1 1459) for the quarter ended March 31,2007) 

Trust Agreement, dated as of March 20,2007, between PPL Corporation and Wachovia Bank, N.A., as Trustee (Exhibit 
10(e) to PPL Corporation Form 10-Q Report (File No. 1-1 1459) for the quarter ended March 31,2007) 

Amended and Restated Officers Deferred Compensation Plan, dated December 8,2003 (Exhibit lO(r) to PPL 
Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2003) 

Amendment No. 1 to said Amended and Restated Officers Deferred Compensation Plan, dated as of January 1,2005 
(Exhibit 10(ee)-l to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2005) 

Amendment No. 2 to said Amended and Restated Officers Deferred Compensation Plan, dated as of January 22, 2007 
(Exhibit 10(bb)-3 to PPL Corporation Form 10-IC Report (File No. 1-1 1459) for the year ended December 31,2006) 

Amendment No. 3 to said Amended and Restated Officers Deferred Compensation Plan, dated as of June 1,2008 
(Exhibit 10(z)-4 to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2008) 

Amended and Restated Supplemental Executive Retirement Plan, dated December 8,2003 (Exhibit lO(s) to PPL 
Corporation Form 10-IC Report (File No. 1-1 1459) for the year ended December 3 1 , 2003) 

Amendment No. 1 to said Supplemental Executive Retirement Plan, dated December 16,2004 (Exhibit 99.1 to PPL 
Corporation Form 8-IC Report (File No. 1-1 1459) dated December 17,2004) 

Amendment No. 2 to said Supplemental Executive Retirement Plan, dated as of January 1,2005 (Exhibit lo(@-3 to PPL 
Corporation Form 10-K Report (File 1-1 1459) for the year ended December 31,2005) 

Amendment No. 3 to said Supplemental Executive Retirement Plan, dated as of January 22, 2007 (Exhibit 10(cc)-4 to 
PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2006) 

Amendment No. 4 to said Supplement Executive Retirement Plan, dated as of December 9,2008 (Exhibit 1 O(aa)-5 to 
PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2008) 

Incentive Compensation Plan, amended and restated effective January 1,2003 (Exhibit 1O(p) to PPL Corporation Form 
10-K Report (File No. 1-1 1459) for the year ended December 3 1,2002) 

Amendment No. 1 to said Incentive Compensation Plan, dated as of January 1,2005 (Exhibit 10(gg)-2 to PPL 
Corporation Form 10-K Report (File 1-1 1459) for the year ended December 31,2005) 

Amendment No. 2 to said Incentive Compensation Plan, dated as of January 26,2007 (Exhibit 10(dd)-3 to PPL 
Corporation Form 10-IC Report (File No. 1-1 1459) for the year ended December 3 1,2006) 

Amendment No. 3 to said Incentive Compensation Plan, dated as of March 2 1,2007 (Exhibit 1 O ( f )  to PPL Corporation 
Form 10-Q Report (File No. 1-1 1459) for the quarter ended March 3 1,2007) 

Amendment No. 4 to said Incentive Compensation Plan, effective December 1,2007 (Exhibit lO(a) to PPL Corporation 
Form 10-Q Report (File No. 1-1 1459) for the quarter ended September, 30,2008) 

Amendment No. 5 to said Incentive compensation Plan, dated as of December 16,2008 (Exhibit 10(bb)-6 to PPL 
Corporation Form 10-K Report (File 1-1 1459) for the year ended December 31,2008) 

Form of Stock Option Agreement for stock option awards under the Incentive Compensation Plan (Exhibit lO(a) to PPL 
Corporation Form 8-K Report (File No. 1-1 1459) dated February 1,2006) 

Form of Restricted Stock Unit Agreement for restricted stock unit awards under the Incentive Compensation Plan 
(Exhibit 10(b) to PPL Corporation Form 8-K Report (File No. 1-1 1459) dated February 1,2006) 

Form of Restricted Stock Unit Agreement for restricted stock unit awards under the Incentive Compensation Plan 
pursuant to PPL Corporation Cash Incentive Premium Exchange Program (Exhibit 1 O(c) to PPL Corporation Form 8-K 
Report (File No. 1-1 1459) dated February 1,2006) 

Incentive Compensation Plan for Key Employees, amended and restated effective January 1,2003 (Schedule B to Proxy 
Statement of PPL Corporation, dated March 17,2003) 



ulO(i i )  

12(a) 

Amendment No. 1 to said Incentive Compensation Plan for Key Employees, dated as of January 1,2005 (Exhibit (&)-I 
to PPL Corporation Form 10-K Report (File 1-1 1459) for the year ended December 3 1,2005 

Amendment No. 2 to said Incentive Compensation Plan for Key Employees, dated as of January 26,2007 (Exhibit 10 
(ee)-3 to PPL corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2006) 

Amendment No. 3 to said Incentive Compensation Plan for Key Employees, dated as of March 2 1,2007 (Exhibit lO(9) 
to PPL Corporation Form 10-Q Report (File No. 1-1 1459) for the quarter ended March 31,2007) 

Amendment No. 4 to said Incentive Compensation Plan for Key Employees, dated as of December 15,2008 (Exhibit 10 
(cc)-5 to PPL Corporation Form 10-IC Report (File No. 1-1 1459) for the year ended December 31,2008) 

Short-term Incentive Plan (Schedule A to Proxy Statement of PPL Corporation, dated March 20,2006) 

Agreement dated January 15,2003 between PPL Corporation and Mr. Miller regarding Supplemental Pension Benefits 
(Exhibit lO(u) to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2002) 

Employment letter dated December 19,2005 between PPL Services Corporation and Jerry Matthews Simmons, Jr. 
(Exhibit lO(jj) to PPL Corporation Form 10-K Report (FileNo. 1-1 1459) for the year endedDccember 31,2006) 

Employment letter dated May 3 1,2006 between PPL Services Corporation and William H. Spence (Exhibit lO(pp) to 
PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2006) 

Employment letter dated August 29,2006, between PPL Services Corporation and David G. DeCampli (Exhibit IO(qq) 
to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2006) 

Amendments to certain compensation programs and arrangements for Named Executive Officers of PPL Corporation 
and PPL Electric Utilities Corporation and compensation arrangement changes for non-employee Directors of PPL 
Corporation (PPL Corporation and PPL Electric Utilities Corporation Form 8-IC Reports (File Nos. 1-1 1459 and 1-905) 
dated November 1,2006) 

Form of Retention Agreement entered into between PPL Corporation and Messrs. Champagne, Farr, Miller and Shriver 
(Exhibit 1O(h) to PPL Corporation Form 10-Q Report (File No. 1-1 1459) for the quarter ended March 31,2007) 

Form of Severance Agreement entered into between PPL Corporation and the Named Executive Officers (Exhibit 1O(i) 
to PPL Corporation Form IO-Q Report (File No. 1-1 1459) for the quarter ended March 31,2007) 

Amendment to said Severance Agreement (Exhibit 10(a) to PPL Corporation Form 10-Q Report (File No. 1-1 1459) for 
the quarter ended June 30,2009) 

Form of Performance Unit Agreement entered into between PPL Corporation and the Named Executive Officers (Exhibit 
1O(ss) to PPL Corporation Form 10-K Report (File No. 1-1 1459) for the year ended December 31,2007) 

2009 compensation matters regarding PPL Corporation Named Executive Officers (PPL Corporation Form 8-K Report 
(File No. 1-1 1459) dated January 28,2009) 

2009 compensation matters regarding PPL Electric Utilities Corporation Named Executive Officers (PPL Electric 
Utilities Corporation Form 8-K Report (File No. 1-905) dated January 28,2009) 

Establishment of 2009 annual performance goals and business criteria for incentive awards to PPL Corporation Named 
Executive Officers (PPL Corporation Forni 8-K Report (File No. 1-1 1459) dated April 1,2009) 

Establishment of 2009 annual performance goals and business criteria for incentive awards to PPL Electric Utilities 
Corporation Named Executive Officers (PPL Electric Utilities Corporation Form 8-IC Report (File No. 1-905) dated 
April 1,2009) 

Employment letter dated May 22, 2009, between PPL Services Corporation and Gregory W. Dudkin (Exhibit 10(b) to 
PPL Corporation Form 10-Q Report (File No. 1-1 1459) for quarter ended June 30,2009) 

PPL Corporation and Subsidiaries Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock 
Dividends 

PPL Energy Supply, LLC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges 

PPL Electric Utilities Corporation and Subsidiaries Computation of Ratio of Earnings to Combined Fixed Charges and 
Preferred Stock Dividends 
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- Subsidiaries of PPL Corporation 

- Subsidiaries of PPL Electric Utilities Corporation 

- Consent of Ernst & Young LLP - PPL Corporation 

- Consent of Ernst & Young LLP - PPL Energy Supply, LLC 

- Consent of Ernst & Young LLP - PPL Electric Utilities Corporation 

- Power of Attorney 

- Certificate of PPL's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Energy Supply's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002 

- Certificate of PPL Energy Supply's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Electric's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Electric's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Energy Supply's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002 

- Certificate of PPL Energy Supply's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Electric's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

- Certificate of PPL Electric's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

- Examples of Wholesale Energy, Fuel and Emission Allowance Price Fluctuations - 2005 through 2009 

- XBRL Instance Document for PPL Corporation 

- XBRL Taxonomy Extension Schema for PPL Corporation 

XBRL Taxonomy Extension Calculation Linkbase for PPL Corporation 

- XBRL Taxonomy Extension Definition Linkbase for PPL Corporation 

- XBRL Taxonomy Extension Label Linkbase for PPL Corporation 

- XBRL Taxonomy Extension Presentation Linkbase for PPL Corporation 

- 

** - XBRL information will be considered to be furnished, not filed, for the first two years of a company's submission of XBRL information. 
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M N D M E N T  NO. 4 

TO 

PPL EMPLOYEE STOCK OWNERS 

WHEREAS, PPL Services Corporation ("PPL") has adopted the PPL Employee Stock Ownership Plan ("Plan") 

WHEREAS, the Plan was amended and restated effective January 1,2002 and subsequently amended by Amendment 

effective July 1 , 2000, on behalf of various affiliated companies; and 

No. 1 ,2  and 3; and 

WHEREAS, the Company desires to further amend the Plan; 

NOW, THEREFORE, the Plan is hereby amended as follows: 

I. 

2.20 

Effective January 1,2010, Section 2.20 is amended to read as follows: 

"Market Value" shall mean, with respect to the Stock, the closing prices of the Stock reported by the New 
York Stock Exchange for the third trading day immediately preceding the date on which the Stock is contributed to the 
Plan. 

II. Except as provided for in this Amendment No. 4, all other provisions of the Plan shall remain in full force 
and effect. 

IN WITNESS WHEREOF, this Amendment No. 4 is executed this day of , 2009. 

PPL SERVICES CORPORATION 

By: 
Stephen R. Russo 
Vice President-Human Resources 
& Services 
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Execution Copy 

WPD HOLDINGS UK 

and 

BANIUCRS TRUST COMPANY, 
as Trustee, Principal Paying Agent, and Transfer Agent 

and 

DEUTSCHE BANK LUXEMBOURG S.A., 
as Paying and Transfer Agent 

INDENTURE 

Dated as of March 16,2001 

Debt Securities 
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INDENTURE, dated as of March 16,2OOj, among WPD HOLDINGS UK, a private unlimited liability company duly 
organized and existing under the laws of England and Wales (the “ Company ”), having its principal office at Avonbank, Feeder Road, Bristol 
BS2 OTB, England, BANKERS TRUST COh4PANY1 a New York banking corporation, as trustee, principal paying agent, and transfer agent 

he “ Trustee ”) and DEUTSCKE BANK LUXEMBOURG, S.A., a company organized under the laws of Luxembourg, as paying and transfer 
gent (the “ Paying Agent ”). 

RECITALS OF THE COMPANY 

The Company has duly authorized the execution and delivery of this Indenture to provide for the issuance from time to time 
of certain of its unsecured debentures, notes or other evidences of indebtedness (herein called the “ Seczrrities ”), to be issued in one or more 
series as provided in this Indenture. 

All things necessary to make this Indenture a valid agreement of the Company, in accordance with its terms, have been done. 

NOW, THEREFORE, THIS INDENTURE WITNESSETH: 

For and in consideration of the premises and the purchase of the Securities by the Holders thereof, it is mutually covenanted 
and agreed, for the equal and proportionate benefit of all Holders of the Securities or of series thereof, as follows: 

ARTICLE I 

DEFINITIONS AND OTHER PROVISIONS OF GENERAL APPLICATION 

SECTION 101. Definitions 

For all purposes of this Indenture, except as otherwise expressly provided or unless the context otherwise requires: 

the terms defined in this Article have the respective meanings assigned to them in this Article and include the plural as well 
as the singular; 

all other terms used herein that are defined in the Trust Indenture Act, either directly or by reference therein, have the 
meanings assigned to them therein; 

all accounting terms not otherwise defined herein have the meanings assigned to them in accordance with generally accepted 
accounting principles in the United States and, except as otherwise herein expressly provided, the term “ generally accepted 
accozrnting principles ,” with respect to any computation required or permitted hereunder, shall mean such accounting 
principles as are generally accepted in the [ United Kingdom ] at the date of such computation; and 

the words “ herein )I’ ‘‘ hereof ,” and “ herezinder ” and other words of similar import refer to this Indenture as a whole and 
not to any particular Article, Section or other subdivision. 

Certain terms, used principally in Article VI, are defined in that Article. 

“Act ,” when used with respect to any Holder, has the meaning specified in Section 104. 

“ Additional Amozints ” has the meaning specified in Section 1009. 

L L  Aflliate ” of any specified Person means any other Person, directly or indirectly, controlling or controlled by or under direct 
or indirect common control with such specified Person. For the purposes of this definition, L‘ COi7ti-01,’’ when used with respect to any specified 
Person, means the power to direct the management and policies of such Person, directly or indirectly, whether through the ownership of voting 
securities, by contract or otherwise, and the terms ‘‘ controlling ” and ‘‘ controlled ” have meanings correlative to the foregoing. 

“Authenticating Agent ” means any Person authorized to authenticate and deliver Securities on behalf of the Trustee pursuant 
to Section 614. 

“ Bearer, Seczrrity ” means any Security that is payable to the bearer. 

“ Boar-d of Directors ” means either the board of directors of the Company or any duly authorized committee of that Board of 
Directors. 

‘‘ Board Resohition ” means a resolution certified by the Secretary or an Assistant Secretary of the Company (i) to have been 
duly adopted by the Board of Directors and (ii) to be in full force and effect on the date of such certification. 

“ Book-Entiy Depositaiy ” means, with respect to the Securities of any series issuable or issued, in whole or in part, in the 
form of one or more Global Securities, the Person designated as Book-Entry Depositary by the Company pursuant to Section 301, and, if so 
provided pursuant to Section 301 with respect to the Securities of a series, any successor to such Person. If at any time there is more than one 
such Person, “ Bool+Entiy Depositary ” shall mean, with respect to any series of Securities, the qualifying entity which has been appointed 



with respect to the Securities of that series. 

“ Book-Entiy Interest ” means a certificateless depositary interest to be issued by the Book-Entry Depositary to DTC. 

‘‘ Bzrsiness Day ,” when used with respect to the Place of Payment of the Securities of any series, means each day that is not a 
,aturday, a Sunday or a day on which banking institutions in any Place of Payment for the Securities of that series are authorized or obligated 
by law to remain closed. 

“ Clearstrea~n ” means Clearstream Banking, sociktk anonyme , or its successor. 

“ Coinnzission ” means the U.S. Securities and Exchange Commission, as from time to time constituted, created under the 
U.S. Securities Exchange Act of 1934, as amended, or, if at any time after the execution of this instrument such commission is not existing and 
performing the duties now assigned to it under the Trust Indenture Act, then the body performing such duties at such time. 

“ Company ” means the Person named as the “ Conzpany ” in the first paragraph of this instrument until a successor 
corporation shall have become such pursuant to the applicable provisions of this Indenture, and thereafter “ Company ” shall mean such 
successor corporation. 

“ Company Request ” or “ Company Order ” means a written request or order signed in the name of the Company by (i) any 
Director and (ii) any other Director, or the Treasurer, Secretary, any Assistant Treasurer or Assistant Secretary, or any other officer so 
authorized, and delivered to the Trustee. 

‘‘ Consolidated Net Tangible Assets ” means the total of all assets (including revaluations thereof as a result of commercial 
appraisals, price level restatements or otherwise) appearing on a consolidated balance sheet of the Company, net of applicable reserves and 
deductions, but excluding goodwill, trade names, trademarks, patents, unamortized debt discount, and all other like intangible assets (which 
term shall not be construed to include such revaluations), less the aggregate of the consolidated current liabilities of the Company appearing on 
such balance sheet. 

“ Coiporate Trzrst OJjlice ” means the principal office of the Trustee in The City of New York, at which at any particular time 
its corporate trust business shall be administered, which at the date hereof is Four Albany Street, New York, New York, 10006, 
Attention: Manager, Project Finance, or at any other time at such address as the Trustee may designate from time to time by written notice to 
the Company at its principal office at Avonbank, Feeder Road, Bristol BS2 OTB, England. 

“ Coiporation ” includes corporations, associations, companies, and business trusts. 

‘‘ Debt ” has the meaning specified in Section 1004. 

‘‘ Defairlt ,” for purposes of Section 601 of this Indenture, means an ‘‘ Event of Defairlt ” as specified in Section 501 hereof, 

I 

and for purposes of Section 3 lo@) of the Trust Indenture Act, ‘‘ defazrlt ” means an “Event of Default ” as specified in Section 501 hereof, but 
exclusive of any period of grace or requirement of notice. 

“ Defazrlted Interest ” has the meaning specified in Section 308. 

“ Deposit Agiaeiizent ” means the deposit agreement among the Company, the Book-Entry Depositary, and the holders and 
beneficial owners from time to time of interests in the Book-Entry Interest. 

“ Director ” means any member of the Board of Directors. 

“ Discharged ” means, with respect to the Securities of any series, the discharge of the entire indebtedness represented by, 
and obligations of the Company under, the Securities of such series and the satisfaction of all the obligations of the Company under the 
Indenture relating to the Securities of such series, except (i) the rights of Holders of the Securities of such series to receive, from the trust fimd 
described in Section 403 hereof, payment of the principal of and interest and premium, if any, on the Securities of such series when such 
payments are due, (ii) the Company’s obligations with respect to the Securities of such series with respect to registration, transfer, exchange, 
and maintenance of a Place of Payment, and (iii) the rights, powers, trusts, duties, protections, and immunities of the Trustee under this 
Indenture. 

‘‘ Dollar ” or “ 8 ” means a dollar or other equivalent unit in such coin or currency of the United States of America as at the 
time shall be legal tender for the payment of public and private debt. 

“ DTC ” means The Depository Trust Company or its successors. 

“ Ezrroclear ” means Euroclear Bank S.A./N.V., or its successor, as operator of the Euroclear System. 

“ Event of Defairlt ” has the meaning specified in Section 501. 

“ Exchange Act ” means the Securities Exchange Act of 1934, as amended. 

“ Global Seczrrity ” means a Registered or Bearer Security evidencing all or part of a series of Securities, issued to the Book- 



Entry Depositary for such series or its nominee. 

‘‘ Holder ” means, in the case of a Registered Security, the Person in whose name a Security is registered in the Security 
Register and, in the case of a Global Bearer Security, the Book-Entry Depositary therefor. 

“ Indenture ” means this instrument as originally executed or as it may, from time to time, be supplemented or amended by 
one or more indentures supplemental hereto entered into pursuant to the applicable provisions hereof, and shall include the terms of particular 
series of Securities established as contemplated by Section 301. 

“ Indirect Participant ” means a Person that holds an interest in a Book-Entry Interest through a Person that has an account 
with DTC. 

“ Interest ,” when used with respect to an Original Issue Discount Security that by its terms bears interest only after Maturity, 
means interest payable after Maturity at the rate prescribed in such Original Issue Discount Security. 

“ Interest Payment Date ,” when used with respect to any Security, means the Stated Maturity of an installment of interest on 
such Security. 

“ Letter OfRepresentations ” means, with respect to the Securities of any series, the representation from the Company and the 
Trustee to DTC with respect to the Securities of that series. 

“ Lien ” means any mortgage, lien, pledge, security interest or other encumbrance;provided , however , that the term “ Lien ” 
shall not mean any easements, rights-of-way, restrictions, and other similar encumbrances, and encumbrances consisting of zoning restrictions, 
leases, subleases, licenses, sublicenses, restrictions on the use of property or defects in title thereto. 

‘‘ Maturity ,” when used with respect to any Security, means the date on which the principal of such Security or an 
installment of principal becomes due and payable as therein or herein provided, whether at the Stated Maturity or by declaration of 
acceleration, call for redemption or otherwise. 

“ Oficeis’ Certijkate ” means a certificate signed by (i) any Director and (ii) any other Director, or the Treasurer, Secretary, 
any Assistant Treasurer or Assistant Secretary, or any other officer so authorized, and delivered to the Trustee. 

Opinion of Cozinsel ” means a written opinion of counsel, who, unless otherwise required by the Trust Indenture Act, may 
‘-e an employee of or regular counsel for the Company, or may be other counsel reasonably acceptable to the Trustee. 

“ Original Issire Discount Security ” means any Security which provides for an amount less than the principal amount thereof 
to be due and payable upon a declaration of acceleration of the Maturity thereof pursuant to Section 502. 

‘‘ Outstanding ,” when used with respect to Securities, means, as of the date of determination, all Securities theretofore 
authenticated and delivered under this Indenture, except: 

(i) 

(ii) 

Securities theretofore canceled by the Tnistee or delivered to the Trustee for cancellation; 

Securities, or portions thereof, for whose payment or redemption money or U.S. Governmental Obligations in the necessary 
amount has been theretofore deposited with the Trustee or any Paying Agent (other than the Company) in trust or set aside 
and segregated in trust by the Company (if the Company shall act as its own Paying Agent) for the Holders of such 
Securities; provided that, if such Securities are to be redeemed, notice of such redemption has been duly given pursuant to 
this Indenture or provision therefor satisfactory to the Trustee has been made; and 

Securities that have been paid pursuant to Section 306 or in exchange for or in lieu of which other Securities have been 
authenticated and delivered pursuant to this Indenture, other than any such Securities in respect of which there shall have 
been presented to the Trustee proof satisfactory to it that such Securities are held by a bona fide purchaser in whose hands 
such Securities are valid obligations of the Company; 

(iii) 

provided, however , that in determining whether the Holders of the requisite principal amount of the Outstanding Securities have given any 
request, demand, authorization, direction, notice, consent or waiver hereunder, (a) the principal amount of an Original Issue Discount Security 
that shall be deemed to be outstanding for such purposes shall be the amount of the principal thereof that would be due and payable as of the 
date of such determination upon a declaration of acceleration of the Maturity thereof pursuant to Section 502, and (b) Securities owned by the 
Company or any other obligor upon the Securities or any Affiliate of the Company or of such other obligor shall be disregarded and deemed 
not to be Outstanding, except that in determining whether the Trustee shall be protected in relying upon any such request, demand, 
authorization, direction, notice, consent or waiver, only Securities that a Responsible Officer of the Trustee actually knows to be so owned shall 
be so disregarded. Securities so owned as described in (b) above which have been pledged in good faith may be regarded as Outstanding if the 
dedgee certifies to the Trustee the pledgee’s right so to act with respect to such Securities and that the pledgee is not the Company or any other 

, tligor upon the Securities or any Affiliate of the Company or of such other obligor. 

“ Participant ” means a Person that has an account with DTC. 

“ Paying Agent ” means Deutsche Bank Luxembourg S.A. and any other Person authorized by the Company to pay the 



principal of (and premium, if any) or interest on any Securities on behalf of the Company hereunder, including, without 
limitation, the Principal Paying Agent. 

‘‘ Permanent Global Security ” means a Global Security that is, at the time of the initial issuance of the related series of 
’ecurities, issued in permanent form. 

‘‘ Person ” means any individual, corporation, limited liability company, partnership, joint venture, association, joint-stock 
company, trust, unincorporated organization or government or any agency or political subdivision thereof. 

‘‘ Place of Payineiit ,” when used with respect to the Securities of any series, means the place or places where the principal of 
(and premium, if any) and interest, if any, on the Securities of that series arc payable as specified in or as contemplated by Section 301. 

“ Predecessor Security ” of any particular Security means every previous Security evidencing all or a portion of the same 
debt as that evidenced by such particular Security; and, for the purpose of this definition, any Security authenticated and delivered under 
Section 306 in exchange for or in lieu of a mutilated, destroyed, lost or stolen Security shall be deemed to evidence the same debt as the 
mutilated, destroyed, lost or stolen Security. 

“ Principal Paying Agent ” means Bankers Trust Company until a successor Principal Paying Agent shall have become such 
pursuant to the applicable provisions of this Indenture and, thereafter, “ Principal Paying Agent ” shall mean such successor Principal Paying 
Agent. 

“Redemption Date ,” when used with respect to any Security to be redeemed, means the date fixed for such redemption by or 
pursuant to this Indenture. 

‘‘ Redemptioii Price ,” when used with respect to any Security to be redeemed, means the price at which it is to be redeemed 
pursuant to this Indenture, exclusive of accrued and unpaid interest. 

“ Registered Security ” means any Security that is payable to a registered owner or registered assigns thereof as registered in 
the Security Register. 

‘‘ Regirlar Record Date ” for the interest payable on any Interest Payment Date on the Securities of any series means the date 
specified for that purpose as contemplated by Section 301. 

“ Relevant Date ” for any payment made with respect to the Securities of any series means whichever is the later of (i) the 

Book-Entry Depositary or the Trustee on or prior to such due date, the date on which, the full amount having been so received, notice to that 
effect shall have been given to the Holders in accordance with this Indenture. 

’ ite on which the relevant payment first becomes due and (ii) if the full amount payable has not been received in The City of New York by the 

“ Resale Restriction Teriiziizatiorz Date ” means the date which is two years after the later of (i) the date such Securities are 
originally issued by the Company or (ii) the last date on which the Company or any Affiliate of the Company was the owner of such Security. 

“ Resporzsible Oflcer ,” when used with respect to the Trustee, means any. officer within the Corporate Trust Office, 
including any vice president, managing director, the secretary, the treasurer, assistant vice president, assistant secretary, assistant treasurer, or 
any other officer of the Trustee customarily performing hnctions similar to those performed by any of the above-designated officers with 
responsibility for the administration of this Indenture, and also means, with respect to a particular corporate trust matter, any other officer to 
whom such matter is referred because of his knowledge of and familiarity with the particular subject. 

‘‘ RestrictedPeriod” with respect to any Regulation S Security, shall mean the first 40 days following the date on which such 
Securities are originally issued by the Company. 

“ Seczrrities ” has the meaning stated in the first recital of this Indenture and, more particularly, means any Securities 
authenticated and delivered under this Indenture. 

‘‘ Seczrrities Act ” means the Securities Act of 1933, as amended. 

“ Seczrrity Register ” and “ Seczrrity Registrar ” have the respective meanings specified in Section 306. 

‘‘ Special Record Date ” for the payment of any Defaulted Interest means a date fixed by the Trustee pursuant to Section 308. 

‘‘ Stated Matzirity ,” when used with respect to any Security or any installment of principal thereof or interest thereon, means 
the date specified in such Security as the fixed date on which the principal of such Security or such installment of principal or interest is due 
and payable. 

‘‘ Subsidiary ” means a corporation more than 50% of the outstanding Voting Stock of which is owned, directly or indirectly, 
,y the Company. 

‘‘ Transfer Agent ” means any Person authorized by the Company to effectuate the exchange or transfer of any Security on 
behalf of the Company hereunder. 



“ Tnrstee ” means the Person named as the “ Trustee ” in the f i s t  paragraph of this instrument until a successor Trustee shall 
have become such pursuant to the applicable provisions of this Indenture, and thereafter “ Trustee ” shall mean or include each Person that is 
then a Trustee hereunder, and if at any time there is more than one such Person, “ Tnrstee ” as used with respect to the Securities of any series 
>all mean the Trustee with respect to Securities of that series. 

_ _  
“ Trzrst Indentzrre Act ” means the Trust Indenture Act of 1939, as in force at the date as of which this instrument was 

executed, except as provided in Section 905. 

‘‘ United Kingdoin ” means the United Kingdom of Great Britain and Northern Ireland, its territories, its possessions, and 
other areas subject to its jurisdiction. 

“ United Kingdoin Taxes ” has the meaning specified in Section 1009. 

“ United States ” means the United States of America (including the States and the District of Columbia), its territories, its 
possessions, and other areas subject to its jurisdiction. 

“ US. Governinent Obligations ” means direct obligations of the United States for the payment of which the full faith and 
credit of the United States of America is pledged, or obligations of a person controlled or supervised by and acting as an agency or 
instrumentality of the United States and the payment of which is unconditionally guaranteed by the United States, and shall also include a 
depository receipt issued by a bank or trust company as custodian with respect to any such U.S. Government Obligation or a specific payment 
of interest on or principal of any such U.S. Government Obligation held by such custodian for the account of a holder or a depository receipt; 
provided that (except as required by law) such custodian is not authorized to make any deduction from the amount payable to the holder of such 
depository receipt from any amount received by the custodian in respect of the U.S. Government Obligation or the specific payment of interest 
on or principal of the U.S. Governinent Obligation evidenced by such depository receipt. 

L‘ Voting Stock ” of any corporation means stock of the class or classes having general voting power under ordinary 
circumstances to elect at least a majority of the board of directors of a corporation (irrespective of whether at the time stock of any other class 
or classes shall have or might have voting power by reason of the happening of any contingency). 

SECTION 102. Compliance Certificates and Opinion s 

Except as otherwise expressly provided by this Indenture, upon any application or request by the Company to the Trustee to 
qke any action under any provision of this Indenture, the Company shall furnish to the Trustee an Officers’ Certificate stating that all 
Jnditions precedent, if any, provided for in this Indenture relating to the proposed action have been complied with and an Opinion of Counsel 

stating that, in the opinion of such counsel, all such conditions precedent, if any, have been complied with, except that in the case of any such 
application or request as to which the furnishing of such documents is specifically required by any provision of this Indenture relating to such 
particular application or request, no additional certificate or opinion need be furnished. 

Every certificate or opinion with respect to compliance with a condition or covenant provided for in this Indenture shall 
include: 

(i) a statement that each individual signing such certificate or opinion has read such covenant or condition and the definitions 
herein relating thereto; 

a brief statement as to the nature and scope of the examination or investigation upon which the statements or opinions 
contained in such certificate or opinion are based; 

(iii) a statement that, in the opinion of each such individual, or such firm he, she or it has made such examination or investigation 
as is necessary to enable him, her or it to express an informed opinion as to whether or not such covenant or condition has 
been complied with; and 

a statement as to whether, in the opinion of each such individual or such firm, such condition or covenant has been complied 
with. 

(ii) 

(iv) 

SECTION 103. Form of Documents Delivered to Trustee 

In any case where several matters are required to be certified by, or covered by an opinion of, any specified Person, it is not 
necessary that all such matters be certified by, or covered by the opinion of, only one such Person, or that they be so certified or covered by 
only one document, but one such Person may certify or give an opinion with respect to some matters and one or more other such Persons as to 
other matters, and any such Person may certify or give an opinion as to such matters in one or several documents. 

Any certificate or opinion of an officer or Director of the Company may be based, insofar as it relates to legal matters, upon a 
rtificate or opinion of, or representations by, counsel, unless such officer or Director knows, or in the exercise of reasonable care should 

..now, that the certificate or opinion or representations with respect to the matters upon which his certificate or opinion is based are 
erroneous. Any such certificate or opinion of counsel may be based, insofar as it relates to factual matters, upon a certificate or opinion of, or 
representations by, an officer or officers or Director or Directors of the Company stating that the information with respect to such factual 
matters is in the possession of the Company, unless such counsel knows, or in the exercise of reasonable care should know, that the certificate 



or opinion or representations with respect to such matters are erroneous. 

Where any Person is required to make, give or execute two or more applications, requests, consents, certificates, statements, 
opinions or other instruments under this Indenture, they may, but need not, be consolidated and form one instrument. 

SECTION 104. Acts of Holders 

(a) Any request, demand, authorization, direction, notice, consent, waiver or other action provided by this Indenture to be 
given or taken by Holders may be embodied in and evidenced by one or more instruments of substantially similar tenor signed by such Holders 
in person or by agent duly appointed in writing, and, except as herein otherwise expressly provided, such action shall become effective when 
such instrument or instruments are delivered to the Trustee and, where it is hereby expressly required, to the Company. Such instrument or 
instruments (and the action embodied therein and evidenced thereby) are herein sometimes referred to as the “Act  ” of the Holders signing 
such instrument or instruments. Proof of execution of any such instrument or of a writing appointing any such agent shall be sufficient for any 
purpose of this Indenture and (subject to Section 601) conclusive in favor of the Trustee and the Company, if made in the manner provided in 
this Section 104. 

Without limiting the generality of the foregoing, unless otherwise established in or pursuant to a Board Resolution or set forth 
or determined in an Officers’ Certificate, or established in one or more indentures supplemental hereto, pursuant to Section 301 , a Holder, 
including a Book-Entry Depositary that is a Holder of a Global Security, may make, give oc take, by a proxy, or proxies, duly appointed in 
writing, any request, demand, authorization, direction, notice, consent, waiver or other action provided in this Indenture to be made, given or 
taken by Holders, and a Book-Entry Depositary that is a Holder of a Global Security may provide its proxy or proxies to the beneficial owners 
of interests in any such Global Security through such Book-Entry Depositary’s standing instructions and customary practices. 

(b) The fact and date of the execution by any Person of any such instrument, writing or proxy may be proved by the 
affidavit of a witness of such execution or by a certificate of a notary public or other officer authorized by law to take acknowledgments of 
deeds, certifling that the individual signing such instrument, writing or proxy acknowledged to him the execution thereof. 

Where such execution is by a signer acting in a capacity other than his or her individual capacity, such certificate or affidavit 
shall also constitute sufficient proof of his or her authority. The fact and date of the execution of any such instrument, writing or proxy, or the 
authority of the Person executing the same, may also be proved in any other manner that the Trustee deems sufficient. 

(c) 

(d) 

The ownership of Registered Securities shall be proved by the Security Register. 

Any Request, demand, authorization, direction, notice, consent, waiver or other Act of the Holders of any Security ’ iall bind every future Holder of the same Security and the Holder of every Security issued upon the registration of transfer thereof or in 
exchange therefor or in lieu thereof in respect of anything done, omitted or suffered to be done by the Trustee or the Company in reliance 
thereon, whether or not notation of such action is made upon such Security. 

(e) The principal or face amount and serial numbers of Bearer Securities of any series held by any Person, and the date of 
holding the same, may be proved by the production of such Bearer Securities or by a certificate executed by the Book-Entry Depositary for 
such Bearer Securities. 

( f )  If the Company shall solicit from the Holders of Securities of any series any request, demand, authorization, direction, 
notice, consent, waiver or other Act, the Company may, at its option, by Board Resolution, fix in advance a record date for purposes of 
determining the identity of Holders of Securities entitled to give such request, demand, authorization, direction, notice, consent, waiver or other 
Act, but the Company shall have no obligation to do so. Any such record date shall be fixed at the Company’s discretion. If such a record date 
is fixed, such request, demand, authorization, direction, notice, consent, waiver or other Act may be sought or given before or after the record 
date, but only the Holders of Securities of record at the close of business on such record date shall be deemed to be Holders of Securities for the 
purpose of determining whether Holders of the requisite proportion of Securities of such series Outstanding have authorized or agreed or 
consented to such request, demand, authorization, direction, notice, consent, waiver or other Act, and for that purpose the Securities of such 
series Outstanding shall be computed as of such record date. 

With regard to any record date set pursuant to this subsection, the Holders of Outstanding Securities of the relevant series on 
such record date (or their duly appointed agents), and only such Persons, shall be entitled to take relevant action, whether or not such Holders 
remain Holders after such record date. With regard to any action that may be taken hereunder only by Holders of a requisite principal amount 
of Outstanding Securities of any series (or their duly appointed agents), and for which a record date is set pursuant to this subsection, the 
Company may, at its option, set an expiration date after which no such action purported to be taken by any Holder shall be effective hereunder 
unless taken on or prior to such expiration date by Holders of the requisite principal amount of Outstanding Securities of such series on such 
record date (or their duly appointed agents). 

On or prior to any expiration date set pursuant to this subsection, the Company may, on one or more occasions at its option, 
extend such expiration date to any later date. Nothing in this subsection shall prevent any Holder (or any duly appointed agent thereof) from 
taking, at any time, any action contrary to or different from, any action previously taken, or purported to have been taken, hereunder by such 

older, in which event the Company may set a record date in respect thereof pursuant to this subsection. Notwithstanding the foregoing or the 
,rust Indenture Act, the Company shall not set a record date for, and the provisions of this paragraph shall not apply with respect to, any action 
to be taken by Holders pursuant to Sections 501,502 or 512. 

Upon receipt by the Trustee of written notice of any default described in Section 501, any declaration of acceleration, of any 



rescission and annulment of any such declaration, pursuant to Section 502, or of any direction in accordance with Section 
512, a record date shall automatically and without any other action by any Person be set for the purpose of determining the Holders of 
outstanding Securities of the series entitled to join in such notice, declaration, rescission and annulment, or direction, as the case may be, which 
record date shall be the close of business on the day the Trustee receives such notice, declaration, rescission and annulment, or direction, as the 

we may be. The Holders of Outstanding Securities of such series on such record date (or their duly appointed agent), and only such Persons, 
.nall be entitled to join in such notice, declaration, rescission and annulment, or direction, as the case may be, whether or not such Holders 
remain Holders after such record date;provided that, unless such notice, declaration, rescission and annulment, or direction, as the case may be, 
shall have become effective by virtue of Holders of the requisite principal amount of outstanding Securities of such series on such record date 
(or their duly appointed agents) having joined therein on or prior to the 90 th day after such record date, such notice of default, declaration, 
rescission and annulment, or direction given or made by the Holders, as the case may be, shall automatically and without any action by any 
Person be canceled and of no further effect. Nothing in this paragraph shall prevent a Holder (or a duly appointed agent thereof) from giving, 
before or after the expiration of such 90-day period, a notice of default, a declaration of acceleration, a rescission and annulment of a 
declaration of acceleration, or a direction in accordance with Section 512, contrary to or different from, or, after the expiration of such period, 
identical to, a previously given notice, declaration, rescission and annulment, or direction, as the case may be, that has been canceled pursuant 
to the proviso to the preceding sentence, in which event a new record date in respect thereof shall be set pursuant to this paragraph. 

SECTION 105. Notices, Etc., to the Trustee and the Companv 

Any request, demand, authorization, direction, notice, consent, waiver or Act of Holders or other document provided or 
permitted by this Indenture to be made upon, given or furnished to, or filed with: 

(i) the Trustee by any Holder or by the Company shall be sufficient for every purpose hereunder if made, given, furnished or 
filed in writing to or with the Trustee at its Corporate Trust Office; or 

the Company by the Trustee or by any Holder shall be sufficient for every purpose hereunder (unless otherwise herein 
expressly provided) if in writing and mailed, first-class postage prepaid, or delivered by recognized overnight courier, to the 
Company addressed to it at the address of its principal office specified in the first paragraph of this Indenture or at any other 
address previously furnished in writing to the Trustee by the Company. 

(ii) 

SECTION 106. Notice to Holders; Waiver 

Where this Indenture provides for notice to Holders of any event, such notice shall be sufficiently given (unless otherwise 
herein expressly provided) if in writing and mailed, first-class postage prepaid, to each Holder affected by such event, (i) in the case of a 
'iolder of Registered Securities, at his address as it appears in the Security Register, and (ii) in the case of a Holder of Global Bearer Securities, 
, the address provided in or pursuant to the relevant Deposit Agreement of the relevant Book-Entry Depositary or Depositaries therefor, not 

later than the latest date, and not earlier than the earliest date, prescribed for the giving of such notice. In any case where notice to Holders is 
given by mail, neither the failure to mail such notice, nor any defect in any notice so mailed, to any particular Holder shall affect the sufficiency 
of such notice with respect to other Holders. Any notice mailed to a Holder in the manner herein prescribed shall be conclusively deemed to 
have been received by such Holder, whether or not such Holder actually receives such notice. 

If, by reason of the suspension of regular mail service or by reason of any other cause, it shall be impracticable to give such 
notice by mail, then such notification as shall be made at the direction of the Company in a manner reasonably calculated, to the extent 
practicable under the circumstances, to provide prompt notice shall constitute a sufficient notification for every purpose hereunder. 

Except as otherwise expressly provided herein or otherwise specified with respect to any Securities pursuant to Section 301, 
where this Indenture provides for notice to Holders of Bearer Securities of any event and the rules of any securities exchange on which such 
Bearer Securities are listed so require, such notice shall be sufficiently given to Holders of such Bearer Securities if published in such 
newspaper or newspapers as may be specified in such Securities on a Business Day at least twice, the first such publication to be not earlier 
than the earliest date, and not later than the latest date, prescribed for the giving of such notice. Any such notice by publication shall be 
deemed to have been given on the date of the first such publication. In addition, notice to the Holder of any Global Bearer Security shall be 
given by mail in the manner provided above. 

If by reason of any cause, it shall be impracticable to publish any notice to Holders of Bearer Securities as provided above, 
then such notification to Holders of Bearer Securities as shall be given with the approval of the Trustee shall constitute sufficient notice to such 
Holders for every purpose hereunder. Neither the failure to give notice by publication to Holders of Bearer Securities as provided above, nor 
any defect in any notice so published, shall affect the sufficiency of such notice with respect to other Holders of Bearer Securities or the 
sufficiency of any notice to Holders of Registered Securities given as provided herein. 

Any request, demand, authorization, direction, notice, consent, waiver or Act required or permitted under this Indenture shall 
be in the English language, except that any published notice may be in an official language of the country of publication. 

Where this Indenture provides for notice in any manner, such notice may be waived in writing by the Person entitled to 
receive such notice, either before or after the event, and such waiver shall be the equivalent of such notice. Waivers of notice by Holders shall 

3 filed with the Trustee, but such filing shall not be a condition precedent to the validity of any action taken in reliance upon such waiver. 

SECTION 107. 

If any provision hereof limits, qualifies or conflicts with any provision of the Trust Indenture Act or another provision that is 

Conflict with Trust Indenture Act 



required or deemed to be included in this Indenture by any of the provisions of the Trust Indenture Act, the provision or 
requirement of the Trust Indenture Act shall control. If any provision of this Indenture modifies or excludes any provision of the Trust 
Indenture Act that may be so modified or excluded, such provision of the Trust Indenture Act shall be deemed to apply to this Indenture as so 
modified or excluded, as the case may be. 

SECTION 108. 

The Article and Section headings herein and the Table of Contents are for convenience only and shall not affect the 

Effect of Headings and Table of Contents 

construction hereof. 

SECTION 109. Successors and Assigns 

All covenants and agreements in this Indenture by the Company shall bind its successors and assigns, whether so expressed 
or not. 

SECTION 110. Separability Clause 

In case any provision in this Indenture or in the Securities shall be invalid, illegal or unenforceable, the validity, legality, and 
enforceability of the remaining provisions shall not in any way be affected or impaired thereby. 

SECTION 1 1 1. 

Nothing in this Indenture or in the securities, express or implied, shall give to any Person, other than the parties hereto and 

Benefits of Indenture 

their successors hereunder and the Holders, any benefit or any legal or equitable right, remedy or claim under this Indenture. 

SECTION 1 12. Governing Law 

This Indenture and the Securities shall be governed by and construed in accordance with the laws of the State of 
New York. 

SECTION 113. Legal Holidays 

In any case where any Interest Payment Date, Redemption Date or Stated Maturity of any Security shall not be a Business 
Pay at any Place of Payment, then (notwithstanding any other provision of this Indenture or of the Securities) payment of interest, if any, or 

*incipal (and premium, if any) need not be made at such Place of Payment on such date, but may be made on the next succeeding Business 
Day at such Place of Payment with the same force and effect as if made on the Interest Payment Date, Redemption Date, or at the Stated 
Maturity, and no interest shall accrue for the period from and after such Interest Payment Date, Redemption Date or Stated Maturity, as the 
case may be. 

SECTION 114. 

No Director, officer, employee or stockholder, as such, of the Company shall have any liability for any obligations of the 

No Personal Liability of Directors, Officers. Employees & Stockholders 

Company under this Indenture or the Securities or for any claim based on, or in respect of, or by reason of, such obligations on their 
creations. Each holder of a Security waives and releases all such liability. Such waiver and release are part of the consideration for the 
issuance of the Securities. 

ARTICLE I1 

SECURITY FORMS 

SECTION 201. Forms Generally 

The Securities of each series shall be in substantially the form set forth in this Article, or in such other form as shall be 
established by or pursuant to a Board Resolution or in one or more indentures supplemental hereto, in each case with such appropriate 
insertions, omissions, substitutions and other variations as are required or permitted by this Indenture, a Board Resolution or one or more 
indentures supplemental hereto, and may have such letters, numbers or other marks of identification and such legends or endorsements placed 
thereon as may be required to comply with the rules of any securities exchange or as may, consistently herewith, be determined by the Director 
or Directors executing such Securities, as evidenced by the Director’s or Directors’ execution of the Securities. If the form of Securities of any 
series is established by action taken pursuant to a Board Resolution, a copy of an appropriate record of such action shall be certified by an 
authorized Director or officer of the Company and delivered to the Trustee at or prior to the delivery of the Company Order contemplated by 
Section 303 for the authentication and delivery of such securities. 

The Trustee’s certificates of authentication shall be in substantially the form set forth in this Article. 

Securities of any series offered and sold to qualified institutional buyers (as defined in Rule 144A under the Securities Act) 
(any such buyer, a ‘‘ QIB ”) in the United States of America (“ Rule 144A Securities ”) will be issued in’the form of a permanent global bearer 



note, without interest coupons, substantially in the form set forth in Sections 202 and 203 (a “Ride 144A Global Security ”) 
duly executed by the Company and authenticated by the Trustee as hereinafter provided. The Rule 144A Global Security may be represented 
by more than one certificate. The aggregate principal amount of the Rule 144A Global Security may from time to time be increased or 
decreased by adjustments made on the records of the Trustee, as hereinafter provided. 

Securities of any series offered and sold outside the United States of America (“ Regzrlation S Secirrities ”) in reliance on 
Regulation S shall be issued in the form of a temporary global bearer note, without interest coupons, substantially in the form set forth in 
Sections 202 and 203 (a “Regulation S Temporary Global Security ”). Beneficial interests in a Regulation S Temporary Global Security will 
be exchangeable for beneficial interests in a single permanent global bearer security (the ‘I Regulation S Permanent Global Security ,” together 
with the Regulation S Temporary Global Security, the “ Regzrlation S Global Security ”) on or after the expiration of the Restricted Period (the 
“ Release Date ”) upon the receipt by the Trustee or its agent of a certificate certifying that the Holder of the beneficial interest in the 
Regulation S Temporary Global Security is a non-United States Person within the meaning of Regulation S (a ‘‘ Regzrlatioii S CertGcate ”), 
substantially in the form set forth in Section 206. Upon receipt by the Trustee or Paying Agent of a Regulation S Certificate, (i) with respect to 
the first such Regulation S Certificate, the Company shall execute and upon receipt of a Company Order for authentication, the Authenticating 
Agent shall authenticate and deliver to the Trustee or its agent, the applicable Regulation S Permanent Global Security, and (ii) with respect to 
the first and all subsequent Regulation S Certificates, the Trustee or its agent shall exchange on behalf of the applicable beneficial owners the 
portion of the applicable Regulation S Temporary Global Security covered by such Regulation S Certificates for a comparable portion of the 
applicable Regulation S Permanent Global Security. Upon any exchange of a portion of a Regulation S Temporary Global Security for a 
comparable portion of a Regulation S Permanent Global Security, the Trustee or its agent shall endorse on the schedules affixed to each of such 
Regulation S Global Security (or on continuations of such schedules affixed to each of such Regulation S Global Security and made parts 
thereof) appropriate notations evidencing the date of transfer and (x) with respect to the applicable Regulation S Temporary Global Security, a 
decrease in the principal amount thereof equal to the amount covered by the applicable certification and (y) with respect to the applicable 
Regulation S Permanent Global Security, an increase in the principal amount thereof equal to the principal amount of the decrease in the 
applicable Regulation S Temporary Global Security pursuant to clause (x) above. The Regulation S Global Security will be duly executed by 
the Company and authenticated by the Trustee as hereinafter provided. The Regulation S Global Security may be represented by more than 
one certificate. The aggregate principal amount of the Regulation S Global Security may from time to time be increased or decreased by 
adjustments made on the records of the Trustee, as hereinafter provided. 

The Rule 144A Global Security and the Regulation S Global Security are sometimes collectively herein referred to as the “ 
Global Secwities .” 

The definitive Securities shall be printed, lithographed or engraved on steel engraved borders or may be produced in any 
?her manner, all as deterniined by the Director or Directors executing such Securities, as evidenced by the Director’s or Directors’ execution 

’such Securities. 

SECTION 202. Form of Face of Security 

[ Ifthe Seczrrity is to be a Ride 144A Global Seczrrity, insert X This Security is a Global Security within the meaning of the 
Indenture hereinafter referred to and is [ held by ] [ registered in the name ] of a Book-Entry Depositary or a nominee of a Book-Entry 
Depositary. This Security is exchangeable for securities [ held by ][ registered in the name of ] a person other than the Book-Entry Depositary 
or its nominee only in the limited circumstances described in the Indenture, and no transfer of this Security (other than a transfer of this 
Security as a whole by the Book-Entry Depositary to a nominee of the Book-Entry Depositary or by a nominee of the Book-Entry Depositary 
to the Book-Entry Depositary or another nominee of the Book-Entry Depositaiy) may be [ made I[  registered 1 , except in limited 
circumstances. 

Unless this Global Security is presented by an authorized representative of the Book-Entry Depositary to the issuer or its 
agent for [ registration of transfer ] , exchange or payment, and any definitive security is issued in the name or names as directed in writing by 
the Book-Entry Depositary, ANY TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY 
PERSON IS WRONGFUL in as much as the I bearer I [  registered owner 1 hereof, the Book-Entry Depositary, has an interest herein. ] 

[ Ifthe seczrrity is a Global Security, insert X 

THIS SECURITY HAS NOT BEEN REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS 
AMENDED (THE “ SECURITIES ACT” ). THE HOLDER HEREOF, BY PURCHASING THIS SECURITY, AGREES FOR THE BENEFIT 
OF THE COMPANY THAT THIS SECURITY MAY NOT BE RESOLD, PLEDGED OR OTHERWISE TRANSFERRED (X) PRIOR TO 
THE SECOND ANNIVERSARY OF THE ISSUANCE HEREOF (OR A PREDECESSOR SECURITY HERETO) OR (Y) BY ANY 
HOLDER THAT WAS AN AFFILIATE OF THE COMPANY AT ANY TIME DURING THE THREE MONTHS PRECEDING THE DATE 
OF SUCH TRANSFER, IN EITHER CASE OTHER THAN (1) TO THE COMPANY, (2) SO LONG AS THIS SECURITY IS ELIGIBLE 
FOR RESALE PURSUANT TO RULE 144A UNDER THE SECURITIES ACT (“ RULE 144A ”) TO A PERSON WHOM THE SELLER 
REASONABLY BELIEVES IS A QUALIFIED INSTITUTIONAL BUYER WITHIN THE MEANING OF RULE 144A PURCHASING 
FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF A QUALIFIED INSTITUTIONAL BUYER TO WHOM NOTICE IS GIVEN 
THAT THE RESALE, PLEDGE OR OTHER TRANSFER IS BEING MADE IN RELIANCE ON RLLE 144A (AS INDICATED BY THE 

3X CHECKED BY THE TRANSFEROR ON THE CERTIFICATE OF TRANSFER ON THE REVERSE OF THIS SECURITY), (3) IN 
AN OFFSHORE TRANSACTION IN ACCORDANCE WITH REGULATION S UNDER THE SECURITIES ACT (AS INDICATED BY 
THE BOX CHECKED BY THE TRANSFEROR ON THE CERTIFICATE OF TRANSFER ON THE REVERSE OF THIS SECURITY), OR 
(4) PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT PROVIDED BY RULE 144 (IF 

, 

APPLICABLE) UNDER THE SECURITIES ACT, IN EACH CASE IN ACCORDANCE WITH ANY APPLICABLE LAWS OF ANY 



STATE OF THE UNITED STATES. ] 

[ Ifthe Secirrity is a Regulation S Ternporary Global Security, insert X 

THIS GLOBAL NOTE IS A TEMPORARY GLOBAL NOTE FOR PTJRPOSES OF REGULATION S UNDER THE 
- .fiCURITIES ACT. NEITHER THIS TEMPORARY GLOBAL NOTE NOR ANY INTEREST HEREIN MAY BE OFFERED, SOLD OR 

DELIVERED, EXCEPT AS PERMITTED UNDER THE INDENTURE HEREINAFTER REFERRED TO. 

NO BENEFICIAL OWNERS OF THIS TEMPORARY GLOBAL NOTE SHALL BE ENTITLED TO RECEIVE 
PAYMENT OF PRINCIPAL OR INTEREST HEREON UNLESS THE REQUIRED CERTIFICATIONS HAVE BEEN DELIVERED 
PURSUANT TO THE TERMS OF THE INDENTURE. ] 



WPD HOLDINGS UK 

[ Title of the Security ] 

Ao. [ I $ [  I 

WPD HOLDINGS UK, a company duly organized and existing under the laws of England and Wales (herein called the “ 
Company ,” which term includes any successor corporation under the Indenture hereinafter referred to), for value received, hereby promises to 
pay [ the bearer upon surrender hereof ] [ name of registered owner or its registered assigns ] , the principal sum of [ ] Dollars on 
[-..-.-- ] , and to pay interest thereon from [ ] , or from the most recent Interest Payment Date to which interest has been paid or 
duly provided for, semi-annually on [ ] and [ J of each year, commencing on [ ] , at the rate per annzim provided in 
the title hereof, until the principal hereof is paid or made available for payment. The interest so payable, and punctually paid or duly provided 
for, on any Interest Payment Date will, as provided in such Indenture, be paid to [ the bearer on such Interest Payment Date, ] [ the Person in 
whose name this Security (or one or more Predecessor Securities) is registered at the close of business on the Regular Record Date for such 
interest, which shall be the [ ] or [ ] (whether or not a Business Day), as the case may be, immediately preceding such 
Interest Payment Date ] . Any such interest not so punctually paid or duly provided for will forthwith cease to be payable to [ the bearer on 
such Interest Payment Date ] [ the Person in whose name this Security (or one or more Predecessor Securities) is registered on such Regular 
Records Date ] and may be paid to [ the bearer at the time of payment of such Defaulted Interest ] [ the Person in whose name this Security (or 
one or more Predecessor Securities) is registered at the close of business on a Special Record Date for the payment of such Defaulted Interest to 
be fixed by the Trustee, notice whereof shall be given to Holders of Securities of this series not less than 10 days prior to such Special Record 
Date ] , or be paid at any time in any other lawful manner not inconsistent with the requirements of any securities exchange on which the 
Securities of this series may be listed, and upon such notice as may be required by such exchange, all as more fully provided in said Indenture. 

[ Ifthe Seczirity is not to bear interestprior to matzirity, insert - The principal of this Security shall not bear interest except 
in the case of a default in payment of principal upon acceleration, upon redemption or at Stated Maturity and in such case the overdue principal 
of this Security shall bear interest at the rate of [ yield to maturity ] %per aiinzim (to the extent that the payment of such interest shall be legally 
enforceable), which shall accrue from the date of such default in payment to the date payment of such principal has been made or duly provided 
for. Interest on any overdue principal shall be payable on demand. Any such interest on any overdue principal that is not so paid on demand 
shall bear interest at the rate of [ yield to maturity ] %per annzim (to the extent that the payment of such interest shall be legally enforceable), 
which shall accrue from the date of such demand for payment to the date payment of such interest has been made or duly provided for, and 
such interest shall also be payable on demand. J 

Payment of the principal of (and premium, if any) and interest, if any, on this Security will be made at the office or agency of 
the Company maintained for that purpose in [ ] in such coin or currency of the United States of America as at the time of 
payment is legal tender for the payment of public and private debts [ qthis Seczirity is not a Global Secziri&, insert -; provided, however, that 
at the option of the Company payment of interest may be made by check mailed to the address of the person entitled thereto as such address 
shall appear in the Security Register ] [ Ifthis Seczirity is a Global Seczirity, insert applicable manner ofpayment ] . 

All payments of principal and interest (including payments of discount and premium, if any) in respect of this Security shall 
be made free and clear of, and without withholding or deduction for or on account of, any present or future taxes, duties, assessments or 
governmental charges of whatever nature imposed, levied, collected, withheld or assessed by or within the United Kingdom or by or within any 
political subdivision thereof or any authority therein or thereof having power to tax c‘ United Kingdom Taxes ”), unless such withholding or 
deduction is required by law. In the event of any such withholding or deduction, the Company shall pay to the Holder such additional amounts 
(the “ Additional Amoziizts ”) as will result in the payment to such Holder of the amount that would otherwise have been receivable by such 
Holder in the absence of such withholding or deduction, except that no such Additional Amounts shall be payable: 

(i) to, or to a Person on behalf of, a Holder who is liable for such United Kingdom Taxes in respect of this Security by reason of 
such Holder having some connection with the United Kingdom (including being a citizen or resident or national of, or 
carrying on a business or maintaining a permanent establishment in, or being physically present in, the United Kingdom) 
other than the mere holding of this Security or the receipt of principal and interest (including payments of discount and 
premium, if any) in respect thereof; 

(ii) to, or to a Person on behalf of, a Holder who presents this Security (where presentation is required) for payment more than 30 
days after the Relevant Date (as defined below), except to the extent that such Holder would have been entitled to such 
Additional Amounts on presenting this Security for payment on the last day of such period of 30 days; 

(iii) to, or to a Person on behalf of, a Holder who presents this Security (where presentation is required) in the United Kingdom; 
or 

(iv) to, or to a Person on behalf of, a Holder who would not be liable or subject to the withholding or deduction by making a 
declaration of non-residence or similar claim for exemption to the relevant tax authority. 

Such Additional Amounts will also not be payable where, had the beneficial owner of this Security (or any interest therein) 
been the Holder of the Security, he or she would not have been entitled to payment of Additional Amounts by reason of any one or more of 
clauses (i) through (iv) above. If the Company shall determine that Additional Amounts will not be payable because of the immediately 
preceding sentence, the Company will inform such holder promptly after making such determination setting forth the reason(s) therefor. 



“ Relevant Date ” means whichever is the later of (i) the date on which such payment first becomes due and (ii) if the full 
amount payable has not been received in The City of New York by the Book-Entry Depositary or the Trustee on or prior to such due date, the 
date on which, the full amount having been so received, notice to that effect shall have been given to the Holders in accordance with the 
?denture. 

[ Insert any special noticeprovisions reqziired by any stock exchanges upon which the Securities of a series are to be listed. J 

Reference is hereby made to the further provisions of this Security set forth on the reverse hereof, which further 
provisions shall for ail purposes have the same effect as if set forth at this place. 

Unless the certificate of authentication hereon has been executed by the Trustee referred to on the reverse hereof by manual 
signature, this Security shall not be entitled to any benefit under the Indenture or be valid or obligatory for any purpose. 

IN WITNESS WHEREOF, the Company has caused this instrument to be duly executed by an officer or director duly 
authorized. 

Date: 

WPD HOLDINGS UK 

BY 
[ Title J 

SECTION 203. Form of Reverse of Security 

WPD HOLDINGS UK 
[ Title of the Security J 

This Security is one of a duly authorized issue of securities of the Company (herein called the ‘‘ Seciirities ”), issued and to be 
issued in one or more series under an Indenture, dated as of March [ __. J , 2001 (herein called the “ Indentiire ”), among the Company, 
Banlcers Trust Company, as trustee (herein called the “ Trustee ,” which term includes any successor trustee under the Indenture,) and Deutsche 
Bank Luxembourg S.A., as paying and transfer agent (herein called the “ Paying Agent ,” which term includes any successor paying and 
‘ransfer agent under the Indenture), [ insert -particiilars with respect to any indentiires supplemental thereto pursuant to which the Securities 

’this series are being isszied J to which Indenture and all indentures supplemental thereto reference is hereby made for a statement of the 
respective rights, limitations of rights, duties and immunities thereunder of the Company, the Trustee, the Paying Agent, and the Holders of the 
Securities and of the terms upon which the Securities are, and are to be, authenticated and delivered. Terms defined in the Indenture that are 
not defined herein are used with the meanings assigned to them in the Indenture. This Security is one of the series designated on the face 
hereof limited in aggregate principal amount to $ [ 1 .  

[ Ifapplicable, insert X This Security is not subject to redemption prior to maturity. 1 [ Ifapplicable, insert X The Securities 
of this series are subject to redemption upon not less than 30 or more than 60 days’ notice to the Holders of such Securities as provided in the 
Indenture. [ Ifapplicable, insert X (1) on [ J in any year commencing with the year [ - J and ending with the year [ ___ J 
through operation of the sinking fund for this series at a Redemption Price equal to 100% of the principal amount, and (2) ] at any time [ on or 
after 
percentages of the principal amount): 

,20- J , as a whole or in part, at the election of the Company, at the following Redemption Prices (expressed as 

If redeemed [ ifapplicable, insert X on or before [ ] , [ ___ J %, and if redeemed J during the 12-month 
period beginning [ J , of the years indicated: 

Year Redemption Price Year Redemption Price 

and thereafter at a Redemption Price equal to [ ___ J % of the principal amount, together in the case of any such redemption [ ifapplicable, 
insert X (whether through operation of the sinking fund or otherwise) J with accrued and unpaid interest to the Redemption Date, but interest 
installments whose Stated Maturity is on or prior to such Redemption Date will be payable to the Holders of such Securities, or one or more 
Predecessor Securities, all as provided in the Indenture. ] 

[ Ifapplicable, insert X The Securities of this series are subject to redemption upon not less than 30 or more than 60 days’ 
notice to the Holders of such Securities, as provided in the Indenture (1) on [ ] in any year commencing with the year [ _.___ ] 
and ending with the year [ - J through operation of the sinking fund for this series at the Redemption Prices for redemption through 
operation of the sinking fund (expressed as percentages of the principal amount) set forth in the table below, and (2) at any time [ on or after 

’ ]J , as a whole or in part, at the election of the Company, at the Redemption Prices for redemption otherwise than through 
Deration of the sinking fund (expressed as percentages of the principal amount) set forth in the table below: 

If redeemed during the 12-month period beginning [ J of the years indicated: 

Redemption Price for Redemption Through Redemption Price For Redemption Otherwise 



Operation of Sinking Fund Year Than Through Operation of the Sinking Fund 

,nd thereafter at a Redemption Price equal to b I ___ ] % of the principal amount, together in the case of any such redemption (whether through 
operation of the sinking fund or otherwise) with accrued and unpaid interest to the Redemption Date, but interest installments whose Stated 
Maturity is on or prior to such Redemption Date will be payable to the Holders of such Securities, or one or more Predecessor Securities, all as 
provided in the Indenture. ] 

[ Ifapplicable, insert X Notwithstanding the foregoing, the Company may not, prior to [ ] , redeem any 
Securities of this series as contemplated by [ Clause (2) of ] the preceding paragraph as a part of, or in anticipation of, any refunding operation 
by the application, directly or indirectly, of moneys borrowed having an interest cost to the Company (calculated in accordance with generally 
accepted financial practice) of less than [ __ ] %per aiinzrin . ] 

[ The sinking fund for this series provides for the redemption on [ ] in each year beginning with the year 

] aggregate principal amount of Securities of this series. [ Securities of this series acquired or 
[ ____ ] and ending with the year [ - ] of [ not less than ] [ 
Company, not more than [ 
redeemed by the Company otherwise than through [ mandatory ] sinking fund payments may be credited against subsequent [ mandatory ] 
sinking fund payments otherwise required to be made in the order in which they become due. I] 

] [ (“ mandatory sinlcingfirnd ”) and, at the option of the 

[ Ifapplicable, insert X The Securities of this series will be redeemable in whole or in part, at the option of the Company at 
any time, at a redemption price equal to the greater of (i) 100% of the principal amount of the Securities of this series being redeemed or (ii) the 
sum of the present values of the remaining scheduled payments of principal of and interest on the Securities of this series being redeemed 
discounted to the date of redemption on a semiannual basis (assuming a 360-day year consisting of twelve 30-day months) at a discount rate 
equal to the Treasury Yield plus [ - ] basis points, plzrs , for (i) or (ii) above, whichever is applicable, accrued interest on the Securities of 
this series to the date of redemption. 

“ Coinparable Treaszriy Isszre ” means the United States Treasury security selected by an Independent Investment Banker (as 
defined below) as having a maturity comparable to the remaining term of the Securities of this series to be redeemed that would be utilized, at 
the time of selection and in accordance with customary financial practice, in pricing new issues of corporate debt securities of comparable 
maturity to the remaining term of the Securities of this series. 

“ Coinparable Treaszriy Price ” means, with respect to any Redemption Date (as defined below), (i) the average of the bid 
.id asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) on the third Business Day 

preceding such Redemption Date, as set forth in the daily statistical release (or any successor release) published by the Federal Reserve Bank of 
New York and designated “ Coinposite 3:3Op.in. Qirotations for US. Governinelit Securities ,” or (ii) if such release (or any successor release) 
is not published or does not contain such prices on such Business Day, the Reference Treasury Dealer Quotation (as defined below) for such 
Redemption Date. 

‘‘ Independent Investnieiit Banker ” means an independent investment banking institution of national standing in the U.S. 
appointed by the Company and reasonably acceptable to the Trustee. 

’‘ Reference Treasiriy Dealer Qirotation ” means, with respect to the Reference Treasury Dealer (as defined below) and any 
Redemption Date, the average, as determined by the Trustee, of the bid and asked prices for the Comparable Treasury Issue (expressed in each 
case as a percentage of its principal amount and quoted in writing to the Trustee by such Reference Treasury Dealer at 5:OO p.m. on the third 
Business Day preceding such Redemption Date). 

“ Reference Treasuiy Dealer ” means a primary U.S. Government securities dealer in New York City appointed by the 
Company and reasonably acceptable to the Trustee. 

“ Treasury Yield ” means, with respect to any date on which the Securities are redeemed (each, a ‘‘ Redeinption Date ”) the 
rate per annziin equal to the semi-annual equivalent yield to maturity of the Comparable Treasury Issue, assuming a price for the Comparable 
Treasury Issue (expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for such Redemption Date. 

Notice of redemption shall be given in accordance neither less than 15 days nor more than 30 days prior to the date fixed for 
redemption. 

If fewer than all the Securities of this series are to be redeemed, selection of Securities of this series for,redemption will be 
made by the Trustee in any manner the Trustee deems fair and appropriate and that complies with applicable legal and securities exchange 
requirements. 

Unless the Company defaults in payment of the redemption price, from and after the Redemption Date, the Securities of this 
ries or portions thereof called for redemption will cease to bear interest, and the Holders thereof will have no right in respect to such 

decurities of this series except the right to receive the redemption price thereof. ] 

[ Ifapplicable, insert - In the event of redemption of this Security in part only, a new Security or Securities of this series and 



of like tenor for the unredeemed portion hereof will be issued to the Holder hereof upon the cancellation hereof. ] 

The Indenture contains provisions for defeasance of (i) the entire indebtedness of this security and (ii) certain restrictive 
covenants upon compliance by the Company with certain conditions set forth therein. 

If an Event of Default with respect to Securities of this series shall occur and be continuing, the principal of the Securities of 
this series may be declared due and payable in the manner and with the effect provided in the Indenture. At any time after such declaration of 
acceleration with respect to Securities of this series has been made, but before a judgment or decree for payment of money has been obtained 
by the Trustee as provided in the Indenture, if all Events of Default with respect to Securities of this series have been cured or waived (other 
than the non-payment of principal of the Securities of this series which has become due solely by reason of such declaration of acceleration) 
then such declaration of acceleration and its consequences shall be automatically annulled and rescinded. 

[ Ifthe Security is Issued with a Discount, insert - If an Event of Default with respect to Securities of this series shall occur 
and be continuing, an amount of principal of the Securities of this series (the “ Acceleration Amount ”) may be declared due and payable in the 
manner and with the effect provided in the Indenture. In case of a declaration of acceleration on or before [ ] in any year, the 
Acceleration Amount per $ [ ____ ] principal amount at Stated Maturity of the Securities shall be equal to the amount set forth in respect of 
such date below: 

Acceleration Amount 
per $ [ -1 principal 
amount at Stated Maturity Date of declaration 

and in case of a declaration of acceleration on any other date, the Acceleration Amount shall be equal to the Acceleration Amount as of the 
immediately preceding date set forth in the table above, plus accrued original issue discount (computed in accordance with the method used for 
calculating the amount of original issue discount that accrues for US.  Federal income tax purposes) from such next preceding date to the date 
of declaration at the yield to maturity. For the purpose of this computation, the yield to maturity is [ ___ ] %. Upon payment (i) of the 
Acceleration Amount so declared due and payable and (ii) of interest on any overdue principal and overdue interest (in each case to the extent 
that the payment of such interest shall be legally enforceable), all of the Company’s obligations in respect of the payment of the principal of 
and interest, if any, on the Securities of this series shall terminate. ] 

The Securities of this series are subject to redemption, in whole but not in part, upon not less than 15 nor more than 30 days’ 
notice given as provided in the Indenture to the Holders of Securities of this series at a price equal to the outstanding principal amount thereof 
?gether with Additional Amounts, if any, and accrued interest, to the Redemption Date if: 

(i) the Company satisfies the Trustee prior to the giving of such notice that it has or will become obliged to pay Additional 
’ Amounts as a result of either (x) any change in, or amendment to, the laws or regulations of the United Kingdom or any 
political subdivision or any authority or agency thereof or therein having power to tax or levy duties, or any change in the 
application or interpretation of such laws or regulations, which change or amendment becomes effective on or after the B 
[[ date of issuance ] or, if applicable, the date of the underwriting agreement with respect to the Securities of this series, ] or 
(y) the issuance of definitive Registered Securities pursuant to any of clauses (i), (ii) or (iv) of the third following paragraph: 
and 

(ii) such obligation cannot be avoided by the Company taking reasonable measures available to it, 

subject, as provided in the Indenture, to the delivery by the Company of an Officers’ Certificate stating that the obligation referred to in clause 
(i) above cannot be avoided by the Company taking reasonable measures available to it. 

The Indenture permits, with certain exceptions as therein provided, the amendment thereof and the modification of the 
Indenture or any supplemental indenture or the rights and obligations of the Company and rights of the Holders of the Securities of each series 
to be affected under the Indenture at any time by the Company and the Trustee with the consent of the Holders of a majority in aggregate 
principal amount of the Securities at the time Outstanding of all series to be affected (voting as a class). The Indenture also contains provisions 
permitting the Holders of specified percentages in principal amount of the Securities of each series at the time Outstanding, on behalf of the 
Holders of all Securities of such series, to waive compliance by the Company with certain provisions of the Indenture and certain past defaults 
under the Indenture and their consequences. Any such consent or waiver by the Holder of this Security shall be conclusive and binding upon 
such Holder and upon all future Holders of this Security and of any Security issued upon the registration of transfer hereof or in exchange 
herefor or in lieu hereof, whether or not notation of such consent or waiver is made upon this Security. 

No reference herein to the Indenture and no provision of this Security or of the Indenture shall alter or impair the obligation 
of the Company, which is absolute and unconditional, to pay the principal of (and premium, if any) and interest, if any, on this Security at the 
times, place, and rate, and in the coin or currency, herein prescribed. 

[ Ifthis Security is a Global Seczirity, insert X This Security shall be exchangeable, in whole but not in part, for Securities of 
is series registered in the names of Persons other than the Book-Entry Depositary with respect to such series or its nominee only as provided 

,n this paragraph. This Security shall be so exchangeable if (i) DTC notifies the Company and the Book-Entry Depositary that it is unwilling or 
unable to continue to hold the Book-Entry Interest or at any time it ceases to be a ‘‘ clearing agency ” registered under the Exchange Act and, in 
either case, a successor is not appointed by the Company within 120 days, (ii) the Book-Entry Depositary for the securities of this series 
notifies the Company that it is unwilling or unable to continue as Book-Entry Depositary with respect to this Security and no successor is 



appointed within 120 days, (iii) the Company executes and delivers to the Trustee an Officers’ Certificate providing that this 
Security shall be so exchangeable, or (iv) there shall have occurred and be continuing an Event of Default with respect to the Securities of this 
series and the Holder, in such circumstance, acting upon instructions from owners of interests representing a majority of outstanding principal 
amount of the Book-Entry Interests relating to this Security shall have requested in writing that this Security be exchanged for one or more 
’cfinitive Registered Securities. Securities so issued in exchange for this Security shall be of the same series, having the same interest rate, if 
ny, and maturity and having the same terms as this Security, in authorized denominations and in the aggregate having the same principal 

amount as this Security and registered in such names as the Book-Entry Depositary for this Security shall direct. ] 

I 

[ Ifthis Seczrrity is a Registered Security, insert X As provided in the Indenture and subject to certain limitations therein set 
forth, the transfer of [ ifthis Security is a Registered Global Seczrrity, insert - a Security of the series of which this Security is a part ] [ Ifthis 
Seczirity is a Registered Seczrrity bzit not a Global Seczrrity, insert - this Security ] is registrable in the Security Register, upon surrender of this 
Security for registration of transfer at the office or agency of the Company in any place where the principal of (and premium, if any) and 
interest, if any, on this Security are payable, duly endorsed by, or accompanied by a written instrument of transfer in form satisfactory to the 
Company and the Security Registrar duly executed by, the Holder hereof or his attorney duly authorized in writing, and thereupon one or more 
new Securities of this series and of like tenor, of authorized denominations and for the same aggregate principal amount, will be issued to the 
designated transferee or transferees. 1 

The Securities of the series of which this Security is a party and which are not Global Securities are issuable only in 
registered form without coupons in denominations of $ [ 
Security, insert X The bearer of this Security shall be treated as the owner of it for all purposes, subject to the terms of the Indenture. 1 As 
provided in the Indenture and subject to certain limitations therein set forth, Securities of this series are exchangeable for a like aggregate 
principal amount of Securities of this series and of like tenor of a different authorized denomination as requested by the Holder surrendering the 
same. 

] and any integral multiple thereof. [ Ifthis Seczrrity is a Global Bearer 

No service charge shall be made for any such registration of transfer or exchange, but the Company may require payment of a 
sum sufficient to cover any tax or other governmental charge payable in connection therewith. 

[ Ifthis Seczrrity is a Registered Seczrrity, insert X Prior to due presentment of this Security for registration of transfer, the 
Company, the Trustee and any agent of the Company or the Trustee may treat the Person in whose naine this Security is registered as the owner 
hereof for all purposes, whether or not this Security be overdue, and neither the Company, the Trustee nor any such agent shall be affected by 
notice to the contrary. 1 

When a successor assumes all the obligations of its predecessor under the Securities of this series and the Indenture in 
xordance with the terms of the Indenture, the predecessor will be released from those obligations. 

The Trustee under the Indenture, in its individual or any other capacity, may become the owner or pledgee of Securities of 
this series and may otherwise deal with the Company, its Subsidiaries or their respective Affiliates as if it were not the Trustee. 

No stockholder, director, officer, employee, incorporator or Affiliate of the Company shall have any liability for any 
obligation of the Company under the Securities of this series or the Indenture or for any claim based on, in respect of or by reason of, such 
obligations or their creation. Each Holder of the Securities of this series, by accepting a Security of this series, waives and releases all such 
liability. The waiver and release are part of the consideration for the issuance of the Securities of this series. 

This Security shall not be valid until the Trustee or Authenticating Agent signs the certificate of authentication on this 
Security. 

[ Customary abbreviations may be used in the name of a Holder of a Registered Security of this series or an assignee, such 
as: TEN COM (= tenants in common), TEN ENT (= tenants by the entireties), JT TEN (=joint tenants with right of survivorship and not as 
tenants in common), CUST (= Custodian), and U/G/M/A (= Uniform Gifts to Minors Act). 1 

Pursuant to a recommendation promulgated by the Committee on Uniform Security Identification Procedures, the Company 
will cause CUSIP numbers to be printed on the Securities of this series as a convenience to the Holders of the Securities of this series. No 
representation is made as to the accuracy of such numbers as printed on the Securities of this series and reliance may be placed only on the 
other identification numbers printed hereon. 

This Security shall be governed by and construed in accordance with the laws of the State of New York. 

All terms used in this Security that are defined in the Indenture shall have the meanings assigned to them in the Indenture. 



ASSIGNmNT FORM 

.‘o assign this Security, fill in the form below: 

I or we assign and transfer this Security to 

(Print or type assignee’s name, address and zip code) 

(Insert assignee’s SOC. sec. or tax I.D. No.) 

and irrevocably appoint him, her or it as agent to transfer this Security on the books of the Company. The agent may substitute another act for 
him, her or it. 

Date: 

Your Signature: 

Signature Guarantee: 
(Signature must be guaranteed) 

Sign exactly as your name appears on the other side of this Security. 

The signature(s) should be guaranteed by an eligible guarantor institution (banks, stockbrokers, savings and loan associations 
and credit unions with membership in the Securities Transfer Agents Medallion Program (“ STAMP ”) or such other signature guarantee 
medallion program as may be approved by the Registrar in addition to or substitution for, STAMP), pursuant to S.E.C. Rule 17Ad-15. 

[ In connection with any transfer or exchange of any of the Securities evidenced by this certificate occurring prior to the date 
that is two years after the later of the date of original issuance of such Securities and the last date, if any, on which such Securities were owned 
by the Company or any Affiliate of the Company, the undersigned confirms that such Securities are being: 

CHECK ONE BOX BELOW: 

i r  acquired for the undersigned’s own account, without transfer; 

2 1 7  transferred to the Company; 

3 r  transferred pursuant to and in compliance with Rule 144A under the Securities Act of 1933; 

4 r  

517 

6 r  

transferred pursuant to an effective registration statement under the Securities Act; 

transferred pursuant to and in connection with Regulation S under the Securities Act of 1933; or 

transferred pursuant to another available exemption from the registration requirements of the Securities Act of 1933. 

Unless one of the boxes is checked, the Trustee may refhe to register any of the Securities evidenced by this certificate in the 
name of any person other than the registered holder thereof; provided, however , that if box (5) or (6)  is checked, the Trustee or the Company 
may require, prior to registering any such transfer of the Securities, in their sole discretion, such legal opinions, certifications and other 

-formation as the Trustee or the Company may reasonably request to confim that such transfer is being made pursuant to an exemption from, 
. in a transaction not subject to, the registration requirements of the Securities Act of 1933, such as the exemption provided by Rule 144 under 

such Act. 



Signature 

Signature Guarantee: 

(Signature must be guaranteed) 

Signature 

The signature(s) should be guaranteed by an eligible guarantor institution (banks, stockbrokers, savings and loan associations and credit 
unions) with membership in the Securities Transfer Agents Medallion Program (" STAMP ") or such other signature guarantee medallion 
program as may be approved by the Security Registrar in addition to or substitution for STAMP, pursuant to S.E.C. Rule 17Ad-15. ]* 

* Include only for the original Global Securities 



[ TO BE ATTACHED TO GLOBAL SECUFUTIES 1 

SCHEDULE OF INCREASES OR DECREASES IN GLOBAL SECURITIES 

The following increases or decreases in this Global Security have been made: 

Amount of decrease in 
Principal Amount of this 

Amount of increase in 
Principal Amount of this 

Principal Amount of this 
Global Security following 

Date of Exchange Global Security Global Security such decrease or increase 

Signature of authorized 
signatory of Trustee or 
Security Custodian 



[ THE FOLLOWING PROVISION TO BE INCLUDED 
ON ALL 144A CERTIFICATES ] 

In connection with any transfer of this Security occurring prior to [ ] , the undersigned confirms that without 
ilizing any general solicitation or general advertising that: 

[ Check One ] 

r (a) this Security is being transferred in compliance with the exemption from registration under the Securities Act of 1933, as 
amended, provided by Rule 144A thereunder. 

r (b) this Security is being transferred other than in accordance with (a) above and documents are being furnished that comply with 
the conditions of transfer set forth in this Security and the Indenture. 

If neither of the foregoing boxes is checked, the Trustee or other Registrar shall not be obligated to register this Security in 
the name of any Person other than the Holder hereof unless and until the conditions to any such transfer of registration set forth herein and in 
Section [ 307 ] of the Indenture shall have been satisfied. 

Date: 
NOTICE: The signature must correspond with the name as written upon the face of 

the within-mentioned instrument in every particular, without alteration or 
any change whatsoever. 

Signature Guarantee: 

TO BE COMPLETED BY PURCHASER IF (a) ABOVE IS CHECKED. 

The undersigned represents and warrants that it is purchasing this Security for its own account or an account with respect to 
which it exercises sole investment discretion and that it and any such account is a “ qzralifed institutional bziyer ” within the meaning of Rule 
144A under the Securities Act of 1933, as amended, and is aware that the sale to it is being made in reliance on Rule 144A and acknowledges 
‘,at it has received such information regarding the Company as the undersigned has requested pursuant to Rule 144A or has determined not to 

exemption from registration provided by Rule 144A. 

Date: 

quest such information and that it is aware that the transferor is relying upon the undersigned’s foregoing representations in order to claim the 

NOTICE: To be executed by an executive officer. 

SECTION 204. Form of Trustee’s Certificate of Authentication 

This is one of the Securities of the series designated herein and referred to in the within-mentioned Indenture. 

Date: 1 I 
BANKERS TRUST COMPANY 

as Trustee 

By: 
Authorized Signatory 

SECTION 205. Form of Trustee’s certificate of Authentication by an Authenticating APent 

If at any time there shall be an Authenticating Agent provided with respect to any series of Securities, then the Trustee’s 
Certificate of Authentication by such Authenticating Agent to be borne by the Securities of each such series shall be substantially as follows: 

TRUSTEE’S CERTIFICATE OF AUTHENTICATION 

This is one of the Securities of the series designated herein and referred to in the within-mentioned Indenture. 

Qate: [ I 
BANKERS TRUST COMPANY 
as Trustee 

By: NAME OF AUTHENTICATWG AGENT 1 



Authorized Signatory 

By: 
Authorized Signatory 

SECTION 206. Form of Regulation S Certificate 

[ date on or after Release Date ] 

Bankers Trust Company, as Trustee 
[Four Albany Street 
New York, New York, 10006 ] 
Attention: [ Corporate Trust Agency Group - Public Utilities Group ] 

Re: WPD Holdings UK 
[ Title of Security ] (the “ Notes ”) 
[ CUSP No. ] [ISINNo. ] 

Ladies and Gentlemen: 

Reference is hereby made to the Indenture, dated as of March [ __ ] ,2001 (the “ Indentzrre ”), between the Company, 
Bankers Trust Company, as Trustee, and Deutsche Bank Luxembourg S.A., as Paying Agent. Capitalized terms used herein and not otherwise 
defined have the meanings set forth in the Indenture. 

[ For purposes of acquiring a beneficial interest in the Regulation S Permanent Global Security upon the expiration of the 
Restricted Period ] [ For purposes of receiving payments under the Regulation S Temporary Global Security ] , the undersigned holder of a 
beneficial interest in the Regulation S Temporary Global Security issued under the Indenture certifies that it is not a U.S. person as defined by 
?egulation S under the Securities Act of 1933, as amended. 

We understand that this certificate is required in connection with certain securities laws of the United States. In connection 
therewith, if administrative or legal proceedings are commenced or threatened in connection with which this certificate is or would be relevant, 
we irrevocably authorize you to produce this certificate to any interested party in such proceedings. 

Yours truly, 

[ Name of Holder ] 

By: 
Authorized Signatory 

ARTICLE I11 

THE SECURITIES 

SECTION 301. 

The aggregate principal amount of Securities that may be authenticated and delivered under this Indenture is unlimited. 

Amount Unlimited: Issuable in Series 

The Securities may be issued in one or more series. There shall be established in or pursuant to a Board Resolution and, 
subject to Section 303, set forth or determined in the manner provided in an Officers’ Certificate, or established in one or more indentures 
supplemental hereto, prior to the issuance of Securities of any series: 

(i) the title of the Securities of the series (which shall distinguish the Securities of the series from all other Securities); 

(ii) any limit upon the aggregate principal amount of the Securities of the series that may be authenticated and delivered under 
this Indenture (except for Securities authenticated and delivered upon registration of transfer of, or in exchange for, or in lieu 
of, other Securities of the series pursuant to Sections 305, 306, 307 or 906, and except for any Securities that, pursuant to 
Section 303, are deemed never to have been authenticated and delivered hereunder); 



.-- 

(iii) the Person to whom any interest on a Security of the series shall be payable, if other than the bearer (in the case of a Global 
Bearer Security) or the Person in whose name the Security (or one or more Predecessor Securities) is registered at the close 
of business on the Regular Record Date for such interest (in the case of a Registered Security); 

(iv) the date or dates on which the principal of the Securities of the series is payable; 

(v) the rate or rates at which the Securities of the series shall bear interest, if any, the date or dates from which such interest shall 
accrue, the Interest Payment Dates on which such interest shall be payable, and the Regular Record Date for the interest 
payable on any Interest Payment Date; 

(vi) the place or places, if any, in addition to or in the place of the Corporate Trust Office, where the principal of (and premium, if 
any) and interest, if any, on Securities of the series shall be payable and (in the case of the Registered Securities) where such 
Securities may be registered or transferred; 

(vii) the period or periods within which, the price or prices at which, and the terms and conditions upon which, Securities of the 
series may be redeemed, in whole or in part, at the option of the Company; 

(viii) the obligation, if any, of the Company to redeem, repay or repurchase Securities of the series pursuant to any sinking fund or 
analogous provisions or at the option of a Holder thereof, and the period or periods within which, the price or prices at which, 
and the terms and conditions upon which, Securities of the series shall be redeemed, repaid or repurchased, in whole or in 
part, pursuant to such obligation; 

(ix) if other than denominations of $1,000 and any integral multiple thereof, the denominations in which Securities of the series 
shall be issuable; 

(x) if other than the principal amount thereof, the portion of the principal amount of Securities of the series which shall be 
payable upon declaration of acceleration of the Maturity thereof pursuant to Section 502; 

if other than such coin or currency of the United States of America as at the time of payment is legal tender for payment of 
public or private debts, the coin or currency in which payment of the principal of (and premium, if any) and interest, if any, 
on the Securities of the series shall be payable; 

if the principal of (and premium, if any) or interest, if any, on the Securities of the series are to be payable, at the election of 
the Company or a Holder thereof, in a coin or currency other than that in which the Securities are stated to be payable, the 
period or periods within which, and the terms and conditions upon which, such election may be made; 

(xiii) if the amount of payments of principal of (and premium, if any) or interest, if any, on the Securities of the series may be 
determined with reference to an index based on a coin or currency other than that in which the Securities are stated to be 
payable, the manner in which such amounts shall be determined; 

(xi) 

(xii) 

(xiv) any provisions permitted by this Indenture relating to Events of Default or covenants of the Company with respect to such 
series of Securities; 

(xv) if the Securities of the series shall be issued in whole or in part in the form of one or more Global Securities, (i) whether 
beneficial owners of interests in any such Global Security may exchange such interests for Securities of such series of like 
tenor and of authorized form and denomination and the circumstances under which any such changes may occur, if other than 
in the manner provided in Section 306, and (ii) the Book-Entry Depositary for such Global Security or Securities; 

(xvi) if the Company ever wishes to issue definitive Bearer Securities, then all provisions relating to or governing such Bearer 
Securities will be set forth in an indenture supplemental hereto; and 

(xvii) any other terms of the series (which terms shall not be inconsistent with the provisions of this Indenture). 

All Securities of any one series shall be substantially identical, except as to denomination and except as may otherwise be 
provided in or pursuant to the Board Resolution referred to above and set forth in the Officers’ Certificate referred to above, or in any indenture 
supplemental hereto referred to above. 

If any of the terms of the Securities of a series, including the form of Security of such series, are established by action taken 
pursuant to a Board Resolution, a copy of an appropriate record of such action shall be certified by the Secretary or an Assistant Secretary or 
other authorized officer or Director of the Company, and delivered to the Trustee at or prior to the delivery of the Company Order 
contemplated by Section 303 for the authentication and delivery of such series of Securities. 

SECTION 302. Denominations 

The Securities of each series shall be issuable in bearer form or in registered form without coupons, except as otherwise 
expressly provided in a supplemental indenture hereto, in such denominations as shall be specified as contemplated by Section 301. In the 
absence of any such provisions with respect to the Securities of any series, the Securities of such series shall be issuable in denominations of 



$1,000 and any integral multiple thereof. 

SECTION 303. 

Any Director, the Secretary or any other officer of the Company so authorized shall execute the Securities on behalf of the 

Execution, Authentication. Delivey and Dating 

Lompany and need not be attested. Definitive Registered Securities of any series may have the Company’s seal reproduced thereon and need 
not be attested. Such additional Director or officer, if any, as shall be specified pursuant to Section 301 shall execute the Securities of any 
series. The signature of any of these officers on the Securities may be manual or facsimile. 

Securities bearing the manual or facsimile signature of any individual who was at any time the proper Director or officer of 
the Company shall bind the Company, notwithstanding that such individual has ceased to hold such office prior to the authentication and 
delivery of such Securities or did not hold such office at the date of authentication of such Securities. 

At any time and from time to time after the execution and delivery of this Indenture, the Company may deliver Securities of 
any series executed by the Company to the Trustee for authentication, together with a Company Order for the authentication and delivery of 
such Securities, and the Trustee in accordance with the Company Order shall authenticate and deliver such Securities. If the form of terms of 
the Securities of the series have been established in or pursuant to one or more Board Resolutions as permitted by Sections 201 and 301, in 
authenticating such Securities, and accepting the additional responsibilities under this Indenture in relation to such Securities, the Trustee shall 
be entitled to receive, and (subject to Section 601) shall be fully protected in relying upon, an Opinion of Counsel stating: 

(i) if the form of such Securities has been established by or pursuant to Board Resolution as permitted by Section 201, that such 
form has been established in conformity with the provisions of this Indenture; 

if the terms of such Securities have been established by or pursuant to Board Resolution as permitted by Section 301, that 
such terms have been established in conformity with the provisions of this Indenture; and 

(iii) that such Securities, when authenticated and delivered by the Trustee and issued by the Company in the manner and subject 
to any conditions specified in such opinion of Counsel, will constitute valid and legally binding obligations of the Company, 
enforceable in accordance with their terms, subject to bankruptcy, insolvency, reorganization, and other laws of general 
applicability relating to or affecting the enforcement of creditors’ rights and to general principles of equity. 

(ii) 

Notwithstanding the provisions of Section 301 and of the preceding paragraph, if all Securities of a series are not to be 
originally issued at one time, it shall not be necessary to deliver the Officers’ Certificate otherwise required pursuant to Section 301 or the 
C’ompany Order and Opinion of Counsel otherwise required pursuant to such preceding paragraph at or prior to the time of authentication of 

of such series to be issued. 
a h  Security of such series if such documents are delivered at or prior to the time of authentication upon original issuance of the first Security 

Each Security shall be dated the date of its authentication. 

No Security shall be entitled to any benefit under this Indenture or be valid or obligatory for any purpose unless there appears 
on such Security a certificate of authentication, substantially in the form provided for herein, executed by the Trustee or an Authenticating 
Agent by manual signature, and such certificate upon any Security shall be conclusive evidence, and the only evidence, that such Security has 
been duly authenticated and delivered hereunder and is entitled to the benefits of this Indenture. Notwithstanding the foregoing, if any Security 
shall have been authenticated and delivered hereunder but never issued and sold by the Company, and the Company shall deliver such Security 
to the Trustee for cancellation as provided in Section 3 10 together with a written statement (which need not be accompanied by an Opinion of 
Counsel) stating that such Security has never been issued and sold by the Company, for all purposes of this Indenture such Security shall be 
deemed never to have been authenticated and delivered hereunder and shall never be entitled to the benefits of this Indenture. 

In case the Company, pursuant to Article VIII, shall be consolidated or merged with or into any other Person or shall convey, 
transfer, lease or otherwise dispose of its properties and assets substantially as an entirety to any Person, and the successor Person resulting 
from such consolidation, or surviving such merger, or into which the Company shall have been merged, or the Person which shall have 
received a conveyance, transfer, lease or other disposition as aforesaid, shall have executed an Indenture supplemental hereto with the Trustee 
pursuant to Article VIII, any of the Securities authenticated or delivered prior to such consolidation, merger, conveyance, transfer, lease or 
other disposition may, from time to time, at the request of the successor Person, be exchanged for other Securities executed in the name of the 
successor Person with such changes in phraseology and form as may be appropriate, but otherwise in substance of like tenor as the Securities 
surrendered for such exchange and of like principal amount; and the Trustee, upon Company Request of the successor Person, shall 
authenticate and deliver Securities as specified in such request for the purpose of such exchange. If Securities shall at any time be 
authenticated and delivered in any new name of a successor Person pursuant to this Section 303 in exchange or substitution for or upon 
registration of transfer of any Securities, such successor Person, at the option of the Holders but without expense to them, shall provide for the 
exchange of all Securities at the time Outstanding for Securities authenticated and delivered in such new name. 

Transfer Agent and Paying Agent SECTION 304. 

For so long as the Securities are listed on the Luxembourg Stock Exchange and such stock exchange shall so require, the 
,ompany shall maintain a Paying Agent and Transfer Agent in Luxembourg. 

The Company shall enter into an appropriate agency agreement with any Registrar, Transfer Agent or Paying Agent not a 
party to this Indenture, which shall implement the provisions of this Indenture that relate to such Person. The Company shall notify the Trustee 



of the name and address of any such Person. If the Company fails to maintain a Registrar or Paying Agent, the Trustee shall 
act as such and shall be entitled to appropriate compensation therefor pursuant to Section 607. The Company initially appoints the Trustee as 
Registrar, Transfer Agent and Principal Paying Agent in The City of New York and Deutsche Bank Luxembourg S.A. as Paying Agent and 
Transfer Agent in Luxembourg in connection with the Securities. 

SECTION 305. Temporary Securities 

Pending the preparation of a permanent Global Security or definitive Securities of any series, the Company may execute, and 
upon Company Order the Trustee or the Authenticating Agent shall authenticate and deliver, temporary Securities that are printed, 
lithographed, typewritten, mimeographed or otherwise produced, in any authorized denomination, substantially of the tenor of the definitive 
Securities in lieu of which they are issued, in registered form or, if authorized, in bearer form, and with such appropriate insertions, omissions, 
substitutions and other variations as the Director(s) or officer(s) executing such Securities may determine, as evidenced by their execution of 
such Securities. 

If temporary Securities of any series are issued, the Company will cause definitive Securities of that series to be prepared 
without unreasonable delay. After the preparation of definitive Securities of such series, the temporary Securities of such series shall be 
exchangeable for definitive Securities of such series upon surrender of the temporary securities of such series at the office or agency of the 
Company in a Place of Payment for that series, without charge to the Holder except as provided in Section 306 in connection with a transfer, 
and except that a Person receiving definitive Bearer Securities shall bear the cost of insurance, postage, transportation, and the like. Upon 
surrender for cancellation of any one or more temporary Securities of any series, the Company shall execute and the Trustee or the 
Authenticating Agent shall authenticate and deliver in exchange thereof a like principal amount of definitive Securities of the same series and 
of like tenor of authorized denominations. Until so exchanged, the temporary Securities shall in all respects be entitled to the same benefits 
under this Indenture as definitive Securities. 

Upon any exchange of a portion of a temporary Global Security for a definitive Global Security for the individual Securities 
represented thereby pursuant to this Section 305 or Section 306, the temporary Global Security shall be endorsed by the Trustee to reflect the 
reduction of the principal amount of such temporary Global Security, and such principal amount shall be reduced for all purposes by the 
amount so exchanged and endorsed. 

SECTION 306. 

The Company shall cause to be kept at the Corporate Trust Office of the Trustee a register (the register maintained in such 
office and in any other office or agency of the Company in a Place of Payment being herein sometimes collectively referred to as the '' Secza-ity 
"egister ") in which, subject to such reasonable regulations as it may prescribe, the Company shall provide for the registration of Registered 

Registered Securities and transfers of Registered Securities as herein provided. The Company may have one or more co-registrars and the term 
" Secirrity Registrar " includes any co-registrar. 

Registration, Registration of Transfer and Exchange 

:curities and of transfers of Registered Securities. The Trustee is hereby appointed " Security Registrar " for the purpose of registering 

Upon surrender for registration of transfer of any Registered Security of any series at the office or agency in a Place of 
Payment for that series, the Company shall execute, and the Trustee or the Authenticating Agent shall authenticate and deliver, in the name of 
the designated transferee or transferees, one or more new Registered Securities of the same series, of any authorized denominations and of a 
like aggregate principal amount and tenor. 

Furthermore, each Holder of a Global Security shall, by acceptance of such Global Security, agree that transfers of beneficial 
interest in such Global Security may be effected only through a book-entry system maintained by the Holder of such Global Security (or its 
agent), and that ownership of a beneficial interest in the Global Security shall be required to be reflected in a book-entry. 

At the option of the Holder, any Registered Security or Registered Securities of any series, other than a Global Security, may 
be exchanged for other Registered Securities of the same series, of any authorized denominations and of a like aggregate principal amount and 
tenor, upon surrender of the Registered Securities to be exchanged at such office or agency. Whenever any Securities are so surrendered for 
exchange, the Company shall execute, and upon receipt of a Company Order the Trustee or the Authenticating Agent shall authenticate and 
deliver, the Registered Securities that the Holder making the exchange is entitled to receive. None of the Trustee, the Authenticating Agent or 
the Security Registrar may deliver Bearer Securities in exchange for Registered Securities. 

All Securities issued upon any registration of transfer or exchange of Registered Securities shall be the valid obligations of 
the Company, evidencing the same debt, and entitled to the same benefits under this Indenture, as the Registered Securities surrendered upon 
such registration of transfer or exchange. 

Every Registered Security presented or surrendered for registration of transfer or for exchange shall (if so required by the 
Company or the Trustee) be duly endorsed, or be accompanied by a written instrument of transfer in form satisfactory to the Company and the 
Security Registrar duly executed, by the Holder thereof or his attorney duly authorized in writing. 

Upon the exchange in whole of a Global Security for the definitive Securities represented thereby, such Global Security shall 
> canceled by the Trustee or delivered to the Trustee for cancellation. Registered Securities issued in exchange for a Global Security or any 

.ortion thereof pursuant to this Section shall be registered in such names and in such authorized denominations as the Book-Entry Depositary 
for such Global Security shall instruct in writing the Trustee and the Security Registrar. The Trustee or the Security Registrar shall deliver 
such Registered Securities to the Persons in whose names such Registered Securities are so registered. 



Interests in a Permanent Global Security may be exchanged for definitive Registered Securities of the same series only under 
the circumstances provided in this Indenture or in an indenture supplemental hereto pursuant to which Securities of that series are issued or in 
the Securities of that Series. In such event the Company will execute, and the Trustee or the Authenticating Agent, upon receipt of a Company 
Order for the authentication and delivery of definitive Registered Securities of such series, will authenticate and deliver such definitive 
'egistered Securities. Any such definitive Registered Securities so issued shall be registered in the name of such Person or Persons as the 
,ook-Entry Depositary shall instruct the Trustee and the Security Registrar in writing. Upon the exchange in whole of a Permanent Global 

Security for definitive Registered Securities in equal aggregate principal amount, such Permanent Global Security shall be delivered to the 
Trustee for cancellation. Interests in a Permanent Global Security may not be exchanged for definitive Bearer Securities. Notwithstanding the 
foregoing, interests in a Global Security may not be exchanged for definitive Registered Securities during the 16-day period immediately prior 
to and including each Interest Payment Date. 

' 

No service charge shall be made to the Holder for any registration of transfer or exchange of Securities, but the Company 
may require payment of a sum sufficient to cover any tax or other governmental charge that may be imposed in connection with any 
registration of transfer or exchange of Securities, other than exchanges pursuant to Sections 305,906 or 1107 not involving any transfer. 

The Company shall not be required (i) to issue, register the transfer of or exchange Securities of any series during a period 
beginning at the opening of business 15 days before the day of the mailing of a notice of redemption under Section 1104 and ending at the 
close of business on the day of such mailing, (ii) to register the transfer of or exchange any Security so selected for redemption in whole or in 
part, except the unredeemed portion of any Security being redeemed in part, or (iii) to exchange any Bearer Security so selected for 
redemption, except that such a Bearer Security may be exchanged for a Registered Security of the series (but only if and under the 
circumstances for which the Securities of such series are issuable as Registered Securities); provided that such Registered Security shall be 
immediately surrendered for redemption with written instructions for payment consistent with the provisions of this Indenture. 

The provisions of this Section 306 are, with respect to any Global Security, subject to Section 312 hereof. 

SECTION 307. Mutilated. Destroyed. Lost and Stolen Securities 

If any mutilated Security is surrendered to the Trustee, the Company shall execute and the Trustee shall authenticate and 
deliver in exchange thereof a new Security of the same series and of like tenor and principal amount and bearing a number not 
contemporaneously outstanding. 

If there shall be delivered to the Company and the Trustee (i) evidence to their satisfaction of the destruction, loss or theft of 
any Security and (ii) such security or indemnity as may be required by them to save each of them and any agent of either of them harmless, 
Yen, in the absence of notice to the Company or the Trustee that such Security has been acquired by a bona fide purchaser, the Company shall 

mute  and upon its written request the Trustee shall authenticate and deliver, in lieu of any such destroyed, lost or stolen Security, a new 
decurity of the same series and of like tenor and principal amount and bearing a number not contemporaneously outstanding. 

In case any such mutilated, destroyed, lost or stolen Security has become or is about to become due and payable, the 
Company in its discretion may, instead of issuing a new Security, pay such Security. 

Upon the issuance of any new Security under this Section 307, the Company may require the payment of a sum sufficient to 
cover any tax or other governmental charge that may be imposed in relation thereto and any other expenses (including the fees and expenses of 
the Trustee) connected therewith. 

Every new Security of any series issued pursuant to this Section 307 in lieu of any destroyed, lost or stolen Security shall 
constitute an original additional contractual obligation of the Company, whether or not the destroyed, lost or stolen Security shall be at any 
time enforceable by anyone, and shall be entitled to all the benefits of this Indenture equally and proportionately with any and all other 
Securities of that series duly issued hereunder. 

The provisions of this Section 307 are exclusive and shall preclude (to the extent lawful) all other rights and remedies with 
respect to the replacement or payment of mutilated, destroyed, lost or stolen Securities. 

SECTION 308. 

Interest on any Security which is payable, and is punctually paid or duly provided for, on any Interest Payment Date shall be 
paid (i) in the case of a Bearer Security, to the bearer thereof, and (ii) in the case of a Registered Security, to the Person in whose name that 
Registered Security (or one or more Predecessor Securities) is registered at the close of business on the Regular Record Date for such interest. 

Payment of interest, if any, in respect of any Registered Security will be made by check mailed to the address of the Person 

Payment of Interest; Interest Rights Reserved 

entitled thereto as such Person's address appears in the Security Register. Payment of interest, if any, in respect of any Registered Security 
may also be made, in the case of a Holder of at least US .  $1,000,000 aggregate principal amount of Registered Securities, and payment of 
interest, if any, in respect of a Permanent Global Security shall be made, by wire transfer to a U S .  Dollar account maintained by the Holder 
with a bank in the United States; provided that such Holder elects payment by wire transfer by giving written notice to the Trustee or a Paying 

2ent to such effect designating such account no later than 15 days immediately preceding the relevant due date for payment (or such other 
.dte as the Trustee may accept in its discretion). 

Any interest on any Security of any series which is payable but is not punctually paid or duly provided for on any Interest 
Payment Date (herein called " Defaulted Interest ") shall, in the case of Registered Securities, forthwith cease to be payable to the Holder 



thereof on the relevant Regular Record Date by virtue of having been such Holder, and such Defaulted Interest may be paid 
by the Company, at its election in each case, as provided in Clause (i) or (ii) below: 

(i) The Company may elect to make payment of any Defaulted Interest to the Persons in whose names the Registered Securities 
of such series (or their respective Predecessor Securities) are registered at the close of business on a Special Record Date for 
the payment of such Defaulted Interest, which shall be fixed in the following manner. The Company shall notify the Trustee 
in writing of the amount of Defaulted Interest proposed to be paid on each Registered Security of such series and the date of 
the proposed payment, and at the same time the Company shall deposit with the Trustee an amount of money equal to the 
aggregate amount proposed to be paid in respect of such Defaulted Interest or shall make arrangements satisfactory to the 
Trustee for such deposit prior to the date of the proposed payment, such money when deposited to be held in trust for the 
benefit of the Persons entitled to such Defaulted Interest as in this clause provided. Thereupon the Trustee shall fix a Special 
Record Date for the payment of such Defaulted Interest which shall be not more than 15 days and not less than 10 days prior 
to the date of the proposed payment, and not less than 10 days after the receipt by the Trustee of the notice of the proposed 
payment. Unless the Trustee is acting as the Security Registrar, promptly after such Special Record Date, the Company shall 
furnish the Trustee with a list, or shall make arrangements satisfactory to the Trustee with respect thereto, of the names and 
addresses of, and respective principal amounts of such Registered Securities held by, the Holders appearing on the Security 
Register at the close of business on such Special Record Date. The Trustee shall promptly notify the Company of such 
Special Record Date and, in the name and at the expense of the Company, shall cause notice of the proposed payment of such 
Defaulted Interest and the Special Record Date therefor to be mailed, first-class postage prepaid, to each Holder of Securities 
of such series at his address as it appears in the Security Register, not less than 10 days prior to such Special Record 
Date. Notice of the proposed payment of such Defaulted Interest and the Special Record Date therefor having been so 
mailed, such Defaulted Interest shall be paid to the Persons in whose names the Securities of such series (or their respective 
Predecessor Securities) are registered at the close of business on such Special Record Date and shall no longer be payable 
pursuant to the following clause (ii). 

The Company may make payment of any Defaulted Interest on the Registered Securities of any series of any Permanent 
Global Security in any other lawful manner not inconsistent with the requirements of any securities exchange on which such 
Registered Securities may be listed, and upon such notice as may be required by such exchange. 

Defaulted Interest on Global Bearer Securities shall be payable to the bearer thereof at the time of payment of such Defaulted 

(ii) 

Interest by the Company. 

Subject to the foregoing provisions of this Section 308, each Security delivered under this Indenture upon registration of 
-ansfer of or in exchange for or in lieu of any other Security, shall carry the rights to interest accrued and unpaid, and to accrue, which were 

% rried by such other Security. 

SECTION 309. Persons Deemed Owners 

Prior to due presentment of a Registered Security for registration of transfer, the Company, the Trustee and any agent of the 
Company or the Trustee may treat the Person in whose name such Registered Security is registered as the owner of such Registered Security 
for the purpose of receiving payment of principal of (and premium, if any) and (subject to Section 308) interest, if any, on such Registered 
Security and for all other purposes whatsoever, whether or not such Registered Security be overdue, and neither the Company, the Trustee nor 
any agent of the Company or the Trustee shall be affected by notice to the contrary. All such payments so made to any such person, or upon 
such person's order, shall be valid, and, to the extent of the sums so paid, effectual to satisfy and discharge the liability for monies payable 
upon any such Security. 

The Company, the Trustee, and any agent of the Company or the Trustee may treat the Book-Entry Depositary for a Global 
Bearer Security as the absolute owner of such Bearer Security for the purpose of receiving payment thereof or on account thereof and for all 
other purposes whatsoever, whether or not such Global Bearer Security or coupon be overdue, and neither the Company, the Trustee nor any 
agent of the Company or the Trustee shall be affected by notice to the contrary. 

No holder of any beneficial interest in any Global Security held on its behalf by a Book-Entry Depositary shall have any 
rights under this Indenture with respect to such Global Security, and such Book-Entry Depositary may be treated by the Company, the Trustee, 
and any agent of the Company or the Trustee as the owner of such Global Security for all purposes whatsoever. Notwithstanding the 
foregoing, nothing herein shall impair, as between a Book-Entry Depositary and such holders ,of beneficial interests, the operation of customary 
practices governing the exercise of the rights of the Book-Entry Depositary as holder of any Security. 

SECTION 3 10. Cancellation 

All Securities surrendered for payment, redemption, registration o f  transfer or exchange or for credit against any sinking fund 
payment shall, if surrendered to any Person other than the Trustee, be delivered to the Trustee and shall be promptly canceled by it. The 
Company may at any time deliver to the Trustee for cancellation any Securities previously authenticated and delivered hereunder that the 
Company may have acquired in any manner whatsoever, and the Trustee shall promptly cancel all Securities so delivered. No Securities shall 

authenticated in lieu of or in exchange for any Securities canceled as provided in this Section 3 10, except as expressly permitted by this 
.ldenture. All canceled Securities held by the Trustee shall be disposed of as directed by a Company Order. 

SECTION 3 1 1. Computation of Interest 



Except as otherwise specified as contemplated by Section 301 for Securities of any series, interest, if any, on the Securities of 
each series shall be computed on the basis of a 360-day year of twelve 30-day months. 

SECTION 312. Global Securities 

(a) If the Company shall establish pursuant to Section 301 that the Securities of a particular series are to be issued in the 
form of a Global Security, then the Company shall execute and the Trustee shall, in accordance with Section 303, authenticate and deliver, a 
Global Security or Securities that (i) shall represent, and shall be denominated in an aggregate amount equal to the aggregate principal amount 
of, all of the Outstanding Securities of such series, (ii) shall be in bearer form or, if in registered form, registered in the name of the Book-Entry 
Depositary or its nominee, (iii) shall be delivered by the Trustee to the Book-Entry Depositary or pursuant to the Book-Entry Depositary’s 
instruction, and (iv) shall bear the legends set forth in Section 202, as applicable. 

(b) Participants in DTC shall have no rights under this Indenture with respect to any Global Securities held on their behalf 
by DTC, or the Trustee as its custodian, or the Book-Entry Depositary, or under the Global Security, and DTC, as the case may be, or the 
Book-Entry Depositary, may be treated by the Company, the Trustee, and any agent of the Company or the Trustee as the absolute owner of 
such Global Security for all purposes whatsoever. Notwithstanding the foregoing, nothing herein shall prevent the Company, the Trustee or 
any agent of the Company or the Trustee from giving effect to any written certification, proxy or other authorization furnished by DTC or shall 
impair, as between DTC and its Participants, the operation of customary practices governing the exercise of the rights of a Holder of any 
Security. 

(c) Notwithstanding the provisions of Section 306, the Global Security of a series may be transferred, in whole but not in 
part and in the manner provided in Section 306, only to another nominee of the Book-Entry Depositary for such series, or to a successor Book- 
Entry Depositary for such series selected or approved by the Company or to a nominee of such successor Book-Entry Depositary. Interests of 
beneficial owners in Global Securities may be transferred in accordance with the rules and procedures of DTC and the provisions of Section 
313. 

(d) The circumstances, if any, under which the Global Security of a series may be exchanged for definitive Registered 
Securities of such series shall be as specified in an indenture supplemental hereto pursuant to which the Securities of such series are issued. In 
such event, the Company will execute, and, subject to Section 306, the Trustee, upon receipt of an Officers’ Certificate evidencing such 
determination by the Company, will authenticate and deliver Securities of such series in definitive registered form without coupons, in 
authorized denominations, and in an aggregate principal amount equal to the principal amount of the Global Securities of such series in 
exchange for such Global Securities. Upon the exchange of the Global Securities for such Securities in definitive registered form without 
coupons, in authorized denominations, the Trustee shall cancel the Global Securities. Such securities in definitive registered form issued in 
qxchange for the Global Securities pursuant to this Section 3 12, shall be registered in such names and in such authorized denominations as the 

Jok-Entry Depositary, pursuant to the instructions from its direct or indirect participants or otherwise, shall instruct the Trustee. The Trustee 
shall deliver Securities to the Book-Entry Depositary for delivery to the persons in whose names such Securities are so registered. 

(e) No Security that is not a Global Security may be payable to bearer (except as otherwise provided in an indenture 
supplemental hereto pursuant to Section 301 (xvi)). 

(0 The Holder of a Global Security may grant proxies and otherwise authorize any person, including Participants and 
Persons that may hold interest through Participants, to take any action which a Holder is entitled to take under this Indenture or the Securities. 

SECTION 313. Smcial Transfer Provisions . 

(a) Prior to the expiration of the Resale Restriction Termination Date, a transfer of a Rule 144A Security or a beneficial 
interest therein to a QIB shall be made upon the representation of the transferee that it is purchasing the Security for its own account or an 
account with respect to which it exercises sole investment discretion and that it and any such account is a “ qiraliJied institutional bzryer ” 
within the meaning of Rule 144A under the Securities Act and is aware that the sale to it is being made in reliance on Rule 144A and 
acknowledges that it has received such information regarding the Company as the undersigned has requested pursuant to Rule 144A or has 
determined not to request such information and that it is aware that the transferor is relying upon its foregoing representations in order to claim 
the exemption from registration provided by Rule 144A. 

A transfer of a Rule 144A Security or a beneficial interest therein to a Non-U.S. Person shall be made upon receipt by the 
Trustee or its agent of a certificate substantially in the form set forth in Section 3 14 hereof from the proposed transferee and, if requested by the 
Company or the Trustee, the delivery of an opinion of counsel, certification andor other information satisfactory to each of them. 

(b) The following provisions shall apply with respect to any proposed transfer of a Regulation S Security prior to the 
expiration of the Restricted Period: 

(i) a transfer of a Regulation S Security or a beneficial interest therein to a QIB shall be made upon the representation of the 
transferee that it is purchasing the Security for its own account or an account with respect to which it exercises sole 
investment discretion and that it and any such accountant is a “ qiraliJied institutional buyer ” within the meaning of Rule 
144A under the Securities Act and is aware that the sale to it is being made in reliance on Rule 144A and acknowledges that 
it has received such information regarding the Company as the undersigned has requested pursuant to Rule 144A or has 
determined not to request such information and that it is aware that the transferor is relying upon its foregoing representations 
in order to claim the exemption from registration provided by Rule 144A; and 



(ii) a transfer of a Regulation S Security or a beneficial interest therein to a Non-U.S. Person shall be made upon, if requested by 
the Company or the Trustee, receipt by the Trustee or its agent of an opinion of counsel, certification and/or other 
information satisfactory to each of them. 

Prior to or on the expiration of the Restricted Period, beneficial interests in a Regulation S Global Security may only be held 
. xough Euroclear or Clearstream (as indirect participants in DTC) or another agent member of Euroclear and Clearstream acting for and on 

behalf of them, unless exchanged for interests in the Rule 144A Global Security in accordance with the certification requirements 
hereof. During the Restricted Period, interests in the Regulation S Global Security, if any, may be exchanged for interests in the Rule 144A 
Global Security or for definitive Securities only in accordance with the certification requirements described in Section 201. 

After the expiration of the Restricted Period, interests in the Regulation S Security may be transferred without requiring 
certification. 

(c) Upon the transfer, exchange or replacement of Securities not bearing a private placement legend, the Security 
Registrar shall deliver Securities that do not bear a private placement legend. Upon the transfer, exchange or replacement of Securities bearing 
a private placement legend, the Security Registrar shall deliver only Securities that bear the placement legend unless there is delivered to the 
Security Registrar an opinion of counsel reasonably satisfactory to the Company and the Trustee to the effect that neither such legend nor the 
related restrictions on transfer are required in order to maintain compliance with the provisions of the Securities Act. 

(d) By its acceptance, of any Security bearing a private placement legend, each Holder of such a Security acknowledges 
the restrictions on transfer of such Security set forth in this Indenture and in the private placement legend and agrees that it will transfer such 
Security only as provided in this Indenture. 

(e) The Company shall deliver to the Trustee an Officer’s Certificate setting forth the dates on which the Restricted Period 
terminates (the “Resale Restriction Termination Date”). 

The Security Registrar shall retain copies of all letters, notices and other written communications received pursuant to this 
Article. The Company shall have the right to inspect and make copies of all such letters, notices or other written communications at any 
reasonable time upon the giving of reasonable written notice to the Security Registrar. 

(f) The Trustee: 

shall have no responsibility or obligation to any beneficial owner of a Global Security, a Participant in DTC or other Person 
with respect to any ownership interest in the Securities, with respect to the accuracy of the records of DTC or its nominee or 
of any Participant or member thereof or with respect to the delivery to any Participant, member, beneficial owner or other 
Person (other than DTC) of any notice (including any notice of redemption) or the payment of any amount, under or with 
respect to such Securities. All notices and communications to be given to the Holders and all payments to be made to 
Holders under the Securities shall be given or made only to the registered Holders (which shall be DTC or its nominee in the 
case of a Global Security). The rights of beneficial owners in any Global Security in global form shall be exercised only 
through DTC subject to the applicable rules and procedures of DTC. The Trustee may rely and shall be fblly protected and 
indemnified pursuant to Section 607 in relying upon information furnished by DTC with respect to any beneficial owners, its 
members and participants; and 

the Trustee shall have no obligation or duty to monitor, determine or inquire as to compliance with any restrictions on 
transfer imposed under this Indenture or under applicable law with respect to any transfer of any interest in any Security 
(including without limitation any transfers between or among Participants, members or beneficial owners in any Global 
Security) other than to required deliver of such certificates and other documentation of evidence as are expressly required by, 
and to do so if an when expressly required by, the terms of this Indenture, and to examine the same to determine substantial 
compliance as to form with the express requirements hereof. 

(i) 

(ii) 

SECTION 3 14. Form of Certificate to Be Delivered in Connection with Transfers Pursuant to Regulation S 

[ date] 

Bankers Trust Company, as Trustee 
Four Albany Street 
New York, New York, 10006 
Attention: Manager, Project Finance 

Re: WPD Holdings UK (the “Company”) 
J Name of Securitv 1 (the ‘Wotes”) 

Ladies and Gentlemen: 



In connection with our proposed sale of $ aggregate principal amount of the Notes, we confirm that such sale 
has been effected pursuant to and in accordance with Regulation S under the United States Securities Act of 1933, as amended (the “Securities 
Act”), and, accordingly, we represent that: 

(a) 

(b) 

the offer of the Notes was not made to a person in the United States; 

either (i) at the time the buy order was originated, the transferee was outside the United States or we and any person 
acting on our behalf reasonably believed that the transferee was outside the United States or (ii) the transaction was executed in, on or through 
the facilities of a designated off-shore securities market and neither we nor any person acting on our behalf knows that the transaction has been 
pre-arranged with a buyer in the United States; 

(c) no directed selling efforts have been made in the United States in contravention of the requirements of Rule 903(b) or 
Rule 904(b) of Regulation S, as applicable; and 

(d) 

In addition, if the sale is made during a restricted period and the provisions of Rule 903(c)(3) or Rule 904(c)(l) of Regulation 

the transaction is not part of a plan or scheme to evade the registration requirements of the Securities Act. 

S are applicable thereto, we confirm that such sale has been made in accordance with the applicable provisions of Rule 903(c)(3) or Rule 904 
(c)( I), as the case may be. 

You and the Company are entitled to rely upon this letter and are irrevocably authorized to produce this letter or a copy 
hereof to any interested party in any administrative or legal proceedings or official inquiry with respect to the matters covered hereby. Terms 
used in this certificate have the meanings set forth in Regulation S. 

Very truly yours, 

[ Name of Transferor ] 

By: 
Authorized Signature Signature Medallion Guaranteed 

ARTICLE IV 

SATISFACTION AND DISCHARGE 

SECTION 401. Satisfaction and Discharge of Indenture 

This Indenture shall upon Company Request cease to be of further effect (except as to any surviving rights of registration of 
transfer or exchange of Securities herein expressly provided for and rights to receive payments of any principal, premium or interest in respect 
thereof and any right to receive any Additional Amount as provided in Section 1009), and the Trustee shall execute proper instruments 
acknowledging satisfaction and discharge of this Indenture, when: 

(i) either: 

(a) all Securities theretofore authenticated and delivered (other than (1) Securities that have been destroyed, lost or 
stolen and that have been replaced or paid as provided in Section 307 and ( 2 )  Securities for whose payment money 
has theretofore been deposited in trust with the trustee or any paying agent or segregated and held in trust by the 
Company and thereafter repaid to the Company or discharged from such trust, as provided in Section 1003) have 
been delivered to the Trustee for cancellation; or 

(b) all such Securities not theretofore delivered to the Trustee for cancellation: 

(1) have become due and payable, 

(2)  will become due and payable at their Stated Maturity within one year, 

(3) are to be called for redemption within one year under arrangements for the giving of notice of redemption 
by the Trustee in the name, and at the expense, of the Company, or 

(4) are deemed paid and discharged pursuant to Section 403, as applicable, 

and the Company, in the case of (1) or (2) above, has deposited or caused to be deposited with the Trustee as trust 
funds, in trust for the purpose, an amount of (w) money in the currency or units of currency in which such Securities 



are payable, (x) U.S. Government Obligations (denominated in the same currency or units of currency in which such 
Securities are payable) that through the payment of interest and principal in respect thereof in accordance with their 
terms will provide not later than one day before the Stated Maturity or Redemption Date, as the case may be, money 
in an amount, (y) a combination of money or U.S. Government Obligations as provided in (4) above, in each case, 
sufficient to pay and discharge the entire indebtedness on such Securities not theretofore delivered to the Trustee for 
cancellation, for principal (and premium, if any) and interest, if any, to the date of such deposit (in the case of 
Securities that have become due and payable) or to the Stated Maturity or Redemption Date, as the case may be; 

(ii) 

(iii) 

the Company has paid or caused to be paid all other sums payable hereunder by the Company; and 

the Company has delivered to the Trustee an Officers’ Certificate and an Opinion of Counsel, each stating that all conditions 
precedent herein provided for relating to the satisfaction and discharge of this Indenture have been complied with. 

Notwithstanding the satisfaction and discharge of this Indenture, the obligations of the Company to the Trustee under Section 
607, the obligations of the Trustee to any Authenticating Agent under Section 614, and, if money shall have been deposited with the Trustee 
pursuant to Sub-clause (b) of clause (i) of this Section 401 or if money or U.S. Government Obligations shall have been deposited with or 
received by the Trustee pursuant to Section 403, the obligations of the Trustee under Section 402 and the last paragraph of Section 1003 shall 
survive. 

SECTION 402. Application of Trust Money 

(a) Subject to the provisions of the last paragraph of Section 1003, all money or U.S. Government Obligations deposited 
with the Trustee pursuant to Sections 401 or 403, and all money received by the Trustee in respect of U.S. Government Obligations deposited 
with the Trustee pursuant to Sections 401 or 403, shall be held in trust and applied by it, in accordance with the provisions of the Securities and 
this Indenture, to the payment, to the Persons entitled thereto, of the principal of (and premium, if any) and interest, if any, on the Securities for 
whose payment such money has been deposited with or received by the Trustee or to make mandatory sinking fund payments or analogous 
payments as provided by Sections 401 or 403. 

‘ 

(b) The Company shall pay and shall indemnify the Trustee against any tax, fee or other charge imposed on or assessed 
against U.S. Government Obligations deposited pursuant to Sections 401 or 403, or the interest and principal received in respect of such 
obligations, other than any such tax, fee or other charge payable by or on behalf of Holders. 

(c) The Trustee shall deliver or pay to the Company from time to time upon Company Request any U.S. Government 
9bligations or money held by it as provided in Sections 401 or 403 that, in the opinion of a nationally recognized firm of independent certified 

iblic accountants expressed in a written certification thereof delivered to the Trustee, are then in excess of the amount thereof that then would 
have been required to be deposited for the purpose for which such U.S. Government Obligations or money was deposited or received. This 
provision shall not authorize the sale by the Trustee of any US. Government Obligations held under this Indenture. 

(d) Any monies paid by the Company to the Trustee or any Paying Agent, or held by the Company in trust, for the 
payment of the principal of or any interest or Additional Amounts on any Securities,and remaining unclaimed at the end of two years after such 
principal, interest or Additional Amounts become due and payable will be repaid to the Company, or released from the trust, upon its written 
request, and upon such repayment or release all liability of the Company, the Trustee and such Paying Agent with respect thereto will cease. 

SECTION 403. Satisfaction, Discharge and Defeasance of Securities of any Series 

The Company, at its option, (i) will be discharged from any and all obligations in respect of the Securities of a series (except, 
in each case, for the obligations to register the transfer or exchange of the Securities of that series, replace stolen, lost or mutilated Securities of 
that series, maintain paying agencies, and hold moneys for payment in trust), or (ii) can omit to comply with any term, provision or condition 
set forth in Sections 1004, 1005 and 101 1 with respect to the Securities of any series,pmvided that the following conditions shall have been 
satisfied : 

(i) the Company has deposited or caused to be irrevocably deposited (except as provided in Sections 607, 402(c), and the last 
paragraph of Section 1003) with the Trustee (specifying that each deposit is pursuant to this Section 403) as trust funds in 
trust, specifically pledged as security for, and dedicated solely to, the benefit of the Holders of the Securities of such series, 
(i) money, (ii) U.S. Government Obligations which through the payment of interest and principal in respect thereof in 
accordance with their terms will provide money in an amount, or (iii) a combination thereof, in each case, sufficient to pay 
and discharge the principal (and premium, if any) and interest, if any, on the outstanding Securities of such series on the dates 
such payments are due in accordance with the terms of the Securities of such series (or, if the Company has designated a 
Redemption Date pursuant to the final sentence of this paragraph, to and including the Redemption Date so designated by the 
Company); and 

no Event of Default or event that with notice or lapse of time would become an Event of Default (including by reason of such 
deposit) with respect to the Securities of such series shall have occurred and be continuing on the date of such deposit. 

(ii) 

To exercise any such option, the Company is required to deliver to the Trustee (x) an Opinion of Counsel to the effect that the 
Holders of the Securities of such series will not recognize income, gain or loss for federal income tax purposes as a result of such deposit, 
defeasance and discharge of certain obligations, which in the case of clause (i) above must be based on a change in law or a ruling by the U.S. 
Internal Revenue Service, and (y) an Officers’ Certificate as to compliance with all conditions precedent provided for in the Indenture relating 



to the satisfaction and discharge of the Securities of such series. If the Company shall wish to deposit or cause to be 
deposited money or U.S. Government Obligations to pay or discharge the principal of (and premium, if any) and interest, if any, on the 
outstanding Securities of such series to and including a Redemption Date on which all of the outstanding Securities of such series are to be 
redeemed, such Redemption Date shall be irrevocably designated by a Board Resolution delivered to the Trustee on or prior to the date of 
‘?posit of such money or U.S. Government Obligations, and such Board Resolution shall be accompanied by an irrevocable Company Request 
.iat the Trustee give notice of such redemption, in the name and at the expense of the Company, not less than 15 or more than 30 days prior to 

such Redemption Date in accordance with this Indenture. 

ARTICLE V 

REMEDIES 

SECTION 501. Events of Default 

‘‘ Event of Default ,” wherever used herein with respect to Securities of any series, means any one of the following events: 

default in the payment of any interest or any Additional Amounts upon any Security of that series when it becomes due and 
payable and continuance of such default for a period of 30 days; 

default in the payment of the principal of (or premium, if any, on) any Security of that series at Maturity; 

material default in the performance, or material breach, of any covenant or obligation of the Company in this Indenture (other 
than a covenant or default in whose performance or whose breach is elsewhere in this Section 501 specifically dealt with or 
which has expressly been included in this Indenture solely for the benefit of a series of Securities other than that series) and 
continuance of such material default or breach for a period of 60 days after there has been given, by registered or certified 
mail, to the Company by the Trustee or to the Company and the Trustee by the Holders of at least 25% in aggregate principal 
amount of the Outstanding Securities of that series a written notice specifying such default or breach and requiring it to be 
remedied and stating that such notice is a “ Notice of Default ” hereunder; 

(i) 

(ii) 

(iii) 

(iv) if this event shall be made to constitute an Event of Default with respect to the Securities of a particular series, a default in 
the payment of the principal of any bond, debenture, note or other evidence of indebtedness, in each case for money 
borrowed by the Company, or in the payment of principal under any mortgage, indenture (including this Indenture) or 
instrument under which there may be issued or by which there may be secured or evidenced any indebtedness for money 
borrowed by the Company, which default for payment of principal is in an aggregate principal amount exceeding 
$50,000,000 (or its equivalent in any other currency or currencies) when such indebtedness becomes due and payable 
(whether at maturity, upon redemption or acceleration or otherwise), if such default shall continue unremedied or unwaived 
for more than 30 Business Days and the time for payment of such amount has not been expressly extended; provided , 
however, that, subject to the provisions of Sections 601 and 602, the Trustee shall not be deemed to have knowledge of such 
default unless either (a) a Responsible Officer of the Trustee shall have actual knowledge of such default or (b) the Trustee 
shall have received written notice thereof from the Company, from any Holder, from the holder of any such indebtedness or 
from the trustee under any such mortgage, indenture or other instrument; andprovided ,fiather , that if such default under 
such indenture or instrument shall be remedied or cured by the Company or waived by the holders of such indebtedness, then 
the Event of Default hereunder by reasons thereof shall be deemed likewise to have been remedied, cured or waived without 
further action upon the part of the Trustee or any of the Holders; 

(v) the failure of the Company generally to pay its debts as they become due, or the admission in writing of its inability to pay its 
debts generally, or the making of a general assignment for the benefit of its creditors, or the institution of any proceeding by 
or against the Company (other than any such proceeding brought against the Company that is dismissed within 180 days from 
the commencement thereof) seeking to adjudicate it bankrupt or insolvent, or seeking liquidation, winding up, reorganization, 
arrangement, adjustment, protection, relief or composition (in each case, other than a solvent liquidation, winding up, 
reorganization, arrangement, adjustment, protection, relief or composition) of it or its debts under any law relating to 
bankruptcy, insolvency, reorganization, moratorium or relief of debtors, or seeking the entry of an order for relief or 
appointment of an administrator, receiver, trustee, intervenor or other similar official for it or for any substantial part of its 
property, or the taking of any action by the Company to authorize any of the actions set forth in this clause (vi); or 

any other Event of Default provided in the supplemental indenture or provided in or pursuant to the Board Resolution under 
which such series of Securities is issued or in the form of Security for such series. 

SECTION 502. 

(vi) 

Acceleration of Maturitv: Rescission and Annulment 

If an Event of Default with respect to Securities of any series at the time Outstanding occurs and is continuing, then in every 
such case the Trustee or the Holders of not less than 25% in aggregate principal amount of the Outstanding Securities of that series may declare 
the principal amount (or, if any of the Securities of that series are Original Issue Discount Securities, such portion of the principal amount of 

ch Securities as may be specified in the terms thereof) of all of the Securities of that series to be due and payable immediately, by a notice in 
,riting to the Company (and to the Trustee if given by Holders), and upon any such declaration such principal amount (or specified amount) 

, 

shall become immediately due and payable. 

At any time after such declaration of acceleration with respect to Securities of any series has been made, but before a 



judgment or decree for payment of money has been obtained by the Trustee as hereinafter in this Article provided, if all 
Events of Default with respect to Securities of that series have been cured or waived (other than the non-payment of principal of the Securities 
that has become due solely by reason of such declaration of acceleration) then such declaration of acceleration, and its consequences shall be 
automatically annulled and rescinded. 

No such rescission shall affect any subsequent default or impair any right consequent thereon. 

For all purposes under this Indenture, if a portion of the principal of any Original Issue Discount Securities shall have been 
accelerated and declared due and payable pursuant to the provisions hereof, then, fkom and after such declaration, unless such declaration has 
been rescinded and annulled, the principal amount of such Original Issue Discount Securities shall be deemed, for all purposes hereunder, to be 
such portion of the principal thereof as shall be due and payable as a result of such acceleration, and payment of such portion of the principal 
thereof as shall be due and payable as a result of such acceleration, together with interest, if any, thereon and all other amounts owing 
thereunder, shall constitute payment in full of such Original Issue Discount Securities. 

SECTION 503. Collection of Indebtedness and Suits for Enforcement by Trustee 

The Company covenants that if: 

default is made in the payment of any interest on any Security of a series when such interest becomes due and payable and 
such default continues for a period of 30 days, or 

default is made in the payment of the principal of (or premium, if any, on) any Security of a series at the Stated Maturity 
thereof, 

(i) 

(ii) 

the Company will, upon written demand of the Trustee, pay to it, for the benefit of the Holders of such Securities of such series, the whole 
amount then due and payable on such Securities of such series for principal (and premium, if any) and interest, if any, and, to the extent that 
payment of such interest shall be legally enforceable, interest on any overdue principal (and premium, if any) and any overdue interest, at the 
rate or rates prescribed therefor in such Securities of such series, and, in addition thereto, such fbrther amount as shall be sufficient to cover the 
costs and expenses of collection, including the reasonable compensation, expenses, disbursements and advances of the Trustee, its agents, and 
its counsel. 

If the Company fails to pay such amounts forthwith upon such demand, the Trustee, in its own name and as trustee of an 
express trust, (i) may institute a judicial proceeding for the collection of the sums so due and unpaid, (ii) may prosecute such proceeding to 
'-idgment or final decree, and (iii) may enforce the same against the Company or any other obligor upon such Securities and collect the moneys 

securities, wherever situated. 
judged or decreed to be payable in the manner provided by law out of the property of the Company or any other obligor upon such 

If any Event of Default with respect to Securities of any series occurs and is continuing, the Trustee may in its discretion 
proceed to protect and enforce its rights and the rights of the Holders of Securities of such series by such appropriate judicial proceedings as the 
Trustee shall deem most effectual to protect and enforce any such rights, subject, however, to Section 512. 

SECTION 504. 

In case of the pendency of any receivership, insolvency, liquidation (other than a solvent liquidation), bankruptcy, 

Trustee May File Proofs of Claim 

reorganization, arrangement, adjustment, composition or other judicial proceeding relative to the Company or any other obligor upon the 
Securities or the property of the Company or of such other obligor or their creditors, the Trustee (irrespective of whether the principal of the 
Securities shall then be due and payable as therein expressed or by declaration or otherwise and, irrespective of whether the Trustee shall have 
made any demand on the Company for the payment of overdue principal or interest), shall be entitled and empowered, by intervention in such 
proceeding or otherwise, 

(i) to file and provide a claim for the whole amount of principal (and premium, if any) and interest owing and unpaid in respect 
of the Securities and to file such other papers or documents as may be necessary or advisable in order to have the claims of 
the Trustee (including any claim for the reasonable compensation, expenses, disbursements, and advances of the Trustee, its 
agents, and its counsel) and of the Holders allowed in such judicial proceeding, and 

to collect and receive any moneys or other property payable or deliverable on any such claims and to distribute the same; (ii) 

and any custodian, receiver, assignee, trustee, liquidator, sequestrator or other similar official in any such judicial proceeding is hereby 
authorized by each Holder to make such payments to the Trustee and, in the event that the Trustee shall consent to the making of such 
payments directly to the Holders, to pay to the Trustee any amount due it for the reasonable compensation, expenses, disbursements and 
advances of the Trustee, its agents and counsel, and any other amounts due the Trustee under Section 607. 

Nothing herein contained shall be deemed to authorize the Trustee to authorize or consent to or accept or adopt on behalf of 
iy Holder any plan or reorganization, arrangement, adjustment or composition affecting the Securities or the rights of any Holder thereof or, 

J authorize the Trustee to vote in respect of the claim of any Holder in any such proceeding. 

SECTION 505. Trustee May Enforce Claims Without Possession of Securities 



All rights of action and claims under this Indenture or the Securities may be prosecuted and enforced by the Trustee without 
the possession of any of the Securities or the production thereof in any proceeding relating thereto, and any such proceeding instituted by the 
Trustee shall be brought in its own name as trustee of an express trust, and any recovery of judgment shall, after provision for the payment of 
the reasonable compensation, expenses, disbursements, and advances of the Trustee, its agents, and its counsel, be for the ratable benefit of the 
‘olders of the Securities in respect of which such judgment has been recovered. 

SECTION 506. Application of Money Collected 

Any money collected by the Trustee pursuant to this Article shall be applied in the following order with respect to the 
Securities of any series, at the date or dates fmed by the Trustee and, in case of the distribution of such money on account of principal (or 
premium, if any) or interest, upon presentation of the Securities and the notation thereon of the payment if only partially paid and upon 
surrender thereof if fully paid: 

FIRST: To the payment of all amounts due the Trustee under Section 607; 

SECOND: In case the principal and premium, if any, of the Securities of such series in respect of which moneys have been 
collected shall not have become and be then due and payable, to the payment of interest, if any, on the Securities of such a series in 
default in the order of the maturity of the installments of such interest, with interest (to the extent that such interest has been collected 
by the Trustee and to the extent permitted by law) upon the overdue installments of interest at the rate prescribed therefor in such 
Securities, such payments to be made ratably to the Persons entitled thereto, without discrimination or preference; 

THIRD: In case the principal or premium, if any, of the Securities of such series in respect of which moneys have been 
collected shall have become and shall be then due and payable, to the payment of the whole amount then owing and unpaid upon all 
the Securities of such series for principal and premium, if any, and interest, if any, with interest upon the overdue principal and 
premium, if any, and (to the extent that such interest has been collected by the Trustee and to the extent permitted by law) upon 
overdue installments of interest at the rate prescribed therefor in the Securities of such series; and in case such money shall be 
insufficient to pay in full the whole amount so due and unpaid upon the Securities of such series, then to the payment of such principal 
and any premium and interest, without preference or priority of principal over interest, or of interest over principal or premium, or of 
any installment of interest over any other installment of interest, or of any Security of such series over any other Security of such 
series, ratably to the aggregate of such principal and any premium and accrued and unpaid interest; and 

FOURTH: To the payment of the remainder, if any, to the Company or any other Person lawfully entitled thereto. 

SECTION 507. Limitation on Suits 

No Holder of any Security of any series shall have any right to institute any proceeding, judicial or otherwise, with respect to 
this Indenture, or for the appointment of a receiver or trustee, or for any other remedy hereunder, unless: 

(i) such Holder has previously given written notice to the Trustee of a continuing Event of Default with respect to the Securities 
of that series; 

(ii) the Holders of not less than 25% in principal amount of the Outstanding Securities of that series shall have made written 
request to the Trustee to institute proceedings in respect of such Event of Default in its own name as Trustee hereunder; 

(iii) such Holder or Holders have offered to the Trustee indemnity satisfactory to the Trustee against the costs, expenses, and 
liabilities to be incurred in compliance with such request; 

(iv) the Trustee for 60 days after its receipt of such notice, request, and offer of indemnity has failed to institute any such 
proceeding; and 

no direction inconsistent with such written request has been given to the Trustee during such 60-day period by the Holders of 
a majority in principal amount of the outstanding Securities of that series; 

(v) 

it being understood and intended that no one or more of such Holders shall have any right in any manner whatever by virtue of, or by availing 
of, any provision of this Indenture to affect, disturb or prejudice the rights of any other of such Holders, or to obtain or to seek to obtain priority 
or preference over any other of such Holders or to enforce any right under this Indenture, except in the manner herein provided and for the 
equal and ratable benefit of all such Holders. 

SECTION 508. Unconditional Right of Holders to Receive Principal, Premium and Interest 

The Holder of any Security shall have the right, which is absolute and unconditional, to receive payment of the principal of 
(and premium, if any) and (subject to Section 308) interest, if any, on such Security on the Stated Maturity or Maturities expressed in such 
Security (or, in the case of redemption, on the Redemption Date) and to institute suit for the enforcement of any such payment, and such rights 

!.all not be impaired without the consent of such Holder. 

SECTION 509. Restoration of Rights and Remedies 

If the Trustee or any Holder has instituted any proceeding to enforce any right or remedy under this Indenture and such 



proceeding has been discontinued or abandoned for any reason, or has been determined adversely to the Trustee or to such 
Holder, then and in every such case, subject to any determination in such proceeding, the Company, the Trustee, and the Holders shall be 
restored severally and respectively to their former positions hereunder, and thereafter all rights and remedies of the Company, the Trustee, and 
the Holders shall continue as though no such proceeding had been instituted. 

SECTION 5 10. 

Except as otherwise provided with respect to the replacement or payment of mutilated, destroyed, lost or stolen Securities in 

Rights and Remedies Cumulative 

the last paragraph of Section 307, no right or remedy herein conferred upon or reserved to the Trustee or to the Holders is intended to be 
exclusive of any other right or remedy, and every right and remedy shall, to the extent permitted by law, be cumulative and in addition to every 
other right and remedy given hereunder or now or hereafter existing at law or in equity or otherwise. The assertion or employment of any right 
or remedy hereunder, or otherwise, shall not prevent the concurrent assertion or employment of any other appropriate right or remedy. 

SECTION 5 1 1. Delay or Omission Not Waiver 

No delay or omission of the Trustee or of any Holder of any Securities to exercise any right or remedy accruing upon any 
Event of Default shall impair any such right or remedy, or constitute a waiver of any such Event of Default or an acquiescence therein. Every 
right and remedy given by this Article or by law to the Trustee or to the Holders may be exercised .from time to time, and as often as may be 
deemed expedient by the Trustee or by the Holders, as the case may be. 

SECTION 5 12. Control bv Holders 

The Holders of a majority in principal amount of the Outstanding Securities of any series shall have the right to direct the 
time, method, and place of conducting any proceeding for any remedy available to the Trustee, or exercising any trust or power conferred on 
the Trustee, with respect to the Securities of such series, provided that: 

(i) 

(ii) 

such direction shall not be in conflict with any nile of law or with this Indenture; 

subject to provisions of Section 3 15 of the Trust Indenture Act, the Trustee may take any other action deemed proper by the 
Trustee that is not inconsistent with such direction; 

(iii) the Trustee shall not determine that the action so directed would be prejudicial to Holders not taking part in such action; and 

(iv) the Trustee has been furnished by such Holders an indemnity or security satisfactory to it against costs, expenses and 
liabilities which it might incur in connection therewith. 

SECTION 5 13. Waiver of Past Defaults 

Subject to Sections 508 and 902, the Holders of not less than a majority in aggregate principal amount of the Outstanding 
Securities of any series may, on behalf of the Holders of all the Securities of such series, waive any past default hereunder with respect to such 
series and its consequences, except a default 

(i) 

(ii) 

in the payment of the principal of (or premium, if any) or interest, if any, on any Security of such series, or 

in respect of a covenant or provision hereof which under Article IX cannot be modified or amended without the consent of 
the Holder of each Outstanding Security of such series affected. 

Upon any such waiver, such default shall cease to exist, and any Event of Default arising therefrom shall be deemed to have 
been cured, for every purpose of this Indenture; provided, however , that no such waiver shall extend to any subsequent or other default or 
impair any right consequent thereon. 

SECTION 514. Undertaking for Costs 

All parties to this Indenture agree, and each Holder of any Security by his acceptance thereof shall be deemed to have agreed, 
that any court may in its discretion require, in any suit for the enforcement of any right or remedy under this Indenture, or in any suit against 
the Trustee for any action taken or omitted by it as Trustee, the filing by any party litigant in such suit of an undertaking to pay the costs of 
such suit, and that such court may in its discretion assess reasonable costs, including reasonable attorneys' fees, against any party litigant in 
such suit, having due regard to the merits and good faith of the claims or defenses made by such party litigant in such suit; provided , however, 
that the provisions of this Section 514 shall not apply to any suit instituted by the Trustee, to any suit instituted by any Holder, or group of 
Holders, holding in the aggregate more than 10% in principal amount of the outstanding Securities of any series, or to any suit instituted by any 
Holder for the enforcement of the payment of the principal of or interest, if any, on any Security on or after the Stated Maturity or Maturities 
expressed in such Security. 

ARTICLE VI 

THE TRUSTEE 

SECTION 601. Certain Duties and Responsibilities 



(a) Except during the continuance of a default with respect to the Securities of any series; 

(i) the Trustee undertakes to perform such duties and only such duties as are specifically set forth in this Indenture, and no 
implied covenants or obligations shall be read into this Indenture against the Trustee; and 

in the absence of bad faith or willful misconduct on its part, the Trustee may conclusively rely, as to the truth of the 
statements and the correctness of the opinions expressed therein, upon certificates or opinions furnished to the Trustee and 
conforming to the requirements of this Indenture; provided that in the case of any such certificates or opinions that by any 
provision hereof are specifically required to be fiirnished to the Trustee, the Trustee shall examine the same to determine 
whether or not they conform to the requirements of this Indenture, but not to verify the contents thereof. 

(ii) 

(b) In case a default has occurred and is continuing, the Trustee shall exercise such of the rights and powers vested in it by 
this Indenture, and use the same degree of care and skill in their exercise, as a prudent person would exercise or use under the circumstances in 
the conduct of his or her own affairs. 

(c) No provision of this Indenture shall be construed to relieve the Trustee from liability for its own negligent action, its 
own negligent failure to act, or its own willful misconduct, except that: 

(i) the Trustee shall not be liable for any error of judgment made in good faith by a Responsible Officer, unless the Trustee was 
negligent in ascertaining the pertinent facts; 

no provision of this Indenture shall require the Trustee to spend or risk its own funds or otherwise incur any financial liability 
in the performance of any of its duties hereunder, or in the exercise of any of its rights or powers, if repayment of such funds 
or adequate indemnity against such risk or liability satisfactory to the Trustee has not been assured to it; and 

(ii) 

(iii) the Trustee shall not be liable with respect to any action taken or omitted to be taken by it in good faith in accordance with 
the direction of the Holders of not less than a majority in principal amount of the Outstanding Securities of any series, 
determined as provided in Section 512, relating to the time, method, and place of conducting any proceeding for any remedy 
available to the Trustee, or exercising any trust or power conferred upon the Trustee, under this Indenture with respect to the 
Securities of such series. 

(d) Whether or not therein expressly so provided, every provision of this Indenture relating to the conduct or affecting the 
‘{ability of or affording protection to the Trustee shall be subject to the provisions of this Section 601. 

SECTION 602. Notice of Defaults 

Within 90 days after the occurrence of any default hereunder of which a Responsible Officer of the Trustee has actual 
knowledge with respect to the Securities of any series, the Trustee shall transmit by mail to all Holders of Securities of such series notice of 
such default hereunder known to the Trustee, unless such default shall have been cured or waived; provided, however , that, except in the case 
of a default in the payment of the principal of (or premium, if any) or interest, if any, on any Security of such series or in the payment, if any, of 
any sinking fund installment with respect to Securities of such series, the Trustee shall be protected in withholding such notice if and so long as 
the board of directors, the executive committee or a trust committee of directors andor a Responsible Officer of the Trustee in good faith 
determine that the withholding of such notice is in the interest of the Holders of Securities of such series; andprovided ,fiirther , that in the 
case of any default of the character specified in Section 501(iv) with respect to Securities of such series, no such notice to Holders shall be 
given until at least 30 days after the occurrence thereof. For the purpose of this Section 602, the term ‘‘ default ” means any event that is, or 
after notice or lapse of time or both would become, an Event of Default with respect to Securities of such series. 

SECTION 603. Certain Rights of Trustee 

Subject to the provisions of Section 601: 

the Trustee may rely and shall be protected in acting or refraining from acting upon any resolution, certificate, statement, 
instrument, opinion, report, notice, request, direction, consent, order, bond, debenture, note, other evidence of indebtedness or 
other paper or document believed by it to be genuine and to have been signed or presented by the proper party or parties; 

any request or direction of the Company mentioned herein shall be sufficiently evidenced by a Company Request or 
Company Order or as otherwise expressly provided herein, and any resolution of the Board of Directors may be sufficiently 
evidenced by a Board Resolution; 

whenever in the administration of this Indenture the Trustee shall deem it desirable that a matter be proved or established 
prior to taking, suffering or omitting any action hereunder, the Trustee (unless other evidence be herein specifically 
prescribed) may, in the absence of bad faith or willful misconduct on its part, rely upon an Officers’ Certificate; 

the Trustee may consult with counsel, and the written advice of such counsel or any Opinion of Counsel shall be full and 
complete authorization and protection in respect of any action taken, suffered or omitted by it hereunder in good faith and in 
reliance thereon; 



(v) the Trustee shall be under no obligation to expend or risk its own funds or to exercise, at the request or direction of any of the 
Holders, any of the rights or powers vested in it by this Indenture pursuant to this Indenture, unless such Holders shall have 
offered to the Trustee security or indemnity satisfactory to the Trustee against the costs, expenses, and liabilities that might 
be incurred by it in compliance with such request or direction; 

the Trustee shall not be bound to make any investigation into the facts or matters stated in any resolution, certificate, 
statement, insmment, opinion, report, notice, request, direction, consent, order, bond, debenture, note, other evidence of 
indebtedness or other paper or document; provided , however , that the Trustee, in its discretion, may make such further 
inquiry or investigation into such facts or matters as it may see fit, and, if the Trustee shall determine to make such further 
inquiry or investigation, it shall be entitled upon reasonable prior request and during normal business hours to examine the 
books, records, and premises of the Company, personally or by agent or attorney; and 

(vi) 

(vii) the Trustee may execute any of the trusts or powers hereunder or perform any duties hereunder either directly or by or though 
agents or attorneys and shall not be liable for the actions or omissions of such agents appointed and supervised by it with due 
care. 

(viii) Neither the Trustee nor any of its officers, directors, employees or agents shall be liable for any action taken or omitted under 
this Agreement or in connection therewith except to the extent caused by the Trustee's negligence, bad faith or willful 
misconduct, as determined by a court of competent jurisdiction. 

SECTION 604. Trustee Not Responsible for Recitals or Issuance of Securities 

The recitals contained herein and in the Securities, except the Trustee's certificates of authentication, shall be taken as the 
statements of the Company, and neither the Trustee nor any Authenticating Agent assumes any responsibility for their correctness. The Trustee 
makes no representations as to the validity or sufficiency of this Indenture or of the Securities or any offering materials related thereto, except 
that the Trustee represents that it is duly authorized to execute and deliver this Indenture, authenticate the Securities, and perform its 
obligations hereunder. Neither the Trustee nor any Authenticating Agent shall be accountable for the use or application by the Company of 
Securities or the proceeds thereof. 

SECTION 605. May Hold Securities 

The Trustee, any Authenticating Agent, any Paying Agent, any Security Registrar or any other agent of the Company, in its 
individual or any other capacity, may become the owner or pledgee of Securities and, subject to Sections 608 and 613, may otherwise deal with 
'\e Company with the same rights it would have if it were not Trustee, Authenticating Agent, Paying Agent, Security Registrar or such other 
p t .  

SECTION 606. Money Held in Trust 

Money held by the Trustee in trust hereunder need not be segregated from other funds, except to the extent required by 
law. The Trustee shall be under no liability for interest on any money received by it hereunder except as otherwise agreed with the Company. 

SECTION 607. Compensation and Reimbursement 

(iii) 

The Company agrees: 

to pay to the Trustee from time to time such compensation as is agreed upon in writing; 

except as otherwise expressly provided herein, to reimburse the Trustee upon its request for all reasonable expenses, 
disbursements, and advances incurred or made by the Trustee in accordance with any provision of this Indenture (including 
the reasonable compensation and the expenses and disbursements of its agents, and its counsel, which compensation, 
expenses, and disbursements shall be set forth in sufficient written detail to the satisfaction of the Company), except any such 
expense, disbursement or advance as may be attributable to its or their negligence or bad faith; 

to indemnify the Trustee, its officers, directors, and employees for, and to hold it harmless against, any loss, liability or 
expense incurred without negligence, bad faith, or willful misconduct on its part, arising out of or in connection with the 
acceptance or administration of the trust or trusts hereunder, including the costs and expenses of defending itself against any 
claim or liability in connection with the exercise or performance of any of its powers or duties hereunder. Obligations under 
this Section 607(iii) will survive the satisfaction and discharge of this Indenture pursuant to Section 401 hereof or the earlier 
resignation or removal of the Trustee; and 

To secure the Company's payment obligations in this Section 607, the Trustee shall have a lien prior to the Securities on all 
money and property held or collected by the Trustee, in its capacity as Trustee, except money or property held in trust to pay 
principal of, and interest on particular Securities. 

The obligations of the Company under this Section to compensate and indemnify the Trustee and to pay or reimburse the 
Trustee for expenses, disbursements and advances shall constitute additional indebtedness hereunder and shall survive the 
satisfaction and discharge of this Indenture or the rejection or termination of this Indenture under bankruptcy law. Such 
additional indebtedness shall be a senior claim to that of the Securities upon all property and funds held or collected by the 



I 

.._* 

Trustee as such, and the Securities are hereby subordinated to such senior claim. If the Trustee renders services and incurs 
expenses following an Event of Default under Section 501(vi) hereof, the parties hereto and the Holders by their acceptance 
of the Securities hereby agree that such expenses are intended to constitute expenses of administration under any bankruptcy 
law. 

SECTION 608. Disaualification; Conflicting Interests 

If the Trustee has or shall acquire a conflicting interest within the meaning of the Trust Indenture Act, the Trustee shall either 
eliminate such interest or resign, to the extent and in the manner provided by, and subject to the provisions of, the Trust Indenture Act and this 
Indenture. 

SECTION 609. Corporate Trustee Required; Eligibility 

There shall at all times be a Trustee hereunder that shall be eligible to act as trustee under the Trust Indenture Act and that . 
shall have a combined capital and surplus of at least $50,000,000. If the Trustee does not have an office in The City of New York, the Trustee 
may appoint an agent in The City of New York reasonably acceptable to the Company to conduct any activities that the Trustee may be 
required under this Indenture to conduct in The City of New York. If the Trustee does not have an office in The City of New York or has not 
appointed an agent in The City of New York, the Trustee shall be a participant in DTC and FAST distribution systems. If such corporation 
publishes reports of condition at least annually, pursuant to law or to the requirements of a United States federal, state, territorial or District of 
Columbia supervising or examining authority, then for the purposes of this Section 609, the combined capital and surplus of such corporation 
shall be deemed to be its combined capital and surplus as set forth in its most recent report of condition so published. If at any time the Trustee 
shall cease to be eligible in accordance with the provisions of this Section 609, the Trustee shall resign immediately in the manner and with the 
effect hereinafter specified in this Article. 

SECTION 6 10. 

(a) 

Resirnation and Removal: Appointment of Successor Trustee 

No resignation or removal of the Trustee and no appointment of a successor Trustee pursuant to this Article shall 
become effective until the acceptance of appointment by the successor Trustee in accordance with the applicable requirements of Section 61 1. 

(b) The Trustee may resign at any time with respect to the Securities of one or more series by giving written notice thereof 
to the Company. If the instrument of acceptance by a successor Trustee required by Section 61 1 shall not have been delivered to the Trustee 
within 30 days after the giving of such notice of resignation, the resigning Trustee may petition any court of competent jurisdiction for the 
appointment of a successor Trustee with respect to the Securities of such series. 

(c) The Trustee may be removed at any time with respect to the Securities of any series by an Act of the Holders of a 
majority in principal amount of the Outstanding Securities of such series, delivered to the Trustee and to the Company. 

(d) If at any time: 

(i) the Trustee shall fail to comply with Section 310(b) of the Trust Indenture Act with respect to any series of Securities afker 
written request by the Company or by any Holder who has been a bona fide Holder of a Security for at least six months, 

the Trustee shall cease to be eligible under Section 609 and shall fail to resign afker written request by the Company or by any 
such Holder, or 

the Trustee shall become incapable of acting or shall be adjudged a bankrupt or insolvent or a receiver of the Trustee or of its 
property shall be appointed or any public officer shall take charge or control of the Trustee or of its property or affairs for the 
purpose of rehabilitation, conservation or liquidation, 

(ii) 

(iii) 

then, in any such case, (A) the Company by a Board Resolution may remove the Trustee with respect to all Securities, or @) subject to Section 
5 14, any Holder who has been a bona fide Holder of a Security for at least six months may, on behalf of himself and all others similarly 
situated, petition any court of competent jurisdiction for the removal of the Trustee with respect to all Securities and the appointment of a 
successor Trustee or Trustees. 

(e) If the Trustee shall resign, be removed or become incapable of acting, or if a vacancy shall occur in the office of 
Trustee for any cause, with respect to the Securities of one or more series, the Company, by a Board Resolution, shall promptly appoint a 
successor Trustee or Trustees with respect to the Securities of that or those series (it being understood that any such successor Trustee may be 
appointed with respect to the Securities of one or more or all of such series and that at any time there shall be only one Trustee with respect to 
the Securities of any particular series) and shall comply with the applicable requirements of Section 61 1. If no successor Trustee with respect 
to the Securities of any series shall have been so appointed by the Company and accepted appointment in the manner required by Section 61 1, 
any Holder who has been a bona fide Holder of a Security of such series for at least six months may, on behalf of himself and all others 
similarly situated, petition any court of competent jurisdiction for the appointment of a successor Trustee with respect to the Securities of such 
series. 

( f )  The Company shall give notice of each resignation and each removal of the Trustee with respect to the Securities of 
any series and each appointment of a successor Trustee with respect to the Securities of any series by mailing written notice of such event by 
first-class mail, postage prepaid, to all Holders of Securities of such series as their names and addresses appear in the Security Register. Each 
notice shall include the name of the successor Trustee with respect to the Securities of such series and the address of its Corporate Trust Office. 



SECTION 61 1. Acceptance of Appointment by Successor 

(a) In case of the appointment hereunder of a successor Trustee with respect to all Securities, every such successor 
‘ustee so appointed shall execute, acknowledge, and deliver to the Company and to the retiring Trustee an instrument accepting such 
dpointmcnt, and thereupon the resignation or removal of the retiring Trustee shall become effective and such successor Trustee, without any 

further act, deed or conveyance, shall become vested with all the rights, powers, trusts, and duties of the retiring Trustee; provided that, on the 
request of the Company or the successor Trustee, such retiring Trustee shall, upon payment of its charges, execute and deliver an instrument 
transferring to such successor Trustee all the rights, powers, and trusts of the retiring Trustee and shall duly assign, transfer, and deliver to such 
successor Trustee all property and money held by such retiring Trustee hereunder. 

(b) In case of the appointment hereunder of a successor Trustee with respect to the Securities of one or more (but not all) 
series, the Company, the retiring Trustee, and each successor Trustee with respect to the Securities of one or more series shall execute and 
deliver an indenture supplemental hereto wherein each successor Trustee shall accept such appointment and that (i) shall contain such 
provisions as shall be necessary or desirable to transfer and confirm to, and to vest in, each successor Trustee all the rights, powers, trusts, and 
duties of the retiring Trustee with respect to the Securities of that or those series to which the appointment of such successor Trustee relates, (ii) 
if the retiring Trustee is not retiring with respect to all Securities, shall contain such provisions as shall be deemed necessary or desirable to 
confirm that all the rights, powers, trusts, and duties of the retiring Trustee with respect to the Securities of that or those series as to which the 
retiring Trustee is not retiring shall continue to be vested in the retiring Trustee, and (iii) shall add to or change any of the provisions of this 
Indenture as shall be necessary to provide for or facilitate the administration of the trusts hereunder by more than one Trustee, it being 
understood that nothing herein or in such supplemental indenture shall constitute such Trustees co trustees of the same trust and that each such 
Trustee shall be trustee of a trust or trusts hereunder separate and apart from any trust or trusts hereunder administered by any other such 
Trustee; and, upon the execution and delivery of such supplemental indenture, the resignation or removal of the retiring Trustee shall become 
effective to the extent provided therein and each such successor Trustee, without any further act, deed or conveyance, shall become vested with 
all the rights, powers, trusts, and duties of the retiring Trustee with respect to the Securities of that or those series to which the appointment of 
such successor Trustee relates; provided that on request of the company or any successor trustee, such retiring Trustee shall duly assign, 
transfer and deliver to such successor Trustee all propefty and money held by such retiring Trustee hereunder with respect to the Securities of 
that or those series to which the appointment of such successor Trustee relates. 

(c) Upon request of any such successor Trustee, the Company shall execute any and all instruments for more fully and 
certainly vesting in and conforming to such successor Trustee all such rights, powers, and trusts referred to in paragraph (a) or (b) of this 
Section 61 1, as the case may be. 

(d) No successor Trustee shall accept its appointment unless, at the time of such acceptance, such successor Trustee shall 
’ qualified and eligible under this Article. 

SECTION 6 12. Merger. Conversion, Consolidation or Succession to Business 

Any corporation into which the Trustee may be merged or converted or with which it may be consolidated, or any 
corporation resulting from any merger, conversion or consolidation to which the Trustee shall be a party, or any corporation succeeding to all 
or substantially all the corporate trust business of the Trustee, shall be the successor of the Trustee hereunder, provided such corporation shall 
be otherwise qualified and eligible under this Article, without the execution or filing of any paper or any further act on the part of any of the 
parties hereto. In case any Securities shall have been authenticated, but not delivered, by the Trustee then in office, any successor by merger, 
conversion or consolidation to such authenticating Trustee may adopt such authentication and deliver the Securities so authenticated with the 
same effect as if such successor Trustee had itself authenticated such Securities. 

SECTION 613. Preferential Collecting of Claims Against Company 

(a) Subject to Subsection (b) of this Section 613, if the Trustee shall be or shall become a creditor, directly or indirectly, 
secured or unsecured, of the Company within three months prior to a default, as defined in Subsection (c) of this Section 613, or subsequent to 
such a default, then, unless and until such default shall be cured, the Trustee shall set apart and hold in a special account for the benefit of the 
Trustee individually, the Holders of the Securities, and the holders of other indenture securities, as defined in Subsection (c) of this Section 
613: 

(i) an amount equal to any and all reductions in the amount due and owing upon any claim as such creditor in respect of 
principal or interest effected after the beginning of such three months’ period and valid as against the Company and its other 
creditors, except any such reduction resulting from the receipt or disposition of any property described in paragraph (ii) of 
this Subsection, or from the exercise of any right of set-off which the Trustee could have exercised if a petition in bankruptcy 
had been applied by or against the Company upon the date of such default; and 

(ii) all property received by the Trustee in respect of any claims as such creditor, either as security therefor, or in satisfaction or 
composition thereof, or otherwise, after the beginning of such three months’ period, or an amount equal to the proceeds of 
any such property, if disposed of, subject , however , to the rights, if any, of the Company and its other creditors in such 
property or such proceeds. 

Nothing herein contained, however, shall affect the right of the Trustee: 

(i) to retain for its own account (A) payments made on account of any such claim by any Person (other than the Company) who 



is liable thereon, (B) the proceeds of the bona fide sale of any such claim by the Trustee to a third Person, and (C) 
distributions made in cash, securities or other property in respect of claims filed against the Company in bankruptcy or 
receivership or in proceedings for reorganization pursuant to the Federal Bankruptcy Act or applicable State law; 

to realize, for its own account, upon any property held by it as security for any such claim, if such property was so held prior 
to the beginning of such three months’ period; 

(ii) 

(iii) to realize, for its own account, but only to the extent of the claim hereinafter mentioned, upon any property held by it as 
security for any such claim, if such claim was created after the beginning of such three months’ period and such property was 
received as security therefor simultaneously with the creation thereof, and if the Trustee shall sustain the burden of proving 
that at the time such property was so received the Trustee had no reasonable cause to believe that a default, as defined in 
Subsection (c) of this Section 613, would occur within three months; or 

(iv) to receive payment on any claim referred to in paragraph (ii) or (iii), against the release of any property held as security for 
such claim as provided in paragraph (ii) or (iii), as the case may be, to the extent of the fair value of such property. 

For the purposes of paragraphs (ii), (iii) and (iv), property substituted after the beginning of such three months’ period for 
property held as security at the time of such substitution shall, to the extent of the fair value of the property released, have the same status as the 
property released, and, to the extent that any claim referred to in any of such paragraphs is created in renewal of or in substitution for or for the 
purpose of repaying or refunding any pre-existing claim of the Trustee as such creditor, such claim shall have the same status as such pre- 
existing claim. 

If the Trustee shall be required to account for the funds and property held in such special account, the proceeds thereof shall 
be apportioned among the Trustee, the Holders, and the holders of other indenture securities in such manner that the Trustee, the Holders, and 
the holders of other indenture securities realize, as a result of payments from such special account and payments of dividends on claims filed 
against the Company in bankruptcy or receivership or in proceedings for reorganization pursuant to the Federal Bankruptcy Act or applicable 
State law or winding up or administration pursuant to the insolvency laws of the United Kingdom, as applicable, the same percentage of their 
respective claims, figured before crediting to the claim of the Trustee anything on account of the receipt by it from the Company of the funds 
and property in such special account and before crediting to the respective claims of the Trustee and the Holders and the holders of other 
indenture securities dividends on claims filed against the Company in bankruptcy or receivership or in proceedings for reorganization pursuant 
to the Federal Bankruptcy Act or applicable State law or winding up or administration pursuant to the insolvency laws of the United Kingdom, 
as applicable, but after crediting thereon receipts on account of the indebtedness represented by their respective claims from all sources other 
than from such dividends and from the funds and property so held in such special account. As used in this paragraph, with respect to any 
-laim, the term “ dividends ” shall include any distribution with respect to such claim, in bankruptcy or receivership or proceedings for 

of the United Kingdom, as applicable, whether such distribution is made in cash, securities or other property, but shall not include any such 
distribution with respect to the secured portion, if any, of such claim. 

organization pursuant to the Federal Bankruptcy Act or applicable State law or winding up or administration pursuant to the insolvency laws 

Any Trustee that has resigned or been removed after the beginning of such three months’ period shall be subject to the 
provisions of this Subsection as though such resignation or removal had not occurred. If any Trustee has resigned or been removed prior to the 
beginning of such three months’ period, it shall be subject to the provisions of this Subsection if and only if the following conditions exist: 

the receipt of property or reduction of claim, which would have given rise to the obligation to account, if such Trustee had 
continued as Trustee, occurred after the beginning of such three months’ period; and 

such receipt of property or reduction of claim occurred within three months after such resignation or removal. 

(b) 

the ownership or acquisition of securities issued under any indenture, or any security or securities having a maturity of one 
year or more at the time of acquisition by the Trustee; 

advances authorized by a receivership or bankruptcy court of competent jurisdiction or by this Indenture, for the purpose of 
preserving any property that shall at any time be subject to the lien of this Indenture or of discharging tax liens or other prior 
liens or encumbrances thereon, if notice of such advances and of the circumstances surrounding the making thereof is given 
to the Holders at the time and in the manner provided in this Indenture; 

disbursements made in the ordinary course of business in the capacity of trustee under an indenture, transfer agent, registrar, 
custodian, paying agent, fiscal agent or depository, or other similar capacity; 

an indebtedness created as a result of services rendered or premises rented; or an indebtedness created as a result of goods or 
securities sold in a cash transaction, as defined in Subsection (c) of this Section 613; 

There shall be excluded from the operation of Subsection (a) of this Section 613 a creditor relationship arising from: 

the ownership of stock or of other securities of a corporation organized under the provisions of Section 25(a) of the Federal 
Reserve Act, as amended, that is directly or indirectly a creditor of the Company; and 

the acquisition, ownership, acceptance or negotiation of any drafts, bills of exchange, acceptances or obligations that fall 
within the classification of self-liquidating paper, as defined in Subsection (c) of this Section 613. 



(c) For the purposes of this Section 613 only: 

(i) the term “ default ” means any failure to make payment in full of the principal of or interest on any of the Securities or upon 
the other indenture securities when and as such principal or interest becomes due and payable; 

the term ‘‘ other indentiire securities ” means securities upon which the Company is an obligor (as defined in the Trust 
Indenture Act) outstanding under any other indenture (A) under which the Trustee is also trustee, (B) that contains provisions 
substantially similar to the provisions of this Section 613, and (C) under which a default exists at the time of the 
apportionment of the funds and property held in such special account; 

(iii) the term “ cash transaction ” means any transaction in which full payment for goods or securities sold is made within seven 
days after delivery of the goods or securities in currency or in checks or other orders drawn upon banks or bankers and 
payable upon demand; 

(iv) the term ‘‘ self-liquidatingpaper ” means any drafl, bill of exchange, acceptance or obligation that is made, drawn, negotiated 
or incurred by the Company for the purpose of financing the purchase, processing, manufacturing, shipment, storage or sale 
of goods, wares or merchandise and that is secured by documents evidencing title to, possession of, or a lien upon, the goods, 
wares or merchandise or the receivables or proceeds arising from the sale of the goods, wares or merchandise previously 
constituting the security, provided the security is received by the Trustee simultaneously with the creation of the creditor 
relationship with the Company arising from the making, drawing, negotiating or incurring of the draft, bill of exchange, 
acceptance or obligation; 

(ii) 

(v) 

(vi) 

the term ‘‘ Company ” means any obligor upon the Securities; and 

the term “ Federal Banlcrzptcy Act ” means the Bankruptcy Code or Title 1 1 of the United States Code. 

SECTION 6 14. Authenticating Agents 

From time to time‘the Trustee, with the prior written approval of the Company, may appoint one or more Authenticating 
Agents with respect to one or more series of Securities with power to act on the Trustee’s behalf and subject to its direction in the 
authentication and delivery of Securities of such series, or in connection with transfers and exchanges under Sections 304,305,306 and 1104, 
as fully to all intents and purposes as though the Authenticating Agent had been expressly authorized by those Sections of this Indenture to 
wthenticate and deliver Securities of such series. For all purposes of this Indenture, the authentication and delivery of Securities by an 

uthenticating Agent pursuant to this Section 614 shall be deemed to be authentication and delivery of such Securities “ by the Dzistee .” Each 
such Authenticating Agent shall be acceptable to the Company and shall at all times be a corporation organized and doing business under the 
laws of the United States, any State thereof or the District of Columbia, authorized under such laws to exercise corporate trust powers, having a 
combined capital and surplus of at least $50,000,000, and subject to supervision or examination by Federal, State or District of Columbia 
authority. If such corporation publishes reports ofcondition at least annually pursuant to law or the requirements of such authority, then for the 
purposes of this Section 614 the combined capital and surplus of such corporation shall be deemed to be its combined capital and surplus as set 
forth in its most recent report of condition so published. If at any time an Authenticating Agent shall cease to be eligible in accordance with the 
provisions of this Section 614, such Authenticating Agent shall resign immediately in the manner and with the effect specified in this Section 
614. 

Any corporation into which any Authenticating Agent may be merged or with which it may be consolidated, or any 
corporation resulting from any merger or consolidation or to which any Authenticating Agent shall be a party, or any corporation succeeding to 
the corporate trust business of any Authenticating Agent, shall be the successor of the Authenticating Agent hereunder, if such successor 
corporation is otherwise eligible under this Section 614, without the execution or filing of any paper or any further act on the part of the parties 
hereto or the Authenticating Agent or such successor corporation. 

An Authenticating Agent may resign at any time by giving written notice of resignation to the Trustee and to the 
Company. The Trustee may at any time terminate the agency of any Authenticating Agent by giving written notice of termination to such 
Authenticating Agent and to the Company. Upon receiving such a notice of resignation or upon such a termination, or in the case at any time 
any Authenticating Agent shall cease to be eligible under this Section 614, the Trustee may appoint a successor Authenticating Agent with the 
prior written approval of the Company and shall mail notice of such appointment to all Holders of Securities of the series with respect to which 
such Authenticating Agent will serve, as the names and addresses of such Holders appear on the Security Register. Any successor 
Authenticating Agent, upon acceptance of its appointment hereunder, shall become vested with all the rights, powers, and duties of its 
predecessor hereunder, with like effect as if originally named as an Authenticating Agent. No successor Authenticating Agent shall be 
appointed unless eligible under the provisions of this Section 614. 

The Trustee agrees to pay to each Authenticating Agent from time to time reasonable compensation for its services under this 
Section 614 as may be agreed in a separate writing among the Company, the Trustee, and such Authenticating Agent, and the Trustee shall be 
entitled to be reimbursed for such payments pursuant to Section 607. 

If an appointment with respect to one or more series of Securities is made pursuant to this Section 614, the Securities of such 
series may have endorsed thereon, in addition to the Trustee’s certificate of authentication, an alternate certificate of authentication in the form 
set forth in Section 205. 



SECTION 615. 

The Principal Paying Agent, the Paying and Transfer Agent and Transfer Agent shall be afforded the same rights, 

The Principal Paying Agent. the Paving and Transfer Agent and Transfer Agent 

protections, immunities and indemnities as the Trustee is afforded hereto. 

ARTICLE VI1 

HOLDERS’ LISTS AND REPORTS BY TRUSTEE AND COMPANY 

SECTION 701. 

The Company will furnish or cause to be furnished to the Trustee with respect to the Registered Securities of each series: 

Company to Furnish Trustee Names and Addresses of Holders 

(i) semi-annually, not later than 15 days after each Regular Record Date, or, in the case of any series of Registered Securities on 
which semi-annual interest is not payable, not more than 15 days after such semi-annual dates as may be specified by the 
trustee, a list, in such form as the Trustee may reasonably require, of the names and addresses of the Holders as of such 
Regular Record Date or semi-annual date, as the case may be; and 

at such other times as the Trustee may request in writing, within 30 days after the receipt by the Company of any such 
request, a list of similar form and content as of a date not more than 15 days prior to the time such list is furnished; 

(ii) 

provided, however, that if and so long as the Trustee is the Security Registrar for any series of Registered Securities, no such list shall be 
required to be furnished with respect to any such series. 

SECTION 702. Preservation of Information: Communications to Holders 

(a) The Trustee shall preserve, in as current a form as is reasonably practicable, the names and addresses of Holders 
contained in the most recent list furnished to the Trustee as provided in Section 701 and the names and addresses of Holders received by the 
Trustee in its capacity as Security Registrar. The Trustee may destroy any list furnished to it as provided in Section 701 upon receipt of a new 
list so furnished. 

(b) If three or more Holders (herein referred to as “ applicants ”) apply in writing to the Trustee and furnish to the Trustee 
reasonable proof that each such applicant has owned a Security for a period of at least six months preceding the date of such application, and 
wch application states that the applicants desire to communicate with other Holders with respect to their rights under this Indenture or under 

frustee shall, within five Business Days after the receipt of such application, at its election, either: 
e Securities and is accompanied by a copy of the form of proxy or other communication which such applicants propose to transmit, then the 

(i) 

(ii) 

afford such applicants access to the information preserved at the time by the Trustee in accordance with Section 702(a); or 

inform such applicants as to the approximate number of Holders whose names and addresses appear in the information 
preserved at the time by the Trustee in accordance with Section 702(a), and as to the approximate cost of mailing to such 
Holders the form of proxy or other communication, if any, specified in such application. 

If the Trustee shall elect not to afford such applicants access to such information, the Trustee shall, upon the written request 
of such applicants, mail to each Holder whose name and address appear in the information preserved at the time by thq Trustee in accordance 
with Section 702(a), a copy of the form of proxy or other communication that is specified in such request, with reasonable promptness after a 
tender to the Trustee of the material to be mailed and of payment, or provision for the payment, of the reasonable expenses of mailing, unless 
within five days after such tender the Trustee shall mail to such applicants a written statement to the effect that, in the opinion of the Trustee, 
such mailing would be contrary to the best interest of the Holders or would be in violation of applicable law. Such written statement shall 
specify the basis of such opinion. 

(c) Every Holder of Securities, by receiving and holding the same, agrees with the Company and the Trustee that neither 
the Company nor the Trustee nor any agent o f  either of them shall be held accountable, by reason of the disclosure of any such information as 
to the names and addresses of the Holders in accordance with Section 702(b), regardless of the source from which such information was 
derived, and that the Trustee shall not be held accountable by reason of mailing any material pursuant to a request made under Section 702(b). 

SECTION 703. Reports by Trustee 

(a) Within 60 days after May 15 of each year, commencing May 15,2002, the Trustee shall transmit by mail to Holders of 
Securities a brief report dated as of such May 15 of such year with respect to any of the following events which may have occurred within the 
previous 12 months (but if no such event has occurred within such period no report need be transmitted): 

(i) any change to its eligibility under Section 609 and its qualifications under Section 608; 

(ii) the creation of or any material change to a relationship specified in Section 608; 

(iii) the character and amount of any advances (and if the Trustee elects so to state, the circumstances surrounding the making 
thereof) made by the Trustee (as such) that remain unpaid on the date of such report, and for the reimbursement of which it 



claims or may claim a lien or charge, prior to that of the Securities, on any property or funds held or collected by it as 
Trustee, except that the Trustee shall not be required (but may elect) to report such advances if such advances so remaining 
unpaid aggregate not more than one-half of one percent of the principal amount of the Securities outstanding on the date of 
such report; 

(iv) any change to the amount, interest rate and maturity date of all other indebtedness owing by the Company (or by any other 
obligor on the Securities) to the Trustee in its individual capacity, on the date of such report, with a brief description of any 
property held as collateral security therefor, except an indebtedness based upon a creditor relationship arising in any manner 
described in Sections 613(b)(ii), (iii), (iv) or (vi); 

(v) any change to the property and funds, if any, physically in the possession of the Trustee as such on the date of such report; 

(vi) any additional issue of Securities that the Trustee has not previously reported; and 

(vii) any action taken by the Trustee in the performance of its duties hereunder that it has not previously reported and that in its 
opinion materially affects the Securities, except action in respect of a default, notice of which has been or is to be withheld by 
the Trustee in accordance with Section 602. 

(b) The Trustee shall transmit by mail to all Holders of Securities a brief report with respect to the character and 
amount of any advances (and if the Trustee elects so to state, the circumstances surrounding the making thereof) made by the Trustee (as such) 
since the date of the last report transmitted pursuant to Subsection (a) of this Section 703 (or if no such report has yet been so transmitted, since 
the date of execution of this instrument) for the reimbursement of which it claims or may claim a lien or charge, prior to that of the Securities, 
on property or funds held or collected by it as Trustee and which it has not previously reported pursuant to this Subsection, except that the 
Trustee shall not be required (but may elect) to report such advances if such advances remaining unpaid at any time aggregate 10% or less of 
the principal amount of the Securities outstanding at such time, such report to be transmitted within 90 days after such time. 

(c) A copy of each such report shall, at the time of such transmission to Holders, be filed by the Trustee with each U.S. 
stock exchange upon which any Securities are listed, if any, and with the Company. The Company will notify the Trustee when any Securities 
are listed on any U.S. stock exchange. 

ARTICLE VI11 

CONSOLIDATION, MERGER, CONVEYANCE, SALE OR LEASE 

SECTION 801. 

Nothing contained in this Indenture shall prevent the Company from consolidating with or merging into another corporation 

Company May Consolidate Etc., Only on Certain Terms 

or conveying, transferring or leasing its properties and assets substantially as an entirety to any Person;provided that (i) the successor entity 
assumes the Company’s applicable obligations on the Securities and (ii) immediately after giving effect to such transaction, no Event of 
Default and no event that, after notice or lapse of time or both, would become an Event of Default, shall have happened and be continuing. In 
addition, the Company may assign and delegate all of its rights and obligations under this Indenture, the Securities, any supplemental indenture 
relating to the Securities, the Deposit Agreement and all other documents, agreements, and instruments related thereto to any Person that owns 
all of the ordinary shares of the Company or to any Person that owns all of the ordinary shares of a Person that owns all of the ordinary shares 
of the Company, and upon any such Person assuming such rights and obligations, the Company shall be automatically released from such 
obligations; provided that immediately after giving effect to such transaction no Event of Default and no event that, after notice or lapse of time 
or both, would become an Event of Default shall have happened and be continuing. 

In the event that any such successor entity is organized under the laws of a country located outside of the United Kingdom 
and withholding or deduction is required by law for or on account of any present or future taxes, duties, assessments or governmental charges 
of whatever nature imposed, levied, collected, withheld or assessed by or within such country in which the successor entity is organized or by 
or within any political subdivision thereof or any authority therein thereof having power to tax, the successor entity shall pay to the relevant 
Holder of the Global Securities or to the relevant Holders of the definitive Registered Securities, as the case may be, such Additional Amounts, 
under the same circumstances and subject to the same limitations as are specified for “ United Kingdom Tuxes ,” as is set forth under Section 
1009 herein, but substituting for the United Kingdom in each place the name of the country under the laws of which such successor entity is 
organized. In addition, such successor entity shall be entitled to effect optional tax redemptions under the same circumstances and subject to 
the same limitations as are set forth under Section 1108 herein, but substituting for the United Kingdom in each place the name of the country 
under the laws of which such successor entity is organized. 

SECTION 802. 

Upon any consolidation by the Company with or merger by the Company into any other corporation or any conveyance, 

Successor Corporation to be Substituted 

transfer or lease of the properties and assets of the Company substantially as an entirety in accordance with Section 801, the successor 
corporation formed by such consolidation or into which the Company is merged or to which such conveyance, transfer or lease is made shall 

,mcessor corporation had been named as the Company herein, and thereafter the predecessor corporation shall be relieved of all obligations 
and covenants under this Indenture and the Securities. 

weed  to, and be substituted for, and may exercise every right and power of, the Company under this Indenture with the same effect as if such 

ARTICLE IX 



SUPPLEMENTAL TMDENTURES 

SECTION 901. 

Without the consent of any Holders, the Company and the Trustee, at any time and from time to time, may enter into one or 

Supplemental Indentures without Consent of Holders 

more indentures supplemental hereto, in form satisfactory to the Trustee, for any of the following purposes: 

(i) to evidence the succession of another corporation to the Company and the assumption by any such successor of the covenants 
of the Company herein and in the Securities; 

(ii) to add to the covenants of the Company for the benefit of the Holders of all or any series of Securities (and if such covenants 
are to be for the benefit of less than all series of Securities, stating that such covenants are expressly being included solely for 
the benefit of such series) or to surrender any right or power herein conferred upon the Company; 

(iii) to add any additional Events of Default (and if such Events of Default are to be for the benefit of less than all series of 
Securities, stating that such Events of Default are expressly being included solely for the benefit of such series); 

(iv) to add or to change any of the provisions of this Indenture to such extent as shall be necessary to permit or facilitate the 
issuance of securities in bearer form, registrable or not registrable as to principal, and with or without interest coupons, or to 
facilitate the issuance of Securities in uncertificated fonn, or to permit or facilitate the issuance of extendible Securities; 

to change or eliminate any of the provisions of this Indenture, provided that any such change or elimination shall become 
effective only as to the Securities of any series created by such supplemental indenture and Securities of any series 
subsequently created to which such change or elimination is made applicable by the subsequent supplemental indenture 
creating such series; 

(v) 

(vi) to secure the Securities; 

(vii) to establish the form or terms of Securities of any series as permitted by Sections 201 and 301; 

(viii) to evidence and provide for the acceptance of appointment hereunder by a successor Trustee with respect to the Securities of 
one or more series and to add to or change any of the provisions of this Indenture as shall be necessary to provide for or 
facilitate the administration of the trusts hereunder by more than one Trustee, pursuant to the requirements of Section 61 l(b); 

(ix) to provide for any rights of the Holders of Securities of any series to require the repurchase of Securities of such series by the 
Company; 

to cure any ambiguity, to correct or supplement any provision herein that may be inconsistent with any other provision herein 
to evidence the merger of the Company or the replacement of the Trustee, or to make any other provisions with respect to 
matters or questions arising under this Indenture, provided that such action shall not materially and adversely affect the 
interests of the Holders of Securities of any series; or 

(x) 

(xi) to modify, alter, amend or supplement this Indenture in any other respect that is not materially adverse to Holders, that does 
not involve a change described in clauses (i), (ii) or (iii) of Section 902 hereof, and that, in the r easonable judgment of the 
Trustee, is not to the prejudice of the Trustee, or in order to provide for the duties, responsibilities and compensation of the 
Trustee as a transfer agent in the event one registered Security of any series is issued in the aggregate principal amount of all 
outstanding Securities of such series in which Holders will hold an interest. 

SECTION 902. Supplemental Indentures with Consent of Holders 

With the consent of the Holders of a majority in aggregate principal amount of the Outstanding Securities of all series 
affected by such supplemental indenture (voting as one class), by an Act of said Holders delivered to the Company and the Trustee, the 
Company, when authorized by or pursuant to a Board Resolution, and the Trustee may enter into an indenture or indentures supplemental 
hereto for the purpose of adding any provisions to or changing in any manner or eliminating any of the provisions of this indenture or of 
modifying in any manner the rights of the Holders of Securities of such series under this Indenture; provided , howeve z; that no such 
supplemental indenture shall, without the consent of the Holder of each Outstanding Security affected thereby; 

(i) change the Stated Maturity of the principal of, or any instalhnent of principal of or interest, if any, on, any Security, or reduce 
the principal amount thereof or the rate of interest thereon (including Additional Amounts) or any premium payable upon the 
redemption thereof, or reduce the amount of the principal of an Original Issue Discount Security that would be due and 
payable upon a declaration of acceleration of the Maturity thereof pursuant to Section 502, or change any Place of Payment 
where, or the coin or currency in which, any Security or any premium or the interest thereon is payable, or impair the right to 
institute suit for the enforcement of any such payment on or after the Stated Maturity thereof (or, in the case of redemption, 
on or after the Redemption Date); 

reduce the percentage in principal amount of the Outstanding Securities of any series, the consent of whose Holders is 
required for any such supplemental indenture, or the consent of whose Holders is required for any waiver of compliance with 

(ii) 



certain provisions of this Indenture or certain defaults hereunder and their consequences provided for in this Indenture; or 

(iii) modify any of the provisions of this Section 902 or Section 513, except to increase any such percentage or to provide that 
certain other provisions of this Indenture cannot be modified or waived without the consent of the Holder of each 
Outstanding Security affected thereby; provided , however , that this clause shall not be deemed to require the consent of any 
Holder with respect to changes in the references to “ the Tnistee ” and concomitant changes in this Section 902, or the 
deletion of this proviso, in accordance with the requirements of Sections 61 l(b) and 9Ol(viii). 

A supplemental indenture that changes or eliminates any covenant or other provision of this Indenture that has expressly been 

( 

included solely for the benefit of one or more particular series of Securities, or that modifies the rights of the Holders of Securities of such 
series with respect to such covenant or other provision, shall be deemed not to affect their rights under this Indenture of the Holders of 
Securities of any other series. 

It shall not be necessary for any Act of Holders under this Section 902 to approve the particular form of any proposed 
supplemental indenture, but it shall be sufficient if such Act shall approve the substance thereof. 

SECTION 903. 

In executing, or accepting the additional trusts created by, any supplemental indenture permitted by this Article or 

Execution of Supplemental Indentures 

modifications thereby of the trusts created by this Indenture, the Trustee shall be entitled to receive, and (subject to Section 601) shall be fully 
protected in relying upon, an Opinion of Counsel stating that the execution of such supplemental indenture is authorized or permitted by this 
Indenture. The Trustee may, but shall not be obligated to, enter into any such supplemental indenture which affects the Trustee’s own rights, 
duties or immunities under this Indenture or otherwise. 

SECTION 904. 

Upon the execution of any supplemental indenture under this Article, this Indenture shall be modified in accordance 

Effect of Supplemental Indentures 

therewith, and such supplemental indenture shall form a part of this Indenture for all purposes; and every Holder of Securities theretofore or 
thereafter authenticated and delivered hereunder shall be bound thereby. 

SECTION 905. 

Every supplemental indenture executed pursuant to this Article shall, if so required by the Trust Indenture Act, conform to 

Conformitv with Trust Indenture Act 

‘4e requirements of the Trust Indenture Act as then in effect. 

SECTION 906. 

Securities of any series authenticated and delivered after the execution of any supplemental indenture pursuant to this Article 

Reference in Securities to Supplemental Indentures 

may, and shall if required by the Trustee, bear a notation in form approved by the Trustee as to any matter provided for in such supplemental 
indenture. If the Company shall so determine, new Securities of any series so modified as to conform, in the opinion of the Trustee and the 
Company, to any such supplemental indenture may be prepared and executed by the Company and authenticated and delivered by the Trustee 
in exchange for Outstanding Securities of such series. 

ARTICLE X 

COVENANTS 

SECTION 1001. 

The Company covenants and agrees for the benefit of each series of Securities that it will duly and punctually pay the 

Pavment of Principal, Premium. if any. and Interest 

principal of (and premium, if any) and interest and Additional Amounts, if any, on the Securities of that series in accordance with the terms of 
the Securities and this Indenture. An installment of principal of or interest on the Securities of a series shall be considered paid on the date it is 
due if the Trustee or Paying Agent holds at 11 :00 a.m., New York City time, on that date money deposited by the Company in immediately 
available funds and designated for, and sufficient to pay, the installment in full. 

Neither the Company nor any agent of the Company will have any responsibility or liability for any aspect relating to 
payment made or to be made by the Book-Entry Depositary to DTC in respect of the Securities of a series or the Book-Entry Interests. None of 
the Company, the Trustee, the Book-Entry Depositary or any agent of any of the foregoing will have any responsibility or liability for any 
aspect relating to payments made or to be made by DTC on account of a Participant’s or Indirect Participant’s ownership of an interest in the 
Book-Entry Interest or for maintaining, supervising or reviewing any records relating to a Participant’s interests in the Book-Entry Interest. 

SECTION 1002. 

The Company will maintain (i) in the Borough of Manhattan, The City of New York, an office or agency where Securities of 
.,iy series may be presented or surrendered for payment, and where notices and demands to or upon the Company in respect of the Securities of 

such series and this Indenture may be served and if definitive Registered Securities have been issued, an office or agency of a Transfer Agent 
where securities may be surrendered for registration of transfer or exchange, and (ii) an office or agency of a Paying Agent where the Securities 
may be paid in Luxembourg so long as the Securities are listed on the Luxembourg Stock Exchange and the rules of such exchange so 

Maintenance of Office or Agencv 



require. The Company will give prompt written notice to the Trustee of the location, and any change in the location, of any 
such office or agency. If at any time the Company shall fail to maintain any such required office or agency or shall fail to furnish the Trustee 
with the address thereof, such presentations, surrenders, notices, and demands may be made or served at the Corporate Trust Office of the 
Trustee, except that Bearer Securities of that series pursuant to Section 1001 may be presented at the place specified for the purpose pursuant to 
’ection 301, and the Company hereby appoints the Paying Agent as its agent to receive all suchpresentations, surrenders, notices, and 
.emands. 

~ 

The Company may also from time to time designate one or more other offices or agencies (in or outside of such Place of 
Payment) where the Securities of one or more series and any appurtenant coupons (subject to Section 1001) may be presented or surrendered 
for any or all of such purposes, and may from time to time rescind such designations; provided, however , that no such designation or 
rescission shall in any manner relieve the Company of its obligation to maintain an office or agency in each Place of Payment for any series of 
Securities for such purposes. The Company will give prompt written notice to the Trustee of any such designation and any change in the 
location of any such other office or agency. The Company will at all time maintain at least one Paying Agent that is located outside the United 
Kingdom for each series of Securities. 

SECTION 1003. Monev for Securities Payments to Be Held in Trust 

If the Company shall at any time act as its own Paying Agent with respect to any series of Securities, it will, on or before 
each due date of the principal of (and premium, if any) or interest, if any, on any of the Securities of that series, segregate and hold in trust for 
the benefit of the Persons entitled thereto a sum sufficient to pay the principal (and premium, if any) or interest, if any, so becoming due until 
such sums shall be paid to such Persons or otherwise disposed of as herein provided and will promptly notify the Trustee of its action or failure 
so to act. 

Whenever the Company shall have one or more Paying Agents for any series of Securities, it will, no later than 1O:OO a.m., 
,, New York Time, on or prior to each due date of the principal of (and premium, if any) or interest, if any, on any Securities of that series, 

deposit with a Paying Agent a sum in immediately available funds sufficient to pay the principal (and premium, if any) or interest so becoming 
due, such sum to be held in trust for the benefit of the Persons entitled to such principal, premium or interest. 

The Company will cause each Paying Agent for any series of Securities other than the Trustee to execute and deliver to the 
Trustee an instrument in which such Paying Agent shall agree with the Trustee, subject to the provisions of this Section 1003, that such Paying 
Agent will: 

(i) hold all sums held by it for the payment of the principal of (and premium, if any) or interest, if any, on Securities of that 
series in trust for the benefit of the Persons entitled thereto until such sums shall be paid to such Persons or otherwise 
disposed of as herein provided; 

(ii) give the Trustee notice of any default by the Company (or any other obligor upon the Securities of that series) in the making 
of any payment of principal (and premium, if any) or interest, if any, on the Securities of that series; and 

at any time during the continuance of any such default, upon the written request of the Trustee, forthwith pay to the Trustee 
all sums so held in trust by such Paying Agent. 

(iii) 

The Company may at any time, for the purpose of obtaining the satisfaction and discharge of this Indenture or for any other 
purpose, pay, or by Company Order direct any Paying Agent to pay, to the Trustee all sums held in trust by the Company or such Paying 
Agent, such sums to be held by the Trustee upon the same trusts as those upon which such sums were held by the Company or such Paying 
Agent; and, upon such payment by the Company or by any Paying Agent to the Trustee, the Company or such Paying Agent, as the case may 
be, shall be released from all further liability with respect to such money. 

Any money deposited with the Trustee or any Paying Agent, or then held by the Company, in trust for the payment of the 
principal of (and premium, if any) or interest, if any, on any Security of any series and remaining unclaimed for two years after such principal 
(and premium, if any) or interest has become due and payable shall be paid to the Company on Company Request, or (if then held by the 
Company) shall be discharged from such trust; and the Holder of such Security shall thereafter, as an unsecured general creditor, look only to 
the Company for payment thereof, and all liability of the Trustee or such Paying Agent with respect to such trust money, and all liability of the 
Company as trustee thereof, shall thereupon cease. 

SECTION 1004. Limitation on Liens 

If this covenant shall be made applicable to the Securities of a particular series, the Company shall not issue, assume or 
guarantee any notes, bonds, debentures or other similar evidences of indebtedness of a kind typically traded on a stock exchange, in each case 
for money borrowed (“Debt”), secured by a Lien upon any property or assets (other than cash) without effectively providing that the 
outstanding Securities (together with, if the Company so determines, any other indebtedness or obligation then existing or thereafter created 
ranking equally with such Securities) shall be secured equally and ratably with (or prior to) such Debt so long as such Debt shall be so 
secured. The foregoing restriction on Liens will not, however, apply to: 

(i) Liens in existence on the date of original issue of such Securities; 

(ii) (A) any Lien created or arising over any property which is acquired, constructed or created by the Company, but only if (1) 
such Lien secures only principal amounts (not exceeding the cost of such acquisition, construction or creation) raised for the 



purposes of such acquisition, construction or creation, together with any costs, expenses, interest and fees incurred in relation 
thereto or a guarantee given in respect thereof, (2) such Lien is created or arises on or before 90 days after the completion of 
such acquisition, construction or creation, and (3) such Lien is confined solely to the property so acquired, constructed or 
created; or (B) any Lien to secure indebtedness for borrowed money incurred in connection with a specifically identifiable 
project where the Lien relates to a property (including, without limitation, shares or other rights of ownership in the entity 
(ies) which own such property or project) involved in such project and acquired by the Company after the date of original 
issue of the Securities and the recourse of the creditors in respect of such indebtedness is limited to any or all of such project 
and property (including as aforesaid); 

any Lien securhg amounts not more than 90 days overdue or otherwise being contested in good faith; (iii) 

(iv) (A) rights of financial institutions to offset credit balances in connection with the operation of cash management programs 
established for the benefit of the Company or in connection with the issuance of letters of credit for the benefit of the 
Company; (B) any Lien securing indebtedness of the Company for borrowed money incurred in connection with the 
financing of accounts receivable; (C) any Lien incurred or deposits made in the ordinary course of business, including, but 
not limited to, (1) any mechanics’, materialmens’, carriers’, workmens’, vendors’ or other like Liens and (2) any Liens 
securing amounts in connection with workers’ compensation, unemployment insurance, and other types of social security; 
(D) any Lien upon specific items of inventory or other goods and proceeds of the Company securing obligations of the 
Company in respect of bankers’ acceptances issued or created for the account of such person to facilitate the purchase, 
shipment or storage of such inventory or other goods; (E) any Lien incurred or deposits made securing the performance of 
tenders, bids, leases, trade contracts (other than for borrowed money), statutory obligations, surety bonds, appeal bonds, 
government contracts, performance bonds, return-of-money bonds, and other obligations of like nature incurred in the 
ordinary course of business; (F) any Lien created by the Company under or in connection with or arising out of any pooling 
and settlement agreements or pooling and settlement arrangements of the electricity industry or any transactions or 
arrangements entered into in connection with hedging or management of risks relating to the electricity industry; (G) any 
Lien constituted by a right of set off or right over a margin call account or any form of cash or cash collateral or any similar 
arrangement for obligations incurred in respect of the hedging or management of risks under transactions involving any 
currency or interest rate swap, cap or collar arrangements, forward exchange transaction, option, warrant, forward rate 
agreement, futures contract or other derivative instrument of any kind; (€3) any Lien arising out of title retention or like 
provisions in connection with the purchase of goods and equipment in the ordinary course of business; and (I) any Lien 
securing reimbursement obligations under letters of credit, guaranties and other forms of credit enhancement given in 
connection with the purchase of goods and equipment in the ordinary course of business; 

(v) Liens in favor of the Company or one of its subsidiaries; 

(vi) (A) Liens on any property or assets acquired from a corporation which is merged with or into the Company, or any Liens on 
the property or assets of any corporation or other entity existing at the time such corporation or other entity becomes a 
Subsidiary of the Company and, in either such case, is not created in anticipation of any such transaction (unless such Lien is 
created to secure or provide for the payment of any part of the purchase price of such corporation); (B) any Lien on any 
property or assets existing at the time of acquisition thereof and which is not created in anticipation of such acquisition 
(unless such Lien was created to secure or provide for the payment of any part of the purchase price of such property or 
assets); and (C) any Lien created or outstanding on or over any asset of any company which becomes a Subsidiary on or after 
the date of the issuance of such Securities where such Lien is created prior to the date on which such company becomes a 
Subsidiary; 

(vii) Liens required by any contract or statute in order to permit the Company to perform any contract or subcontract made by it 
with or at the request of a governmental entity or any department, agency or instrumentality thereof, or to secure partial, 
progress, advance or any other payments by the Company to such governmental unit pursuant to the provisions of any 
contract or statute; (B) any Lien securing industrial revenue, development or similar bonds issued by or for the benefit of the 
Company, provided that such industrial revenue, development or similar bonds are non-recourse to the Company; and (C) 
any Lien securing taxes or assessments or other applicable governmental charges or levies; 

(viii) (A) any Lien which arises pursuant to any order of attachment, distraint or similar legal process arising in connection with 
court proceedings and any Lien which secures the reimbursement obligation for any bond obtained in connection with an 
appeal taken in any court proceeding, so long as the execution or other enforcement of such Lien arising pursuant to such 
legal process is effectively stayed and the claims secured thereby are being contested in good faith and, if appropriate, by 
appropriate legal proceedings, or any Lien in favor of a plaintiff or defendant in any action before a court or tribunal as 
security for costs andlor other expenses; or (B) any Lien arising by operation of law or by order of a court or tribunal or any 
Lien arising by an agreement of similar effect, including, without limitation, judgment Liens; or 

(ix) any extension, renewal or replacement (or successive extensions, renewals or replacements), as a whole or in part, of any 
Liens referred to in the foregoing clauses, for amounts not exceeding the principal amount of the Debt secured by the Lien so 
extended, renewed or replaced, provided that such extension, renewal or replacement Lien is limited to all or a part of the 
same property or assets that were covered by the Lien extended, renewed or replaced (plus improvements on such property or 
assets). 

Notwithstanding the foregoing, the Company may create or permit to subsist Liens over any property or assets, so long as the 
aggregate amount of Debt secured by all such Liens (excluding therefrom the amount of Debt secured by Liens set forth in clauses (i) through 



(ix), inclusive, above) does not exceed 10% of the Consolidated Net Tangible Assets. 

Nothing contained in this Indenture in any way restricts or prevents the Company or any Subsidiary from incurring any 
indebtedness. 

SECTION 1005. 

If this covenant shall be made applicable to the Securities of a particular series, the Company covenants and agrees that, so 

Limitation on Sale and Lease-Back Transactions 

long as any Securities of such series remain outstanding, it will not enter into any arrangement with any Person providing for the leasing by the 
Company of any assets which have been or are to be sold or transferred by the Company to such Person (a ‘‘ Sale and Lease-Back Transaction 
”) unless: 

(0 
(ii) 

(iii) 

such transaction involves a lease for a temporary period not to exceed three years; 

such transaction is between the Company and a subsidiary or affiliate of the Company; 

the Company would be entitled to incur indebtedness secured by a Lien on the assets or property involved in such transaction 
at least equal in amount to the attributable debt with respect to such Sale and Lease-Back Transaction, without equally and 
ratably securing the Securities, pursuant to the limitation on Liens described above, other than pursuant to the penultimate 
paragraph thereof; 

such transaction is entered into within 60 days after the initial acquisition by the Company of the assets or property subject to 
such transaction; 

after giving effect thereto, the aggregate amount of all attributable debt with respect to all such Sale and Lease-Back 
Transactions does not exceed 10% of the Consolidated Net Tangible Assets; or 

the Company, within the 12 months preceding the sale or transfer or the 12 months following the sale or transfer, regardless 
of whether such sale or transfer may have been made by the Company, applies, in the case of a sale or transfer for cash, an 
amount equal to the net proceeds thereof, and, in the case of a sale or transfer otherwise than for cash, an amount equal to the 
fair value of the assets so leased at the time of entering into such arrangement (as determined by the Board of Directors of the 
Company), (A) to the retirement of indebtedness for money borrowed, incurred or assumed by the Company which by its 
terms matures at, or is extendible or renewable at the option of the obligor to, a date more than 12 months after the date of 
incurring, assuming or guaranteeing such debt, or (B) to investment in any assets of the Company. 

SECTION 1006. Statement by Officers as to Default 

The Company will deliver to the Trustee within 120 days after the end of each fiscal year of the Company a certificate from 
the principal executive, financial or accounting officer of the Company, stating that in the course of the performance by each signer of his or 
her duties as an officer of the Company he or she would normally have knowledge of any default by the Company in the performance and 
observance of any of the covenants contained in this Indenture, stating whether or not he or she has knowledge of any such default without 
regard to any period of grace of requirement of notice and, if so, specifying each such default of which such signer has knowledge and the 
nature thereof. 

SECTION 1007. Modification or Waiver of Certain Covenants 

The Company may omit in any particular instance to comply with any term, provision or condition set forth in this Indenture 
with respect to the Securities of a series if, before the time for such compliance, the Holders of a least a majority in aggregate principal amount 
of the Outstanding Securities of such series shall, by Act of such Holders, either modify the covenant or waive such compliance in such 
instance or generally waive compliance with such term, provision or condition; provided that no such modification shall, without the consent of 
each Holder of Securities of such series, (i) change the stated maturity upon which the principal of or the interest on the Securities of such 
series is due and payable, (ii) reduce the principal amount thereof or the rate of interest thereon, (iii) change any obligation of the Company to 
pay Additional Amounts with respect to such services, (iv) change any Place of Payment or the currency in which the Securities of such series 
or any premium or the interest thereon is payable, (v) impair the right to institute suit for the enforcement of any such payment on or after the 
Stated Maturity thereof (or, in the case of the redemption, on or after the Redemption Date), (vi) reduce the percentage in principal amount of 
the outstanding Securities of such series, the consent of whose holders is required for any waiver of compliance with certain provisions of the 
Indenture or certain defaults thereunder and their consequences provided for in the Indenture or (vii) reduce the requirements contained in the 
Indenture for quorum or voting with respect to such series. The Securities owned by the Company or any of its affiliates shall be deemed not to 
be outstanding for, among other purposes, consenting to any such modification. 

SECTION 1008. Further Assurances 

The Company and the Trustee will execute and deliver all such documents, instruments and agreements, and do all such other 
:ts and things as may be reasonably required to enable the Trustee to exercise and enforce its rights under the Indenture and under the 

muments, instruments and agreements required under the Indenture, and to carry out the intent of the Indenture. 

Payment of Additional Amounts SECTION 1009. 



If the Securities of a particular series provide for payment of Additional Amounts, all payments of principal and interest 
(including payments of discount and premium, if any) in respect of the Securities of such series shall be made free and clear of, and without 
withholding or deduction for or on account, of any present or future taxes, duties, assessments or governmental charges of whatever nature 
imposed, levied, collected, withheld or assessed by or within the United Kingdom or by or within any political subdivision thereof or any 

, ithority therein or thereof having power to tax (“ United Kingdom Taxes ”), unless such withholding or deduction is required by law. In that 
a n t  the Company shall pay to the Holder such additional amounts (the “ Additional Amounts ”) as will result in the payment to such Holder 

of the amount that would otherwise have been receivable by such Holder in the absence of such withholding or deduction, except that no such 
Additional Amounts shall be payable: 

(i) to, or to a Person on behalf of, a Holder who is liable for such United Kingdom Taxes in respect of Securities by reason of 
such Holder having some connection with the United Kingdom (including being a citizen or resident or national of, or 
carrying on a business or maintaining a permanent establishment in, or being physically present in, the United Kingdom) 
other than the mere holding of a Security or the receipt of principal and interest (including payments of discount and 
premium, if any) in respect thereof; 

to, or to a Person on behalf of, a Holder who presents a Security (where presentation is required) for payment more than 30 
days after the Relevant Date, except to the extent that such Holder would have been entitled to such Additional Amounts on 
presenting such Security for payment on the last day of such period of 30 days; 

(iii) to, or to a Person on behalf of, a Holder who presents a Security (where presentation is required) in the United Kingdom; or 

(iv) to, or to a Person on behalf of, a Holder who would not be liable or subject to the withholding or deduction by making a 
declaration of non-residence or similar claim for exemption to the relevant tax authority. 

Such Additional Amounts will also not be payable where, had the beneficial owner of the Security (or any interest therein) 

(ii) 

been the Holder of the Security, he or she would not have been entitled to payment of Additional Amounts by reason of any one or more of 
clauses (i) through (iv) above. If the Company shall determine that Additional Amounts will not be payable because of the immediately 
preceding sentence, the Company will inform such Holder promptly after making such determination setting forth the reason(s) therefor. 

Reference to principal, interest, discount or premium in respect of the Securities shall be deemed also to refer to any 
Additional Amounts that may be payable as set forth in this Indenture or in the Securities. 

At least 10 Business Days prior to the first Interest Payment Date (and at least 10 Business Days prior to each succeeding 
Werest Payment Date if there has been any change with respect to the matters set forth in the below-mentioned Officers’ Certificate), the 

Jmpany will furnish to the Trustee and the Paying Agents an Officers’ Certificate instructing the Trustee and the Paying Agents whether 
payments of principal of or interest on the Securities due on such Interest Payment Date shall be without deduction or withholding for or on 
account of any United Kingdom. If any such deduction or withholding shall be required, prior to such Interest Payment Date, the Company 
will furnish the Trustee and the Paying Agents with an Officers’ Certificate that specifies the amount, if any, required to be withheld on such 
payment to Holders and certifies that the Company shall pay such withholding or deduction. The Company covenants to indemnify the Trustee 
for, and to hold the Trustee harmless against, any loss, liability or expense reasonably incurred without negligence, willful misconduct or bad 
faith on their part, arising out of or in connection with actions taken or omitted by the Trustee in reliance on any Officers’ Certificate furnished 
pursuant to this paragraph. Any Officers’ Certificate required by this Section 1009 to be provided to the Trustee and any Paying Agent shall be 
deemed to be duly provided if telecopied to the Trustee and such Paying Agent. 

I 

The Company shall furnish to the Trustee the official receipts (or a certified copy of the official receipts) evidencing payment 
of United Kingdom Taxes. Copies of such receipts shall be made available to the Holders of the Securities upon request. 

SECTION 1010. 

Copies of this Indenture shall be available for inspection by the Holders upon receipt of written request on a Business Day 

Copies Available to Holders 

during normal business hours at the principal office of the Company and at the Corporate Trust Office. In addition, if the Securities of any 
series are listed on the London Stock Exchange, the Luxembourg Stock Exchange or any other stock exchange located outside the United 
States and such stock exchange shall so require, copies of this Indenture, the Deposit Agreement, the Letter of Representations, the 
memorandum and articles of association of the Company, and the most recent publicly available annual report of the Company shall be made 
available for inspection by the Holders of such Securities upon receipt of written request on a Business Day during normal business hours at the 
offices of the paying agents and at the office of the listing agent required to be maintained by such exchange for so long as the Securities of 
such series are Outstanding and are listed on such stock exchange. 

SECTION 101 1. Limitation on the Incurrence of Additional Indebtedness by Certain Subsidiaries 

If this covenant shall be made applicable to the Securities of a particular series, the Company covenants and agrees that, so 
long as any Securities of such series remain outstanding, it shall prevent any Subsidiary, whether currently in existence or formed after the date 
hereof, that is a direct or indirect parent of Southern Investments UK pic, from incurring any indebtedness for borrowed money under any 

rcumstances, excluding any indebtedness that exists as of the date hereof. 

ARTICLE XI 

REDEMPTION OF SECURITIES 



SECTION 1101. Applicability of Article 

Securities of any series that are redeemable before their Stated Maturity shall be redeemable in accordance with their terms 
id (except as otherwise specified in or contemplated by Section 301 for Securities of any series) in accordance with this Article XI. 

SECTION 1102. Election to Redeem: Notice to Trustee 

The election of the Company to redeem any Securities shall be authorized by a Board of Directors resolution and evidenced 
by an Officers’ Certificate. In case of any redemption at the election of the Company of less than all the Securities of any series, the Company 
shall, at least 15 days prior to the Redemption Date fixed by the Company (unless a shorter notice shall be satisfactory to the Trustee), notify 
the Trustee of such Redemption Date and of the principal amount of Securities of such series to be redeemed. In the case of any redemption of 
Securities prior to the expiration of any restriction on such redemption provided in the terms of such Securities or elsewhere in this Indenture, 
or pursuant to an election by the Company that is subject to a condition specified in the terms of such Securities or elsewhere in this Indenture, 
the Company shall furnish the Trustee with an Officers’ Certificate evidencing compliance with such restriction or condition. 

SECTION 1103. Selection by Trustee of Securities to Be Redeemed 

If less than all the Securities of any series are to be redeemed, the particular securities to be redeemed shall be selected not 
more than 60 days prior to the Redemption Date by the Trustee, from the Outstanding Securities of such series not previously called for 
redemption, by such method as the Trustee shall deem fair and appropriate and that may provide for the selection for redemption of portions 
equal to the minimum authorized denomination for Securities of that series (or any integral multiple thereof) of the principal amount of 
Securities of such series of a denomination larger than the minimum authorized denomination for Securities of that series. 

Securities shall be excluded from eligibility for selection for redemption if they are identified by certificate number in a 
written statement signed by an authorized officer of the Company and delivered to the Security Registrar at least 30 days prior to the 
Redemption Date as being owned of record and beneficially by, and not pledged or hypothecated by either (i) the Company or (ii) an entity 
specifically identified in such written statement which is an Affiliate of the Company. 

The Trustee shall promptly notify the Company in writing of the Securities selected for redemption and, in the case of any 
Securities selected for partial redemption, the principal amount thereof to be redeemed. 

For all purposes of this Indenture, unless the context otherwise requires, all provisions relating to the redemption of Securities 
-+all relate, in the case of any Securities redeemed or to be redeemed only in part, to the portion of the principal amount of such Securities 

i c h  has been or is to be redeemed. 

SECTION 1104. Notice of Redemption 

Notice of redemption shall be given not less than 15 days nor more than 30 days prior to the Redemption Date to each Holder 
of Securities to be redeemed. 

All notices of redemption shall state: 

the Redemption Date; 

the Redemption Price; 

if less than all the Outstanding Securities of any series are to be redeemed, the identification (and, in the case of partial 
redemption, the principal amounts) of the particular Securities to be redeemed; 

that on the Redemption Date the Redemption Price will become due and payable upon each such Security to be redeemed, 
and, if applicable, that interest thereon will cease to accrue on and after said date; 

the place or places where such Securities are to be surrendered for payment of the Redemption Price; and 

that the redemption is for a sinking fund, if such is the case. 

Notice of redemption of Securities to be redeemed at the election of the Company shall be given by the Company or, at the 
Company’s request, by the Trustee in the name and at the expense of the Company. 

SECTION 1105. Deposit of Redemption Price 

On or prior to any Redemption Date, the Company shall deposit with the Trustee or with a Principal Paying Agent (or, if the 
’mpany is acting as its own Paying Agent, segregate and hold in trust as provided in Section 1003) an amount of money sufficient to pay the 

.edemption Price of, and (except if the Redemption Date shall be an Interest Payment Date) accrued interest on, all the Securities that are to be 
redeemed on that date (to the extent that such amounts are not already on deposit at such time in accordance with the provisions of Sections 
401,403 or 1007). 



SECTION 1106. 

Notice of redemption having been given as aforesaid, the Securities so to be redeemed shall, on the Redemption Date, 

Securities Payable on Redemption Date 

become due and payable at the Redemption Price therein specified, and from and after such date (unless the Company shall default in the 
iyment of the Redemption Price and accrued and unpaid interest) such Securities shall cease to bear interest. Upon surrender of any such 
zcurity for redemption in accordance with said notice, such Security shall be paid by the Company at the Redemption Price, together with 

accrued and unpaid interest to the Redemption Date; provided, however , that installments of interest whose Stated Maturity is on or prior to 
the Redemption Date shall be payable to the Holders of such Securities, or one or more Predecessor Securities, and in the case of Registered 
Securities, registered as such at the close of business on the relevant Record Dates according to their terms and the provisions of Section 308. 

If any Security called for redemption shall not be so paid upon surrender thereof for redemption, the principal (and premium, 
if any) shall, until paid, bear interest from the Redemption Date at the rate prescribed therefor in the Security. 

Securities Redeemed in Part SECTION 1107. 

Any Security (including any Global Security) that is to be redeemed only in part shall be surrendered at a Place of Payment 
therefor (with, if the Company or the Trustee so requires, due endorsement by, or a written instrument of transfer in form satisfactory to the 
Company and the Trustee duly executed by, the Holder thereof or his attorney duly authorized in writing), and the Company shall execute, and 
the Trustee upon written direction shall authenticate and deliver to the Holder of such Security without service charge, a new Security or 
Securities of the same series, of any authorized denomination as requested by such Holder, in aggregate principal amount equal to and in 
exchange for the unredeemed portion of the principal of the security so surrendered; provided ,!hat if a Global Security is so surrendered, the 
new Global Security shall be in a denomination equal to the unredeemed portion of the principal of the Global Security so surrendered. 

SECTION 1 108. 

The Company may, at its option, by giving notice as provided in Section 1104, redeem all, but not less than all, of the 

Optional Redemption in the Event of Change in United Kingdom Tax Treatment 

Securities of any series, at a price equal to the outstanding principal amount thereof, together with accrued and unpaid interest, if any, to the 
Redemption Date, if: 

(i) the Company satisfies the Trustee prior to the giving of a notice that it has or will become obliged to pay Additional Amounts 
with respect to the Securities of such series as a result of any change in, or amendment to, the laws or regulations of the 
United Kingdom or any political subdivision or any authority or agency thereof or therein having power to tax or levy duties, 
or any change in the application or interpretation of such laws or regulations, which change or amendment becomes effective 
on or after February 9,2001; and 

such obligation cannot be avoided by the Company’s taking reasonable measures available to it; (ii) 

provided, however , that no such notice of redemption shall be given earlier than 90 days prior to the earliest date on which the Company 
would be obliged to pay such Additional Amounts were a payment in respect of the Company’s Securities of such series due. 

Prior to the publication of any notice of redemption pursuant to this paragraph, the Company will deliver to the Trustee an 
Officers’ Certificate stating that the obligation referred to in clause (i) above cannot be avoided by the Company’s taking reasonable measures 
available to it, and the Trustee shall accept such certificate as sufficient evidence of the satisfaction of the condition precedent set out in clause 
(ii) above, in which event it shall be conclusive and binding on the Holders. 

ARTICLE XI1 

SINKING FUNDS 

SECTION 1201. Applicability of Article 

The provisions of this Article shall be applicable to any sinking fund for the retirement of Securities of a series, except as 
otherwise specified as contemplated by Section 301 for Securities of such series. 

The minimum amount of any sinking fund payment provided for by the terms of Securities of any series is herein referred to 
as a “ inundatory sinlcingfirndpaynzent, ” and any payment in excess of such minimum amount provided for by the terms of Securities of any 
series is herein referred to as an “ optional sinlcingfirndpayment. ” If provided for by the terms of Securities of any series, the cash amount of 
any sinking fund payment may be subject to reduction as provided in Section 1202. Each sinking fund payment shall be applied to the 
redemption of Securities of any series as provided for by the terms of Securities of such series. 

Satisfaction of Sinking Fund Payments with Securities 

- 

SECTION 1202. 

In lieu of making all or any part of any mandatory sinking fund payment with respect to any series of Securities in cash, the 
3mpany may, at its option, (i) deliver to the Trustee Securities of such series theretofore purchased or otherwise acquired (except upon 

theretofore purchased or otherwise acquired (except as aforesaid) by the Company and delivered to the Trustee for cancellation pursuant to 
Section 3 10, (ii) receive credit for optional sinking fund payments (not previously so credited) made pursuant to this Section 1202, or (iii) 
receive credit for Securities of such series (not previously so credited) redeemed by the Company through any optional redemption provision 

sdemption pursuant to the mandatory sinking fund) by the Company or receive credit for Securities of such series (not previously so credited) 



contained in the terms of such series. Securities so delivered or credited shall be received or credited by the Trustee at the 
sinking fund Redemption Price specified in such Securities. 

SECTION 1203. 

Not less than 30 days prior to each sinking fund payment date for any series of Securities, the Company will deliver to the 

RedemDtion of Securities for Sinkinp Fund 

Trustee an Officers’ Certificate specifying (i) the amount of the next ensuing sinking fund payment for that series pursuant to the terms of that 
series, (ii) whether or not the Company intends to exercise its right, if any, to make an optional sinking fund payment with respect to such 
series on the next ensuing sinking fund payment date and, if so, the amount of such optional sinking fund payment, and (c) the portion thereof, 
if any, which is to be satisfied by payment of cash and the portion thereof, if any, which is to be satisfied by delivering and crediting Securities 
of that series pursuant to Section 1202, and will also deliver to the Trustee any Securities to be so delivered. Such written statement shall be 
irrevocable and, upon its receipt by the Trustee, the Company shall become unconditionally obligated to make all the cash payments or 
payments therein referred to, if any, on or before the next succeeding sinking fund payment date. Failure of the Company, on or before any 
such 30 thday, to deliver such written statement and Securities specified in this paragraph, if any, shall not constitute a default but shall 
constitute, on and as of such date, the irrevocable election of the Company (A) that the mandatory sinking fund payment for such series due on 
the next succeeding sinking fund payment date shall be paid entirely in cash without the option to deliver or credit Securities of such series in 
respect therefor, and (B) that the Company will make no optional sinking fund payment with respect to such series as provided in this Section 
1203. 

Not less than 30 days before each such sinking fund payment date, the Trustee shall select the Securities to be redeemed upon 
such sinking fund payment date in the manner specified in Section 1103 and shall cause notice of the redemption thereof to be given in the 
name of and at the expense of the Company in the manner provided in Section 11 04. Such notice having been duly given, the redemption of 
such Securities shall be made upon the terms and in the manner stated in Sections 1105, 1106, and 1107. 

The Trustee shall not redeem or cause to be redeemed any Security of a series with sinking fund moneys or mail any notice 
of redemption of Securities of such series by operation of the sinking fund during the continuance of a default in payment of interest with 
respect to Securities of that series or an Event of Default with respect to the Securities of that series, except that, where the mailing of notice of 
redemption of any Securities shall theretofore have been made, the Trustee shall redeem or cause to be redeemed such Securities, provided that 
it shall have received from the Company a sum sufficient for such redemption. Except as aforesaid, any moneys in the sinking fund for such 
series at the time when any such default or Event of Default shall occur, and any moneys thereafter paid into the sinking fund, shall, during the 
continuance of such default or Event of Default, be deemed to have been collected under Article V and be held for the payment of all such 
Securities. In case such Event of Default shall have been waived as provided in Section 5 13 or the default or Event of Default cured on or 
before the 30 thday preceding the sinking fund payment date, such moneys shall thereafter be applied on the next succeeding sinking fund 
Tayment date in accordance with this Section 1203 to the redemption of such Securities. 

ARTICLE XIII 

MEETINGS OF HOLDERS OF SECURITIES 

SECTION 1301. Purposes of Meetings 

A meeting of the Holders may be called at any time, from time to time, pursuant to this Article XI11 for any of the following 
purposes: 

(i) to give any notice to the Company or to the Trustee, or to consent to the waiving of any default hereunder and its 
consequence, or to take any other action authorized to be taken by Holders pursuant to Article IX hereof; 

to remove the Trustee and appoint a successor trustee pursuant to Article VI hereof; and 

to consent to the execution of an supplemental indenture hereto pursuant to Section 902 hereof. 

(ii) 

(iii) 

SECTION 1302. Place of Meetings 

(a) The Trustee may at any time (upon not less than 21 days’ notice) call a meeting of Holders to be held at such time and 
at such place as determined by the Trustee. Notice of every meeting of Holders, setting forth the time and the place of such meeting and in 
general terms the action proposed to be taken at such meeting, shall be mailed to each Holder and published in the manner contemplated by 
Section 106 hereof. 

@) In case at any time the Company, pursuant to a Board Resolution, or the Holders of at least 10% in aggregate principal 
amount of the Securities then outstanding, shall have requested the Trustee to call a meeting of the Holders, by written request setting forth in 
reasonable detail the action proposed to be taken at the meeting, and the Trustee shall not have made the first giving of the notice of such 
meeting within 20 days after receipt of such request, then the Company or the Holders in the amount above specified may determine the time 
(not less than 21 days after notice is given) and the place for such meeting, and may call such meeting to take any action authorized in Section 

101 hereof by giving notice thereof as provided in Section 1302(a) hereof. 

SECTION 1303. Voting at Meetings 

To be entitled to vote at any meeting of Holders, a Person shall be (i) a Holder or (ii) a Person appointed by an instrument in 



writing as proxy for a Holder or Holders by such Holder or Holders. The only Persons who shall be entitled to be present or 
to speak at any meeting of Holders shall be the Persons so entitled to vote at such meeting and their counsel, any representatives of the Trustee 
and its counsel, and any representatives of the Company and its counsel. 

SECTION 1304. Voting Rights. Conduct and Adjournment 

(a) Notwithstanding any other provisions of this Indenture, the Trustee may make such reasonable regulations as it may 
deem advisable for any meeting of Holders in regard to (i) proof of the holding of Securities of a series and of the appointment of proxies (ii) 
the appointment and duties of inspectors of votes, the submission and examination of proxies, certificates, and other evidence of the right to 
vote, and such other matters concerning the conduct of the meeting as it shall deem appropriate. Except as otherwise permitted or required by 
any such regulations, the holding of Securities of a series shall be proved in the manner specified in Article I1 hereof, and the appointment of 
any proxy shall be proved in such manner as is deemed appropriate by the Trustee or by having the signature of the person executing the proxy 
witnessed or guaranteed by any bank, banker or trust company customarily authorized to certify to the holding of a security such as a Global 
Security. 

(b) At any meeting of Holders, the representative of Persons holding or representing Securities of a series in an aggregate 
principal amount sufficient under the appropriate provision of this Indenture to take action upon the business for the transaction of which such 
meeting was called shall constitute a quorum. Any meetings of Holders duly called pursuant to Section 1302 hereof may be adjourned from 
time to time by vote of the Holders (or proxies for the Holders) of a majority of the Securities of a series represented at the meeting and entitled 
to vote, whether or not a quorum shall be present; and the meeting may be held as so adjourned without further notice. No action at a meeting 
of Holders shall be effective unless approved by Persons holding or representing Securities of a series in the aggregate principal amount 
required by the provision of this Indenture pursuant to which such action is being taken. 

(c) At any meeting of Holders, each Holder or proxy shall be entitled to one vote for each $1,000 principal amount of 
outstanding Securities of a series held or represented. 

SECTION 1305. Revocation of Consent by Holders 

At any time prior to (but not after) the evidencing to the Trustee of the taking of any action at a meeting of Holders by the 
Holders of the percentage in aggregate principal amount of the Securities specified in this Indenture in connection with such action, any Holder 
of a Security, the serial number of which is included in the Securities the Holders of which have consented to such action, may, by filing 
written notice with the Trustee at its principal corporate trust office and upon proof of holding as provided herein, revoke such consent so far as 
concerns such Securities. Except as aforesaid, any such consent given by the Holder of any Securities shall be conclusive and binding upon 
wch Holder and upon all future Holders and owners of such Securities and of any Securities issued in exchange therefor, in lieu thereof or 
>on transfer thereof, irrespective of whether or not any notation in regard thereto is made upon such Securities. Any action taken by the 

Holders of the percentage in aggregate principal amount of the Holders specified in this Indenture in connection with such action shall be 
conclusively binding upon the Company, the Trustee, and the Holders of all the Securities. 

ARTICLE XIV 

MISCELLANEOUS 

SECTION 1401. 

(a) 

Consent to Jurisdiction: Appointment of Agent to Accept Service of Process 

The Company irrevocably consents and agrees, for the benefit of the Holders from time to time of the Securities and 
the Trustee, that any legal action, suit or proceeding against it with respect to its obligations, liabilities or any other matter arising out of or in 
connection with this Indenture or the Securities may be brought in the Supreme Court of New York, New York County or the United States 
District Court for the Southern District of New York and any appellate court from either thereof and, until amounts due and to become due in 
respect of the Securities have been paid, hereby irrevocably consents and submits to the nonexclusive jurisdiction of each such court in 
personant, generally and unconditionally with respect to any action, suit or proceeding for itself and in respect of its properties, assets, and 
revenues. 

(b) The Company has irrevocably designated, appointed, and empowered CT Corporation System, as its designee, 
appointee, and agent to receive, accept, and acknowledge for and on its behalf, and its properties, assets, and revenues, service of any and all 
legal process, summons, notices, and documents that may be served in any action, suit or proceeding brought against the Company in any 
United States or State court. If for any reason such designee, appointee, and agent hereunder shall cease to be available to act as such, the 
Company agrees to designate a new designee, appointee, and agent in the Borough of Manhattan, The City of New York on the terms and for 
the purposes of this Section 1401 satisfactory to the Trustee. The Company further hereby irrevocably consents and agrees to the service of 
any and all legal process, summons, notices, and documents in any action, suit or proceeding against the Company by serving a copy thereof 
upon the relevant agent for service of process referred to in this Section 1401 (whether or not the appointment of such agent shall for any 
reason prove to be ineffective or such agent shall accept or acknowledge such service) or by mailing copies thereof by registered or certified air 
mail, postage prepaid, to the Company at its address specified in or designated pursuant to this Indenture. The Company agrees that the failure 
of any such designee, appointee, and agent to give any notice of such service to it shall not impair or affect in any way the validity of such 

mice or any judgment rendered in any action or proceeding based thereon. Nothing herein shall in any way be deemed to limit the ability of 
.ae Holders of the Securities and the Trustee, to serve any such legal process, summons, notices, and documents in any other manner permitted 
by applicable law or to obtain jurisdiction over the Company or bring actions, suits or proceedings against the Company in such other 
jurisdictions, and in such manner, as may be permitted by applicable law. The Company irrevocably and unconditionally waives, to the fullest 
extent permitted by law, any objection which it may now or hereafter have to the laying of venue of any of the aforesaid actions, suits or 



proceedings arising out of or in connection with this Indenture brought in the Supreme Court of New York, New York 
County or the United States District Court for the Southern District of New York and any appellate court from either thereof and hereby further 
irrevocably and unconditionally waives and agrees not to plead or claim in any such court that any such action, suit or proceeding brought in 
any such court has been brought in an inconvenient forum. 

I 
If for the purpose of obtaining judgment in any court it is necessary to convert a sum due hereunder to the holder of any 

Security from U.S. dollars into another currency, the Company has agreed, and each Holder by holding such Security will be deemed to have 
agreed, to the fullest extent that they may effectively do so, that the rate of exchange used shall be that at which in accordance with normal 
banking procedures such Holder could purchase U.S. dollars with such other currency in The City of New York on the Business Day preceding 
the day on which final judgment is given. 

The obligation of the Company in respect of any sum payable by it to the Holder of a Security shall, notwithstanding any 
judgment in a currency (the ‘‘judgment currency ”) other than U.S. dollars, be discharged only to the extent that on the Business Day following 
receipt by the Holder of such Security of any sum, adjudged to be so due in the judgment currency, the Holder of such Security may in 
accordance with normal banking procedures purchase U.S. dollars with the judgment currency; if the amount of U.S. dollars so purchased is 
less than the sum originally due to the Holder of such Security in the judgment currency (determined in the manner set forth in the preceding 
paragraph), the Company agrees, as a separate obligation and notwithstanding any such judgment, to indemnify the Holder of such Security 
against such loss, and if the amount of the U.S. dollars so purchased exceeds the sum originally due to the Holder of such Security, such Holder 
agrees to remit to the Company such excess; provided that such Holder shall have no obligation to remit any such excess as long as the 
Company shall have failed to pay such Holder any obligations due and payable under such Security, in which case such excess may be applied 
to such obligations of the Company under such Security in accordance with the terms thereof. 

SECTION 1402. Counterparts 

This instrument may be executed in any number of counterparts, each of which so executed shall be deemed to be an original, 
but all such counterparts shall together constitute but one and the same instrument. 

memainder of page intentionally left blank.] 



IN WITNESS WII[EREOF, the parties hereto have caused this Indenture to be duly executed by their respective officers or 
directors duly authorized thereto, all as of the day and year first above written. 

WPD HOLDINGS UK 
BY 

Title: 
Attest: 

Attest: 

BANKERS TRUST COMPANY, as Trustee, Principal Paying 
Agent, Security Registrar and Transfer Agent 
BY 

Title: 

DEUTSCHE BANK LUXEMBOURG S.A., as Paying Agent and 
Transfer Agent 
BY 

Title: 



Earnings. as defined: 

Exhibit 12(a) 
PPL CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFEIUiED STOCK DIVIDENDS 

(Millions of Dollars) 

2009 2008 2007 2006 2005 
" I  

rations Before Income 

Less earnings of equity method investments 
e from equity method investments 

Total fiied charges as below 

d interest component of AFUDC 
ibutions of subsidiaries on a pre- 

Interest expense related to discontinued operations 
fixed charges included in Income from Continuing 
erations Before Income Taxes 

Fixed charges, as defined: 
on long-term debt 
on short-term debt and other interest 

Amortization of debt discount, expense and 
premium - net 
Estimated interest component of operating rentals 
Preferred securities distributions of subsidiaries on a pre- 

tax basis 
of majority-owned share of 50% or less- 

Total fiured charges (a) 

Ratio of earnings to fixed charges 
Ratio of earnings to combined fixed charges and preferred 

stock dividends (b) 

$ 596 $ 1,357 $ 1,281 $ 1,099 $ 780 
2 1 3 4 5 
2 1 5 3 5 

596 1,357 1,283 1,098 780 

513 568 609 559 569 

45 59 58 24 9 

24 27 23 24 5 
5 8 33 36 37 

439 474 495 475 518 

$ 1,035 $ 1,831 $ 1,778 $ 1,573 $ 1,298 

$ 397 $ 478 $ 522 $ 482 $ 480 
34 28 35 13 29 

15 12 8 11 23 
42 22 21 29 32 

24 27 23 24 5 

$ 513 $ 568 $ 609 $ 559 $ 569 

2.0 3.2 2.9 2.8 2.3 

2.0 3.2 2.9 2.8 2.3 

(a) Interest on unrecognized tax benefits is not included in fixed charges. 
(b) PPL, the parent holding company, does not have any preferred stock outstanding; therefore, the ratio of earnings to combined fixed 

charges and preferred stock dividends is the same as the ratio of earnings to fixed charges. 



Exhibit 12(b) 
PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 
(Millions of Dollars) 

2009 2008 2007 2006 2005 
Earnings, as defined 

inuing Operations Before Income 
$ 334 $ 1,085 $ 1,095 $ 841 $ 619 

Less earnings of equity method investments 2 1 3 5 5 
ome from equity method investments 2 1 5 3 5 

334 1,085 1,097 839 619 

Total f i e d  charges as below 
Less: 
Capitalized interest 

nse related to discontinued 

Total f i e d  charges included in Income from 
Continuing Operations Before Income Taxes 

364 390 388 326 307 

44 57 54 21 7 

5 4 27 30 31 

315 329 307 275 269 

Total earnings $ 649 $ 1,414 $ 1,404 $ 1,114 $ 888 

$ 284 $ 345 $ 353 $ 296 $ 259 
29 27 24 16 26 

debt discount, expense and 
8 2 (3 1 (1 1 7 

42 15 14 15 15 

less-owned persons 1 1 

Total fured charges (a) $ 364 $ 390 $ 388 $ 326 $ 307 

Ratio of earnings to fixed charges 1.8 3.6 3.6 3.4 2.9 

(a) Interest on unrecognized tax benefits is not included in fixed charges. 



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES 
Exhibit 12(c) 

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND 
PREFERRED STOCK DNIDENDS 

(Millions of Dollars) 

2009 2008 2007 2006 2005 

Earnings, as defined: 
Before Income Taxes $ 221 $ 278 $ 246 $ 298 $ 216 

otal f i e d  charges as below 121 114 143 159 190 
Less interest component of 

re Income Taxes 

Fixed charges, as defined 
$ 105 94 $ 109 $ 131 $ 151 

9 13 23 13 22 
, 

Amortization of debt discount, 
expense and premium - net 

Estimated interest component of 
operating rentals 

G 6 7 8 9 

1 1 4 7 8 

tal fixed charges (a) 143 

of earnings to fixed charges 2.7 2.9 2.1 

27 $ 24 $ 4 
121 114 143 159 190 

183 $ 194 
Ratio of earnings to combined fixed charges 

and preferred stock dividends 2.3 2.7 2.3 2.5 2.1 

(a) Interest on unrecognized tax benefits is not included in fixed charges. 



Exhibit 21(a) 
PPL Corporation 
Subsidiairies of th Registrant 
At December 31,2009 

Company Name 
Business Conducted under Same Name 

PPL Electric Utilities Corporation 

PPL Energy Funding Corporation 

PPL Energy Supply, LLC 

PPL Investment Corporation 

PPL Global, LLC 

PMDC International Holdings, Inc. 

PPL EnergyPlus, LLC 

PPL Generation, LLC 

PPL Susquehanna, LLC 

PPL UK Holdings, LLC 

PPL UK Resources Limited 

Western Power Distribution Holdings Limited 

"PL Montana Holdings, LLC 

PPL Montana, LLC 

State or Jurisdiction of 
IncorporationiFormation 

Pennsylvania 

Pennsylvania 

Delaware 

Delaware 

Delaware 

Delaware 

Pennsylvania 

Delaware 

Delaware 

Delaware 

United Kingdom 

United Kingdom 

Delaware 

Delaware 



PPL Electric Utilities Corporation 
Subsidiaries of the Registrant 
At December 31,2009 

,ompany Name 
Business Conducted under Same Name 

None that are required to be reported. 

Exhibit 21 (b) 

State or Jurisdiction of 
IncorporationlFormation 



Exhibit 23(a) 

- 
Consent of Independent Registered Public Accounting Firm 

We consent to the incorporation by reference in PPL Corporation's Registration Statement on Form S-3 No. 333-158200, the Registration 
Statement on Form S-3D No 333-161826, and the Registration Statements on Form S-8 (Nos. 333-02003, 333-112453, 333-110372, 333- 
95967 and 333-144047) of our reports dated February 25, 2010, with respect to the consolidated financial statements of PPL Corporation and 
the effectiveness of internal control over financial reporting of PPL Corporation, included in this Annual Report (Form 10-K) for the year 
ended December 3 1,2009. 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 



Exhibit 23(b) 

- 
Consent of Independent Registered Public Accounting Firm 

We consent to the incorporation by reference in PPL Energy Supply, LLC’s Registration Statement on Form S-3 No. 333-158200-02 of our 
report dated February 25, 2010, with respect to the consolidated financial statements of PPL Energy Supply, LLC, included in this Annual 
Report (Form 10-IC) for the year ended December 31,2009. 

Is/  Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 



Exhibit 23(c) 

Consent of Independent Registered Public Accounting Firm 

We consent to the incorporation by reference in PPL Electric Utilities Corporation’s Registration Statement on Form S-3 No. 333-158200-01 
of our report dated February 25, 2010, with respect to the consolidated financial statements of PPL Electric Utilities Corporation, included in 
this Annual Report (Form 10-K) for the year ended December 3 1,2009. 

Is/ Ernst & Young LLP 

Philadelphia, Pennsylvania 
February 25,2010 

I 



Exhibit 24 
PPL CORPORATION 

2009 ANNUAL REPORT 
TO THE SECURITIES AND EXCHANGE COMMISSION 

ON FORM 10-K 

POWER OF ATTORNEY 

The undersigned directors of PPL Corporation, a Pennsylvania corporation, that is to file with the Securities and Exchange 
Commission, Washington, D.C., under the provisions of the Securities Exchange Act of 1934, as amended, its Annual Report on Form 10-K 
for the year ended December 31,2009 ("Form 10-K Report"), do hereby appoint each of James H. Miller, Paul A. Farr, Robert J. Grey and 
Michael A. MeGrail, and each of them, their true and lawfiil attorney, with power to act without the other and with full power of substitution 
and resubstitution, to execute for them and in their names the Form IO-K Report and any and all amendments thereto, whether said 
amendments add to, delete from or otherwise alter the Form 10-K Report, or add or withdraw any exhibits or schedules to be filed therewith 
and any and all instruments in connection therewith. The undersigned hereby grant to each said attorney full power and authority to do and 
perform in the name of and on behalf of the undersigned, and in any and all capacities, any act and thing whatsoever required or necessary to be 
done in and about the premises, as fully and to all intents and purposes as the undersigned might do, hereby ratifying and approving the acts of 
each of the said attorneys. 

IN WITNESS WHEREOF, the undersigned have hereunto set their hands this 25th day of February, 2010. 

Is/  Frederick M. Bernthal 
Frederick M. Bernthal 

Is/  John W. Conway 
John W. Conway 

Is/ E. Allen Deaver 
E. Allen Deaver 

Is/  Louise K. Goeser 
Louise K. Goeser 

, s/ Stuart E. Graham 
Stuart E. Graham 

Is/  Stuart Heydt 
Stuart Heydt 

Is/  James H. Miller 
James H. Miller 

Is/  Craig A. Rogerson 
Craig A. Rogerson 

Is/  W. Keith Smith 
W. Keith Smith 

i s /  Natica von Althann 
Natica von Althann 

/s/ Keith H. Williamson 
Keith H. Williamson 



Exhibit 31(a) 

CERTIFICATION 

T ,  JAMES H. MILLER, certify that: 

1. 

2. 

I have reviewed this annual report on Form 10-K of PPL Corporation ("the registrant") for the year ended December 31,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-I5(f) and 15d-15(@) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

3. 

4. 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

3 .  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

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: February 25,2010 /s/ James H. Miller 
James H. Miller 
Chairman, President and Chief Executive OEcer 
PPL Corporation 



Exhibit 3 l(b) 

CERTIFICATION 

PAUL A. FARR, certify that: 

1. 

2. 

3. 

4. 

5. 

I have reviewed this annual report on Form 10-K of PPL Corporation ("the registrant") for the year ended December 31,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
hnctions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report fmancial 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. 

II 

Date: February 25,2010 Is1 Paul A. Fan 
Paul A. Farr 
Executive Vice President and Chief Financial Officer 
PPL Corporation 



Exhibit 3 1 (c) 

CERTIFICATION 

JAMES H. MILLER, certify that: 

1. 

2. 

I have reviewed this annual report on Form 10-K of PPL Energy Supply, LLC (the "registrant") for the year ended December 3 1,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-I5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

3. 

4. 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
fimctions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and' report financial information; and 

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: February 25,2010 /s/ James H. Miller 
James H. Miller 
President 
PPL Energy Supply, LLC 



Exhibit 3 l(d) 

CERTIFICATION 

PAUL A. FARR, certify that: 

1. 

2. 

3. 

4. 

3. 

I have reviewed this annual report on Form 10-K of PPL Energy Supply, LLC (the "registrant") for the year ended December 3 1,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

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: February 25,2010 Is1 Paul A. Farr 
Paul A. Farr 
Executive Vice President 
PPL Energy Supply, LLC 



Exhibit 31(e) 

CERTIFICATION 

DAVID G. DECAMPLI, certify that: 

1. I have reviewed this annual report on Form 10-K of PPL Electric Utilities Corporation (the "registrant") for the year ended 
December 31,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

2. 

3. 

4. 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

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: February 25,2010 /s/ David G. DeCampli 
David G. DeCampli 
President 
PPL Electric Utilities Corporation 



Exhibit 31(f) 

CERTIFICATION 

'? J. MATT SIMMONS, JR., certify that: 

1. I have reviewed this annual report on Form 10-K of PPL Electric Utilities Corporation (the ''registrant") for the year ended 
December 31,2009; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(f) and 15d-I5(f)) for the registrant and have: 

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made lmown to 
us by others within those entities, particularly during the period in which this report is being prepared; 

2. 

3. 

4. 

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's 
most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
fiinctions): 

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's 
internal control over financial reporting. 

Date: February 25,2010 /s/ J. Matt Simmons, Jr. 
J. Matt Simmons, Jr. 
Vice President and Controller 
PPL Electric Utilities Corporation 



Exhibit 32(a) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL CORPORATION'S 10-K FOR THE YEAR ENDED DECEMBER 3 1,2009 

I 

In connection with the annual report on Form 10-K of PPL Corporation (the "Company") for the year ended December 31,2009, as 
filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal executive officer of the 
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

0 The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, 
as amended; and 

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results 
of operations of the Company. 

Date: February 25,2010 /s/ James H. Miller 
James H. Miller 
Chairman, President and Chief Executive Officer 
PPL Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(b) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
FOR PPL CORPORATION'S 10-K FOR THE YEAR ENDED DECEMBER 3 1,2009 

In connection with the annual report on Form 10-K of PPL Corporation (the "Company") for the year ended December 3 1 , 2009, as 
filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal financial officer of the 
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

e The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 
amended; and 

e The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results'of 
operations of the Company. 

Date: February 25,2010 I s /  Paul A. Farr 
Paul A. Farr 
Executive Vice President and 
Chief Financial Officer 
PPL Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 

I 



Exhibit 32(c) 
CERTIFICATE PURSUANT TO I8 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF "E SARBANES-OXLEY ACT OF 2002 
FOR PPL ENERGY SUPPLY, LLC'S 10-K FOR T€€E YEAR ENDED DECEMBER 3 1 , 2009 

In connection with the annual report on Form 10-K of PPL Energy Supply, LLC (the "Company") for the year ended December 3 1 , 
2009, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal executive officer of the 
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 
amended; and 

e The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 

Date: February 25,2010 /s/ James H. Miller 
James H. Miller 
President 
PPL Energy Supply, LLC 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 

I 



Exhibit 32(d) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF TH'E SARBANES-OXLEY ACT OF 2002 
FOR PPL EmRGY SUPPLY, LLC'S 10-K FOR THE YEAR ENDED DECEMBER 3 1,2009 

/ 

In connection with the annual report on Form 10-K of PPL Energy Supply, LLC (the "Company") for the year ended December 3 1, 
2009, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal financial officer of the 
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that: 

o The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 
amended; and 

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 

Date: February 25,2010 Is/ Paul A. Farr 
Paul A. Farr 
Executive Vice President 
PPL Energy Supply, LLC 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(e) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THX SARBANES-OXLEY ACT OF 2002 
FOR PPL ELECTRIC UTILITIES CORPORATION'S 10-K FOR THX YEAR ENDED DECEMBER 3 1 , 2009 

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation (the "Company") for the year ended 
December 31,2009, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal 
executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 
hereby certify that: 

m The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 
amended; and 

D The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 

Date: February 25,2010 
David G. DeCampli 
President 
PPL Electric Utilities Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32(f) 
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARJ3ANES-OXLEY ACT OF 2002 
FOR PPL ELECTRIC UTILITIES CORPORATION'S 10-IC FOR THE YEAR ENDED DECEMBER 3 1,2009 

/ 

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation (the "Company") for the year ended 
December 31,2009, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal financial 
officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby 
certify that: 

o The Covered Report hl ly  complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 
amended; and 

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 

Date: February 25,2010 Is/  J. Matt Simmons, Jr. 
J. Matt Simmons, Jr. 
Vice President and Controller 
PPL Electric Utilities Corporation 

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 
Company and .hrnished to the Securities and Exchange Commission or its staff upon request. 



Examples of Wholesale Energy, Fuel and Emission Allowance Price Fluctuations 
2005 through 2009 

Year 
2005 
2006 
2007 
2008 
2009 

Exhibit 99(a) 

High Month Low Month 
$ 139.76 December $ 7.68 May 
$ 189.87 July $ (2.00)*" May 
$ 197.79 July $ 0.86 March 
$ 101.29 April $ (7.50)"" June 
$ 111.53 December $ 0.28 June 

.c -'yholesale Energy: 

** Occurs during times of low demand for electricity when generation levels of generating units are reduced to their normal minimums. 

I 2005 $ 62.75 September I $ 51.10 

'k* Occurs when generation levels from hydroelectric units exceed demand due to excess water runoff. 

Fuel: 

June 

2007 $ 56.80 November 

2009 $ 68.25 January $ 42.25 April 

Year 
2005 
2006 
2007 
2008 
2009 

High Month Low Month 
$ 15.38 December $ 5.83 January 
$ 10.63 January $ 4.20 September 
$ 9.90 May $ 5.20 September 
$ 13.69 August $ 5.28 December 
$ 6.24 February $ 2.41 October 

Year High Month Low Month 
2005 $ 54.38 October $ 26.88 January 
2006 $ 54.25 April $ 35.00 October 
2007 $ 72.52 December $ 37.23 January 
2008 $ 119.70 July $ 28.40 December 
2009 $ 44.95 December S 33.70 March 

Year 
2005 
2006 
2007 
2008 
2009 

High Month Low Month 
$ 1,610 December $ 640 January 
$ 1,598 January 
$ 715 June $ 405 January 
$ 535 January $ 88 July 
$ 215 January $ 56 April 

$ 445 November 


	Business
	General
	Operations
	Electric Operations
	Gas Operations
	Rates and Regulations
	Coal Supply
	Gas Supply
	Environmental Matters
	State Executive or Legislative Matters
	Competition
	Employees and Labor Relations
	Officers ofthe Company

	Risk Factors
	Legal Proceedings
	Selected Financial Data
	Management's Discussion and Analysis
	Results of Operations
	Critical Accounting Policies/Estimates
	Liquidity and Capital Resources
	Climate Change
	Controls and Procedures

	Financial Statements
	Statements of Income
	Statements of Retained Earnings
	Statements of Comprehensive Income
	Balance Sheets
	Statements of Cash Flows
	Statements of Capitalization

	Notes to Financial Statements
	Note 1 Summary of Significant Accounting Policies
	Note 2 Rates and Regulatory Matters
	Note 3 Financial Instruments
	Note 4 Concentrations of Credit and Other Risk
	Note 5 Pension and Other Postretirement Benefit Plans
	Note 6 Income Taxes
	Note 7 Long-Term Debt
	Note 8 Notes Payable and Other Short-Term Obligations
	Note 9 Coinmitments and Contingencies
	Note 10 Jointly Owned Electric Utility Plant
	Note 11 Segments of Business and Related Information
	Note 12 -Related Party Transactions
	Note 13 Accumulated Other Comprehensive Income
	Note 14 Subsequent Events

	Report of Independent Auditors
	Trimble Co 2000 Series A due August 1 2030 variable %
	Jefferson Co 2001 Series A due September 1 2027 variable %
	Jefferson Co 2001 Series A due September 1 2026 variable %
	Trimble Co 2001 Series A due September 1 2026 variable %
	Jefferson Co 2001 Series B due November 1 2027 variable %
	Trimble Co 2001 Series B due November 1 2027 variable %
	Trimble Co 2002 Series A due October 1 2032 variable %
	Louisville Metro 2005 Series A due February
	Trimble Co 2007 Series A due June
	Louisville Metro 2007 Series A due June
	Louisville Metro 2007 Series B due June 1 2033 variable %
	Due January 16 2012 4.33 unsecured
	Due November 23 2015 6.48 unsecured
	Due July 25 2018 6.21 unsecured
	Due November 26 2022 5.72 unsecured
	Due April 13 203 1 5.93 unsecured
	Due April 13 2037 5.98 unsecured
	Additional paid-in capital (Note
	Unsecured
	2010 - 2012 $

	Forward-Looking Information
	Business
	General
	Operations
	Rates and Regulations
	Coal Supply
	Natural Gas Supply
	Seasonality
	Environmental Matters
	State Executive or Legislative Matters
	Franchises and Licenses
	Competition
	Employees and Labor Relations
	Officers of the Company

	Risk Factors
	Legal Proceedings
	Selected Financial Data
	Management™s Discussion and Analysis
	Overview
	Results of Operations
	Application of Critical Accounting Policies and Estimates

	Management™s Report of Internal Control Over Financial Reporting
	Financial Statements
	Statements of Income
	Statements of Retained Earnings
	Statements of Comprehensive Income
	Balance Sheets
	Statements of Cash Flows
	Statements of Capitalization

	Notes to Financial Statements
	Note 1 Summary of Significant Accounting Policies
	Note 2 Acquisition by PPL
	Note 3 Rates and Regulatory Matters

	vol1 p2.pdf
	December
	October
	Add net income
	Long-term debt (Note
	Jefferson Co 2001 Series A due September 1 2027 variable %
	Trimble Co 2000 Series A due August 1 2030 variable %
	Trimble Co 2007 Series A due June
	Louisville Metro 2003 Series A due October 1.2033 variable %
	Due April 30 2013 4.55 unsecured
	Due August 15 2013 5.31 unsecured
	Due November 23 2015 6.48 unsecured
	Due November 26 2022 5.72 unsecured
	Due April 13 2031 5.93 unsecured
	Due April 13 2037 5.98 unsecured

	Total long-term debt outstanding
	1B Unresolved Staff Comments
	2 Properties
	3 Legal Proceedings
	4 Submission of Matters to a Vote of Security Holders
	Executive Officers of the Registrants
	5 Market for the Registrant's Common Equity Related Stockholder Matters and Issuer Purchases of Equity Securities
	6 Selected Financial and Operating Data
	PPL Energy Supply LLC and Subsidiaries
	PPL Electric Utilities Corporation and Subsidiaries

	7A Quantitative and Qualitative Disclosures About Market Risk
	Reports of Independent Registered Public Accounting Firm
	8 Financial Statements and Supplementary Data
	the Sarbanes-Oxley Act of
	the Sarbanes-Oxley Act of
	Examples of Wholesale Energy Fuel and Emission Allowance Price Fluctuations - 2005 through


	vol1 p3.pdf
	Consolidated Statements of Income for the years ended December 3 1,2009,2008 and
	Consolidated Statements of Cash Flows for the years ended December 3 1,2009,2008 and
	Consolidated Balance Sheets at December 3 1 2009 and
	Consolidated Statements of Equity for the years ended December 3 1,2009,2008 and
	Consolidated Statements of Comprehensive Income for the years ended December 3 1 2009,2008 and
	Consolidated Statements of Income for the years ended December 31,2009,2008 and
	Consolidated Statements of Cash Flows for the years ended December 3 1,2009,2008 and
	Consolidated Balance Sheets at December 31,2009 and
	Consolidated Statements of Equity for the years ended December 3 1,2009,2008 and
	Consolidated Statements of Comprehensive Income for the years ended December 3 1,2009,2008 and
	Consolidated Statements of Income for the years ended December 31,2009,2008 and
	Consolidated Statements of Cash Flows for the years ended December 3 1,2009,2008 and
	Consolidated Balance Sheets at December 31,2009 and
	Consolidated Statements of Shareowners' Equity for the years ended December 31,2009,2008 and

	Collateral on PLR energy supply from affiliate (Note
	Overcollected transmission costs
	Customer rate mitigation prepayments
	Overcollected transition costs
	eferred income taxes and investment tax credits (Note
	ccrued pension obligations (Note

	Commitments and Contingent Liabilities (Note
	Common stock - no par value (a)

	170,000 shares authorized; 66,368 shares issued and outstanding at December 31,2009 and
	$proximately $4 million of benefit payments under these plans in
	postretirement benefit plans in
	115 $
	201
	2015 -
	2010 $ 2 $
	31
	312
	2013
	2014
	2015 -
	its primary pension plan This recovery rate will increase to 76% effective April
	201
	2015 -


