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VERIFICATION

COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Daniel K. Arbough, being duly sworn, deposes and says that
he is Treasurer for Kentucky Ultilities Company and Louisville Gas and Electric
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

4//%

Daniel K. Arbough

information, knowledge and belief.

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this [/ day of _ SeloBec 2018,

Qoo

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967
State at Large, Kentucky
Commission Expires 7/11/2022




VERIFICATION
COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Lonnie E. Bellar, being duly sworn, deposes and says that he is
Chief Operating Officer for Louisville Gas and Electric Company and Kentucky Utilities
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

BN

(onnie E. Bellar

information, knowledge and belief.

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this J/2E day ot LrZobe~ 2018,

#~ ,.-";
Xotary Publif

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967
State at Large, Kentucky
Commission Expires 7/11/2022




VERIFICATION

COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Kent W. Blake, being duly sworn, deposes and says that he is
Chief Financial Officer for Kentucky Utilities Company and Louisville Gas and Electric
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

Vg

Kent W. Blake

information, knowledge and belief.

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this £/ day of L0000 2018.

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967
State at Large, Kentucky
Commiesion Expires 7/11/2022




VERIFICATION

COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Robert M. Conroy, being duly sworn, deposes and says that he
is Vice President, State Regulation and Rates, for Kentucky Utilities Company and
Louisville Gas and Electric Company and an employee of LG&E and KU Services
Company, and that he has personal knowledge of the matters set forth in the responses for
which he is identified as the witness, and the answers contained therein are true and

correct to the best of his information, knowledge and belief.

e,

Robert M. Conroy

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this //% day of _ M/ 2018,

%ary Pubhg o

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967
State at Large, Kentucky
Commission Expires 7/11/2022




VERIFICATION
COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Christopher M. Garrett, being duly sworn, deposes and says
that he is Controller for Kentucky Utilities Company and Louisville Gas and Electric
Company and an employee of LG&E and KU Services Company, and that he has
personal knowledge of the matters set forth in the responses for which he is identified as
the witness, and the answers contained therein are true and correct to the best of his

information, knowledge and belief.

Christopher M. Garrett

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this //ZF _day of LeZodo.. 2018.

QW&L o

Ngfary Public /

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967

State at Large, Kentucky
Commission Expires 7/11/2022



VERIFICATION

STATE OF TEXAS )
) SS:
COUNTY OF TRAVIS )

The undersigned, Adrien M. McKenzie, being duly sworn, deposes and says he
is President of FINCAP, Inc., that he has personal knowledge of the matters set forth in
the responses for which he is identified as the witness, and the answers contained therein

are true and correct to the best of his information, knowledge and belief.

TASE W I
Adrien M. McKenz&

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this Jo¥h day of 0c/aé4f 2018.

—= @ D (SEAL)

Notary Public

My Commission Expires:

/oﬁ/ao 2
77

PATRICK CRUISE
NOTARY PUBLIC STATE OF TEXAS
MY COMM. EXP. 10/03/2021
NOTARY ID 12436110-8




VERIFICATION

COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, Gregory J. Meiman, being duly sworn, deposes and says that
he is Vice President, Human Resources for Kentucky Utilities Company and Louisville
Gas and Electric Company and an employee of LG&E and KU Services Company, and
that he has personal knowledge of the matters set forth in the responses for which he is
identified as the witness, and the answers contained therein are true and correct to the

best of his information, knowledge and belief.

Subscribed and swomn to before me, a Notary Public in and before said County

and State, this 7 [% —day of MW 2018.

Néfary Public /

My Commission Expires:
Judy Schooler
Notary Public, ID No. 603967

State at Large, Kentucky
Commission Expires 7/11/2022




VERIFICATION

STATE OF NORTH CAROLINA )
COUNTY OF BUNCOMBE ;

The undersigned, William Steven Seelye, being duly sworn, deposes and states
that he is a Principal of The Prime Group, LLC, that he has personal knowledge of the

matters set forth in the responses for which he is identified as the witness, and the answers

tion. ledge and belief.

L

o
William St/?eel)@
[}

Subscribed and sworn to before me, a Notary Public in and before said County and

State, this | O dayof_OcAp e 2018.

fyon, ﬂ d70Gs " (SEAL)

Notdry Public

[Zga/\ Z)Cl.cnouu“

My Commission Expires:

7-2- 33

Ryan Ridenour
BUNCOMEE COUNTY, NC

MY COMMISSION EXPIRES 7/29/23



VERIFICATION

COMMONWEALTH OF KENTUCKY )

)
COUNTY OF JEFFERSON )

The undersigned, David S. Sinclair, being duly sworn, deposes and says that he
is Vice President, Energy Supply and Analysis for Kentucky Utilities Company and
Louisville Gas and Electric Company and an employee of LG&E and KU Services
Company, and that he has personal knowledge of the matters set forth in the responses for
which he is identified as the witness, and the answers contained therein are true and

correct to the best of his information, knowledge and belief.

SN X Dy
_ 3 /’}J\/\v‘ UL&

David S. Sinclair

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this //ﬁ day of &%ﬁ/ 2018.

Gl z&aq Mzﬁ/

Naotary Public

My Commission Expires:

Judy Schooler
Notary Public, ID No. 603967

Commission Expires 7/11/2022



KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 1
Responding Witness: Robert M. Conroy

Q-1. Provide a copy of the current bylaws. Indicate any changes made to the bylaws
since the utility’s last general rate case.

A-1. See attached for a copy of Kentucky Utilities Company’s (“KU”) current bylaws.
There have been no changes made to the bylaws since KU’s last rate case.



Case No. 2018-00294

Attachment to Response to PSC-1 Question No. 1

BY-LAWS
OF

KENTUCKY UTILITIES COMPANY

Dated April 28, 1998
(as amended through June 2, 1999)
(as amended through December 16, 2003)

Page 1 of 10
Conroy
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BY-LAWS
OF

KENTUCKY UTILITIES COMPANY

ARTICLE 1
STOCK TRANSFERS

Section 1. Each holder of fully paid stock shall be entitled to a certificate or certificates
of stock stating the number and the class of shares owned by such holder, provided that, the
Board of Directors may, by resolution, authorize the issue of some or all of the shares of any or
all classes or series of stock without certificates. All certificates of stock shall, at the time of
their issuance, be signed by the Chairman of the Board, the President or a Vice-President and by
the Secretary or Assistant Secretary, and may be authenticated and registered by a duly
appointed registrar. If the stock certificate is authenticated by a registrar, the signatures of the
corporate officers may be facsimiles. In case any officer designated for the purpose who has
signed or whose facsimile signature has been used on any stock certificate shall, from any cause,
cease to be such officer before the certificate has been delivered by the Company, the certificate
may nevertheless be adopted by the Company and be issued and delivered as though the person
had not ceased to be such officer.

Section 2. Shares of stock shall be transferable only on the books of the Company and
upon proper endorsement and surrender of the outstanding certificates representing the same. If
any outstanding certificate of stock shall be lost, destroyed or stolen, the officers of the Company
shall have authority to cause a new certificate to be issued to replace such certificate upon the
receipt by the Company of satisfactory evidence that such certificate has been lost, destroyed or
stolen and of a bond of indemnity deemed sufficient by the officers to protect the Company and
any registrar and any transfer agent of the Company against loss which may be sustained by
reason of issuing such new certificate to replace the certificate reported lost, destroyed or stolen;
and any transfer agent of the Company shall be authorized to issue and deliver such new
certificate and any registrar of the Company is authorized to register such new certificate, upon
written directions signed by the Chairman of the Board, the President or a Vice-President and by
the Treasurer or the Secretary of the Company.

Section 3. All certificates representing each class of stock shall be numbered and a
record of each certificate shall be kept showing the name of the person to whom the certificate
was issued with the number and the class of shares and the date thereof. All certificates
exchanged or returned to the Company shall be cancelled and an appropriate record made.

Section 4. The Board of Directors may fix a date not exceeding seventy days preceding
the date of any meeting of shareholders, or the date fixed for the payment of any dividend or
distribution, or the date of allotment of rights, or, subject to contract rights with respect thereto,
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the date when any change or conversion or exchange of shares shall be made or go into effect, as
a record date for the determination of the shareholders entitled to notice of and to vote at any
such meeting, or entitled to receive payment of any such dividend, or allotment of rights, or to
exercise the rights with respect to any such change, conversion or exchange of shares, and in
such case only shareholders of record on the date so fixed shall be entitled to notice of and to
vote at such meeting, or to receive payment of such dividend or allotment of rights or to exercise
such rights, as the case may be, notwithstanding any transfer of shares on the books of the
Company after the record date fixed as aforesaid. The Board of Directors may close the books of
the Company against transfer of shares during the whole or any part of such period. When a
determination of shareholders entitled to notice of and to vote at any meeting of shareholders has
been made as provided in this section, such determination shall apply to any adjournment thereof
except as otherwise provided by statute.

ARTICLE II
MEETINGS OF STOCKHOLDERS

Section 1. An Annual Meeting of Stockholders of the Company shall be held at such
date and time as shall be designated from time to time by the Board of Directors. Each such
Annual Meeting shall be held at the principal office of the Company in Kentucky or at such other
place as the Board of Directors may designate from time to time.

Section 2. Special meetings of the stockholders may be called by the Board of Directors
or by the holders of not less than 51% of all the votes entitled to be cast on each issue proposed
to be considered at the special meeting, or in siich other manner as may be provided by statute.
Business transacted at special meetings shall be confined to the purposes stated in the notice of
meeting.

Section 3. Notice of the time and place of each annual or special meeting of stockholders
shall be sent by mail to the recorded address of each stockholder entitled to vote not less than ten
or more than sixty days before the date of the meeting, except in cases where other special
method of notice may be required by statute, in which case the statutory method shall be
followed. The notice of special meeting shall state the object of the meeting. Notice of any
meeting of the stockholders may be waived by any stockholder.

Section4. At an Annual Meeting of the Stockholders, only such business shall be
conducted as shall have been properly brought before the meeting in accordance with the
procedures set forth in these By-laws. To be properly brought before the Annual Meeting,
business must be (a) specified in the notice of meeting (or any supplement thereto) given by or at
the direction of the Board of Directors, (b) otherwise properly brought before the meeting by or
at the direction of the Board of Directors, or (c) otherwise be a proper matter for consideration
and otherwise be properly requested to be brought before the meeting by a stockholder as
hereinafter provided. For business to be properly requested to be brought before an Annual
Meeting by a stockholder, a stockholder of a class of shares of the Company entitled to vote
upon the matter requested to be brought before the meeting (or his designated proxy as provided
below) must have given timely and proper notice thereof to the Secretary. To be timely, a
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stockholder’s notice must be given by personal delivery or mailed by United States mail, postage
prepaid, and received by the Secretary not fewer than sixty calendar days prior to the meeting;
provided, however, that in the event that the date of the meeting is not publicly announced by
mail, press release or otherwise or disclosed in a public report, information statement, or other
filing made with the Securities and Exchange Commission, in either case, at least seventy
calendar days prior to the meeting, notice by the stockholder to be timely must be received by the
Secretary, as provided above, not later than the close of business on the tenth day following the
day on which such notice of the date of the meeting or such public disclosure or filing was made.
To be proper, a stockholder’s notice to the Secretary must be in writing and must set forth as to
each matter the stockholder proposes to bring before the Annual Meeting (a) a description in
reasonable detail of the business desired to be brought before the Annual Meeting and the
reasons for conducting such business at the Annual Meeting, (b) the name and address, as they
appear on the Company books, of the stockholder proposing such business or granting a proxy to
the proponent or an intermediary, (c) a representation that the stockholder is a holder of record of
stock of the Company entitled to vote at such meeting and intends to appear in person or by
proxy at the meeting to nominate the person or persons specified in the notice, (d) the name and
address of the proponent, if the holder of a proxy from a qualified stockholder of record, and the
names and addresses of any intermediate proxies, (¢) the class and number of shares of the
Company which are beneficially owned by the stockholder, and (f) any material interest of the
stockholder or the proponent in such business. The chairman of an Annual Meeting shall
determine whether business was properly brought before the meeting, which determination
absent manifest error will be conclusive for all purposes.

Section 5. The Chairman of the Board, if present, and in his absence the President, and
the Secretary of the Company, shall act as Chairman and Secretary, respectively, at each
stockholders meeting, unless otherwise provided by the Board of Directors prior to the meeting.
Unless otherwise determined by the Board of Directors prior to the meeting, the Chairman of the
stockholders® meeting shall determine the order of business and shall have the authority in his
discretion to regulate the conduct of any such meeting, including, without limitation, by
imposing restrictions on the persons (other than stockholders of the Company or their duly
appointed proxies) who may attend any such stockholders’ meeting, by determining whether any
stockholder or his proxy may be excluded from any stockholders’ meeting based upon any
determination by the Chairman, in his sole discretion, that any such person has unduly disrupted
or is likely to disrupt the proceedings thereat, and by regulating the circumstances in which any
person may make a statement or ask questions at any stockholders’ meeting.

Section 6. The Company shall be entitled to treat the holder of record of any share or
shares as the holder in fact thereof and, accordingly, shall not be bound to recognize any
equitable or other claim to or interest in such share on the part of any other person whether or not
it shall have express or other notice thereof, except as expressly provided by law.

Section 7. The Board of Directors may postpone and reschedule any previously
scheduled annual or special meeting of stockholders and may adjourn any convened meeting of
stockholders to another date and time as specified by the chairman of the meeting.
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ARTICLE III
BOARD OF DIRECTORS

Section 1. The Board shall be composed of such number of Directors as shall be set by
resolution of the Board. The number of Directors may be changed from time to time by
resolution of the Board of Directors or by amendment to these By-laws, but no decrease in the
number of Directors shall have the effect of shortening the term of any incumbent Director.
Unless a Director dies, resigns or is removed, he shall hold office until the next annual meeting
of the shareholders or until a successor is elected, whichever is later. Directors need not be
shareholders of the corporation or residents of the Commonwealth of Kentucky or of the
Commonwealth of Virginia. Except as otherwise expressly provided by the Articles of
Incorporation, the Board of Directors may fill, until the first annual election thereafter and until
the necessary election shall have taken place, vacancies occurring at any time in the membership
of the Board by death, resignation or otherwise. Written notice of such resignation shall be made
as provided by law.

Section 2. Nominations for the election of directors may be made by the Board of
Directors or a committee appointed by the Board of Directors or by any stockholder entitled to
vote in the election of directors generally. However, any stockholder entitled to vote in the
election of directors generally may nominate one or more persons for election as directors at a '
meeting only if the stockholder has given timely and proper notice théreof to the Secretary. To
be timely, a stockholders notice must be given by personal delivery or mailed by United States
mail, postage prepaid, and received by the Secretary not fewer than sixty calendar days or more
than ninety calendar days prior to the meeting; provided, however, that in the event that the date
of the meeting is not publicly announced by mail, press release or otherwise or disclosed in a
public report, information statement or other filing made with the Securities and Exchange
Commission, in either case, at least seventy calendar days prior to the meeting, notice by the
stockholder to be timely must be so received by the Secretary, as provided above, not later than
the close of business on the tenth day following the day on which such notice of the date of the
meeting or such public disclosure or filing was made. To be proper, a stockholder’s notice of
nomination to the Secretary must be in writing and must set forth as to each nominee: (a) the
name and address, as they appear on the Company books, of the stockholder who intends to
make the nomination or granting a proxy to the proponent or an intermediary; (b) the name and
address of the person or persons to be nominated; (c) a representation that the stockholder is a
holder of record of stock of the Company entitled to vote at such meeting and intends to appear
in person or by proxy at the meeting to nominate the person or persons specified in the notice;
(d) a description of all arrangements or understandings between the stockholder and each
nominee and any other person or persons (naming such person or persons) pursuant to which the
nomination or nominations are to be made by the stockholder; (e) such other information
regarding each nominee proposed by such stockholder as would be required to be included in a
proxy statement filed pursuant to the proxy rules of the Securities and Exchange Commission,
had the nominee been nominated, or intended to be nominated, by the Board of Directors,
provided that (i) such information does not in any way violate any applicable Securities and
Exchange Commission regulation, including regulations concerning public availability of
information, and (ii) any information withheld on such basis shall be provided by separate notice
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at such time as would not be in violation of any applicable Securities and Exchange Commission
regulation, such notice to be a supplement to the notice otherwise required herein; (f) the class
and number of shares of the Company which are beneficially owned by the stockholder; and
(g) the signed consent of each nominee to serve as a director of the Company if so elected.

Section 3. If the Chairman of the meeting for the election of Directors determines that a
nomination of any candidate for election as a director at such meeting was not made in
accordance with the applicable provisions of these By-laws, such nomination shall be void.

Section 4. The Board of Directors may adopt such special rules and regulations for the
conduct of their meetings and the management of the affairs of the Company as they may
determine to be appropriate, not inconsistent with law or these By-laws.

Section 5. A regular meeting of the Board of Directors shall be held as soon as
practicable after the annual meeting of stockholders in each year. In addition, regular quarterly
meetings of the Board may be held at the general offices of the Company in Kentucky, or at such
other place as shall be specified in the notice of such meeting on the last Monday of January,
July and October in each year. Written notice of every regular meeting of the Board, stating the
time of day at which such meeting will be held, shall be given to each Director not less than two
days prior to the date of the meeting. Such notice may be given personally in writing, or by
telegraph or other written means of electronic communication, or by depositing the same,
properly addressed, in the mail.

Section 6. Special meetings of the Board may be called at any time by the Chairman of
the Board, or the President, or by a Vice-President when acting as President, or by any two
Directors. Notice of such meeting, stating the place, day and hour of the meeting shall be given
to each Director not less than one day prior to the date of the meeting. Such notice may be given
personally in writing, or by telegraph or other written means of electronic communication, or by
depositing the same, properly addressed, in the mail.

Section 7. Notice of any meeting of the Board may be waived by any Director.

Section 8. A majority of the Board of Directors shall constitute a quorum for the
transaction of business at any meeting of the board, but a less number may adjourn the meeting
to some other day or sine die. The Board of Directors shall keep minutes of their proceedings at
their meetings. The members of the Board may be paid such fees or compensations for their
services as Directors as the Board, from time to time, by resolution, may determine.

Section 9. The Chairman of the Board, if such person is present, shall serve as Chairman
at each regular or special meeting of the Board of Directors and shall determine the order of
business at such meeting. If the Chairman of the Board is not present at a regular or special
meeting of the Board of Directors, the Vice Chairman of the Board shall serve as Chairman of
such meeting and shall determine the order of business of such meeting. The Board of Directors
may elect one of its members as Vice Chairman of the Board.



Case No. 2018-00294

Attachment to Response to PSC-1 Question No. 1
Page 7 of 10

Conroy

ARTICLE IV
COMMITTEES

Section 1. The Board of Directors may, by resolution passed by a majority of the whole
Board, appoint an Executive Committee of not less than three members of the Board, including
the Chairman of the Board, if there be one, and the President of the Company. The Executive
Committee may make its own rules of procedure and elect its Chairman, and shall meet where
and as provided by such rules, or by resolution of the Board of Directors. A majority of the
members of the Committee shall constitute a quorum for the transaction of business. During the
intervals between the meetings of the Board of Directors, the Executive Committee shall have all
the powers of the Board in the management of the business and affairs of the Company except as
limited by statute, including power to authorize the seal of the Company to be affixed to all
papers which require it, and, by majority vote of all its members, may exercise any and all such
powers in such manner as such Committee shall deem best for the interests of the Company, in
all cases in which specific directions shall not have been given by the Board of Directors. The
Executive Committee shall keep regular minutes of its proceedings and report the same to the
Board at meetings thereof.

Section 2. The Board of Directors may appoint other committees, standing or special,
from time to time from among their own number, or otherwise, and confer powers on such
committees, and revoke such powers and terminate the existence of such committees at its

pleasure.

Section 3. Meetings of any committee may be called in such manner and may be held at
such times and places as such committee may by resolution determine, provided that a meeting
of any committee may be called at any time by the Chairman of the Board or by the President.
Notice of such meeting, stating the place, day and hour of the meeting shall be given to each
Director not less than one day prior to the meeting. Such notice may be given personally in
writing, or by telegraph or other written means of electronic communication, or by depositing the
same, properly addressed, in the mail. Members of all committees may be paid such fees for
attendance at meetings as the Board of Directors may determine.

ARTICLE YV
OFFICERS

Section 1. The officers of the Company shall be a Chief Executive Officer, President,
Chief Operating Officer, Chief Financial Officer, Chief Administrative Officer, one or more
Vice Presidents, Secretary, Treasurer, Controller or such other officers (including, if so directed
by a resolution of the Board of Directors, the Chairman of the Board) as the Board or the Chief
Executive Officer may from time to time elect or appoint. Any two of the offices may be
combined in one person, but no officer shall execute, acknowledge, or verify any instrument in
more than one capacity. If practicable, officers are to be elected or appointed by the Board of
Directors or the Chief Executive Officer at the first meeting of the Board following the annual



Case No. 2018-00294

Attachment to Response to PSC-1 Question No. 1
Page 8 of 10

Conroy

meeting of stockholders and, unless otherwise specified, shall hold office for one year or until
their successors are elected and qualified. Any vacancy shall be filled by the Board of Directors
or the Chief Executive Officer. Except as provided below, officers shall perform those duties
usually incident to the office or as otherwise required by the Board of Directors, the Chief
Executive Officer, or the officer to whom they report. An officer may be removed with or
without cause and at any time by the Board of Directors or by the Chief Executive Officer.

Section 2. The Chief Executive Officer of the Company shall have full charge of all of
the affairs of the Company and shall report directly to the Board of Directors.

Section 3. The President, should that office be created and filled, shall exercise such
functions as may be delegated by the Chief Executive Officer and shall exercise the functions of
the Chief Executive Officer during the absence or disability of the Chief Executive Officer.

Section 4. The Chief Operating Officer, should that office be created and filled, shall
have responsibility for the management and direction of the Company, subject to the direction
and approval of the Chief Executive Officer.

Section 5. The Chief Financial Officer, should that office be created and filled, shall
have responsibility for the financial affairs of the Company, including maintaining accurate
books and records, meeting all financial reporting requirements and controlling Company funds,
subject to the direction and approval of the Chief Executive Officer.

Section 6. The Chief Administrative Officer, should that office be created and filled,
shall have responsibility for the general administrative and human resources operations of the
Company, subject to the direction and approval of the Chief Executive Officer.

Section 7. The Vice President or Vice Presidents, should such offices be created and
filled, may be designated as Vice President, Senior Vice President or Executive Vice President,
as the Board of Directors or Chief Executive Officer may determine. '

Section 8. The Secretary shall be present at and record the proceedings of all meetings of
the Board of Directors and of the stockholders, give notices of meetings of Directors and
stockholders, have custody of the seal of the Company and affix it to any instrument requiring
the same, and shall have the power to sign certificates for shares of stock of the Company.

Section 9. The Treasurer, should that office be created and filled, shall have
responsibility for all receipts and disbursements of the Company and be custodian of the
Company's funds.

Section 10. The Controller, should that office be created and filled, shall have
responsibility for the accounting records of the Company.
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ARTICLE VI
MISCELLANEOUS

Section 1. The funds of the Company shall be deposited to its credit in such banks or
trust companies as are selected by the Treasurer, subject to the approval of the chief executive
officer. Such funds shall be withdrawn only on checks or drafts of the Company for the purpose
of the Company, except that such funds may be withdrawn without the issuance of a check or
draft (a) to effect a transfer of funds between accounts maintained by the Company at one or
more depositaries; (b) to effect the withdrawal of funds, pursuant to resolution of the Board of
Directors, for the payment of either commercial paper promissory notes of other entities or
government securities purchased by the Company; (c) to effect a withdrawal of funds by the
Company pursuant to the terms of any agreement or other document, approved by the Board of
Directors, which requires or contemplates payment or payments by the Company by means other
than a check or draft; or (d) to effect a withdrawal of funds for such other purpose as the Board
of Directors by resolution shall provide. All checks and drafts of the Company shall be signed in
such manner and by such officer or officers or such individuals as the Board of Directors, from
time to time by resolution, shall determine. Only checks and drafts so signed shall be valid
checks or drafts of the Company.

Section 2. No debt shall be contracted except for current expenses unless authorized by
the Board of Directors or the Executive Committee, and no bills shall be paid by the Treasurer
unless audited and approved by the Controller or some other person or committee expressly
authorized by the Board of Directors or the Executive Committee, to audit and approve bills for
payment. All notes of the Company shall be executed by two different officers of the Company.
Either or both of such executions may be by facsimile.

Section 3. The fiscal year of the Company shall close at the end of December annually.
ARTICLE VII

INDEMNIFICATION OF DIRECTORS, OFFICERS,
EMPLOYEES AND AGENTS

Section 1. Unless prohibited by law, the Company shall indemnify each of its Directors,
officers, employees and agents against expenses (including attorneys fees), judgments, taxes,
fines and amounts paid in settlement, incurred by such person in connection with, and shall
advance expenses (including attorneys fees) incurred by such person in defending any
threatened, pending or completed action, suit or proceeding (whether civil, criminal,
administrative or investigative) to which such person was, is, or is threatened to be made a party
by reason of the fact that such person is or was a Director, officer, employee or agent of another
domestic or foreign corporation, partnership, joint venture, trust, other enterprise, or employee
benefit plan. Advancement of expenses shall be made upon receipt of a written statement of his
good faith belief that he has met the standard of conduct as required by statute and a written
undertaking, with such security, if any, as the Board may reasonably require, by or on behalf of
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the person seeking indemnification, to repay amounts advanced if it shall ultimately be
determined that such person is not entitled to be indemnified by the Company.

Section 2. In addition (and not by way of limitation of) the foregoing provisions of
Section 1 of this Article VII and the provisions of the Kentucky Business Corporation Act, each
person (including the heirs, executors, administrators and estate of such person) who is or was or
had agreed to become a Director, officer, employee or agent of the Company and each person
(including the heirs, executors, administrators and estate of such person) who is or was serving
or who had agreed to serve at the request of the Directors or any officer of the Company as a
Director, officer, employee, trustee, partner or agent of another corporation, partnership, joint
venture, trust, employee benefit plan or other enterprise shall be indemnified by the Company to
the fullest extent permitted by the Kentucky Business Corporation Act or any other applicable
laws as presently or hereafter in effect. Without limiting the generality or the effect of the
foregoing, the Company is authorized to enter into one or more agreements with any person
which provide for indemnification greater or different than that provided in this Article VII. Any
repeal or modification of this Article by the stockholders of the Company shall not adversely
affect any indemnification of any person hereunder in respect of any act or omission occurring
prior to the time of such repeal or modification.

Section 3. The Company may purchase and maintain insurance on behalf of any person
who is or was entitled to indemnification as described above, whether or not the Company would
have the power or duty to indemnify such person against such liability under this Article VII or
applicable law.

Section 4. To the extent required by applicable law, any indemnification of, or advance
of expenses to, any person who is or was entitled to indemnification as described above, if
arising out of a proceeding by or in the right of the Company, shall be reported in writing to the
stockholders with or before the notice of the next stockholder’ meeting.

Section 5. The indemnification provided by this Article VII: (a) shall not be deemed
exclusive of any other rights to which the Company’s Directors, officers, employees or agents
may be entitled pursuant to the Articles of Incorporation, any agreement of indemnity, as a
matter of law or otherwise; and (b) shall continue as to a person who has ceased to be a Director,
officer, employee or agent and shall inure to the benefit of such person’s heirs, executors and
administrators.

ARTICLE VIII

AMENDMENT OR REPEAL OF BY-LAWS

These By-laws may be added to, amended or repealed at any meeting of the Board of Directors,
and may also be added to, amended or repealed by the stockholders.

o:\board\corp\corp-doc\kentucky utilities bylaws.doc
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 2

Responding Witness: Christopher M. Garrett

Provide the current organization chart, showing the relationship between the utility
and any affiliates, divisions, etc. Show the relative positions of all entities and
affiliates with which the utility routinely has business transactions.

A current organization chart is attached showing the relationship from KU to its
ultimate parent company, PPL Corporation (“PPL”). The chart also shows
relationships with PPL and LG&E and KU Energy LLC entities and affiliates with
which KU routinely has business transactions, namely:

LG&E and KU Energy LLC (“LKE”) — Parent company of KU and wholly
owned subsidiary of PPL.

Louisville Gas and Electric Company (“LG&E”) — Electric and gas utility
subsidiary of LKE and sister utility company of KU.

LG&E and KU Services Company (“LKS”) — Centralized service company as
permitted under FERC rules and regulations and a wholly owned subsidiary of
LKE. Also acts as payment agent for certain transactions for LKE affiliates.
LG&E and KU Capital LLC — Non-regulated holding company and wholly
owned by LKE.

LG&E Energy Marketing, Inc. — Inactive power marketing company and
wholly owned by LKE.

Electric Energy, Inc. — An entity that owns and operates a coal-fired plant and
a natural gas facility in which KU owns a 20% interest. KU has no business
transactions with Electric Energy, Inc.

Ohio Valley Electric Corporation — An entity that owns and operates two coal-
fired power plants in which KU owns a 2.5% stockholder interest. LG&E is
also a stockholder in OVEC.

PPL Corporation — Parent company of LKE and parent of U.S. income tax filing
group.

PPL Electric Utilities Corporation — Electric utility and a wholly owned
subsidiary of PPL.

PPL Services Corporation — Centralized service company of PPL that provides
administrative, management and support services to PPL and its subsidiaries.
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PPL EU Services Corporation — Centralized service company of PPL as
permitted under FERC rules and regulations that provides support primarily to
PPL Electric Utilities Corporation.

PPL Capital Funding, Inc. — a subsidiary of PPL. Provides letter of credit
services for PPL affiliates.



Corporate Organizational Chart (Extract)

Ohio Valley Electric
Corporation
LG&E (5.63%)
KU (2.5%)

Electric Energy, Inc.
(20%)

Entities/affiliates with which utility has routine transactions. (Electric

Energy Inc. shown for completeness only.)

October 2018
PPL Corporation
: . LG&E and KU
gPL_EU PPL Services PPLIJ‘ E_Igctrlc PPL Capital Energy LLC
ervices Corporation tlities Funding, Inc.
Corporation Corporation
| [
. A LG&E
Louisville Gas and Kentucky Utilities LG&E and KU LG&E and KU Energy Marketing
Electric Company Company Capital LLC Services Company Inc
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 3
Responding Witness: Daniel K. Arbough

Provide the capital structure at the end of the ten most recent calendar years and
each of the other periods shown in Schedule 3a and Schedule 3b.

See attached.
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Kentucky Utilities Company
Case No. 2018-00294

Question No. 3

Responding Witness: Daniel K. Arbough

Comparative Capital Structures (Excluding JDIC)

For the Periods as Shown

"000 Omitted"
Schedule 3a
2008 2009 2010 2011 2012
Type of Capital Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Long-Term Debt ~ $1,513,752  46.24% $1,630,952 44.55% $1,806,360 46.41% $1,807,216 45.92% $1,810,590 44.62%
Short-Term Debt 16,247 0.50% 77,975 2.13% 10,434 0.27% - 0.00% 69,992 1.73%
Preferred Stock - 0.00% - 0.00% - 0.00% - 0.00% - 0.00%
Common Equity 1,743,493 53.26% 1,951,966 53.32% 2,075,467 53.32% 2,128,238 54.08% 2,176,783  53.65%
Other - - - - - - - - - -
Total Capitalization $ 3,273,492 100.00% $ 3,660,893 100.00% $ 3,892,261 100.00% $ 3,935,454 100.00% $ 4,057,365 100.00%
Latest Available
2013 2014 2015 2016 2017 Quarter 06/30/2018
Type of Capital Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Long-Term Debt  $2,060,555 44.33% $2,062,562 42.11% $2,311,299 45.87% $2,313,016 45.84% $2,315328 4531% $2,316,551 44.07%
Short-Term Debt 149,967 3.23% 235,592 4.81% 47,997 0.95% 15,999 0.32% 44,958 0.88% 133,430 2.54%
Preferred Stock - 0.00% - 0.00% - 0.00% - 0.00% - 0.00% - 0.00%
Common Equity 2,437,296 52.44% 2,599,430 53.08% 2,679,353 53.18% 2,716,575 53.84% 2,749,497 53.81% 2,806,866 53.39%
Other - - - - - - - - - -
Total Capitalization $ 4,647,818 100.00% $ 4,897,584 100.00% $ 5,038,649 100.00% $5,045590 100.00% $ 5,109,783 100.00% $ 5,256,847 100.00%

Total long-term debt includes the short-term portion of long-term debt.

Numbers may not foot to total due to rounding.

Attachment to Response to PSC-1 Question No. 3
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Kentucky Utilities Company
Case No. 2018-00294

Question No. 3
Responding Witness: Daniel K. Arbough

Calculation of Average Capital Structure
12 Months Ended December 31, 2017

""000 Omitted"
Schedule 3b
Total
Long-Term Unamortized Unamortized  Short-Term Preferred Common Retained Common

Line Total Capital Debt Long-Term Debt Expesne Loss Debt Stock Stock Earnings Equity
No. Item (a) (b) © (d) ® @ (h) 0]

1 Beginning Balance 5,045,590 2,313,016 2,341,674 (19,222) (9,436) 15,999 - 889,864 1,826,711 2,716,575

2 Jan-17 5,080,233 2,312,931 2,341,716 (19,404) (9,381) 23,000 - 889,864 1,854,438 2,744,302

3 Feb-17 5,024,552 2,313,163 2,341,758 (19,263) (9,332) 17,999 - 889,864 1,803,526 2,693,390
4 Mar-17 5,059,713 2,313,437 2,341,804 (19,088) (9,279) 35,996 - 891,677 1,818,603 2,710,280

5 Apr-17 5,065,343 2,313,699 2,341,848 (18,922) (9,227) 25,998 - 891,677 1,833,969 2,725,646

6 May-17 5,054,894 2,313,977 2,341,894 (18,745) (9,172) 37,998 - 891,677 1,811,242 2,702,919

7 Jun-17 5,090,795 2,314,245 2,341,938 (18,573) (9,120) 50,991 - 891,677 1,833,882 2,725,559

8 Jul-17 5,094,035 2,314,522 2,341,984 (18,396) (9,066) 24,000 - 891,677 1,863,836 2,755,513

9 Aug-17 5,036,253 2,314,797 2,342,029 (18,220) (9,012) - - 891,677 1,829,779 2,721,456
10 Sep-17 5,056,720 2,314,610 2,342,074 (18,504) (8,960) - - 891,677 1,850,433 2,742,110
11 Oct-17 5,070,603 2,314,872 2,342,119 (18,332) (8,915) - - 891,677 1,864,054 2,755,731
12 Nov-17 5,034,382 2,315,095 2,342,164 (18,198) (8,871) - - 891,677 1,827,610 2,719,287
13 Dec-17 5,109,782 2,315,328 2,342,209 (18,055) (8,826) 44,957 - 891,677 1,857,820 2,749,497
14 Total 65,822,895 30,083,692 276,938 - 11,586,362 23,875,903 35,462,265
15 Average Balance 5,063,300 2,314,130 21,303 - 891,259 1,836,608 2,727,867
16 Average Capitalization Ratios 45.70% 0.42% 0.00% 17.60% 36.27% 53.88%
17 End-of-period Capitalization Ratios 45.31% 0.88% 0.00% 17.45% 36.36% 53.81%

Note: (1) Common Stock (g) includes Common Stock, Common Stock Expense, Paid in Capital, and Other Comprehensive Income.

Numbers may not foot to total due to rounding.
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 4
Responding Witness: Daniel K. Arbough
Q-4. Provide the following:

a. A list of all outstanding issues of long-term debt as of the end of the latest
calendar year together with the related information as shown in Schedule 4a.

b. An analysis of short-term debt as shown in Schedule 4b as of the end of the
latest calendar year.

A-4.
a. See attached.

b. See attached.



Kentucky Utilities

Case No. 2018-00294

Question No. 4a

Responding Witness: Daniel K. Arbough

Schedule of Outstanding Long-Term Debt
For the Year Ended December 31, 2017

Schedule 4a
Coupon Cost Rate Annualized
Type of Date of Date of Amount Interest Cost Rate at Maturity Bond Rating Type of Cost
Debt Issue Issue Maturity Outstanding (5) Rate (1) at Issue (2) at 12/31/2017 (3) at Issuance (4) Obligation Col. (d) x Col. (9)
Line No. (@ (b) (c) (d) (e) () (@) (h) ® (0]

1 Pollution Control Bond (Variable Rate) 5/19/2000 5/1/2023 12,900,000 1.630% 1.630% 2.750% AAA; Aaa Secured $ 354,699
2 Pollution Control Bond (Variable Rate) 5/23/2002  2/1/2032 20,930,000 1.250% 1.250% 1.542% A-IA2; A1/P-1 Secured 322,839
3 Pollution Control Bond (Variable Rate) 5/23/2002  2/1/2032 2,400,000 1.250% 1.250% 1.638% A-IA2; A1/P-1 Secured 39,311
4 Pollution Control Bond (Variable Rate) 5/23/2002 2/1/2032 2,400,000 1.250% 1.250% 1.934% A-IA2; A1/P-1 Secured 46,405
5 Pollution Control Bond (Variable Rate) 5/23/2002  2/1/2032 7,400,000 1.050% 1.050% 1.364% A-IA2; A1/P-1 Secured 100,967
6 Pollution Control Bond (Variable Rate) 10/20/2004 10/1/2034 50,000,000 1.700% 1.700% 2.670% AAA; Aaa Secured 1,334,878
7 Pollution Control Bond (Variable Rate) 2/23/2007 10/1/2034 54,000,000 1.740% 1.740% 2.608% AAA; Aaa Secured 1,408,222
8 Pollution Control Bond 5/24/2007  2/1/2026 17,875,000 5.750% 5.750% 5.936% AAA; Aaa Secured 1,061,133
9 Pollution Control Bond 5/24/2007  3/1/2037 8,927,000 6.000% 6.000% 6.180% AAA; Aaa Secured 551,685
10 Pollution Control Bond (Variable Rate) 10/17/2008  2/1/2032 77,947,405 1.730% 1.730% 2.650% BBB+/A-2; A2/VMIG 1 Secured 2,065,753
11 Pollution Control Bond (Put Rate) 8/25/2016  9/1/2042 96,000,000 1.050% 1.050% 1.501% A; Al Secured 1,440,791
12 First Mortgage Bond 11/16/2010 11/1/2020 499,462,301 3.250% 3.288% 3.376% A; A2 Secured 16,859,554
13 First Mortgage Bond 11/16/2010 11/1/2040 743,798,159 5.125% 5.161% 5.238% A; A2 Secured 38,958,710
14 First Mortgage Bond 11/14/2013 11/15/2043 248,447,874 4.650% 4.674% 4.175% A-; A2 Secured 10,371,820
15 First Mortgage Bond 9/28/2015 10/1/2025 249,916,787 3.300% 3.304% 3.948% A; Al Secured 9,867,539
16 First Mortgage Bond 9/28/2015 10/1/2045 249,808,137 4.375% 4.378% 4.810% A Al Secured 12,016,314
17 Revolving Credit Facility 890,389
18 Letter of Credit Facility 177,214
19 Called Bond Expense 5,821
20
21
22 Total Long-Term Debt and Annualized Cost $ 2,342,212,662 $ 97,874,043
23
24 Annualized Cost Rate (Total col (j) / Total Col. (d)) 4.179%

(1) Nominal Rate. (For Variable Rate Bonds - Nominal Rate is interest rate as of 12/31/2017)
(2) Nominal Rate Plus Discount or Premium Amortization
(3) Nominal Rate Plus Discount or Premium Amortization and Issuance and Credit Enhancement Cost

(4) Standard and Poor's / Moody's
(5) Bonds are shown net of discount.

Case No. 2018-00294
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Kentucky Utilities Company
Case No. 2018-00294

Question No. 4b
Responding Witness: Daniel K. Arbough

Schedule of Outstanding Short-Term Debt
For the 12 Months Ended December 31, 2017

Annualized
Type of Debt Amount Nominal Interest Effective Interest Interest Cost
Instrument Date of Issue Date of Maturity Outstanding Rate Rate Col. (f) x Col. (d)
Line No. @ (b) (c) (d) () () )

1 Commercial Paper Program Various Various $ 44,957,426 Various 1.999% $ 898,834
2 Total Short-Term Debt and Annualized Cost $ 44,957,426 $ 898,834
3 Annualized Cost Rate (Total col (g) / Total Col. (d)) 1.999%
4 Actual Interest Paid or Accrued on Short-Term Debt During the Year 226,694
5 Average Short-Term Debt, Test-Year 18,580,719
6 Test-Year Interest Cost Rate (Actual Interest / Average Short-Term Debt) 1.220%

Case No. 2018-00294
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 5
Responding Witness: Daniel K. Arbough

Q-5. Provide a list of all outstanding issues of preferred stock as of the end of the latest
calendar year as shown in Schedule 5.

A-5.  There were no outstanding issues of preferred stock during the twelve months
ended December 31, 2017.



KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 6

Responding Witness: Daniel K. Arbough

Provide the following:

a.

List all issues of common stock in the primary market during the ten most recent
calendar years as shown in Schedule 6a.

The common stock information on a quarterly and yearly basis for the five most
recent calendar years available, and through the latest available quarter as
shown in Schedule 6b.

The market prices for common stock for each month during the five most recent
calendar years and for succeeding months through the date the application is
filed. List all stock splits and stock dividends by date and type.

There were no issues of KU common stock during the 10 most recent calendar
years.

See attached schedule.

All KU outstanding common stock is held by LG&E and KU Energy LLC, is
not listed on a stock exchange, and thus does not have a market price. There
have been no stock splits or stock dividends during the five most recent calendar
years and for the succeeding months through the date the application is filed.
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Case No. 2018-00294
Question No. 6b
Responding Witness: Daniel K. Arbough
Quarterly and Annual Common Stock Information
For the Periods as shown
Average Book Earnings Dividend Return on
Period Number of Shares Value Per Share (1) Rate per Share (2) Average Common (3)
Equity Outstanding (%) (%) (%) (%)
2013 Calendar Year:
1st Quarter 37,817,878 308,139,978 1.70 0.34 2.89%
2nd Quarter 37,817,878 308,139,978 1.14 111 1.88%
3rd Quarter 37,817,878 308,139,978 1.67 0.74 2.70%
4th Quarter 37,817,878 308,139,978 1.52 1.08 2.40%
Annual 37,817,878 308,139,978 6.03 3.28 9.85%

2014 Calendar Year:

1st Quarter 37,817,878 308,139,978 2.02 0.98 3.08%
2nd Quarter 37,817,878 308,139,978 1.07 1.30 1.61%
3rd Quarter 37,817,878 308,139,978 1.47 0.69 2.18%
4th Quarter 37,817,878 308,139,978 1.24 0.95 1.82%

Annual 37,817,878 308,139,978 5.80 3.91 8.67%

2015 Calendar Year:

1st Quarter 37,817,878 308,139,978 2.07 0.79 2.98%
2nd Quarter 37,817,878 308,139,978 1.03 1.35 1.47%
3rd Quarter 37,817,878 308,139,978 1.90 0.66 2.70%
4th Quarter 37,817,878 308,139,978 1.17 1.24 1.65%

Annual 37,817,878 308,139,978 6.17 4.05 8.81%

2016 Calendar Year:

1st Quarter 37,817,878 308,139,978 1.98 1.69 2.79%
2nd Quarter 37,817,878 308,139,978 1.45 1.30 2.03%
3rd Quarter 37,817,878 308,139,978 2.06 2.22 2.87%
4th Quarter 37,817,878 308,139,978 1.53 1.35 2.13%

Annual 37,817,878 308,139,978 7.02 6.56 9.82%

2017 Calendar Year:

1st Quarter 37,817,878 308,139,978 1.64 1.85 2.28%
2nd Quarter 37,817,878 308,139,978 1.46 1.06 2.03%
3rd Quarter 37,817,878 308,139,978 2.05 1.61 2.84%
4th Quarter 37,817,878 308,139,978 1.65 1.45 2.27%

Annual 37,817,878 308,139,978 6.80 5.98 9.42%

2018 Calendar Year:
1st Quarter 37,817,878 308,139,978 2.32 2.09 3.19%
2nd Quarter 37,817,878 308,139,978 1.60 1.51 2.18%

(1) Kentucky Utilities Company does not report earnings per share numbers, these are calculated for this response.

(2) LG&E and KU Energy LLC (LKE) is Kentucky Utilities Company's sole shareholder. Kentucky Utilities Company pays
dividends to LKE.

(3) Return on average common equity is calculated using two point average for quarterly calculations and five point average of common equity
for annual calculations.



KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 7
Responding Witness: Daniel K. Arbough

Q-7. Provide a computation of fixed charge coverage ratios for the ten most recent
calendar years as shown in Schedule 7.

A-7. The calculation of the fixed charge coverage ratio using the Securities and
Exchange Commission method is attached.



Earnings:
Net income

Additions
Federal income taxes - current
State income taxes - current
Federal income taxes - deferred
State income taxes - deferred
Investment tax credit
Mark to market impact of derivative instruments
Undistributed income of Electric Energy, Inc.
Fixed charges

Income Available for Fixed Charge Coverage
Fixed charges:
Interest expense

Preferred Stock dividends per statements of income
Estimated interest component of operating rentals

Fixed Charges

Fixed Charge Coverage Ratio

Kentucky Utilities Company

Case No. 2018-00294

Question No. 7

Responding Witness: Daniel K. Arbough

Computation of Fixed Charge Coverage Ratios

For the Periods as Shown

"000,000 Omitted"
2008 | 2009 2012 ] 2013 | 2014 | 2015 | 2016 | 2017 |
157 133 175 178 137 228 220 234 265 259
46 (5) 59 8) (20) 51 (95) (21) 31 -
10 1 12 4 @) 12 6 1 5 7
(9) 43 24 101 91 63 212 143 110 138
(3) 7 3 10 11 8 14 19 19 16
25 21 - ®3) ®3) 2 2 2 2 2
(€] 1 - - - - - - - -
- 1 4 1) 33 1) 1) 1) 1) 1
77 79 82 73 72 73 80 86 100 100
302 291 351 354 320 432 434 459 527 519
74 76 79 70 69 70 77 82 96 96
3 3 3 3 3 3 3 4 4 4
77 79 82 73 72 73 80 86 100 100
3.92 3.68 4.28 4.85 4.44 5.92 5.43 5.34 5.27 5.19
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s First Request for Information
Dated September 19, 2018

Case No. 2018-00294
Question No. 8
Responding Witness: Christopher M. Garrett

Provide utility’s internal accounting manuals, directives, and policies and
procedures.

See attached.
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Kentucky Utilities
Case No. 2018-00294
Internal Accounting Policies Index

Subject

Balance Sheet Account Reconciliation

Journal Entries Policy

Journal Entries Policy Appendix A

Intercompany Billing and Settlement Policy
Consolidation Process Policy

Related Party Transactions

Materiality Policy

Materiality Policy Appendix A

Materiality Policy Appendix B

SEC Reporting Requirements

Subsequent Events Policy

Asset Liability Classification

Waived Adjustments

Financial Statements Disclosures and Filing Requirements
Appendix 1 Back Up Certification Organization Chart
Derivatives and Hedging

Contractual Review

Goodwill

Leases

Contingencies

Pension and Postretirement Plans

Chart of Accounts and GLAFF Updates

Oracle System Interface Balancing

EiS Governance Policy and Procedures

Capital Additions and Retirements Policies and Procedures
Capital AFUDC Policy and Procedures

AFUDC Appendix

Capital Asset Retirement Obligations Policy and Procedures

Capital Depreciation Policy

Asset Impairment

Impairment Questionnaire Part A

Impairment Questionnaire Part B

Capital Hardware and Software Capitalization
Capitalized Property Taxes

Joint Ownership-Use Assets

Appendix A LKE Allocation

Page 1 of 494
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Contract Retainage

Oracle Burdening Process

AP-Manual Accrual

Manual Accrual Appendix A

Form for Excess or Obsolete Inventory Reviews
Inventory Management

Spreadsheet Policy

Reserve for Bad Debts

Coal Inventory Valuation

Escheatment

Discounting

CSV of Key Man Life Insurance

Compliance with GAAP

Certain Investments in Debt and Equity Securities
Debt and Interest Risk Management

Century Receivable

Intracompany Interest

Prepaids

Discontinued Operations Policy

Liquidated Damages

Lower Cost and Net Realizable Inventory
Sundry Billing

Purchase Accounting

Emission Allowances

Regulatory Assets and Liabilities

Regulatory Asset Liability Policy Appendix A
Guarantees

Variable Interest Entities

Unbilled Revenues

Regulatory Compliance

Renewable Energy Certificates

Technical Research and Whitepapers
Technical Research and Whitepapers Template
Policy and Procedure Development & Maintenance
Tax Audits

Income Tax Provision

Tax Return Compliance

Sales and Use Tax

Page 2 of 494
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250 - Balance Sheet Account Reconciliation

(Note: Text in italics indicates a key SOX control.)

Policy: All LG&E and KU Energy LLC (“LKE” or the “Company”) (including its subsidiaries)
balance sheet accounts will be reconciled and reviewed at least quarterly.

Procedure: The balance sheet reconciliation procedure is performed per the detailed instructions
below.

Scope: All Company balance sheet accounts (referenced as simply “accounts” in the remainder
of this policy), other than accounts belonging to Oracle consolidation companies since they have
mitigating controls (see cycle/transaction 80.07 Control Activity 2 in the Sarbanes-Oxley
Compliance documentation) and since Hyperion Financial Management is the system of record
for consolidation.

Objective of Procedure: The objective of reconciling balance sheet accounts is to detect any
misclassifications or omissions made through journal entries or integrated systems within the
balance sheet accounts and to ensure completeness and accuracy of the accounts. The procedure
assists the accountants in identifying and investigating unusual items in the accounts. Assignment
of accounts to be reconciled to specific accountants is made consistent with appropriate
segregation of duties.

General Requirements:

Detailed Procedures Performed:

1. See the 354 — Materiality Policy for determining quantitative and qualitative measures for
purposes of this policy.

2. All accounts® must be reviewed for reconciliation procedures:

e All open accounts must be assigned on the account control listing to a department to ensure
that reconciliations are performed or that accounts are open only because other companies
need them. (If an account is open for one Oracle company, it must be open for all Oracle
companies. In order to detect a coding error, open accounts that should have a zero balance
must be verified.)

e All closed accounts must be either analyzed or contain a zero balance. (Accounts in Oracle
can be closed even if they have a balance. Closed accounts can be reopened, if necessary,
to continue processing of other systems (e.g., PeopleSoft) where projects have been charged
using a closed account in order to prevent delays during monthly closings.) Closed accounts
requiring analysis will be included on the balance sheet reconciliation checklist.

e An account-level trial balance must be run monthly by Corporate Accounting to determine
the completeness of the account control listing. (See cycle/transaction 080.05 Control
Activity 9 in the Sarbanes-Oxley Compliance documentation.) If the books are reopened

! Please note an exception exists for account activity and balances associated with the consolidation elimination
companies. Management has determined that these company-account combinations do not need to be reconciled
and do not have assigned risks or department owners.
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after the control listing has been prepared, the balances in the control listing must be updated
and the control listing re-balanced to ensure that it nets to zero when including the current
year net income.

3. Periodically (annually at a minimum) all accounts meeting the criteria above will be reviewed
to determine their risk ranking. The manager of the department assigned to each account will
review the previous rankings and determine if they need to be changed. Both quantitative and
qualitative factors will be used to determine an overall risk ranking to be applied to the account,
as follows:

High Risk Medium Risk* Low Risk
Material balance Yes Yes or No No
Material activity Yes Yes or No No
Material qualitative Yes Yes or No No
factor

*Any combination including both Yes’s and No’s is Medium Risk.

A material balance is defined as having greater absolute value than the threshold per the 354
— Materiality Policy identifying High-Risk or complex journal entries and key SOX controls,
which is 1.75% of full year pretax income from LG&E, KU or LKE, from the current year
budget/forecast as stated in the waived adjustment file for the most recent quarter ended at the
time of the risk assessment. This materiality threshold will be stated in the risk assessment file
and used to calculate risk level.

Material activity is defined as having average annual debits or average annual credits which
are greater than the materiality threshold as defined above. The average annual debits and
credits are calculated using the totals of the most recent twelve months’ transactions as of the
month used for the risk assessment, divided by 122,

Material qualitative factor is defined as the calculated average of the seven qualitative factors
listed in the 354 — Materiality Policy (not including the “risk level of the account involved”),
as ranked from 1 to 3, where the average is >2.5.

Managers may override the risks to a lower level than determined per the table above at their
discretion, but must document the justification for their override in the risk assessment file.
Overrides of High Risk must be approved via e-mail by the Director, Accounting and
Regulatory Reporting or the Controller. Documentation of such approval must be retained in

2 In the case of new accounts that have existed for less than twelve months, the average will be calculated based on
the number of months the account has existed.
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the folder where the risk assessment file is saved. Approval is required only when the initial
override occurs and will be carried forward in subsequent updates to the file.

4. When new accounts are requested, an Account Segment Change Request Form is prepared.
One section of that form is the qualitative risks (for balance sheet reconciliation ranking). New
accounts are required to be ranked on a low, medium, high scale for seven criteria and an eighth
segment asks if the account should be given a qualitative risk ranking of 3 (high) regardless of
the responses to the seven preceding questions. These rankings are then entered into a master
file detailing the rankings of all accounts by an Accounting Analyst in Corporate Accounting
and the risk as determined is entered into Oracle by the Senior Accounting Systems Support
Analyst.

5. Changes in financial statement classification for existing accounts also require an Account
Segment Change Request Form. The risk section of the form must be completed for these
changes. These rankings are then entered into a master file detailing the rankings of all accounts
by an Accounting Analyst in Corporate Accounting and the risk as determined is entered into
Oracle by the Senior Accounting Systems Support Analyst.

6. Subsequent to the risk assessment, managers may become aware of significant changes in the
usage, activity and/or balance of an account which may indicate a change needed to the risk
level. The manager should submit any needed changes in risk via e-mail to the Senior
Accounting Systems Support Analyst who will make the changes in Oracle.

7. Managers must notify the reconciliation preparers of any change in risk.

8. A centralized control listing of all open balance sheet accounts will be created monthly by an
Accounting Analyst in Corporate Accounting and saved to the shared drive
fs1\acctpolicies\Account Recs Procedures. The Accounting Analyst will compare the total row
count from all individual tabs against the total rows generated in the trial balance above to
ensure completeness. The listing will contain (at a minimum) the account number, the account
description, the current month balance, the department name, the reviewer’s initials and date
reviewed, the U.S. GAAP financial statement line item and the FERC (Utility) financial
statement line item. Optional columns for the preparer’s initials and date prepared will also be
included. This listing will identify accounts according to their risk, per Item 3 above:

e High — These accounts must be reconciled before noon on the 7" work day.
Reviews must be completed by noon on the 7" work day of each month following
the quarter end and by the 9™ work day of each month following non-quarter-
end months.

e Medium — These accounts must be reconciled and the reconciliation reviewed
by the 14th work day of each month following the quarter end and by the last
working day following non-quarter-end months.
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e Low — These accounts must be reconciled and the reconciliation reviewed at
least quarterly by the end of the month following the quarter end, or by one
working day prior to the issue date of the 10-Q or 10-K, whichever is sooner,
except for bank reconciliations which must be reconciled and reviewed monthly
per the Cash Reconciliation Policy. However, for reconciliations not complete
by the 14" work day following quarter end, a review of the balance must take
place with documentation of such review signed and dated by an Accounting
Analyst or Associate in each department and then attached to the final
reconciliation when it is complete. Low risk accounts will be marked with
“N/A” in the non-quarter-end months. However, if a preparer wishes to prepare
them on a non-quarter, the “N/A” can be overridden.

(See cycle/transaction 080.05 Control Activity 9 in the Sarbanes-Oxley Compliance
documentation.)

For zero-balance accounts (other than ZBA bank accounts), a reconciliation does not have
to be prepared separately, but only require a reviewer’s sign-off on the checklist to confirm
that the balance is zero and should be zero, quarterly. (See cycle/transaction 080.05 Control
Activity 9 in the Sarbanes-Oxley Compliance documentation.)

All account reconciliations, including the process for zero-balance accounts, must be
completed and reviewed by the end of the month following the quarter-end, or by one working
day prior to the issue date of the 10-Q or 10-K, whichever is sooner. The checklist is reviewed
monthly for completeness, with resolution of any open items needed to complete the checklist
by the last business day of each month, or by one working day prior to the issue date of the
10-Q or 10-K, whichever is sooner. (See cycle/transaction 080.05 Control Activity 9 in the
Sarbanes-Oxley Compliance documentation.)

9. The Accounting Analyst or Associate responsible for the reconciliation will review the
monthly transactions in each active balance sheet account and prepare a reconciliation of the
account. Reconciling items must be evaluated and resolved in a timely manner.

10. Reconciliations will be maintained in hard copy in a file or binder and contain the following
elements, at a minimum (alternative formats may be appropriate, but these elements must still
be contained on each reconciliation): (See cycle/transaction 080.05 Control Activity 9 in the
Sarbanes-Oxley Compliance documentation.)

e The company name;

The month;

The general ledger account name;

The general ledger account number;

A brief description of the account and its use;

The ending balance per the general ledger,

Support of the general ledger balance. The best, most independent source

should be used:
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i. Examples include - subsidiary ledgers, bank statements, support
prepared by other departments, source documentation from other
systems, invoices, contracts, or rate orders; or

ii. In cases where the balance cannot be tied to a specific source, evidence
of analysis of what makes up the account balance, ensuring that the
transactions in the account appear to be reasonable.

iii. Electronic evidence which is used to calculate, develop or support the
amounts in the SEC financial statements, including disclosures and
Management’s Discussion and Analysis, must be provided to
document the following:

o Verification of query parameters for reports run from an IT system
to document time periods, accounts, business unit, etc. used as
parameters;

o Tie out to an independent source, when available and appropriate;

o Tie out to a general ledger balance, when available and
appropriate; and/or

0 Changes made to source data downloaded from an IT system.

0 When multiple queries are exported to a spreadsheet, each
query, in its original form, must be included on a tab in the
spreadsheet and a lead sheet must be used to perform relevant
calculations from those tabs.

0 See also PPL’s guidance regarding Electronic Evidence
Requirements.

e Evidence of reconciliation of the ending balance per the general ledger to the
supporting documentation. The preparer must also agree the ending balance per
the general ledger to the balance on the control listing. The reconciling items,
individually listed, including a detailed explanation of the item, whether the
item is the result of an error (errors must be evaluated based on the 354 -
Materiality Policy), a status update of the last action taken and the date the item
is expected to be resolved,;

e The source of all amounts presented on the reconciliation;

e Column headings and line item descriptions for all data presented:;

e The file path and file name; and

e The sign-off and date signed for both the preparer and the reviewer. (The
reviewer will generally be the responsible manager or a delegate assigned by
the manager). The reviewer’s sign-off indicates that the balance sheet
reconciliation was completed according to the requirements listed above and
that the balance on the reconciliation ties to the control listing.

In addition, the following items are required for high risk reconciliations:
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e An account overview describing how the account is used, a description of the
activity recorded in the account and documentation of any triggering event that
would cause an unusual adjustment to the account.

e Documentation that analysis of unusual activity and subledger data, if
applicable, has been performed.

e Performance of trend analysis, if appropriate, with fluctuations documented at
least quarterly if there is a significant change in the account balance versus the
expected balance. Thresholds should be determined based on the preparer’s and
reviewer’s knowledge of the account activity. The EiS report “LKE High Risk
BS Trending” may be used for this purpose.

e Re-performance and documentation of critical calculations, if appropriate,
from spreadsheets without spreadsheet controls® used in the reconciliation. The
rationale for calculations selected for testing must be documented.

e Evidence of annual confirmation that support provided by a line of business has
been vetted with appropriate personnel from the line of business and that its
accounting use has been explained to them.

0 Note: The accounting impact to ratemaking mechanisms is
covered by other controls (e.g., the 3 month review of the Gas
Supply Clause, the 6 month review of the Fuel Adjustment Clause,
the 6 month and 2 year reviews of the Environmental Cost
Recovery mechanism, the annual review of the Gas Line Tracker
and Demand Side Management mechanism and the transmission
rates from the municipal formula-based rate calculations)

NOTE: Electronic evidence is defined as reports, queries, spreadsheets, e-mails or other data
generated by an IT application, reporting database or End User Computing Tool (EUCT) that
is used in the performance of internal controls over financial reporting that are in the scope of
the company’s Sarbanes-Oxley assessment. EUCTSs are applications that usually reside on an
end user’s desktop, and therefore are not traditionally subject to rigorous application and
general computer controls. Microsoft Excel spreadsheets and Access databases are examples
of common EUCTSs.

A manager or a delegate assigned by the manager will evaluate all unreconciled items or
reconciling errors monthly to determine whether further action should be taken. Reconciling
items may be written off at the manager’s discretion. Reconciling items requiring write off are
to be appropriately documented and are subject to review and approval consistent with the
limits contained in the Authority Limit Matrices.

The preparer and reviewer must have requisite knowledge of the account to ensure the balance
is appropriate and reasonable, is properly classified, including either short-term or long-term,

3 See the 950 — Spreadsheet Policy for more information on spreadsheet controls.



Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

LG&E and KU Energy LLC Accounting Policy and Procedures ¢ 2"”94
Date él/?é?H

Page 7 of 8

250 - Balance Sheet Account Reconciliation

(Note: Text in italics indicates a key SOX control.)

on the Balance Sheet, and is presented in accordance with GAAP, SEC and FERC and other
regulatory guidance, as applicable. The reviewer must be an Analyst level or above.

13. Each calendar year, approximately mid-year, Corporate Accounting will perform the following
process to affirm review of and compliance with the policies around journal entries and account
reconciliations by all individuals who prepare such.

e Corporate Accounting will contact HR to obtain from PeopleSoft a list of the
current employees of the departments that prepare or review journal entries and
account reconciliations.

e Based on that list, Corporate Accounting will send to the members of those
departments an email with a requested response date and voting buttons. The
voting options will state:

o | confirm that I have read and understand the 251 - Journal Entries Policy
and the 250 — Balance Sheet Account Reconciliation Policy. 1am in
compliance with those policies and with the related SOX controls.

o0 | have no duties related to the preparation or review of journal entries or
account reconciliations.

e Corporate Accounting will follow up with any members of those departments
who do not respond.

e Corporate Accounting will document and retain the responses in a checklist based
on the initial PeopleSoft list.

Reports Generated and Recipients:

e Balance sheet reconciliations.

Balance sheet reconciliation control listing on fs1\acctpolicies\Account Recs Procedures

EiS report “LKE High Risk BS Trending”

All reconciliations are stored on a shared drive accessible by all of the members of a given
department.

Additional Controls or Responsibility Provided by Other Procedures:
None

Requlatory Requirements:
None

Reference:

Authority Limit Matrix Company Policy

Cash Reconciliation Company Policy

354 — Materiality Policy

950 — Spreadsheet Policy

Guidelines for Spreadsheets and Other End User Computing Tools (see PPL Policies directory
on the acctrestricted drive)
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Electronic Evidence Requirements (see PPL Policies directory on the acctrestricted drive)

Key Contact:
Manager, Corporate Accounting

Corresponding PPL Policy No. and Name:
200 — Analysis of Key Account

Administrative Responsibility:
Controller
Director, Accounting and Regulatory Reporting

Date created: 9/30/04
Dates revised: 10/29/04, 8/19/05, 12/02/05, 6/16/06, 4/8/09, 9/1/09, 4/20/11, 8/5/11, 3/4/13,
11/12/13, 12/17/13, 7/16/14, 8/27/14, 3/17/15, 3/11/16, 6/16/17


file://lgeenergy.int/shares/group3/acctrestricted/Accounting%20Policies/PPL%20policies
file://lgeenergy.int/shares/group3/acctrestricted/Accounting%20Policies/PPL%20policies

Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

L G&E and KU Energy LLC Accounting Policy and Procedures 8¢ !} °f4%4
DTSt

Page 1 of 13

251 - Journal Entries Policy and Procedures

(Note: Text in italics indicates a key SOX control.)

Policy: Manual journal entries are necessary to record transactions which are not included in the
Oracle General Ledger via an automated interface, to record non-customer related transactions in
the Customer Care Solution (“CCS”), and to record consolidation entries in the Hyperion
Financial Management (HFM) system in order to complete the financial statements.

Procedure: Journal entries are prepared, entered and posted in Oracle, CCS and HFM by
authorized personnel per the detailed instructions below.

Scope: Includes journal entries for companies on Oracle either uploaded via Application
Desktop Integrator (“ADI) (with a source of Spreadsheet) or entered directly into Oracle (with a
source of Manual), manual journal entries for companies on CCS and manual journal entries
entered into HFM. Excludes automated journal entries created by interfaces, Oracle mass
allocations and Oracle project allocations.

Objective of Procedure: Journal entries must be authorized, accurate, timely and complete.
General Requirements

Detailed Procedures Performed:

Two all-inclusive checklists are maintained by Corporate Accounting on a shared drive
accessible to all departments. The “MMYY JE Checklist Standard.xIsx” file contains one tab
each for standard Oracle journal entries (routine monthly entries), CCS standard entries (LG&E
& KU only) and HFM entries. The “MMY'Y JE Checklist Non Standard.xIsx” file contains a
non-standard journal entry tab (ad hoc, non-routine entries). The two checklists include the
journal entry number, general description, the initials of the persons who prepared and approved
the entry, the date posted, and optional comments. If a standard entry does not need to be
completed for a certain month, this fact is indicated by “N/A”.

Supporting documents needed to prepare journal entries are sent to or compiled by the
department responsible for the entries. Electronic evidence which is used to calculate, develop or
support the amounts in the SEC financial statements, including disclosures and Management’s
Discussion and Analysis, must be provided to document the following:

e Verification of query parameters for reports run from an IT system to document time
periods, accounts, business unit, etc. used as parameters;

e Tie out to an independent source, when available and appropriate;

e Tie out to a general ledger balance, when available and appropriate; and/or

e Changes made to source data downloaded from an IT system. (See cycle/transaction
080.05, Control Activity 1 in the Sarbanes Oxley Compliance documentation.)
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When multiple queries are exported to a spreadsheet, each query, in its original form, must be
included on a tab in the spreadsheet and a lead sheet must be used to perform relevant
calculations from those tabs.

Electronic evidence is defined as reports, queries, spreadsheets, e-mails or other data generated
by an IT application, reporting database or End User Computing Tool (EUCT) that is used in the
performance of internal controls over financial reporting that are in the scope of the company’s
Sarbanes-Oxley assessment. EUCTSs are applications that usually reside on an end user’s
desktop, and therefore are not traditionally subject to rigorous application and general computer
controls. Microsoft Excel spreadsheets and Access databases are examples of common EUCTSs.

See also PPL’s guidance regarding Electronic Evidence Requirements.

If the journal supporting documents contain confidential information, the documents will be
maintained in the originating department and a footnote indicating the location of the documents
will be contained on the lower left side of the journal.

Oracle Journal Entries:

Oracle journal entries are prepared using an ADI template spreadsheet unless the journal entry
needs to be keyed directly into Oracle as an exception, as discussed below. The ADI template is
a standard form which may not be changed without approval from the Manager, Corporate
Accounting and the Senior Oracle Business Support Analyst. All journal entries must include a
description of the transaction and/or the reason for the journal entry.

The ADI spreadsheet should contain the elements listed in Appendix A.

ADI journal entries are printed and all supporting documentation must be attached, such that a
knowledgeable third party could understand the journal entry. If the supporting documentation is
too voluminous to be attached or confidential, the entry shall state where the detailed information
IS maintained.

The journal entries are then uploaded into Oracle. Validation occurs at two stages. The first stage
is based on General Ledger validation and prevents the journal entry from being uploaded to the
interface table until all corrections are made to the ADI template. General Ledger validation
includes the following: The category, source, currency, reversal period, and each account
segment value are compared against tables containing valid and enabled lists of values. The
accounting date is checked to ensure that it falls within an open period. Cross-validation rules
control which account segment values can be used together. If the journal entry does not balance,
a warning is given to the user who must correct the entry to be in balance. An unbalanced entry
cannot be uploaded to Oracle.
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The second stage of journal entry validation occurs against set-up values within the Project
Accounting system and occurs after the journal entry is uploaded to the interface table. The
system checks to ensure that the specified project and task numbers exist and are not closed.
Also, the system compares the account segment values set up on the projects and tasks to the
General Ledger account number on the same journal entry line to ensure that they match. In
addition, certain accounts require a project and task and the system verifies that a project and
task are entered for all journal entry lines containing the project-required accounts. Errors in this
stage of the validation result in yellow warnings.

The person uploading the journal entry reviews the upload error report and if there are yellow
warning errors, must query all journal entries under his user id and delete them from the interface
table before correcting the errors and re-uploading. Therefore, it is recommended that only one
journal entry be uploaded at a time with a review of the error report for each one before
uploading the next one.

An additional validation occurs to ensure that intercompany lines on the journal entry are in
balance by company and by intercompany segment, and that the expenditure orgs on these lines
belong to the affiliate listed in the intercompany segment. Errors in this stage of the validation
result in red warnings which automatically clear from the interface table.

After the journal entry is uploaded with no errors, the Concurrent ID number of the upload job is
written on the appropriate line of the journal entry hard copy. The journal entry is then available
for posting. The person selects the journal entries to be posted in Oracle, submits the posting job,
and views the job on the Concurrent Requests screen. If the job does not complete successfully,
the person who uploaded the journal entry views the job output report, corrects the errors,
resubmits the posting job and checks the job output report again. When there are no errors, the
Concurrent ID number of the posting job is written on the appropriate line of the hard copy of the
journal entry.

On occasion, in order to correct errors, certain journal entries may need to be booked which
override the validation between the General Ledger and the Project Accounting system. These
entries are always non-standard entries and are therefore always reviewed and approved.

Managers are not to be the direct preparer of journal entries or journal entry support, except as
authorized by their respective senior manager or officer.

Reversals of Journal Entries

Journal entries uploaded into Oracle may be reversed in Oracle by clicking the Reverse button on
the journal entry, or they may be auto-reversed as a batch if they have been uploaded as
Reversing with the Reversal Period specified. Entries posted in Oracle can be reversed in the
current or the next accounting period. Entries should be reversed in Oracle instead of by
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preparing a new manual reversing entry. Reversals of journal entries should be noted on the
journal entry form by adding the following information to the footer section of the original copy
of posted journal entry:

e Reversal Upload/Concurrent ID: The Concurrent ID number for the journal entry reversal
job in Oracle must be written here when the reversal is successful.

e Posted By: The person posting the auto-reversal

e Date: The date the auto-reversal was posted

e Reversal Posted/Concurrent ID: The Concurrent ID number for the Oracle posting job
(on the reversal) is written here after the job report is checked on-line to ensure that there
are no posting errors.

In some cases the original copy of the posted journal entry may have already been imaged into
Quest and sent to off-site storage. This most likely occurs when an entry has been posted in one
period and is being reversed in a subsequent period and it was not known at the time of the
posting of the original entry that it would be subsequently reversed. In these cases, a copy of the
original entry and supporting documentation should be printed from Quest and the information
addressed above included on the copy of the entry. If the reversing entry is not to be included in
the support of a current period entry, the reversing entry should be separately logged on the
checklist in a separate Reversal section at the bottom as “Reversal of [original journal entry
number] and imaged into Quest.

Out of Period Adjustments and Reclassifications

Out-of-period adjustments are entries which pertain to and should have been booked in a
different month. These adjustments may include reclassifications or other entries, including
system entries which are out of scope for this policy. Preferably, these entries should be booked
as separate non-standard journal entries using the “Prior Period Adjustment” journal category
with the amounts and months they relate to clearly identified in the journal lines. In some
situations, it may not be practical to separate an out-of-period adjustment component from a
standard entry. In these situations, the out-of- period component along with the month(s) to
which it pertains must be provided to the Regulatory Accounting and Reporting Department if
LG&E or KU are affected. (Note that entries booked to an LKS allocable project will likely
affect LG&E and KU when the charges are allocated.)

Reclassifications which are non-routine and non-recurring must not be added to a standard
journal entry, but must be booked using a non-standard journal entry. The Manager, Financial
Reporting must be notified of any significant reclassifications between financial statement line
items which affect prior reporting periods if no update to the waived adjustments file is required.
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The sign-off by the preparer and the reviewer of out-of-period and reclassification journal entries
indicates an assessment of the potential Sarbanes-Oxley impact was performed (e.g., an
adjustment not timely identified by an internal control could indicate a potential internal control
deficiency) and any potential internal control deficiency was communicated to the Sarbanes-
Oxley Compliance Department. The sign-off by the preparer and the reviewer also indicates the
entry was placed in the waived adjustments file for the quarter if it was above the materiality
threshold for consideration of waived adjustments.
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High-Risk Journal Entries

A high-risk journal entry is a standard or non-standard manual journal entry that requires
specialized knowledge for preparation and review. It may also require significant management
judgment and estimation and imposes significant risk to the financial statements. Entries with
total activity (total debits) of the entry exceeding the accounting threshold used to identify high-
risk journal entries! using the lowest of the LKE registrants (see the Materiality Thresholds tab
of the Waived Adjustments file) AND which are determined to be complex are designated as
high-risk.

The centralized journal entry checklists contain the listing of high-risk journal entries. New
entries must be risk-assessed when they are added to the checklist, and existing standard entries
must be monitored on an on-going basis to determine if their status has changed.

High-risk journal entries require additional support, as follows: (See cycle/transaction 080.05,

Control Activity 1 in the Sarbanes Oxley Compliance documentation.)

e An executive summary describing the purpose of the journal entry in sufficient detail that the
reviewer can effectively understand why the journal entry is being made and the sources of
data being used to prepare the journal entry. May also include a lead sheet that summarizes
the amounts on the journal entry by financial statement line item.

e Support for calculations used to derive journal entry amounts.

e Trend analysis on standard entries with documentation of unusual or significant fluctuations
with conclusion and rationale for thresholds used.

e Evidence of annual confirmation that support provided by a line of business has been vetted
with appropriate personnel from the line of business and that its accounting use has been
explained to them.

o0 Note: The accounting impact to ratemaking mechanisms is covered by other controls
(e.g., the 3 month review of the Gas Supply Clause, the 6 month review of the Fuel
Adjustment Clause, the 6 month and 2 year reviews of the Environmental Cost Recovery
mechanism, the annual review of the Gas Line Tracker and Demand Side Management
mechanism and the transmission rates from the municipal formula-based rate
calculations)

Review and Approval of Entries

All journal entries must be reviewed. (See cycle/transaction 080.05, Control Activity 1 in the
Sarbanes Oxley Compliance documentation.)

The Accounting Manager or her/his delegate must review and approve all non-standard journal
entries, any new standard entries the first time that they are prepared and any entry (standard or

! This threshold is calculated annually in the first quarter based on the previous year’s 10-K.
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non-standard) with total debits exceeding the accounting threshold used to identify high-risk
journal entries using the lowest of the LKE registrants (see the Materiality Thresholds tab of the
Waived Adjustments file), prior to closing the books. If a journal entry changes for any reason
after it has been reviewed and approved, it must be re-reviewed and re-approved by the manager
or her/his delegate.

Journal entries, which meet any of following criteria, must be reviewed and approved by the
respective Director or Officer AND the Controller, or their respective delegate, prior to closing
the books:

e Non-recurring entries that have a financial statement line item impact exceeding the
accounting threshold used to identify high-risk journal entries using the lowest of the
LKE registrants (see the Materiality Thresholds tab of the Waived Adjustments file.)
Entries that meet the threshold will be considered for inclusion on the monthly
closing highlights provided to PPL. An entry shall not be broken into several pieces
to avoid meeting the threshold.

e Entries posted after noon on workday 5 (with the exception of recurring consolidation
and STAT only entries) or the reversal of any entries into the current month after
noon on workday 5.

If the entry is greater than the thresholds above, but only reclassifies between different GLAFFs
that roll up to the same financial statement line, it is exempt from the process above.

Any Director or Officer, including the Controller should not be the first level reviewer of any
entries unless he or she has an individual contributor direct report who is the Journal Entry
Preparer.

Each individual who signs off on a journal entry is signing as to performing the following
functions:

I. Journal Entry Preparer sign-off indicates:

e The preparer has requisite knowledge of the subject matter and the entry is prepared in
accordance with GAAP and regulatory requirements.

e All the relevant information has been included in the journal entry. Calculations provided
by other departments or information provided by other departments have been verified.

e A description is included in the entry, identifying the purpose of the entry and any
unusual or non-recurring items for that entry.

e Line items are consistent with and all details have been agreed to supporting
documentation.
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All spreadsheets prepared by the Journal Entry Preparer and used in the preparation of the
entry are maintained in accordance with the 950 — Spreadsheet Policy and PPL’s
Guidelines for Spreadsheets and Other End User Computing Tools.

Information prepared by others which is used in the preparation of the entry requires the
following:

o Internally prepared spreadsheets require confirmation from the source that the
spreadsheet complies with the requirements in the 950 — Spreadsheet Policy and
PPL’s Guidelines for Spreadsheets and Other End User Computing Tools.

o Information provided by third parties must have adequate support?. Also, the
journal entry preparer must perform and document review procedures to provide
reasonable assurance that the information is complete and accurate, if total debits
of the entry exceed the Manual Accrual, Third-Party Spreadsheet and Waived
(Out-of-Period) Adjustment materiality threshold using the lowest of the LKE
registrants from the prior quarter except for January which uses the third quarter
threshold from the prior year, other than for reversing accounts payable accruals,
for which individual accrual journal entry line items must be reviewed and
certified by knowledgeable operational personnel if they exceed this threshold.
(See the Materiality Thresholds tab of the Waived Adjustments file).

For out-of-period or reclassification journal entries, potential internal control deficiencies
have been communicated to the Sarbanes-Oxley Compliance Department.

(See cycle/transaction 080.05, Control Activity 1 in the Sarbanes Oxley Compliance
documentation:)

I1. Journal Entry Reviewer/Approver (first level review, could be a manager, a manager’s
delegate, or a Director/ Officer who has an individual contributor direct report who is the
Journal Entry Preparer) sign-off indicates:

The reviewer/approver has requisite knowledge of the subject matter.

Known issues associated with the journal entry have been addressed.

The journal entry has been prepared in accordance with GAAP and regulatory
requirements.

The accounts affected in the entry are reasonable considering the purpose of the entry.
The journal entry description is complete, relevant to the journal and factually correct.
Line items are consistent with and all details have been agreed to supporting
documentation, including verification or review of calculations or other information
received from outside departments.

For out-of-period or reclassification journal entries, potential internal control
deficiencies have been communicated to the Sarbanes-Oxley Compliance Department.

2 Adequate support will vary depending on the circumstances and requires the user’s professional judgment or
consultation with a knowledgeable employee to determine its adequacy.
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For high-risk journal entries, the reviewer confirms that required support as described
above has been prepared, performs a detailed tie-back and re-performs critical
calculations used to derive journal entry amounts if prepared in a spreadsheet without
spreadsheet controls. Calculations selected to test must be documented. (Per the 950 -
Spreadsheet Policy, all spreadsheets used for a high-risk journal entry must be classified
as a high-risk spreadsheet with all required spreadsheet controls.)

I11. Manager Review/Approval (required when above manager-level approval is required) sign-
off indicates:

The journal entry has been prepared in accordance with GAAP and regulatory
requirements.

The Balance Sheet and Income Statement effects are reasonable based on the purpose of
entry.

The journal entry description is complete and factually correct.

The journal entry addresses known outstanding issues associated with the entry.

IV. Director or Officer and Controller Review/Approval sign-off indicates:

The journal entry has been prepared in accordance with GAAP and regulatory
requirements.

The Balance Sheet and Income Statement effects are reasonable based on the purpose of
entry.

The journal entry addresses known outstanding issues associated with the entry.

During close, an Accounting Analyst in Corporate Accounting runs an EiS report that list the
entries that require further review/approval and provides the list to the Controller and the
Director, Accounting and Regulatory Reporting so that they can perform the necessary
reviews/approvals. The Accounting Analyst in Corporate Accounting keeps track of the journal
entries reviewed to ensure that all of the required entries have been approved before the closing
meeting with PPL on workday 7. All entries that meet the first three criteria under Review and
Approval of Entries above are included on a monthly summary to PPL developed from the EiS

report.

During close, each Accounting Manager or his or her delegate reviews the centralized journal
entry checklist saved on the \\fs1\acctpolicies share drive and filtered by his or her department to
ensure that all necessary journal entries have been completed. Once all entries have been
completed for a department, the Accounting Managers or their delegates then send an e-mail to
the Manager and Accounting Analyst in Corporate Accounting confirming that all entries have
been posted for the month. (See cycle/transaction 080.05, Control Activity 2 in the Sarbanes
Oxley Compliance documentation.)
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On workday 4, an Accounting Analyst in Corporate Accounting reviews the journal entry
checklist to ensure that all necessary journal entries have been posted to Oracle by running a list
of posted entries from EiS reports and comparing it in Excel to the printed company checklists.
After open journal entry sign-offs are resolved, the checklists incorporating the query result are
signed by the Accounting Analyst and approved and signed by the Manager, Corporate
Accounting or his/her delegate. These EiS reports are run again by the Accounting Analyst in
Corporate Accounting on workday 5 and when all entries, including STAT entries, are completed
showing only entries posted after workday 4. The Accounting Analyst compares the queries to
the updated centralized journal entry checklist to ensure that all journal entries have been posted
to Oracle and the queries are signed by the Accounting Analyst and approved by the Manager,
Corporate Accounting or his/her delegate. (See cycle/transaction 080.05, Control Activity 3 in
the Sarbanes Oxley Compliance documentation.)

All journal entries are compiled with their support and are maintained in the accounting
departments until they are sent to Xerox for document imaging into Quest normally by the
middle of each month. Prior to sending the journal entries to Xerox for document imaging, the
Senior Secretary and/or Assistant to the Controller performs a final comparison of the journal
entry checklist to the Oracle listing of posted entries. The Senior Secretary and/or Assistant to
the Controller also ensures that all entries listed on the checklist are included for imaging. After
all of the journal entries are imaged in Quest, they are sent to off-site storage.

CCS Journal Entries:

CCS journal entries should contain the elements described in Appendix A. Supporting
documents needed to prepare journal entries in CCS are sent to or compiled by Corporate
Accounting or Revenue Accounting. Journal entries are then entered directly into CCS by the
accounting staff.

The CCS journal entries are printed and all supporting documentation must be attached, such that
a knowledgeable third party could understand the journal entry.

After the journal entry is entered and “saved as completed”, the document number of the saved
entry is written on the bottom of the journal entry hard copy. The journal entry is then available
for posting. After approving, the Accounting Manager or her/his delegate selects the journal
entries to be posted in CCS and releases (posts) them. When the entry posts, the initials of the
person posting are written on the bottom of the entry with the date the entry was posted.

As a final step, a check of CCS is done to ensure all entries are posted. A screenshot is taken and
printed to confirm that no other entries are waiting to be posted, and a copy of screenshot is
attached to the journal entry and filed with the journal entry checklist. The Manager, Corporate
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Accounting or his/her delegate reviews the journal entry checklist to ensure that all necessary
journal entries have been completed and signs the checklist.

All CCS journal entries are compiled with their support and are filed in Corporate Accounting.
HFM Journal Entries:
HFM journal entries should contain the elements described in Appendix A.

On workday 5, an Accounting Analyst in Corporate Accounting reviews the HFM journal entry
checklist to ensure that all necessary journal entries have been posted to HFM by comparing a
report from HFM (JOURReport 1, section L0800), which lists all posted HFM entries for LKE
for the current month, to the printed company checklist. The Accounting Analyst also reviews
the checklist to ensure that all listed entries are either signed off or marked as not applicable.
After any open journal entry sign-offs are resolved, the checklist is signed by the Accounting
Analyst and approved and signed by the Manager, Corporate Accounting or his/her delegate.

All HFM journal entries are compiled with their support and are filed in Financial Reporting.

Confirmation of Compliance with the Policy

Each calendar year, approximately mid-year, Corporate Accounting will perform the following
process to affirm review of and compliance with the policies around journal entries and account
reconciliations by all individuals who prepare such.

e Corporate Accounting will contact HR to obtain from PeopleSoft a list of the current
employees of the departments that prepare or review journal entries and account
reconciliations.

e Based on that list, Corporate Accounting will send to the members of those departments
an email with a requested response date and voting buttons. The voting options will
state:

o | confirm that | have read and understand the 251 - Journal Entries Policy and the
250 — Balance Sheet Account Reconciliation Policy. | am in compliance with
those policies and with the related SOX controls.

o0 | have no duties related to the preparation or review of journal entries or account
reconciliations.

e Corporate Accounting will follow up with any members of those departments who do not
respond.

Corporate Accounting will document and retain the responses in a checklist based on the initial
PeopleSoft list.
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Reports Generated and Recipients:

e ADI journal entries (scanned into Quest and available to accounting staff, external
auditors, budgeting users and other users who have been granted access.)

e Journals-Enter standard Oracle report (scanned into Quest; used by accounting staff upon
the rare occasion that a journal entry is keyed directly into Oracle)

e Posted journal entry download report (used by Corporate Accounting)

e Journal entry checklists (used by all preparers of journal entries)

e CCS journal entries (used and maintained by Corporate Accounting and Revenue
Accounting and Analysis departments)

e CCS unposted document check (used by Corporate Accounting and Revenue Accounting
and Analysis departments)

e Report of manual entries posted in CCS (used by Corporate Accounting and Revenue
Accounting and Analysis departments)

e Report listing the journal entries which meet dollar thresholds for additional
review/approval (used by the responsible accounting managers and directors/officers)

e HFM journal entries (filed in a binder in Financial Reporting)

e HFM JOURReportl which lists journal entries posted in HFM for the current month

Additional Controls or Responsibility Provided by Other Procedures:

Before the books are closed, accounting managers review financial statements and/or trial
balances to identify any material misstatements. (See the Materiality Policy and Procedures for a
definition of the criteria for a misstatement to be considered material and the subsequent actions
to be taken.) Also, CCS is checked to ensure all entries have been posted (see CCS Journal Entry
Job Aid). A report is run from the CCS Business Intelligence (“BI””) system to show all entries
posted in CCS. The Controller and/or Director, Accounting and Regulatory Reporting will
review any unusual accounting entries with the CFO monthly.

Requlatory Requirements:

Journal entries use the FERC chart of accounts.
Reference:

354 - Materiality Policy and Procedures

358 - Waived Adjustments

Waived Adjustments File located at \\fs2\acctshare\Waived Adjustments\[YYYY
QTR]\ErrorCorrecting EntriesUSGAAP[MonYY].xlsx

751 — AP — Manual Accrual Policy

950 - Spreadsheet Policy
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Guidelines for Spreadsheets and Other End User Computing Tools (see PPL Policies directory
on the acctrestricted drive)

CCS Journal Entry Job Aid

Electronic Evidence Requirements (see PPL Policies directory on the acctrestricted drive)

Corresponding PPL Policy No. and Name:
201 - Preparation and Review of High Risk / Complex Journal Entries

Key Contact:
Manager, Corporate Accounting

Administrative Responsibility:
Controller

Date Created: 12/31/04
Date Revised: 1/16/08; 6/24/11, 7/3/12, 8/3/12, 11/28/12, 3/28/13, 6/28/13, 12/17/13, 3/27/14,
5/22/14, 7/3/14, 8/1/14, 1/27/15, 3/16/15, 3/11/16, 6/12/17, 6/27/18, 9/5/18
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Oracle (ADI) Journal Entries

ADI Journal Entry Header Information:

e Category: Describes the type of journal entry, based on a predefined list in Oracle
selected by the user, except that “Prior Period Adjustment” must be used as the Category
if the entry should have been made in another period and “Accrual” must be used for
accounts payable accruals which affect Accounts 107 or 108. In the event that an
accounts payable accrual is also a prior period adjustment, the Accrual journal category
must be used.

e Source: Describes how the journal entry was input into Oracle. Journal entries uploaded
from ADI must have a Spreadsheet source.

e Currency: Lists the type of currency in which the journal entry is being booked. The only
currency allowed is USD (U.S. Dollars) or STAT for statistics.

e Accounting Date: Lists the date which determines the General Ledger period in which the
journal entry will be posted. This field is normally limited to the current open period for
which the books are being closed and to the next open period. Occasionally, the books
are reopened to allow posting to a prior period.

e Group ID: The employee number of the person uploading the journal entry, excluding the
leading letter and leading zeros.

e Batch Name: The originating department code and preparer initials in ALL-CAPS,
separated by a hyphen with no spaces or underscores. The Corporate Accounting
Department maintains the list of valid originating department codes.

e Journal Name: The journal entry number stored in Oracle, using the following syntax:
J##-cccc-mmyy, where ### = 3 digit journal entry number from the journal entry
checklist, cccc = 4 digit company number, mm = 2 digit month and yy = 2 digit year.

e Journal Description: A short description of the journal entry.

e Reverse Journal: Yes, if set to auto-reverse in Oracle; No, or null, if not set to auto-
reverse in Oracle

e Reversal Period: Completed only if Reverse Journal is set to Yes; defines the General
Ledger period in which the auto-reversal will post in Oracle. This field is limited to the
current open period for which the books are being closed and the next open period.

Each ADI journal entry must contain a cover page in OCR A Extended font used for scanning
into Quest. The row height must be at least 28 and a divider bar code must be at the top on rows
3 — 5 with a line above and below. All of the above elements must be included on the cover page,
as well as the following:
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Ledger — The Oracle set of books. Only one set of books is set up for LKE in Oracle:
LGE ENERGY LLC.

General Ledger Period — the month to which the transaction is posted in the general
ledger in the format MMM-YYYY.

ADI Journal Entry Line Information:

Upload flag column: All lines to be uploaded must be populated with a flag.
General Ledger Accounting Flexfield (“GLAFF”) Columns: These columns make up the
account number to which the journal entry will be posted.

o Company: Four-digit code with a leading zero, generally representing the legal
entity or other entity set up in Oracle.

0 Product: Three-digit code, generally denoting whether the charge relates to
electric, gas, common or wholesale products.

o Organization: Six-digit code with a leading zero, representing the cost center
which is being charged or credited by the transaction.

o Expenditure Org: Six-digit code with a leading zero, representing the cost center
which is the source of the transaction.

0 Account: Six-digit code for the natural account number based on the Federal
Energy Regulatory Commission (“FERC”) chart of accounts, as expanded by
LG&E and KU Energy LLC.

o Intercompany: Four-digit affiliate company code populated on all intercompany
transaction journal entry lines. This field is populated with zeros on non-
intercompany journal entry lines.

o0 Expenditure Type: Four-digit code with a leading zero further describing the type
of transaction.

o0 Location: Four-digit code representing the physical location of the transaction.

Debit and Credit: Dollar amount of the transaction. An amount can only be entered in
either the debit or credit column. Although Oracle will accept negative debit and credits,
they should be entered as positive numbers.
Line Description: Specific journal entry line description of the transaction. May use
journal entry header description, if no other specific description needed. This field must
always be populated in order to send the journal entry description to Project Accounting.
Stat Amount: Only populated when posting statistical data (i.e., tons, mmbtu).
Line DFF Segment for a Web ADI template:

0 Line DFF column is segregated by a period/decimal point — Yes if transaction is

project-related. Example: Yes.Project. Task (no period after Task).
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o If no project/task is being charged, type No in the column or leave the column
blank.

ADI Journal Entry Footer Information:

Description: This field must contain a complete description of the journal entry. It must
provide enough information for someone unfamiliar with the transaction to understand
the purpose of the entry.

Prepared By: The person preparing the journal entry signs or initials here (include the
date prepared).

Upload/Concurrent ID: The Concurrent ID number for the journal entry upload job in
Oracle must be written here when the upload is successful.

Approved By: The approver of the journal entry signs or initials here (include date
approved). All non-standard journal entries and standard journal entries with total debits
greater than $50,000 must be approved either by the manager or by another person with
the requisite level of knowledge. Each manager may determine whether approval is
required and at what level for standard journal entries with total debits less than or equal
to $50,000.

Posted By: The person posting the journal entry, if different than person who uploaded it,
signs or initials here (include posted date).

Posted/Concurrent ID: The Concurrent ID number for the Oracle posting job is written
here after the job report is checked on-line to ensure that there are no posting errors.
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CCS Journal Entries

CCS Journal Entry Header Information:

Document Date: Lists the date the entry is entered into CCS.

Posting Date: Lists the effective date for the entry.

Reference: The unique journal entry number assigned to the entry, using the following
syntax: C###-cccc-mmyy, where ### = 3 digit journal entry number from the journal
entry checklist, cccc = 4 digit company number, mm = 2 digit month and yy = 2 digit
year.

Doc Header Text: Provides a general description of the purpose of the journal entry.

CCS Journal Entry Line Information:

G/L acct: Six-digit code for the natural account number based on the Federal Energy
Regulatory Commission (“FERC”) chart of accounts, as expanded by PPL.

D/C: Lists if the line is a debit or credit.

Amount in doc. Curr.: Provides the amount of the entry for the specific line. All
numbers are entered as positives within CCS.

Assignment no.: Displays additional information. Any project and task information can
be included for reference. This is a free character field.
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HEM Journal Entries

HFM Journal Entry Header Information:

Label: The unique journal entry number stored in HFM, using the following syntax:
ddd###-cccce, where aaa means data type, ### means journal entry number, and
cccecec means company number.

Group: A three-character abbreviation of the data type of the entry.

Balance type: Indicates whether the entry is balanced, unbalanced, or balanced by
entity.

Security: Indicates the security level of the entry.

Description: A short description of the journal entry.

HFM Journal Entry Line Information:

Entity: In the case of LKE, the four-digit Oracle company number preceded by an
"

Account: In the case of LKE, the six-digit code for the natural account number based
on the Federal Energy Regulatory Commission (“FERC”) chart of accounts, as
expanded by LG&E and KU Energy LLC.

ICP: The affiliate company code populated on all intercompany transaction journal
entry lines. This field is populated with “[ICP None]” on non-intercompany journal
entry lines.

Data type: The data type of the journal-entry line.

Custom 2, Custom 3, and Custom 4: Not used currently, but must be filled in with
“[None].”

Description (Optional): A description of the journal-entry line.

Debit and Credit: Dollar amount of the transaction.

Date Created: 3/11/16
Dates Revised:
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Policy: Intercompany transactions among LG&E and KU Energy LLC’s (“LKE” or the
“Company”) affiliates will be billed and cash settled as required for compliance with various
state-approved service agreements. Amendments to the agreements approved by the state
regulatory agencies are necessary to further amend this policy.

Procedure: The intercompany billing and settling procedures are performed per the detailed
instructions below. Procedures are outlined below for intercompany transactions among the
following:

Regulated affiliates and non-regulated affiliates (intracompany)
A regulated affiliate and another regulated affiliate (intracompany)
Non-regulated affiliates and non-regulated affiliates (intracompany)

o]
o]
o]
0 LKE affiliates and non LKE affiliates (PPL/intercompany)

Scope: All intercompany transactions among LKE’s affiliates and PPL affiliates.

Objective of Procedure: The objective of proper billing and settling of intracompany and
intercompany transactions is to maintain compliance with various state-approved service
agreement related to such transactions.

General Requirements:

Detailed Procedures Performed:

A. LKE regulated affiliates and non-regulated affiliates (intracompany)

1. The following reports are utilized to determine whether the intracompany account
balances are in agreement among all companies using the Oracle system. Balances must
be in agreement before the billing process can begin.

a. EiS report — “LKE Auto IC Account Balances™ This report is run during the
month to determine if any intracompany account balances exist where the
intercompany segment of the General Ledger Accounting Flex Field (GLAFF) is
not populated and, as a result, the intracompany balances are not identifiable by
company.

b. EiS report — “LKE GL JE Lines with Account 146100 and 234100.” The report
is run when the EiS report indicates incorrect balances. It identifies the sources
of the transactions which resulted in improper intercompany segment coding to a
specified company’s intracompany receivable and payable accounts. (NOTE:
Item (b) is referred to as the “export file.”)

2. The above-mentioned reports are run during the closing process to ensure there are no
improper intracompany account balances. All companies’ intracompany balances must
indicate proper intercompany segment, to accurately identify the other party with whom
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the intracompany balances exist. All intracompany balances must be offset by a
corresponding intracompany balance on another company’s books. (See
cycle/transaction 80.06 Control Activity 1 in the Sarbanes-Oxley Compliance
documentation.)

3. Once it is determined that the intracompany accounts within Oracle are in agreement, an
entry is posted to net the payables and receivables for balance sheet presentation. Upon
posting of the netting entry, the export file is re-run and used to identify transaction data
to be billed for the month. The export file is also used for reconciling the accounts to the
general ledger to ensure completeness and accuracy before billing. (See
cycle/transaction 80.06 Control Activity 4 in the Sarbanes-Oxley Compliance
documentation.)

4. The export file is saved in each company’s electronic billing file (in Excel). The data is
sorted as necessary, to segregate transaction data by company, for use as supporting
documentation to the intercompany billings. The supporting documentation consists of a
summary of the intercompany transactions that occurred during the month, by the source
of such transactions (labor and burdens, A/P vouchers, and miscellaneous journal
entries). This supporting documentation is segregated to show the intercompany activity
each company has with each other company.

5. Transactions between the regulated and non-regulated affiliates are billed and settled
through LG&E and KU Services Company (“LKS”).

6. Intracompany billings are processed the month following the transaction activity, after
the current month has been closed. According to the service agreements, intracompany
billings must be completed by the 25" of the month. However, all final intracompany
billings are prepared by Accounting Analyst(s) in Corporate Accounting and are due no
later than the close of business on the 10" work day of each month to facilitate
intracompany cash management.

7. According to the service agreements, intracompany billings are required to be settled by
the 30" of the month. However, intracompany billings are required to be cash settled on
a monthly basis, no later than the 13" work day of the month, following the month in
which the intracompany transactions occurred to facilitate intracompany cash
management.

8. All billings through LKS are settled on a net basis. For instance, LKS’s billing to LG&E
includes the amount in LKS’s intracompany receivable account with LG&E, plus
amounts in any other non-regulated affiliates’ intracompany receivables accounts with
LG&E, netted with LKS’s intracompany payable account balance with LG&E, plus
amounts in any other non-regulated affiliates’ intracompany payables accounts with
LG&E. The amount settled is the net amount due to LKS.

9. Intracompany billings are settled by disbursement requests and are required to be
completed and submitted to the Accounts Payable department for processing.
Disbursement requests are due to the Accounts Payable department no later than 3:00 pm
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two work days prior to the payment date for ACHs and one work day prior to the
payment date for wire transfers. Wire transfer is the preferred method of payment for the
larger (greater than $1 million) payments to facilitate cash management between the LKE
subsidiaries and must be used for payments from the utilities to LKS. Disbursement
requests for intracompany settlements are to be completed by indicating the entire
GLAFF on the form for A/P to manually enter into the system. Projects and tasks must
not be used in the processing of these disbursement requests because the intercompany
segment must be coded on the form, and it cannot be indicated when projects and tasks
are used. Disbursement requests that are not coded properly will result in the
intracompany balances (by GLAFF) not being relieved by the settlement. Thus, further
correcting entries will be required in the following month before closing.

Treasury may also request that Corporate Accounting include certain large dollar
settlements in the current month. For example, fuel advance payments are made by
LG&E and KU to LKS throughout the current month whenever the cumulative amount
paid by LKS exceeds $1 million to ensure no company bears the interest costs of the
other’s operations. Standard journal entries or other transactions may be excluded from
the intercompany settlements. These items do not require settlement because they will be
paid outside of the intercompany settlement process. An example of this is entries made
for intercompany dividends declared.

Cash receipts are recorded via journal entry in the month the settlements are received.
The intracompany billing file and bank statements are used to reconcile these receipts
with the billings before posting of the journal entry.

B. LKE regulated affiliates (intracompany)

1.

2.

Follow detailed procedures numbered 1-4, 6-7 and 9-11 in Item A above for “LKE
regulated affiliates and non-regulated affiliates” (intracompany).

Per various state-approved service agreements, intracompany transactions between
regulated affiliates may be billed directly to one another. Intracompany transactions
between the regulated affiliates are billed and settled on a net basis. Copies of such
intracompany billings are kept on file in Corporate Accounting for documentation
purposes. Treasury may also request that Corporate Accounting include certain large
dollar settlements in the current month.

The regulated affiliates are required to complete a credit slip for intracompany
settlements to be received, which serves as supporting documentation behind the journal
entry to record the cash receipt.

C. LKE non-regulated affiliates (intracompany)

1.

Follow detailed procedures numbered 1 through 4 in Item A above for “Regulated
affiliates and non-regulated affiliates (intracompany).
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Intracompany transactions among non-regulated affiliates are not required to be billed or
settled.

Intracompany activity among non-regulated affiliates, however, must be reconciled
monthly, in accordance with the Balance Sheet Accounts Reconciliation Policy, as
amended.

D. LKE affiliates and non-LKE affiliates (PPL/intercompany)

1.

LKE charges to PPL Groups — Expense
LKE personnel will send a summary of expense charges via e-mail to PPL due no later
than the 3rd work day following the end of the month and journalize the activity in
Oracle. An invoice will also be forwarded to appropriate PPL personnel for payment
processing and approval.
LKE charges to PPL — Capital
LKE personnel will send a summary of charges related to capital projects via e-mail to
PPL due no later than the 3rd work day following the end of the month and journalize
the activity in Oracle. An invoice will also be forwarded to appropriate PPL personnel
for payment processing and approval.
PPL charges LKE for both direct and indirect expenses monthly. Throughout the month,
PPL will send details of direct charges to LKE to be recorded in LKE’s general ledger. In
addition, before the end of the 4™ work day, PPL will send a report of indirect charges
from various PPL support groups for LKE to record.
The following reports are utilized in confirming intercompany balances between LKE and
non-LKE affiliates.
a. Excel Report “PPL Day 4 Balance Check MM-YYYY.xlsx’*. This report is sent to
PPL Accounting by LKE Corporate Accounting prior to closing of the books on
Day 4 for intercompany balance confirmation purposes. This report is reviewed
and intercompany balances are confirmed. If a discrepancy arises, PPL and LKE
work together to resolve the differences between the recorded intercompany
balances. (See cycle/transaction 80.06 Control Activity 2 in the Sarbanes-Oxley
Compliance documentation.)
If LKE is in a net payable position to PPL, excluding auto-reversing entries and mutual
assistance charges billed from LG&E or KU to PPL Electric Utilities, LKE will initiate
payment to PPL via a disbursement request sent to Accounts Payable Department for
processing. Auto-reversing entries are accrual journal entries booked in advance of
receiving actual invoices and will not be settled until the invoices are received. Mutual
assistance billings from LG&E or KU to PPL Electric Utilities are settled separately by
PPL Electric Utilities. If LKE is in a net receivable position, PPL will initiate payment to
LKE.
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6. Payment of intercompany billings is to be made on the 20" of each month. If the 20" of
the month falls on the weekend or a holiday, the settlements will be processed the next
work day.

7. Cash receipts by LKE are recorded via journal entry in the month the settlements are
received.

Reports Generated and Recipients:

Intercompany Bills

EiS Report — “LKE Auto IC Account Balances”

EiS Report — “LKE GL JE Lines with Account 146100 and 234100.”
Accounts Payable Disbursement Requests

Credit Slips

Additional Controls or Responsibility Provided by Other Procedures:

Intercompany account balances are reconciled on a monthly basis, per the Balance Sheet
Accounts Reconciliation Policy.

Requlatory Requirements:

Various state service agreements require that all transactions with LKS and/or with the regulated
utilities be cash-settled monthly.

Reference:
Balance Sheet Accounts Reconciliation Policy

Corresponding PPL Policy No. and Name:
203 Interunit Settlements

Key Contact:
Manager, Corporate Accounting

Administrative Responsibility:
Controller

Date Created: 7/26/05
Dates Revised: 10/11/05, 12/12/07, 4/14/08, 3/31/11, 8/9/11, 6/30/12,11/30/12, 03/28/13,
03/5/14, 3/26/14, 3/30/16
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Policy:

A consolidation of LG&E and KU Energy LLC and its subsidiaries’ income statements and
balance sheets will be performed monthly, including elimination of all intercompany activity and
consistent with quarterly and annual publicly issued financial statements.

Procedures:

Preparing the consolidated balance sheet and income statement consists of preparing and posting
journal entries in HFM and Oracle each month to:
(1) eliminate investments in subsidiaries,
(2) eliminate intercompany receivables/payables, sales/purchases, and interest
income/expense,
(3) reclassify Western Kentucky Energy Corp.’s (WKE) income statement to discontinued
operations,
(4) record the consolidated effective rate income-tax adjustment (January through November

only),
(5) Net income taxes payable and receivable, if necessary, and

(6) Net current deferred income taxes payable and receivable, if necessary.

Procedures also include generating reports that contain the balance sheet and income statement
consolidation worksheets.

Scope:

LG&E and KU Energy LLC (“LKE” or the “Company”) and all of its subsidiaries.
Objective of Procedure:

To establish a policy for the consolidation process that ensures all subsidiaries are properly

included in the consolidation and all elimination and reclassification entries are properly
performed to ensure the accuracy of the consolidated financial statements.

General Requirements:

1. LKE consolidates its financial results of all companies in which it has a controlling
interest in each month in accordance with the closing calendar.

2. Investments in 20% to 50% owned entities are accounted for as an Equity Method
Investment and will follow the Accounting Standards Codification 323, Investments —
Equity Method and Joint Ventures. See memo ““Electric Energy, Inc. (EEI) Equity
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Investment Impairment” dated February 28, 2013 noting the impairment to zero of LKE’s
only equity method investment EEI.

3. Investments in 20% or less- owned companies are accounted for as Cost Investments.
Cost Investments are recorded and carried at cost in the consolidated balance sheet under
the caption “Investments” — current cost investments include the Ohio Valley Electric
Corporation, an entity in which LKE indirectly owns an 8.13% interest (consists of
Louisville Gas & Electric Company’s 5.63% and Kentucky Utility Company's 2.50%
interests).

e Dividends received that are distributed from net accumulated earnings of the
investee are recognized as "Other Non-operating Income, Net". Dividends
received in excess of earnings are considered a return of investment.

4. As of the date of this policy, LKE does not have any Variable Interest Entities (VIE).

VIE means entities as defined in Accounting Standard codification, 810, Consolidation.
Variable interests are contractual, ownership, or other pecuniary interests in an entity that
change with changes in the entity's net asset value. Equity interests with or without
voting rights are considered variable interests if the entity is a variable interest entity.

o Ifitis determined that LKE controls a VIE through a voting equity interest (which
is typically also evidence of a controlling financial interest), the entity would be
consolidated in the consolidated financial statements.

Detailed Procedures Performed:

1. After the individual company books are closed each month, the following entries are
performed in Oracle to before the upload into Hyperion Financial Management (HFM):
e Investment in Subsidiaries — entry to ensure each investment-in-consolidated-
subsidiary account equal the total of the related subsidiary’s
i. common stock,
ii. common stock expense,
iii. additional paid-in capital,
iv. accumulated OCI (excluding accounts 219010 (ACCUM OCI - EQUITY
INVEST EEI) and 219110 (DEFERRED TAX - OCI - EQUITY INVEST
EEI)), (see also discussion of EEI impairment above) and
v. prior-year ending retained earnings (net of current year-to-date dividends
declared).
e Effective Tax Rate — calculation and recording of the effective tax rate at the
ultimate parent level.



Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

LG&E and KU Energy LLC Accounting Policy and Procedures ' *8¢* 7G°f494
Date 3/&5%&

Page 3 of 4

254 - Consolidation Process Policy and Procedures

e Reclassification of Discontinued Operations — entry to reclassify the balances in
Western Kentucky Energy Corp.’s income-statement accounts to discontinued
operations.

2. Once the three entries mentioned above are recorded in Oracle each month, the year-to-
date account balances of each company (except the elimination companies and the FERC
only companies) are uploaded into HFM. The Consolidation process in HFM eliminates
all intercompany activity, as well as equity ownership and the reclassification of deferred
tax assets to liabilities. See SOX transaction documentation 80.07, Consolidation, for
detailed discussion on the manual and automated journal entries in HFM and Oracle,
which result in the consolidation of LKE and its subsidiaries.

Reports Generated and Recipients:

This procedure generates the consolidated Balance Sheet and Income Statement from HFM.
Oracle is also used to produce reports that contain balance-sheet consolidation worksheets as
well as income-statement consolidation worksheets. The reports reside in
\\fs2\acctshare\ConsolidationWorksheets\MMMMYYYY. Anyone who has access to this folder
can open and view them.

Regulatory Requirements:

None

Reference:

FASB Accounting Standards Codification 810, Consolidation

Corresponding PPL Policy No. and Name:

204, HFM Equitization & Consolidation and Related Functional Processes

Key Contact:

Manager, Financial Reporting

Administrative Responsibility:

Controller
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Policy: Related party transactions are disclosed in the LG&E and KU Energy LLC (LKE),
Louisville Gas and Electric Company (LG&E) and Kentucky Utilities Company (KU) (the
Company or collectively, the Companies) financial statements, if required.

Procedure: Related parties are identified and transactions with those parties are reviewed as to
their nature and value per the detailed instructions below.

Scope: All transactions between identified related parties and LKE, LG&E and KU.

Objective of Procedure: The objective of these procedures is to document management’s
process to identify related parties to the Companies and related party relationships and
transactions.

General Requirements:

Background:

In June 2014, the Public Company Accounting Oversight Board (PCAOB) adopted a new
auditing standard, AS18, and amended other auditing standards to require auditors of public
companies’ financial statements to perform increased audit procedures around three areas
effective for fiscal years beginning on or after December 15, 2014

e Related party transactions

e “Significant unusual transactions”

e Financial transactions and relationships with its executive officers.

The PCAOB views these as critical areas that “historically have represented increased risks of
material misstatement in company financial statements.” Therefore, AS18 requires auditors to
obtain evidence to substantiate management assertions regarding the nature of related party
transactions (e.g., if disclosed to be at “arms length.”)

This policy and these procedures address the first and third bullet points. Note that the third
bullet point, executive officers, are, by definition below, considered related parties. The second
bullet point is covered by the review of Company highlights per Accounting Policy 359 —
Financial Statement Disclosures and Filing Requirements.

Definitions:

Management uses the FASB Accounting Standards Codification (ASC), SEC rule 404 and
management’s interpretations of these rules to define various terms that are used throughout this

policy.
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Related parties (per the ASC Master Glossary)

Related parties include:

a. Affiliates of the entity

b. Entities for which investments in their equity securities would be required, absent the
election of the fair value option under the Fair Value Option Subsection of ASC 825-10-15,
to be accounted for by the equity method by the investing entity

c. Trusts for the benefit of employees, such as pension and profit-sharing trusts that are
managed by or under the trusteeship of management

d. Principal owners of the entity and members of their immediate families

e. Management of the entity and members of their immediate families

f. Other parties with which the entity may deal if one party controls or can significantly
influence the management or operating policies of the other to an extent that one of the
transacting parties might be prevented from fully pursuing its own separate interests

g. Other parties that can significantly influence the management or operating policies of the
transacting parties or that have an ownership interest in one of the transacting parties and can
significantly influence the other to an extent that one or more of the transacting parties might
be prevented from fully pursuing its own separate interests

(The following additional parties are defined in SEC rule 404 - Note: the definition of related
parties per the SEC rule 404 is more stringent and more than what is required for the related
parties footnote disclosure):

h. A director or executive officer of the company and his or her immediate family members

I. Any nominee for director and the immediate family members of any nominee for director

J. A security holder known to the company to beneficially own more than five percent of any
class of the company’s voting securities or any immediate family member of any such
person, when a transaction in which such security holder or family member had a direct or
indirect material interest occurred or existed

Section 16 Officers (per Code of Federal Regulations, Title 17, Chapter Il, Part 240, Section 16a-
1(f)

The term “officer” shall mean an issuer's president, principal financial officer, principal
accounting officer (or, if there is no such accounting officer, the controller), any vice-president
of the issuer in charge of a principal business unit, division or function (such as sales,
administration or finance), any other functions for the issuer. Officers of the issuer's parent(s) or
subsidiaries shall be deemed officers of the issuer if they perform such policy-making functions
for the issuer.
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Note: “Policy making function” is not intended to include policy-making functions that are not
significant...

Affiliate (per the ASC Master Glossary)

A party that, directly or indirectly through one or more intermediaries, controls, is controlled by,
or is under common control with an entity.

Control (per the ASC Master Glossary)
The possession, direct or indirect, of the power to direct or cause the direction of the

management and policies of an entity through ownership, by contract, or otherwise.
Immediate family (per the ASC Master Glossary)

Family members who might control or influence a principal owner or a member of management,
or who might be controlled or influenced by a principal owner or a member of management,
because of the family relationship.

(The following additional parties are defined in SEC rule 404):

Immediate family include any child, stepchild, parent, stepparent, spouse, sibling, mother-in-law,
father-in-law, son-in-law, daughter-in-law, brother-in-law, or sister-in-law, and any person (other
than a tenant or employee) sharing the household of any director, nominee for director, executive
officer, or significant shareholder of the company.

Management (per the ASC Master Glossary)

Persons who are responsible for achieving the objectives of the entity and who have the authority
to establish policies and make decisions by which those objectives are to be pursued.
Management normally includes members of the board of directors, the chief executive officer,
chief operating officer, vice presidents in charge of a principal business functions (such as sales,
administration, or finance), and other persons who perform similar policy making functions.
Persons without formal titles also may be members of management.

Principal owners (per the ASC Master Glossary)

Owners of record or known beneficial owners of more than 10 percent of the voting interests of
the entity.

Related party transaction (per SEC rule 404)
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Broadly includes, but is not limited to, any financial transaction, arrangement or relationship or
any series of similar transactions, arrangements or relationships. The term also includes
indebtedness and guarantees of indebtedness.

(The following additional transactions are defined in ASC 850-10-50-5):

Transactions involving related parties cannot be presumed to be carried out on an arm's-length
basis, as the requisite conditions of competitive, free-market dealings may not exist.
Representations about transactions with related parties, if made, shall not imply that the related
party transactions were consummated on terms equivalent to those that prevail in arm's-length
transactions unless such representations can be substantiated.

Arm’s length transaction (Investopedia)

The description of an agreement made by two parties freely and independently of each other, and
without some special relationship, such as being a relative, having another deal on the side or one
party having complete control of the other. It becomes important to determine if an agreement
was freely entered into to show that the price, requirements, and other conditions were fair and
real. The concept of an arm’s length transaction is to ensure that both parties in the deal are
acting in their own self-interest and are not subject to any pressure or duress from the other party.

Disclosure Requirements

Controls over financial statement disclosures as set forth in accounting policy and procedure 359
- Financial Statement Disclosures and Filing Requirements.

Following are the disclosure requirements on the related party transactions:

“ASC 850-10-50-1 Financial statements shall include disclosures of material related party
transactions, other than compensation arrangements, expense allowances, and other similar items
in the ordinary course of business. However, disclosure of transactions that are eliminated in the
preparation of consolidated or combined financial statements is not required in those statements.
The disclosures shall include:

a. The nature of the relationship(s) involved

b. A description of the transactions, including transactions to which no amounts or nominal
amounts were ascribed, for each of the periods for which income statements are
presented, and such other information deemed necessary to an understanding of the
effects of the transactions on the financial statements
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c. The dollar amounts of transactions for each of the periods for which income statements
are presented and the effects of any change in the method of establishing the terms from
that used in the preceding period

d. Amounts due from or to related parties as of the date of each balance sheet presented and,
if not otherwise apparent, the terms and manner of settlement

e. The information required by paragraph ASC 740-10-50-17

ASC 850-10-50-2 Notes or accounts receivable from officers, employees, or affiliated entities
must be shown separately and not included under a general heading such as notes receivable or
accounts receivable.

ASC 850-10-50-3 In some cases, aggregation of similar transactions by type of related party may
be appropriate. Sometimes, the effect of the relationship between the parties may be so pervasive
that disclosure of the relationship alone will be sufficient. If necessary to the understanding of
the relationship, the name of the related party shall be disclosed.

ASC 850-10-50-4 It is not necessary to duplicate disclosures in a set of separate financial
statements that is presented in the financial report of another entity (the primary reporting entity)
if those separate financial statements also are consolidated or combined in a complete set of
financial statements and both sets of financial statements are presented in the same financial
report.

Disclosures about Arm's-Length Bases of Transactions

ASC 850-10-50-5 Transactions involving related parties cannot be presumed to be carried out on
an arm's-length basis, as the requisite conditions of competitive, free-market dealings may not
exist. Representations about transactions with related parties, if made, shall not imply that the
related party transactions were consummated on terms equivalent to those that prevail in arm's-
length transactions unless such representations can be substantiated.”

Detailed Procedures Performed:

l. Compilation of Listing of Potential Related Parties

1. Obtain the latest Corporate Book from the Legal Department (or receive confirmation
that it has not changed since the prior quarter)

2. Obtain the latest PPL related party listing from PPL Financial Reporting.

3. Obtain and review responses to the SOX 302 questionnaire from Audit Services for
answers that indicate the following:
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a. Whether an employee has served as an officer or director for any for-profit
organization other than PPL Corporation or any of its affiliates.

b. Whether an employee or any member of their immediate family had a material
ownership interest (10% or more) or operating responsibility for, any
partnerships or other for-profit entities, including leasing transactions with
variable interest entities, that conduct business with PPL Corporation or any of
its affiliates.

4. Obtain a listing of benefit plan trusts from the Risk Management Department which are
managed by or under the trusteeship of management, or confirm that there are no
changes from the prior quarter, and also confirm the listing or that there are no changes
with HR. Note that LKE’s 401(k) plan trusts are not managed by or under the
trusteeship of management, but are included because the investment choices are
controlled by management.

5. A Sr. Corporate attorney reviews the minutes of the Board of Directors meetings for
each of the Companies and informs Corporate Accounting of any new related parties or
related party transactions.

The following additional procedures are performed annually:

6. Obtain and review the Annual Independence Survey results from the Sarbanes-Oxley
Department which lists PPL officer board interests which are included in LKE’s Oracle
Accounts Payable transactions during the year.

7. Determine through discussion with a member of the Compliance department whether
any related party transactions were reported by Company employees during the annual
Standards of Integrity survey.

8. Obtain and review the Director & Officer External Positions report from the
Compliance Department to identify related parties of officers.

9. Obtain a listing of Variable Interest Entities from the Financial Accounting and
Analysis Department to identify potential related parties.

10. Obtain the Officers’ Annual Questionnaire from the Legal Department to identify
related parties of officers.

11. Prepare a list of all potential related parties identified through this process.

The following will not be listed as potential related parties, although all could
technically meet the definition of a related party:

a. All employees, including retirees who are still receiving company benefits.

b. All non-Section 16 officers.
Transactions between any of the Companies and members of management, employees,
retirees, customers, vendors for the delivery of electricity and natural gas in the
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ordinary course of business will not be reported on the related party transaction listing.
The prices charged for these services are based on tariffs set by regulators and would
always be considered “arms-length” transactions, and, due to their nature, would never
be considered quantitatively or qualitatively material to the financial statements of any
of the Registrant companies.

12. Analyze each potential related party to determine whether it has the ability to exercise

significant influence over LKE, LG&E or KU; or vice versa. This analysis may include
such steps as assessing board representation, ownership percentage or control over a
given entity. If a determination is made that significant influence is not present, the
rationale must be documented in the potential related parties listing. The Manager,
Financial Reporting, or delegate, reviews the completed potential related party listing
for completeness, accuracy and the determination of significant influence.

Compilation of Related Parties List

Using the potential related parties listing, compile the related parties list, by including all
parties having significant influence. At a minimum, related parties listed will include all
legal entities for which PPL has an ownership interest, as well as all Section 16 officers
and board members of these entities. For purposes of this list, immediate family members
(using the definition in ASC 850) of Section 16 officers and members of the boards of
LKE, LG&E and KU, which includes the executive officers of these companies, are also
considered related parties. (Note: Since LKE, LG&E and KU are separate SEC
registrants, the definition of Section 16 officers will be applied at that level versus at the
PPL level. LKE, LG&E and KU Section 16 officers are determined to be the members of
the Governance and Financial Oversight Committee). The Manager, Financial Reporting,
or delegate, reviews the related party listing for completeness.

Compilation of Related Parties Transaction List

Complete the PPL IC Charges Excel file which lists all transactions by month with PPL
affiliates.

Run the EiS report: “LKE GL JE Lines with Account 146100 and 234100 for each
month of the quarter, which lists all LKE Oracle auto-intercompany receivables and
payables. Create pivot table by source and LKE affiliate.

Obtain transactions for the LG&E and KU Foundation Inc. with any related party from
the Tax Department.

Obtain transactions for the benefit trusts which are managed by or under the trusteeship
of management from the Risk Management Department.

Obtain transactions with all other related parties identified above, through running the
query used for the Annual Independence Survey quarterly.
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6. Review the transactions to determine whether they were performed at arms-length.

Document the rationale used for the conclusion. We will investigate all transactions
with a particular counterparty in which the quarterly transactions are greater than 25%
of the waived adjustment threshold for the registrant with the lowest waived adjustment
threshold. For determination of waived adjustment thresholds see 354 — Materiality
Policy. Note: All transactions including related party transactions are executed in
accordance with the Authority Limits Matrix.

. The Manager, Financial Reporting, or delegate, reviews the lists above to identify any

unusual transactions or transactions that should be disclosed in accordance with ASC
850.

Reports Generated and Recipients:

Compiled list of potential related parties which is prepared by the Assistant to the
Controller and maintained by Corporate Accounting.

Compiled list of related parties, which is prepared and maintained by Corporate
Accounting.

Compiled list of related party transactions which is prepared and maintained by
Corporate Accounting.

Additional Controls or Responsibility Provided by Other Procedures:

Corporate Policy: External Board or Officer Service (CP 109)

Officer Questionnaires in support of FERC interlock reporting by the Legal Department
Preparation of the Corporate Book by the Legal Department

Accounting Policy 359 — Financial Statement Disclosures and Filing Requirements
Accounting Policy 250 — Balance Sheet Reconciliation Policy

Standards of Integrity annual questionnaire

SOX 302 quarterly questionnaire

Authority Limits Matrix

SOX transaction: 80.08 — Reporting

Requlatory Requirements:

None

Reference:

ASC 850
SEC Rule 404
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e SEC Regulation S-X
Corresponding PPL Policy No. and Name:
307 — Related Party Transactions
Key Contacts:
Manager, Financial Reporting
Administrative Responsibility:
Controller

Date Created: 1-1-16
Dates Revised: 8-19-2016
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Policy:

LG&E and KU Energy LLC (“LKE”) and its subsidiaries will timely and accurately record all
financial transactions into the affected companies’ general ledgers and disclose certain non-
financial information in its financial statement filings with regulatory authorities, the U.S.
Securities & Exchange Commission (“SEC”), and other authoritative bodies unless deemed
immaterial and supported by appropriate documentation of such conclusion.

Procedure:

Materiality will be assessed at the reporting company level throughout the organization as of the
date financial statements are externally produced for investor or financial institution use. The
assessment will be made at quarter- and year-end for each SEC registrant. During quarterly
reporting, materiality will also be assessed for the full year financial statements using the most
current of the current year budget or current financial forecast, as appropriate.

Scope:

This policy applies to all items having an impact on the relevant financial statements as defined
below, including adjustments that are not recorded in the general ledgers of the affected
company or companies, as of the date the respective period’s books are closed. The relevant
financial statements include those of LKE’s parent company, PPL Corporation (“PPL”), LKE
consolidated, Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company
(“KU”). Financial statements for PPL, LKE, LG&E and KU are issued quarterly and annually
for investor and financial institution use.

Objective of Procedure:

The objective of the materiality accounting policy and procedures is to ensure that the process
for determining materiality is defined relevant to the companies reported and communicated to
individuals responsible for determining whether each identified adjustment may be waived as
immaterial. These adjustments must also be analyzed on a company-wide basis to ensure all
waived adjustments are not material to the financial statements of the companies.

General Requirements:

FASB Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics of
Accounting Information, defines materiality as “the magnitude of an omission or misstatement of
accounting information that, in the light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would have been changed or
influenced by the omission or misstatement.” This definition implies that more than just
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quantitative factors should be considered when determining materiality. LKE will include both
quantitative and qualitative factors in making sound decisions regarding materiality for purposes
of financial statement reporting.

The SEC Staff Accounting Bulletin: Topic 1 (Financial Statements), Item M (Materiality),
Subtopic 1 (Assessing Materiality) (SAB Topic 1-M-1) indicates that “materiality concerns the
significance of an item to users of a registrant’s financial statements. A matter is ‘material’ if
there is a substantial likelihood that a reasonable person would consider it important.” There is
no “bright line” test. Materiality is determined on the basis of all relevant facts and
circumstances.

As indicated in SAB Topic 1-M-1, in determining whether multiple misstatements cause the
financial statements to be materially misstated, a registrant should consider each misstatement
separately and the aggregate effect of all misstatements.

Reclassifications / Changes Affecting Comparability

The FASB Accounting Standards Codification (ASC) 205 Presentation of Financial Statements
(ASC 205) notes the following:

205 Presentation of Financial Statements

205-10-50 Disclosure

General

Changes Affecting Comparability

50-1 If, because of reclassifications or for other reasons, changes have occurred in the
manner of or basis for presenting corresponding items for two or more periods,
information shall be furnished that will explain the change. This procedure is in
conformity with the well- recognized principle that any change in practice that affects
comparability of financial statements shall be disclosed.”

Financial Reporting will evaluate changes in the current year’s classifications of items on the
balance sheet and income statement to determine if they represent material misstatements of the
prior periods’ financial statements. For example a reclassification of debt from long-term to
short-term or reclassifications of cash flows from the operating activities category to the
financing activities category, might occur because those items were incorrectly classified in the
previously issued financial statements. These types of reclassification, if material could be
considered a correction of a misstatement. Or, a reclassification could occur when an item is
broken out from a financial statement line caption, for example an item previously included in
Accounts Payable is reclassified to Other Current Liabilities. If a material reclassification has
occurred, the prior year’s financial statements will be reclassified and appropriate disclosure will
be made in the financial statement footnotes.
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The ‘GLAFF Change Request Form - Account’ contains a field to require the individual
completing the form to disclose the fact whether or not the account (new or existing) has a prior
period balance. LKE will assess the need to reclassify the issued prior period financial
statements based on the individual requests and in the aggregate. The Financial Reporting
department will maintain a schedule of all reclassifications (recorded and unrecorded) to evaluate
the comparability of the financial statements and to determine if the issued prior year balances
should be changed. Recorded reclassifications are those that are automatically performed in
Oracle, for example a request to remap an account will automatically remap the prior year,
versus a request to create a new account for an item which had a prior year balance will not
change prior year mapping.

When the ‘GLAFF Change Request Form - Account’ is completed and the change involves an
account with a prior period balance, the department Manager approving the request must contact
the Manager, Financial Reporting. The Manager requesting the change will provide the
Manager, Financial Reporting with support for the prior period amount and document the reason
for change. The Manager, Financial Reporting, along with the requesting Manager will make a
preliminary decision as to whether the reclassification is individually material, or in the
aggregate material, based on other reclassifications affecting the financial statement line and the
recommended course of action. The Manager, Financial Reporting will then review the
assessment with the Controller and a final determination will be made. The assessment will be
shared with the Sarbanes Oxley Compliance department and the external auditors. The
materiality conclusions for the reclassifications will be reflected in the Overall Error Assessment
memo prepared by the Financial Reporting Department for each reporting period.

Quantitative

For purposes of overall quantitative materiality, LKE, LG&E and KU will use 7% of projected
full year pretax income for the first three quarters and actual year-to-date pretax income for the
fourth quarter as an outside limit for determining whether the Income Statements as a whole are
materially correct and 5% of total current assets for determining whether the Balance Sheets as a
whole are materially correct. The percentage threshold is supported by the SEC SAB Topic 1-
M-1, which states that “the use of a percentage as a numerical threshold, such as 5%, may
provide the basis for a preliminary assumption that — without considering all relevant
circumstances — a deviation of less than the specified percentage with respect to a particular item
on the registrant's financial statements is unlikely to be material. The staff has no objection to
such a ‘rule of thumb’ as an initial step in assessing materiality. But quantifying, in percentage
terms, the magnitude of a misstatement is only the beginning of an analysis of materiality; it
cannot appropriately be used as a substitute for a full analysis of all relevant considerations.”
The thresholds used by LKE, LG&E and KU were developed after obtaining benchmark ranges
provided to PPL by Deloitte Consulting during a Sarbanes-Oxley Program Improvement Project
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consulting engagement conducted during 2014. The thresholds used by LKE, LG&E and KU are
within or below the ranges of the Deloitte benchmarks.

LKE, LG&E and KU have only public debt. LKE’s equity is 100% owned by PPL Corporation
and LG&E’s and KU’s equity is 100% owned by LKE. For LG&E and KU, and therefore for
LKE, much of the debt is secured by mortgages. Using a 7% threshold rather than the 5%
example used by the SEC recognizes the lower risk of investing in the debt of LKE, LG&E and
KU for the debt investors — the primary external users of the LKE, LG&E and KU financial
statements.

LKE, LG&E and KU will assess all income statement errors which meet or exceed certain
quantitative thresholds. These thresholds are determined by each Registrant quarterly as 0.35%
of the following:

1% Quarter — Projected full year pretax income from the current year budget

2" Quarter — Projected full year pretax income from the 1% quarter’s reforecast

3" Quarter — Projected full year pretax income from the 2" quarter’s reforecast

4™ Quarter — Actual full year pretax income

The 0.35% threshold is 5% of the 7% baseline materiality level and is evaluated for
reasonableness quarterly and therefore subject to change when appropriate. The calculation of
the thresholds for each quarter is contained in the waived adjustment file for that quarter.

The above threshold is also used for review of spreadsheets received from third parties and
manual accrual certifications.

LKE, LG&E and KU will assess all balance sheet reclassifications, which meet or exceed 0.25%
(5% of 5%) of pretax income as a proxy for current assets and current liabilities at each reporting
date. The balance sheet threshold is set at this level to ensure errors are properly evaluated for
their impact on operating cash flows in the statement of cash flow. The calculation of the
thresholds for each quarter is contained in the waived adjustment file for that quarter.

LKE, LG&E and KU will also apply the following quantitative thresholds, based on the 7% of
pre-tax income, when assessing the following:

e Income statement analysis in the MD&A — 60% of 7% or 4.2% of actual pre-tax income
for each quarter or year-to-date in the 10-Q and for total year in the 10-K. Disclosures
meeting this criteria in earlier quarters may be carried forward to all subsequent quarters
in a year, based on qualitative factors.

e Material internal control weakness — 100% of 7%, or 7% of pre-tax income. The
thresholds are calculated on a quarterly basis, using projected full year pretax income
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budget for the first quarter, projected full year pretax income from the 2" and 3"
quarter’s reforecast for the second and the third quarter, and actual full year pretax
income for the fourth quarter.

e Significant internal control deficiency — 50% of 7%, or 3.5% of pre-tax income. The
thresholds are calculated on a quarterly basis, using projected full year pretax income
budget for the first quarter, projected full year pretax income from the 2" and 3"
quarter’s reforecast for the second and the third quarter, and actual full year pretax
income for the fourth quarter. (This threshold is also used by SOX department for
information processing system and interface scoping).

e Tolerable Misstatement threshold (i.e., scoping accounts and processes and of Key SOX
controls) — 20% of 7%, or 1.4% of pre-tax income. The thresholds are calculated on a
quarterly basis; using the projected full year pretax income budget for the first quarter,
projected full year pretax income from the 2" and 3™ quarter’s reforecast for the second
and the third quarter, and actual full year pretax income for the fourth quarter. (This
threshold is also used for GFOC’s approval of impairments).

e High risk or complex manual journal entries — 25% of 7%, or 1.75% of pre-tax income.
The thresholds are calculated once on an annual basis (in the first quarter of each year)
using the projected full-year pretax book income from the current year budget.

(Note: The thresholds for a significant internal control deficiency and a material internal
control weakness are used to determine when assessments regarding the significance of a
control deficiency are initiated. However, qualitative assessment of items (see discussion
below) may indicate that the items are not significant or material, even when the
quantitative threshold is met.)

LKE, LG&E and KU will also apply the following quantitative thresholds, based on the 5% of
total current assets, when assessing the following:

e Balance sheet disclosure assessment — 100% of 5% or 5% of total current assets at the
end of each quarter. Disclosures meeting this criterion in earlier quarters may be carried
forward to all subsequent quarters in a year, based on qualitative factors.

The calculation of the above mentioned thresholds for each quarter is contained in the waived
adjustment file for that quarter.

These quantitative measures will be considered along with the overall level of risk of the item
being considered. The Company considered the following factors when determining the range of
materiality:

e existence of a stable business environment;

e the Company’s business is viable and not under financial duress;
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e management of the Company is competent and capable;
e entity level controls are in place and working; and
e historical track record of few minor adjustments proposed by auditors on an annual basis.

The SEC Staff Accounting Bulletin: Topic 1 (Financial Statements), Item N (Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements) (SAB Topic 1-N) also provides guidance regarding the determination of materiality.
The two techniques that are most commonly used to accumulate and quantify misstatements are
the “rollover” and “iron curtain” approaches. The rollover approach quantifies a misstatement
based on the amount of the error originating in the current year income statement. This approach
ignores the effects of correcting the portion of the current year balance sheet misstatement that
originated in prior years (i.e., it ignores the “carryover effects” of prior year misstatements. The
iron curtain approach quantifies a misstatement based on the effects of correcting the
misstatement existing in the balance sheet at the end of the current year, irrespective of the
misstatement’s year(s) of origination. Companies should quantify the impact of correcting all
misstatements, including both the carryover and reversing effects of prior year misstatements, on
the current year financial statements. All errors should be quantified and evaluated using both
the rollover and the iron curtain methods.

Qualitative

Although an account or group of transactions is below the quantitative materiality scope,
materiality must also be evaluated on a qualitative basis. In addition to quantitative
computations, qualitative considerations must be factored in when determining whether an item
is material to the financial statements. Qualitative measures for determining the risk of material
misstatement in individual accounts include the following from the company’s Balance Sheet
Accounts Reconciliation Policy and internal control risk assessment:

e susceptibility of the account or transactions to loss due to errors or fraud, including past

errors in the account;

e risk level of account involved (see Balance Sheet Reconciliation Policy and Procedures);
volume of activity, complexity, and homogeneity of the individual transactions processed
through the account (i.e., based on estimates);
nature of the account (e.g., suspense accounts generally warrant greater attention);
level of management judgment used in the account;
existence of related party transactions in the account;
changes from the prior period in account characteristics (e.g., new complexities or
subjectivity or new types of transactions); and
e sensitivity of the account in affecting the reporting entity’s (LKE, LG&E or KU)

compliance with legal or regulatory requirements, loan covenants, or other contractual

requirements.
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The above measures are listed on the ‘Account Segment Change Request Form’. When new
accounts are created they are required to be ranked on a low, medium, high scale for the above
seven criteria and an eighth segment asks if the account should be given a qualitative risk
ranking of 3 (high) regardless of the responses to the seven preceding questions.

SAB Topic 1-M-1 also lists the following qualitative measures:

Whether it arises from a precisely measurable item/calculation or an estimate;

Whether it masks a change in earnings or other trends;

Whether it hides a failure to meet analysts’ or others’ consensus expectations;

Whether it changes a loss into income or vice versa;

Whether it affects compliance with regulatory requirements;

Whether it affects compliance with loan covenants or other contractual requirements;
Whether it has the effect of increasing management’s bonuses or other compensation; and
Whether it involves concealment of an unlawful or fraudulent transaction.

Key areas of disclosure that should be considered when evaluating material transactions include:

1. Contingencies
a. Legal proceedings
b. Guarantees
c. Regulatory matters
d. Lease arrangements
2. Risks (financial and other)
a. Financial risks (e.g. credit rating downgrades, counterparty credit, financial
covenants)
b. Environmental regulations
c. Risk management activities
d. Energy trading activities
3. Known trends, demands, commitments, events or uncertainties. Use the “reasonably
likely” standard (i.e. what is reasonably likely to come to fruition?)
a. Decrease in demand
b. Market price changes
c. Government regulation
d. Rating agency scrutiny
e. Contraction/expansion of operations
4. Off-balance sheet arrangements
a. Consider effect of terminating the arrangement or including the effect of the
arrangement on the balance sheet
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5. Related party transactions

a.

Consider transactions involving parties that have a relationship with the company,
including officers and directors and their family (also ex-officers and directors)

6. Lag periods

a.

Prior to issuing periodic reports, consideration should be given to specific
transactions or events of subsidiaries whose financial statements are prepared as
of a date preceding the date of the parent’s consolidated financial statements
(within an acceptable lag period). These specific transactions or events could be
either lag period transactions or subsequent events.

Financial Standards Board (FASB) Accounting Standards Codification (ASC)
810, Consolidations, (ASC 810) and Regulation S-X, 3A-02(b)(1) (Article 3A -
Consolidated and Combined Financial Statements, Topic 02 — Consolidated
Financial Statements of the Registrant and Its Subsidiaries) indicate that it is
acceptable to consolidate a subsidiary on a lag that is not more than about three
months different from the fiscal period of the parent. Recognition should be
given by disclosure or otherwise of intervening events which materially affect the
parent’s financial position or results of operations.

Specific transactions or events that occur after the lag period are considered
subsequent events. See the Subsequent Events Accounting Policy and Procedures
for additional information.

7. Financial Statements

8. Other
a

b.
C.
d.

Credit arrangements/financing activities
Acquisitions/divestitures

Critical accounting policies

Material contracts

Detailed Procedures Performed:

1. All adjustments, no matter the dollar amount, must be booked to the general ledgers prior to
closing the books each month. Adjustments may only be “waived as immaterial” if they are
not timely identified during the closing process and are immaterial based on determinants in
this policy or are determined by Management to be a valid deferred adjustment (i.e., amounts
<$50,000 not yet processed for payment in Accounts Payable [See Accounting Policy and
Procedures 751 — AP — Manual Accrual]).

2. All adjustments not booked during the quarter, including reconciling errors appearing in
balance sheet account reconciliations, and out of period adjustments booked during the
quarter greater than or equal to the error thresholds as outlined in quarterly waived
adjustments file, must be placed on the waived adjustment list. This file, including the
thresholds, is maintained for the quarter in a file labeled “Waived Adjustments X Qtr Year”
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(i.e., Waived Adjustments 1% Qtr 2012) on the acctshare on “‘fs2’ shared drive by the person
identifying the adjustment and reviewed for accuracy by the respective accounting manager.

3. Adjustments not meeting the threshold to be included on the Waived Adjustments file must
still be reviewed to determine if they resulted from a deficiency in internal controls (SOX
deficiency). As a general rule, errors that are identified relating to previously issued financial
statements are considered to result from a SOX deficiency since existing internal controls did
not identify the error prior to the financial statements being issued. All adjustments will be
reviewed by the SOX Compliance Department (SOC) to determine if they resulted from a
SOX deficiency. In certain instances, adjustments related to previously issued financial
statements may not have resulted directly from a failure of a control and do not materially
impact the previously issued financial statements, in these instances the SOC review may
result in the determination that the adjustments were not a result of a SOX deficiency. Issues
reviewed by the SOC and deemed not to be deficiencies are considered “Observations”.
Some examples are:

e Adjustments identified by Management (not Audit Services, External Auditors or
external parties such as a vendor)
e Adjustments not resulting directly from a control failure (e.g. failure to accrue an
invoice, inadequate spreadsheet controls)
e Adjustments resulting from estimates which do not have material (as defined in
this policy) implications on future financial statements
The SOC has defined procedures and process flow for reviewing potential deficiencies which
can be found on the SOC SharePoint site.

4. Adjustments waived as immaterial must be booked as soon as practical but no later than the
close of the next quarter. Waived adjustments that are elected to not be booked must be
approved by the CFO and controller.

5. All adjustments (that meet the lowest threshold as outlined in that quarter’s waived
adjustments file must be documented in a memo (known as an “Error Assessment Memo™,
see Appendix A1) should be addressed to the Controller and copied to the relevant
Director(s) and the reporting workpapers. Communications of the draft and final error
assessment memo should be performed by the author of the error assessment memo. To avoid
confusion, error assessment memos are required for any error exceeding the lowest
threshold calculated for the quarter (i.e. if LG&E’s threshold is the lowest of the three

! Appendix A is a template for the Error Assessment Memo and contains additional SOX
assessment documentation required if the error identified is greater than the lowest threshold
outlined in the quarterly waived adjustments file. In addition to Appendix A, Appendix B
provides guidance for reporting SOX issues in the error assessment memo.
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registrants’ thresholds any adjustment waived as immaterial that exceeds LG&E’s threshold
must be documented in an error assessment memo, including amounts related to each
registrant).

An electronic copy of the memo must be filed on the \\lgeenergy.int\shares\Group3:
acctrestricted drive for the respective quarter. The memo must state the following at a
minimum, if applicable:

e Overview of the error
e How the error was identified
e Controls impacted and corrective action to ensure the misstatement does not reoccur
e A materiality assessment including:
0 A guantitative assessment addressing the periods impacted
o the amount of adjustment reported on respective financial statements by
financial statement line item
0 A gualitative assessment based upon SEC guidelines
o A conclusion regarding materiality
e SOX assessment
e Disclosure requirements

In order to ensure timely reporting of internal control exceptions, Error Assessment Memos
must be completed prior to the end of the quarter in which the error was identified. In the
instance of errors identified for the current reporting period, Error Assessment Memos
should be completed within two weeks of the identification of the error but no later than five
business days prior to the issuance of the financial statements.

The SOX Compliance department uses the information contained in Error Assessment Memo
to evaluate the impact of the error on the Company’s system of internal controls. Care should
be taken to include relevant information in the Error Assessment Memo. The SOX
Compliance department should review the Error Assessment prior to finalization.

All final error assessment memos are saved in the appropriate quarter’s directory on the
shared \\lgeenergy.int\shares\Group3: acctrestricted\Error Assessment Memos\ drive after
approved by the Director, Accounting and Regulatory Reporting and the Controller.

Files containing the Error Assessment Memos can only be saved to the
\\lgeenergy.int\shares\Group3: acctrestricted\Error Assessment Memos\ drive/directory by
the Director, Accounting and Regulatory Reporting and the Controller or their designees to
ensure only approved memos are presented. All other access to the directory is set as ““read-
only”.
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6. When a significant financial or non-financial item is identified and affects an entity’s
financial statements, the Controller will make a preliminary determination as to whether the
item may require adjustment to or disclosure in the financial statements. If adjustment and/or
disclosure are deemed necessary, the Manager, Financial Reporting or a designee in
Financial Reporting and the appropriate Controller’s group department will draft the
appropriate change and/or prepare the required disclosure. Concurrence will be obtained
from the Controller and the result will be communicated back to the appropriate business
line.

7. The Controller or the Controller’s designee will assess all waived adjustments individually
and collectively in relation to the relevant company(ies) and relevant line items of the
affected company’s(ies’) financial statements to determine that waived adjustments
individually and collectively are immaterial. The determination that adjustments
individually and collectively are immaterial must consider qualitative items in addition to
quantitative measures. See Quantitative and Qualitative under General Requirements.

8. Should it be determined that items previously determined to be immaterial are determined to
be material, either quantitatively or qualitatively, after the general ledgers have been closed
for the period, the general ledgers will be reopened to adjust for the items, and the financial
statements will be adjusted accordingly.

9. Adjustments deemed to be immaterial are identified after balances for the reporting period(s)
are submitted to PPL for the reporting period and will be communicated to the appropriate
personnel within PPL by the Controller’s designee through the following:

e Waived adjustment list
e Individual Error Assessment Memos
e Overall Assessment of Errors to the Financial Statements

10. Adjustments waived as immaterial will be reported to the GFOC during its quarterly meeting.

Reports Generated and Recipients:

e Individual Error Assessment Memos will be generated using the format in Appendix A when
required by this policy and provided to the Controller

e Overall Assessment of Errors to the Financial Statements - a summary of waived adjustments
and reclassifications will be prepared for and approved by the Controller quarterly

Additional Controls or Responsibility Provided by Other Procedures:
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e All balance sheet accounts will be reconciled based on their assigned risk but at least
quarterly in accordance with the Balance Sheet Account Reconciliation policy and
procedures

Requlatory Requirements:

None
Reference:

e FASB Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics of
Accounting Information

e SEC Staff Accounting Bulletin: Topic 1 (Financial Statements), Item M (Materiality),
Subtopic 1 (Assessing Materiality) (SAB Topic 1-M-1)

e SAB Topic 1-M-1, Materiality

e SAB Topic 1-N, Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements

e APB Opinion No. 20, Accounting Changes

e ASC 250-10-05, Accounting Changes and Error Corrections

e 250 — Balance Sheet Account Reconciliation Policy and Procedures

e 251 —Journal Entries Policy

e 751 — AP — Manual Accrual Policy and Procedures

Corresponding PPL Policy No. and Name:
304 - Materiality

Key Contact:

Manager, Financial Reporting
Administrative Responsibility:

Controller

Date Created: 10/31/05

Dates Revised: 11/03/05
07/18/06



Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

L G&E and KU Energy LLC Accounting Policy and Procedures 8¢ %9 °f 494
Date(ﬁ‘ﬁ?ff‘;

Page 13 of 13

354 - Materiality Accounting Policy and Procedures

(Note: Text in italics indicates key SOX control 80.08.08)

11/11/06
02/29/08
08/27/09
03/21/11
07/05/11
08/03/11
10/03/11
6/22/12
10/19/12
4/2/13
10/7/13
6/30/14
5/26/15
1/16/2016
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11/13/2017
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Garrett
Note: The file naming convention to be used for this memo is “Topic from “Re” line below
MM-DD-YYYY?”
MEMORANDUM
Date: Insert Date here & in 2" page header
To: Controller
From: Insert name of memo preparer &/or relevant manager
Re:
cc:

Insert topic here & in 2" page header

Insert name of relevant Director or Officer and the following recipients
Director, Audit Services

Manager, Sarbanes-Oxley Compliance

Manager, Financial Reporting
Ernst & Young/Deloitte

Director, Shared Accounting Services, PPL
Controller, PPL

Overview of Error !

(Draft & final distribution of the memo is the responsibility of the manager
responsible preparing the memo. No distribution should occur before memo has
been reviewed and approved by the Controller.)

Narrative containing a general description and cause of the error/change, including high-level
background of the process where the error/change occurred and when the error was detected or
Assessment Memos.

the change made (i.e., month and year). This section should include description, root cause, and
issue implication from Appendix B - Guidance for reporting Sarbanes-Oxley Issues in Error

1 LKE, LG&E and KU will assess all income statement and balance sheet errors which meet or exceed certain
quantitative thresholds. These thresholds are determined by each Registrant quarterly as 0.35% of pretax income
and are updated in the quarterly waived adjustments file.
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How Error Was ldentified

Narrative containing a general description of how and when the error was identified (i.e., “In
analysis of the June activity an error was identified in the way ...” or “While reconciling the XXX
account for the month of April it was determined that ....”)

Controls Impacted

Narrative indicating the controls impacted (i.e., “The error was attributable to failure of controls
surrounding key spreadsheets ...”) including the control activity number(s) and compensating
control numbers, if any. If a control detected the error, it should be noted in this section. See
Appendix B - Guidance for reporting Sarbanes-Oxley Issues in Error Assessment Memos.

Action Plan

Narrative indicating the plan to mitigate future risk of the error occurring (including the
individual(s) responsible for the action plan), evidence requirements and affirmation that
Sarbanes-Oxley (SOX) documentation has been updated for the change(s) in process.

See Appendix B - Guidance for reporting Sarbanes-Oxley Issues in Error Assessment Memos.

Date to Implement:

Materiality Assessment

Periods Impacted (including quarter correction booked)

Year/Quarter Q1 Q2 Q3 Q4
2017
2016
2015

Pre-2015

Quantitative Assessment -- Adjustment to Amounts Reported on Financial Statements (000°’s)
(from Error Correcting Entries file or other format, if appropriate)

(LKE consolidated entries do not need to be provided if only LG&E and KU are impacted)
(include federal and state income tax impact)

Adjust dates in this table 9ME 09/30/14 3ME 09/30/14

Fin Statement Line ltem Company Debit Credit Debit Credit

($ in thousands)

LG&E

Copy entry(ies) into this space LG&E
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LG&E
LG&E
KU
Copy entry(ies) into this space KU
KU
KU
Other
Copy entry(ies) into this space Other
Other
Other

See the waived adjustment file for the percentage impact on each financial statement line item.
(Alternatively, insert columns U to Z (as applicable) from the waived adjustments file.) (Note: If
the error is 5% or greater of any line item, insert the columns U to Z (as applicable) and columns
AK to AP (as applicable) from the waived adjustments file and discuss justification for the error
being considered quantitatively immaterial. If the error is 5% or greater of any financials statement
subtotal line, also discuss the relative % error to the forecasted full year financial statement
balances.)
Qualitative Assessment
In Topic 1 - M, “Materiality” the SEC provides examples of qualitative factors that could cause
an otherwise small quantitative error to be material to an investor. The following is an
assessment of each of these factors relative to the error described in this memo.
e Whether it arises from a precisely measurable item/calculation or an estimate.
Insert comments addressing factor
e Whether it masks a change in earnings or other trends.
Insert comments addressing factor
e Whether it hides a failure to meet analysts’ or others’ consensus expectations.
Insert comments addressing factor
e Whether it changes a loss into income or vice versa.

Insert comments addressing factor

e Whether it affects compliance with regulatory requirements.
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Insert comments addressing factor

e Whether it affects compliance with loan covenants or other contractual requirements.
Insert comments addressing factor

e Whether it has the effect of increasing management’s bonuses or other compensation.
Insert comments addressing factor

e Whether it involves concealment of an unlawful or fraudulent transaction.
Insert comments addressing factor

Materiality Assessment Conclusion

Management has concluded, based on both the quantitative and qualitative assessments above,
this error is not material to the financial statements. Because the error is not significant to the
financial statements, no adjustment to the current or previous financial statements is necessary
and no disclosure of the error is required. (Adjust the language in this paragraph based on the
quantitative materiality of the error.)

This error will be noted during the next LG&E and KU Energy Governance and Financial
Oversight Committee meeting.

See also Financial Reporting’s overall assessment of all errors for an assessment of this and all
other errors identified as affecting the financial statements to for this period.

SOX Assessment

PCAOB Audit Standard (AS) 5, Appendix A, paragraph 3 defines a deficiency in internal control
over financial reporting as follows:

“A deficiency in internal control over financial reporting exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect misstatements on a timely basis.

- Adeficiency in design exists when (a) a control necessary to meet the control objective is
missing or (b) and existing control is not properly designed to that, even if the control
operates as designed, the control objective would not be met.

- Adeficiency in operation exists when a properly designed control does not operate as
designed, or when the person performing the control does not possess the necessary
authority or competence to perform the control effectively.”

In evaluating the deficiency, management considered PCAOB AS 5 paragraphs 63 through 69,
under Evaluating Identified Deficiencies:
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“63. The severity of a deficiency depends on -

e Whether there is a reasonable possibility that the company's controls will fail to
prevent or detect a misstatement of an account balance or disclosure; and

« The magnitude of the potential misstatement resulting from the deficiency or
deficiencies.

64. The severity of a deficiency does not depend on whether a misstatement actually has
occurred but rather on whether there is a reasonable possibility that the company's controls
will fail to prevent or detect a misstatement.

65. Risk factors affect whether there is a reasonable possibility that a deficiency, or a
combination of deficiencies, will result in a misstatement of an account balance or disclosure.
The factors include, but are not limited to, the following -

e The nature of the financial statement accounts, disclosures, and assertions involved,

o The susceptibility of the related asset or liability to loss or fraud;

e The subjectivity, complexity, or extent of judgment required to determine the amount
involved;

e The interaction or relationship of the control with other controls, including whether
they are interdependent or redundant;

o The interaction of the deficiencies; and

e The possible future consequences of the deficiency.

66. Factors that affect the magnitude of the misstatement that might result from a deficiency or
deficiencies in controls include, but are not limited to, the following -

« The financial statement amounts or total of transactions exposed to the deficiency;
and

« The volume of activity in the account balance or class of transactions exposed to the
deficiency that has occurred in the current period or that is expected in future
periods.

67. In evaluating the magnitude of the potential misstatement, the maximum amount that an
account balance or total of transactions can be overstated is generally the recorded amount,
while understatements could be larger. Also, in many cases, the probability of a small
misstatement will be greater than the probability of a large misstatement

68. The auditor should evaluate the effect of compensating controls when determining whether
a control deficiency or combination of deficiencies is a material weakness. To have a mitigating
effect, the compensating control should operate at a level of precision that would prevent or
detect a misstatement that could be material.

69. Indicators of material weaknesses in internal control over financial reporting

include -

« Identification of fraud, whether or not material, on the part of senior management;

« Restatement of previously issued financial statements to reflect the correction of a
material misstatement;

« Identification by the auditor of a material misstatement of financial statements in the
current period in circumstances that indicate that the misstatement would not have
been detected by the company's internal control over financial reporting; and

« Ineffective oversight of the company's external financial reporting and internal
control over financial reporting by the company’s audit committee.”
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SOX Assessment Conclusion

Management has concluded that the deficiency in internal control over financial reporting does
not rise to the level of a material weakness due to the following: (provide support for this
conclusion based on paragraphs 68-69 above). See Appendix B - Guidance for reporting
Sarbanes-Oxley Issues in Error Assessment Memos.

Management has concluded that the deficiency in internal control over financial reporting does
not rise to the level of a significant deficiency due to the following: (provide support for this
conclusion based on paragraphs 63-67 above). See Appendix B - Guidance for reporting
Sarbanes-Oxley Issues in Error Assessment Memos. (Note: This paragraph should be deleted if
the error is a material weakness.)

Management has concluded, based on the guidance in PCAOB AS 5, this error is a deficiency in
the design/operation (pick one) of internal controls over financial reporting (provide support for
this conclusion based on Appendix A, paragraph 3 above). See Appendix B - Guidance for
reporting Sarbanes-Oxley Issues in Error Assessment Memos. This error is not the result of a
material error or significant deficiency as described above, but is a deficiency in internal controls
over financial reporting. (Note: This paragraph should be deleted if the error is a material
weakness or a significant deficiency.)

This error will be noted during the next LG&E and KU Energy Governance and Financial
Oversight Committee meeting.

Required Disclosures

This error is not material to the interim or year-end financial statements and does not involve a
material weakness, accordingly no disclosure is required. (Note: Delete this sentence if not
accurate.)

Disclosure of out of period adjustment (Note: Delete this section, if not necessary.)

If the error is determined to be material to the financial statements add discussion of how the
financial statements will be corrected and how the correction of the error will be disclosed. See
Appendix B - Guidance for reporting Sarbanes-Oxley Issues in Error Assessment Memos.

This section should also provide the narrative for disclosure in the Form 10-K or Form 10-Q, the
disclosure should be presented either in the affected note, for example if the error is a tax out of
period adjustment, the disclosure will be included in the Income Tax footnote, if there is no specific
footnote it will be included in Note 1 Summary of Significant Accounting Policies — General for
the Form 10-K or Note 1, Interim Financial Statements for the Form 10-0Q.

Disclosure of internal control deficiency (Note: Delete this section, if not necessary.)
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(If the error is determined to be a material weakness add discussion of how this will be disclosed
in the financial statements. See Appendix B - Guidance for reporting Sarbanes-Oxley Issues in
Error Assessment Memos. Also provide a discussion on the necessary steps taken to ensure
timely disclosure through the filing of a Form 8-K in accordance with the policy, see 355- SEC
Reporting requirements. No disclosure in the Form 10-K or Form 10-Q is required if the error is
classified as a deficiency or significant deficiency.)

This section should provide the narrative for disclosure in the Form 10-K or Form 10-Q, the
disclosure should be presented in Part 111, Item 9A in the Form 10-K and in Item 4 of the Form 10-

Q.
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Guidance for Preparing an Error Assessment Memo

This information is required to document the control exception and will be used to populate the
LKE Audit Services (AS) issues database.

The Sarbanes-Oxley Compliance Department (SOC) is available to assist in the various
evaluations within this process and to review Error Assessment Memo (EAM) drafts at critical
points throughout their development.

When a financial statement error is documented in an EAM, an evaluation of the Sarbanes-Oxley
(SOX) control documentation must be performed to determine if an existing control failed. This
evaluation must be included in the EAM. If it is determined that the error does not relate to an
existing SOX control, evaluate the error to determine if a control should be developed to prevent
future errors. When a new control is needed, coordinate with the SOC to document and
implement the new control.

Once a determination is made that a control exception exists, the individual responsible for the
issue should use the following guidelines to assist in preparation of the EAM. After review of
the EAM by the SOC, the SOC will complete the SOX Issue Template to be forwarded to all of
the recipients of the EAM for review. Upon completion of the review, the information contained
in the template will be input into the AS issues database.

Definitions for required information in EAMs
Overview of Error

Description: Provide a detailed description of the issue. Use language that individuals
from outside of the immediate business area can understand.

Root Cause: Describe the root cause of the issue. For example, human error, lack of
training, lack of monitoring, staff attrition.

Understanding the root cause of an issue involves identifying the contributing factors
(key conditions, actions or inaction) that contributed to the occurrence of the issue. It is
important to understand the root cause in order to develop the appropriate corrective
action(s) so that the issue does not re-occur. To identify the root cause, it helps to ask
probing questions such as those listed in the example below.

Example:
An issue occurred when an accountant was instructed to change the way a certain
journal entry was handled. However, the entry was not changed. Asking the
following probing questions can help get to the root cause.
e What is the reason for the presence of the problem? The accountant did
not change the entry.
e What is the source or origin of the problem? The accountant was busy and
forgot to make the change. The person who reviewed the entry was not
aware or forgot that it was supposed to be changed.
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e What is the basic reason that, if eliminated, would prevent recurrence?
The accountant should have alerted the manager that this change was
forthcoming and/or a checklist item should have been created to ensure
that this change was incorporated into the monthly/quarterly process.

e Was a control in place or is one needed to mitigate the risk of recurrence?
The journal entry review control was in place, but it should be enhanced to
include a checkilist for the reviewer that would track expected changes in
standard journal entries.

We can see from this example, that change management and communication were
primary causes for the issue and the remediation plan should focus on those areas.

Issue Implication: Is there a potential for additional misstatements resulting from the
control failure? If so, explain. The SOC will use the information included in the
Materiality Assessment section.

Controls Impacted

Compensating Control Number(s): Identify existing documented controls (by control
activity number(s) and name(s)), which either detected or prevented the error in financial
reporting that is related to the issue.

Action Plan:

Description: Describe Management’s plan to address the issue and who is responsible
for ensuring the action occurs. Action plans should be specific, actionable, and provide
evidence of implementation.

Evidence Requirements: Provide a description of the evidence that will be provided to
support implementation of the Action Plan.

Date to Implement:

Provide the date Management has committed to implement the action plan. Once communicated
to senior management, this date can only be changed with approval from the CEO at least two
weeks before the original Date to Implement.

Materiality Assessment:

Section of the EAM to identify the company, financial statement line item, and dollar impact of
the error.
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SOX Assessment

In the event that a significant/key SOX control is found to have failed, determine the level of
deficiency:

Deficiency - A deficiency in internal control over financial reporting (ICFR) exists when the
design or operation of a control does not allow Management, in the normal course of
performing their assigned functions, to prevent or detect misstatements on a timely
basis?.

e Control design relates to the set-up of the control. Control design is documented in
SOX narratives by describing the control that is performed. For example, “Bank
reconciliations are performed monthly.”

e Control operation relates to how the control is executed. The control design should
describe how the control should be operated. For example, “Bank reconciliations are
prepared in Excel by an Accounting Analyst.”

All deficiencies are communicated to the Governance and Financial Oversight Committee
(GFOC) and PPL’s Audit Committee.

Significant Deficiency - A significant deficiency is a deficiency, or a combination of
deficiencies, in ICFR that is less severe than a material weakness, yet important enough
to merit attention by those responsible for oversight of a company’s financial reporting.
Significant deficiencies are reported in the Company’s Form 10-Q and Form 10-K and
communicated to GFOC and PPL’s Audit Committee.

The Company is not required to disclose a significant deficiency in the Form 10-Q and
Form 10-K. However, if management identifies a significant deficiency that, when
combined with other significant deficiencies, is determined to be a material weakness,
management must disclose the material weakness and, to the extent material to an
understanding of the disclosure, the nature of the significant deficiencies. In addition, if a
material change is made to either disclosure controls and procedures or to internal control
over financial reporting in response to a significant deficiency, the Company is required
to disclose the change and should consider whether it is necessary to discuss further the
nature of the significant deficiency in order to render the disclosure not misleading.

Material Weakness - A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented or detected and corrected on a
timely basis. Material weaknesses are reported in the Company’s Form 10-Q and 10-K
and communicated to the GFOC and PPL’s Audit Committee. Management should
consider filing a Form 8-K if the material weakness results in non-reliance on previously
issued statements or a related audit report that result in an error. See Ongoing Disclosure

! Timely basis will vary based on the design of the control. For example, the timely basis of a control designed to
function on a monthly basis would not be the same for a control designed to function on a daily basis.
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of Material Information (Form 8-K) policy for information on what is to be included in a
Form 8-K filing and deadline dates.

Disclosures
Disclosure if the error results in recording a material out of period adjustment

Per FASB ASC 250-10-45 Accounting Changes and Error Corrections — Presentation,
Materiality Determination for Correction of an Error, paragraph 45-27 — “In determining
materiality for the purpose of reporting the correction of an error, amounts shall be related to the
estimated income for the full fiscal year and also to the effect on the trend of earnings. Changes
that are material with respect to an interim period but not material with respect to the estimated
income for the full fiscal year or to the trend of earnings shall be separately disclosed in the
interim period.”

Therefore, the disclosure should include:
e the fact that an out of period adjustment was made,
e the period in which the adjustment was recorded in the general ledger,
e the financial statement caption affected and the amount before and after tax, and
e if there is a material impact to the previously reported financial statements and the affect
on the full year financial statements for the current period reported.

Material Weakness Disclosure:

The disclosure for a material weakness in Form 10-K Item 9A and Form 10-Q Item 4 should
include:

e the nature of the material weakness,

e the period in which the adjustment was recorded in the general ledger,

e ts effect on financial reporting and the control environment, and the financial statement
caption affected and the amount before and after tax, and

e management’s current plans, if any, for remediating the weakness.

Per E&Y’s 2011 SEC annual reports- Form 10-K guidance book:

“The SEC staff has stated that it does not believe that an Item 4.02 Form 8-K is required for
every revision to a registrant's previously issued financial statements that is the result of an
error. However, the SEC staff has indicated that it would be "surprised” if amounts in the
primary financial statements (e.g., balance sheet, income statement, cash flow statement) were
changed due to an error, but an Item 4.02 Form 8-K was not filed.

A notable exception to the SEC staff’s expectation involves SAB Topic 1-N. Under SAB Topic 1-
N, correcting prior year financial statements for immaterial errors would not require previously
filed reports to be amended. Such correction may be made the next time a registrant files the
prior year financial statements. The SEC staff has stated that, in cases where a pending
restatement is immaterial, an Item 4.02 Form 8-K would not be required. However, the SEC
staff cautioned that, if the error being corrected materially affected a prior quarter of the current
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fiscal year, the SEC staff would expect the registrant to file an Item 4.02 Form 8-K with respect
to those interim financial statements.

While not addressed in the SEC rules, we believe that a material weakness in internal control
that was identified and corrected during the fiscal year would not preclude management from
concluding that internal control over financial reporting was effective as of the end of the fiscal
year. In those circumstances, management’s internal control report™ would not be required to
disclose the existence and correction of a material weakness earlier in the company’s fiscal year.
However, under Item 308(c) of Regulation S-K (discussed below), a change during a fiscal year
necessary to correct a material weakness in internal control would need to be disclosed in the
periodic SEC report covering the respective fiscal quarter.”
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355 - SEC Reporting Requirements

Policy: All required U.S. Securities and Exchange Commission (SEC) filings are to be
completed for LG&E and KU Energy LLC (LKE), Louisville Gas and Electric Company
(LG&E) and Kentucky Utilities Company (KU) (collectively the Company).

Procedure: The United States government through laws and rules requires companies with
publicly traded securities to report information to the SEC. All SEC forms that are required to be
filed by the Company are to be prepared and filed when due following the controls, policies and
guidelines of the Company. Quarterly reports on Form 10-Q and annual reports on Form 10-K
will be included in PPL Corporation’s (PPL) Forms 10-Q and 10-K, consistent with other PPL
registrants.

Scope: All forms filed by the Company with the SEC.

Objective of Procedure: To ensure all forms for LKE, LG&E and KU that are required to be
filed with the SEC are accurate.

General Requirements:
Procedures:

Any questions on SEC Reporting or potential disclosures should be directed to Financial

Reporting. Requirements for the preparation and review of 10-Q/10-K workpapers include,

among others:

e The financial statements, including footnotes, and management discussion and analysis
(MD&A) and other items or supplementary information reported in the Forms 10-Q or 10-K
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355 - SEC Reporting Requirements

(i.e., audit fees, long-term debt schedule, parent only financial statements, fixed charge ratio
calculations, etc.) will be cross-referenced where applicable, to supporting workpapers.

e Support for all amounts presented in the financial statements, footnotes, MD&A and other
items or supplementary information will be contained in the workpapers.

e Workpapers will be provided to Financial Reporting containing the sign-off of the preparer
and the reviewer to document appropriate review of analyses for accuracy, including
calculations in spreadsheets. The workpapers will be maintained by Financial Reporting.

e The following items will be documented in the workpapers through checklist/timeline sign-
off by the performer and the reviewer:

o verify the reasonableness of the results,

e compare disclosures among registrants for consistency,

e compare disclosures for each registrant for internal consistency,

o apply other verifications for accuracy, reasonableness and consistency specific to the area
of contribution.

Additional procedures and controls are set forth in accounting policy and procedure 359 -
Financial Statement Disclosures and Filing Requirements.

Reports Generated and Recipients:

All SEC Forms are filed electronically with the SEC along with the filing of the respective PPL
forms. The revolving credit facility banks and bond trustees will access copies of the reports on
the SEC’s internet site. Copies are maintained by the LKE Controller group.

Electronic copies of the 10-K/10-Q reports for LKE, LG&E and KU are sent to the Treasurer’s
department to be filed with the MSRB (Municipal Securities Rulemaking Board) and to provide
courtesy copies to rating agencies. Electronic copies are also maintained on
\\Igeenergy.int\shares\group1\financial_reporting shared drive, Financial and Operational
Documents SharePoint site at http://home/og/fin/finrpt/SitePages/Home.aspx and the PPL
internet site (pplweb.com).

Hard copies of the 10-K/10-Q reports for LKE, LG&E and KU are provided to Accounting
Managers, CFO Directors and Officers, the Legal department, the Treasurer’s department, the
Rates department and other interested parties based on distribution lists maintained by Financial
Reporting and the Legal department, or upon request

Additional Controls or Responsibility Provided by Other Procedures:
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e Adherence to accounting policy and procedure 962 - Compliance with GAAP and
Regulations.

e Controls over financial statement disclosures as set forth in accounting policy and procedure
359 - Financial Statement Disclosures and Filing Requirements.

e Internal Controls over financial reporting documented for all internal control cycles

Regulatory Requirements:

The Securities Exchange Act of 1934 (Exchange Act) primarily addresses securities trading and
the disclosures that a public company must make to ensure that investors are continually
informed of a company’s financial condition and prospects. Companies that report under the
Exchange Act are required to file if the company engages in interstate commerce, the securities
are held of record by 500 or more security holders, and the company had more than $10 million
in total assets at its latest year end. Any company whose securities are registered under Section
12 of the Exchange Act must file annual and other reports that the SEC prescribes. Accordingly,
LKE and subsidiaries, LG&E and KU must file with the Securities and Exchange Commission
due to their public debt securities.

Rule 13a-1 of the Exchange Act requires the filing of an annual report on the appropriate form.
Rule 13a-13 of the Exchange Act requires the filing of a quarterly report for each of the first
three quarters of a fiscal year. Rule 13a-11 or Rule 15d-11 of the Exchange Act requires the
filing of a “current report” on Form 8-K unless the information was previously reported. Form
8-K should also be used for reports of nonpublic information required to be disclosed by
Regulation FD of the Exchange Act.

Forms required to be filed under the Exchange Act applicable to LKE, LG&E and KU registrants
include the following:

e Form 10-K — For the annual report, large accelerated filers are required to file within 60 days
after year-end, and must comply with internal control over financial reporting disclosure
requirements (including obtaining an auditor’s opinion regarding the effectiveness of internal
controls over financial reporting). Non-accelerated filers are required to file their annual
reports within 90 days after the end of the year. Effective with the passing of the Dodd-
Frank Act (signed into law in July 2010), non-accelerated filers are no longer required to
obtain an auditor’s opinion regarding the effectiveness of internal controls over financial
reporting. (Note: Although PPL is the only large accelerated filer, the Form 10-K reports for
all PPL registrants are filed within the 60-day period, since the notes to the financial
statements are prepared on a combined basis.)

e Form 10-Q - For the quarterly report, large accelerated filers are required to file within 40
days after the quarter end. Non-accelerated filers are required to file within 45 days.
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(Similar to the Form 10-K, all PPL registrants file within the Form 10-Q deadline for large
accelerated filers.)

Form 8-K - For the reporting of certain events, to be filed within four business days of the
occurrence of the reportable event unless otherwise specified. See LKE corporate policy
Ongoing Disclosure of Material Information (Form 8-K), for additional information.

Form 12b-25 — To be filed when a report is not filed by its due date and which, if certain
conditions are met, provides additional time in which to file.

Reference:

Securities Act of 1933

Securities Act of 1934

SEC Regulation S-X (governs the form and content of the financial statements)

SEC Regulation S-K (governs the form and content of disclosures outside the financial
statements)

SEC Requirements, rules, regulations and interpretive guidance

Accounting policy and procedure 962 - Compliance with GAAP and Regulations
Accounting policy and procedure 359 - Financial Statement Disclosures and Filing
Requirements

Corresponding PPL Policy No. and Name:

305 - SEC Reporting

Key Contact:

Manager, Financial Reporting - coordinate all external financial reporting for LKE, LG&E and
KU and coordinate the holding company’s reporting within PPL’s quarterly and annual financial
statements on Form 10-Q/10-K.

Administrative Responsibility:

Controller

Date Created: 3/18/11
Date Revised: 6/30/11, 9/4/12, 4/20/15
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356 - Subsequent Events Accounting Policy and Procedures

Policy: LG&E and KU Energy LLC (“LKE” or the “Company’) and its subsidiaries will
recognize in their respective financial statements any subsequent event if the event provides
additional evidence about conditions that existed at the balance sheet date. Subsequent events
that provide evidence of a condition that did not exist at the balance sheet date should not be
recognized in the financial statements.

Procedure: Between the balance sheet date and the date the Company’s financial statements are
issued or available to be issued, reviewers of the financial statements are to consider whether an
amount reported or information disclosed needs to be adjusted or updated for the occurrence of a
subsequent event.

Scope: All financial statements issued by LKE and/or its subsidiaries.

Objective of Procedure: To establish a policy and procedure for identifying and reporting
subsequent events that may impact LKE reporting companies’ financial statements. These
financial statements may be prepared for and filed with the Securities and Exchange Commission
(“SEC”) or the Federal Energy Regulation Commission (“FERC?”).

General Requirements:
Definition

Subsequent events, as defined in Accounting Standards Codification (“*ASC”) 855, Subsequent
Events, ASC 855-10-20, are:

Events or transactions that occur after the balance sheet date but before financial statements are
issued or are available to be issued. There are two types of subsequent events:

A. The first type (Type I) consists of events or transactions that provide additional evidence
about conditions that existed at the date of the balance sheet, including the estimates
inherent in the process of preparing financial statements (that is, recognized subsequent
events). Example: When a previously identified loss contingency is increased after a
quarter’s end but before financial statements are released.

B. The second type (Type I1) consists of events that provide evidence about conditions that
did not exist at the date of the balance sheet but arose subsequent to that date (that is,
non-recognized subsequent events). Example: When an entirely new event occurs after
the quarter’s end but before financial statements are released, resulting in a loss
contingency or probable loss contingency.
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Recognition

As indicated in ASC 855-10-25-1, subsequent events should be recognized in the financial
statements if the events provide additional evidence about conditions that existed at the balance
sheet date (Type I), including adjustments to estimates made at the balance sheet date.

As indicated in ASC 855-10-25-2, public entities should evaluate subsequent events through the
date the financial statements are issued.

As indicated in ASC 855-10-25-3, subsequent events that provide evidence of a condition that
did not exist at the balance sheet date (Type 1) should not be recognized in the financial
statements, but may be disclosed.

As indicated in ASC 855-10-25-4, if financial statements are reissued, Type Il subsequent events
should not be recognized in the financial statements; however, disclosure may be necessary to
keep the financial statements from being misleading.

Disclosure

As stated in ASC 855-10-50-1, “[a]n entity shall disclose 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 the financial statements were available to be issued.” As indicated in ASC 855-
10-50-4, this date should be disclosed in originally issued financial statements as well as reissued
financial statements.

As stated in ASC 855-10-50-2, “some non-recognized subsequent events may be of such nature
that they must be disclosed to keep the financial statements from being misleading. For such
events, an entity shall disclose the following:

A. The nature of the event and

B. An estimate of its financial effect or a statement that such an estimate cannot be made.”

If a non-recognized subsequent event is significant, disclosure of proforma financial data should
be considered. See ASC 855-10-50-3 for additional information.

ASC 855-10-55-1 through 55-2 provide examples of both recognized and non-recognized
subsequent events.
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Detailed Procedures Performed:

1.

Management and the business units must establish a reporting system or structure that
ensures the ongoing, prompt and accurate identification and reporting of all events,
circumstances or occurrences, including subsequent events, that may be material to LKE
and its reporting companies and therefore, may require disclosure in various financial
statements. The reporting system or structure and its importance must be clearly
communicated to employees within each area of responsibility. Employees must
understand that their reporting obligation under this reporting system or structure is an
ongoing obligation and that they should report to their supervisors all matters that might
be deemed to be material.

When reviewing drafts of quarterly and annual financial statements, reviewers are to
consider whether an amount reported or information disclosed needs to be adjusted or
updated for the occurrence of a subsequent event. If an event has occurred, the
Controller, the Manager, Financial Reporting and the Legal department need to be
contacted.

During internal LKE financial statement review meetings, other Controller group staff
meetings, the Governance and Financial Oversight Committee meeting, meetings with
external auditors and PPL’s Materiality and Disclosure Committee meeting that occur
between quarter-end and year-end balance sheet dates and the filing date of the financial
statements, discuss whether any subsequent events have occurred and whether the events
should be disclosed in the financial statements. If an event has occurred, Financial
Reporting and/or the Legal department will act accordingly.

Once notified, Financial Reporting, the Controller, and/or the Legal department, with
input from other departments, will determine the type of subsequent event. If a
recognized subsequent event, the applicable Controller’s group department will record
the necessary adjustment. If a non-recognized subsequent event, Financial Reporting
and/or the Legal department will prepare the appropriate disclosure for the financial
statements. Financial Reporting and/or the Legal department will contact PPL’s Office of
General Counsel to communicate the matter.

If an event has occurred or been identified after LKE’s Governance and Financial
Oversight Committee meeting or PPL’s Materiality and Disclosure Committee meeting
has taken place, Financial Reporting, the Controller, and/or the Legal department or
Office of General Counsel will determine whether the event should be communicated to
the Committees’ members.
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6. Financial Reporting and the Legal department will continue to monitor developments in
their areas of responsibility to identify the occurrence of subsequent events.

Reports Generated and Recipients:

Subsequent event footnote, which is included in the Company’s financial statements.
Additional Controls or Responsibility Provided by Other Procedures:

Materiality is assessed at the reporting company level throughout the organization as of the date
financial statements are externally produced, per the Company’s Materiality Policy. The
assessment is made separately for each registrant at quarter-end and year-end.
Regulatory Requirements:

Disclosure of subsequent events is required for FERC Form 1 and Form 3 reporting.
Reference:

FASB Accounting Standards Codification 855, Subsequent Events

Corresponding PPL Policy No. and Name:

306 — Subsequent Events Policy

Key Contact:
Manager, Financial Reporting

Administrative Responsibility:
Controller

Date Created: 12/10/10
Dates Revised: 3/31/11, 8/5/11
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(Note: Text in italics indicates a key SOX control.)

Policy: To properly record assets and liabilities on the balance sheet as current or long-term.

Procedure: The detailed procedure provides specifics for identifying assets and liabilities as
current or long-term based on accounting guidance and the nature of the underlying transactions.

Scope: The policy and procedure applies to LG&E and KU Energy LLC (“LKE”) and its
subsidiaries.

Objective of Procedure: To ensure accurate presentation of assets and liabilities on the balance
sheet.

General Requirements:

Detailed Procedures Performed:

Per the Master Glossary of the Accounting Standards Codification (“*ASC”), current assets are
cash or other assets that are reasonably expected to be realized in cash or sold or consumed
during the normal operating cycle of the business. LKE’s operating cycle is 12 months. Per ASC
210-10-45 - Balance Sheet — Overall — Other Presentation Matters, liabilities are classified as
current if their liquidation is reasonably expected to require the use of existing resources properly
classified as current assets or to create other current obligations. Obligations that are due on
demand or that are callable at any time by the lender are classified as current regardless of the
intent of the enterprise or lender.

Current Assets:

For LKE, current assets typically include resources such as:

. Cash, cash equivalents, restricted cash and restricted cash equivalents'

. Short-term investments including certain marketable securities and short-term
deposits that could be used in current operations are reflected in other within current
assets'

. Accounts receivable, less a reserve for uncollectible accounts

. Unbilled revenue

. Receivables from officers, employees, affiliates and others, if collectible in the
ordinary course of business within a year

. Inventories of fuel, materials and operating supplies

. Prepaid expenses such as insurance, rents, taxes, current paid advertising service not

yet received applicable to the next 12 months
. Certain deferred income tax assets
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Assets held for sale

Price risk management assets expected to be realized within 12 months

Portion of intangibles related to emission allowances and renewable energy credits
expected to be consumed or sold within 12 months

Regulatory assets related to under-recovery of regulatory mechanisms (FAC, ECR,
GSC and DSM)

If a current asset has been specifically designated for use of repayment or liquidation of a long-
term liability, it should be classified as a noncurrent asset.

Certain resources warrant classification as noncurrent assets, including:

Cash and claims to cash which are restricted to withdrawal or use for other than
current operations, are designated for expenditure in the acquisition or construction of
noncurrent assets or are segregated for the liquidation of long-term debt

Investments in securities or advances which have been made for the purposes of
control, affiliation, or other continuing business advantage'

Receivables arising from unusual transactions which are not expected to be collected
in 12 months

Cash surrender value of life insurance policies

Land and other natural resources

Depreciable assets

Financing costs associated with long-term debt (financing costs, commissions,
reacquired debt (in regulated operations only), even if a portion will be amortized in
the subsequent 12 months)

Long-term prepayments which are chargeable to the operations over several years, or
deferred charges such as prepayments under a long-term lease

Regulatory assets not related to under-recovery of regulatory mechanisms (see above)

Current Liabilities:

For LKE, current liabilities typically include obligations such as:

Trade accounts payable for obligations to be repaid within the normal operating cycle
of the business

Short-term debt is generally classified as a current liability when the transfer of
resources is required during the normal operating cycle of the business. There are
certain exceptions "

Long-term debt portion payable within 12 months'

Debt and other obligations due on demand (many customer and collateral deposits are
considered current because they are due on demand)
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. Accruals of expenses such as wages, commissions, rentals and royalties
. Income and other taxes payable (including taxes withheld payable) within 12 months
. Interest payable within 12 months
. Dividends declared and payable within 12 months
. Liabilities related to assets held for sale
. Price risk management liabilities expected to be realized within 12 months
. Current portion of ARO liability if timing of settlement is reasonably assured
. Advances and deposits
. Regulatory liabilities related to over-recovery of regulatory mechanisms (FAC, ECR,

GSC and DSM)

FERC and U.S. GAAP reporting requirements may differ. Oracle balance sheet accounts are
established consistent with the FERC Uniform System of Accounts. Each Oracle balance sheet
account must be identified to the appropriate line item for both utility financial reports and U.S.
GAAP financial statements by indicating the appropriate line item on the GLAFF Change
Request Form. Within the GLAFF Change Request Form, inquiries will be made about prior
period balances for reclassification discussions, see 354 — Materiality Policy for further
information.

Each department is responsible for reviewing the account balances under its responsibility before
the end of Day 4 during monthly accounting close to ensure that an asset account with a credit
(negative) balance and/or a liability or equity account with a debit (positive) balance are properly
reported. An EIS query has been developed to facilitate this analysis; the query name is GL_Trial
Balance review. The report returns all accounts with a non-net zero balances for the period for all
companies and populates a “Check” column within the query with “YES” if certain criteria
detailed above are met.

Reports Generated and Recipients:

EIS query - GL_Trial Balance review

Additional Controls or Responsibility Provided by Other Procedures:

354 — Materiality Policy
550 — Chart of Accounts and GLAFF Updates policy
GLAFF Change Request Form — Account

Requlatory Requirements:
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N/A

Reference:

FASB ASC Topic 210-10-45 - Balance Sheet — Overall — Other Presentation Matters
FASB ASC Master Glossary

FASB ASC Topic 470-10-45 - Debt-Overall-Other Presentation Matters
Corresponding PPL Policy No. and Name:

307 — Current Asset/Liability Classifications

Key Contact:

Accounting Managers

Administrative Responsibility:

Director, Accounting and Regulatory Reporting

Controller

Date Created: 3/31/11
Date Revised: 8/9/11, 3/21/13, 3/21/16

I Generally, only investments with original maturities of three months or less qualify as cash equivalents. Original
maturity means the original maturity to the entity holding the investment. For example, both a three-month U.S.
Treasury bill and a three-year Treasury note purchased with three months to maturity qualify as cash equivalents.
However, a Treasury note purchased three years ago does not become a cash equivalent when its remaining maturity
is three months (although it would be classified as a current asset when its remaining maturity is twelve months or
less).

i EASB ASC 470-10-45-14 (Debt-Overall-Other Presentation Matters) indicates that a short-term obligation shall be
excluded from current liabilities if the entity intends to refinance the obligation on a long-term basis and the intent to
refinance the short-term obligation on a long-term basis is supported by an ability to consummate the refinancing
demonstrated in either of the following ways:

A. Post-balance-sheet-date issuance of a long-term obligation or equity securities. After the date of an entity's
balance sheet but before that balance sheet is issued or is available to be issued a long-term obligation or
equity securities have been issued for the purpose of refinancing the short-term obligation on a long-term
basis. If equity securities have been issued, the short-term obligation, although excluded from current
liabilities, shall not be included in owners' equity.
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B. Financing agreement. Before the balance sheet is issued or is available to be issued, the entity has entered
into a financing agreement that clearly permits the entity to refinance the short-term obligation on a long-
term basis on terms that are readily determinable, and all of the following conditions are met:

a. The agreement does not expire within one year (or operating cycle) from the date of the entity's
balance sheet and during that period the agreement is not cancelable by the lender or the
prospective lender or investor (and obligations incurred under the agreement are not callable
during that period) except for violation of a provision with which compliance is objectively
determinable or measurable.

b. No violation of any provision in the financing agreement exists at the balance sheet date and no
available information indicates that a violation has occurred thereafter but before the balance sheet
is issued or is available to be issued, or, if one exists at the balance sheet date or has occurred
thereafter, a waiver has been obtained.

c. The lender or the prospective lender or investor with which the entity has entered into the
financing agreement is expected to be financially capable of honoring the agreement.

i _Current portion of long-term debt should also include long-term obligations that would be callable by a creditor if
LKE was in violation of the debt agreement at the balance sheet date for which the violation would make the
obligation callable.
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Policy:
Waived adjustments will be tracked and analyzed in support of the Materiality Policy.
Procedure:

All waived adjustments impacting a quarter will be tracked and analyzed for overall materiality
on the quarterly and annual financial statements impacted by the adjustments.

Scope:

All amounts not accurately reflected in the financial statements in accordance with the
materiality policy.

Objective of Procedure:

To ensure that the waived adjustments files for each quarterly and annual period accurately
reflect entries for the period in order to accurately analyze their impact on the related financial
statements.

General Requirements:

Detailed Procedures Performed:

e All waived adjustments greater than or equal to the threshold included in the Materiality
Policy must be put in the Error Correcting Entries file. The file is located at *acctshare on
fs2’ in the “Waived Adjustments’ directory and in subdirectories by year and quarter.

e Entries in the Error Correcting Entries file should reflect the adjustment needed to the current
quarter and year-to-date balances in the financial statements to make them correct.

e The Error Correcting Entries file is set up in thousands. An entry for $250,000 should appear
as $250.

e When placing an entry into the Error Correcting Entries file, place a description of the entry
on the “Description” tab. The description must briefly describe the cause of the error and
include reference to an error assessment memo, if the error met the criteria for the memo, see
354 - Materiality Policy for the criteria.
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e All entries that affect the period must be included. If an error occurred in a prior quarter or
prior year and was corrected in the current quarter and/or year, it must be reflected in the
current quarter’s file since it created an error in the current quarter’s balances.

e Entries must reflect the adjustment to correct the current period’s financial statements.

o0 If an income statement adjustment was identified in a prior period and corrected in the
current period, the current period will be over- or under-stated and an adjustment to
reverse the correction booked should appear in the current quarter’s Error Correcting
Entries file.

o If a balance sheet adjustment was identified in a prior period and corrected in the current
period, the current period should not be impacted.

e Entries having an income statement impact must also include the tax effect by the accounts
impacted by the tax effect.

e Managers are responsible for reviewing the entries put into the files by their staffs.
Reports Generated and Recipients:

An Error Correcting Entries file by year and by quarter. The file is located at ‘acctshare on fs2’
in the “Waived Adjustments’ directory and in subdirectories by year and quarter.

Additional Controls or Responsibility Provided by Other Procedures:

This policy and procedures document supports controls provided by the Materiality Policy.
Regulatory Requirements:

None.

Reference:

354 - Materiality Policy

Corresponding PPL Policy No. and Name:

N/A

Key Contact:
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Manager, Financial Reporting
Administrative Responsibility:
Controller

Date Created: 3/31/08
Dates Revised: 10/08/09, 3/31/11, 8/5/11, 9/4/12
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Policy: Disclosures made in financial statement filings (the Reports) by LG&E and KU Energy
LLC (LKE), Louisville Gas and Electric Company (LG&E) and Kentucky Utilities Company
(KU) (collectively, the Company) are complete and accurate, and all required filings are filed
within the mandated due date, including extensions.

Procedure: Various regulators such as the Financial Accounting Standards Board (FASB) and
U.S. Securities and Exchange Commission (SEC), etc. require certain disclosures to be included
in the U.S. Generally Accepted Accounting Principles (U.S. GAAP) Reports issued by the
Company. These disclosures are reviewed by management to ensure they are complete and
accurate, and the Reports are filed in accordance with the appropriate governing regulations.

Scope: All U.S. GAAP Reports filed by the Company with the SEC. The Federal Energy
Regulatory Commission (FERC), the Kentucky Public Service Commission (KPSC), the
Virginia State Corporation Commission (VSCC), and other regulatory or special purpose
financial statement filings (see the current quarter’s checklist at acctpolicies on fs1/old checklists
and working checklist) are excluded from the scope of this policy.

Objective of Procedure: Financial statement disclosures are required to clarify and provide
additional information related to what is presented in the financial statements contained within
the Reports. The objective of this policy is to ensure all disclosures are complete and accurate,
and the proper information regarding disclosure requirements is made available to, and
considered by, the preparers and subject matter experts for the disclosures.

General Requirements:
Procedures

Filing Requirements

The Reports are issued annually and quarterly are prepared in compliance with U.S. GAAP and
SEC requirements and include, as applicable,

e Income Statements,

Statements of Comprehensive Income,

Statements of Cash Flows,

Balance Sheets,

Statements of Member’s/Common Equity,

Footnotes,

Management’s Discussion and Analysis (MD&A) and,

Other information requested by management or required by various regulations.
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Data contained in the Reports originates primarily from the Oracle financial system, the
Hyperion Financial Management system or Workiva Wdesk and is entered directly into the
applicable financial statements and supporting sections of the Reports. The footnotes further
clarify and provide additional information related to what is presented in the financial statements.
Disclosures included in the footnotes and MD&A are required by the regulatory bodies or are
included at the Company management’s discretion to ensure the users of the Reports receive a
complete and accurate picture of the Company’s financial position and results of operations.

The Financial Reporting department (Financial Reporting) is responsible for issuing annual and
quarterly U.S. GAAP basis SEC financial statements for LKE, LG&E and KU that are included
in PPL’s annual and quarterly Reports (i.e., Form 10-K and 10-Q). Financial Reporting prepares
a schedule designating the anticipated timetable for various steps in drafting and reviewing the
relevant disclosure document and coordinates this timeline with PPL’s timeline to ensure PPL’s
reporting requirements are met relative to LKE. The timeline helps ensure important disclosure
issues are raised and analyzed in sufficient time for effective handling under the various
disclosure rules. The timeline also assists in ensuring relevant bodies, such as the Governance
and Financial Oversight Committee (GFOC) and outside advisors, such as legal counsel and
external auditors, are involved in a timely fashion in disclosure issues.

New Accounting Guidance

Each quarter, Financial Reporting completes an assessment of new accounting guidance issued
by the FASB and the SEC. The assessment reviews the new guidance issued and determines the
effect of the accounting and the disclosure requirements on the Company. A rationale and
overall conclusion is documented for any new guidance that affects the Company.

Financial Reporting follows up with each relevant group quarterly to ensure there are no new
regulations or requirements that need to be addressed in the Reports. Communications with the
groups as documented in accounting policy and procedure 962 - Compliance with GAAP and
Regulations are maintained with the supporting documentation for the Reports.

Disclosure Responsibilities Matrix

A disclosure responsibilities matrix is maintained by Financial Reporting for the preparation of
the Reports and outlines by report section the Financial Reporting personnel responsible for
preparation, subject matter expert(s), and management personnel responsible for reviewing and
signing off on the disclosures. The subject matter expert(s) may be the same as the Financial
Reporting personnel responsible for preparation, an individual from another accounting
department, or a non-financial person with the requisite knowledge. Financial Reporting
personnel perform technical research, coordinate review comments, update the disclosures, and
resolve issues identified in coordination with the subject matter expert(s) and reviewers of the
Reports. Financial Reporting is also responsible for maintaining and completing the most
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current disclosure checklists, which provide detail guidance of information required to be in the
Reports based on the FASB and SEC guidelines.

On a quarterly basis, Financial Reporting updates the disclosure responsibilities matrix and
timeline and distributes them to all individuals listed on the disclosure responsibilities matrix to
ensure roles and responsibilities are clearly communicated with the subject matter experts and
management personnel responsible for reviewing and signing off on the disclosures. Financial
Reporting personnel individually distribute rolled-forward disclosures from the last issued
Reports and preliminarily completed disclosure checklists to the subject matter experts in order
to start obtaining information needed for the disclosures in the current Reports.

All parties identified on the disclosure responsibilities matrix are responsible for reviewing
disclosure inputs and content to ensure accuracy and completeness of the disclosed information.
Any issues identified are resolved through discussions with the subject matter expert(s),
Accounting departments and/or legal counsel. Supporting documentation for the disclosures is
prepared by the subject matter expert(s) or Financial Reporting personnel. The manager of the
key subject matter expert(s) for each report section is required to sign off on the disclosure
responsibilities matrix next to the applicable report section when the disclosures are complete
and the supporting workpapers have been placed in the support binders. This sign off also
indicates that the manager has reviewed the applicable disclosure checklist section(s) and is in
agreement with the responses provided. Financial Reporting maintains the signed workpapers
and disclosure checklists in support binders.

Accounting Issues or Changes

See accounting policies and procedures 251 — Journal Entries Policy and 354 — Materiality
Policy for information regarding the handling of adjustments after consolidation is complete,
including information regarding the thresholds for waived adjustments.

Any issues in need of clarification as identified by functional management, internal auditors or
legal counsel are communicated to and investigated by the respective departments responsible
for the report section, in coordination with the Financial Reporting personnel responsible for
relevant activities/functions to ensure completeness and accuracy of the information. Issues are
identified during the reviews of the drafts of the Reports. All issues are resolved before the filing
of the Reports.

Disclosures

The departments responsible for various sections of the Reports coordinate the evaluation of
material disclosures among the legal counsel, subject matter experts and subsidiaries to ensure
that all material items are considered in determining matters to be disclosed. Communications
regarding these issues are retained with the supporting documentation for the Reports.
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Quantitative and qualitative thresholds for materiality are documented in accounting policy and
procedure 354 -Materiality Policy.

Financial statement and footnotes criteria are applied in these discussions. The materiality
thresholds for disclosure in the footnotes are described in accounting policy and procedure 354 —
Materiality Policy. Special items, if any, are noted in the MD&A, and include items such as:

discontinued operations,

gains and losses on sales of assets not in the ordinary course of business,

impairment charges, and

other charges or credits that are, in management’s view, not reflective of the Company’s
ongoing operations.

Supporting Workpapers

All source documents are stored in binders and maintained by Financial Reporting to ensure a
complete record of the support for the Reports. Supporting documents for all disclosures are
reconciled by the preparer to the general ledger, as applicable, and reviewed by the preparer’s
manager or his/her assigned delegate, to ensure accuracy and completeness. Sign-off on the
supporting workpapers is required of the preparer and the manager. Cross-references are made
among the statements, footnotes, and other sections of the Reports, as appropriate, by Financial
Reporting to ensure consistency throughout the Reports.

Electronic evidence which is used to calculate, develop or support the amounts in the SEC
financial statements, including footnotes, MD&A, and other information included in the filings
must be provided to document the following:
e Verification of query parameters for reports run from an IT system to document time
periods, accounts, business unit, etc. used as parameters;
e Tie out to an independent source, when available and appropriate;
e Tie out to a general ledger balance, when available and appropriate; and/or

e Changes made to source data downloaded from an IT system.

When multiple queries are exported to a spreadsheet, each query, in its original form, must be
included on a tab in the spreadsheet and a lead sheet must be used to perform relevant
calculations from those tabs.

Electronic evidence is defined as reports, queries, spreadsheets, e-mails or other data generated
by an IT application, reporting database or End User Computing Tool (EUCT) that is used in the
performance of internal controls over financial reporting that are in the scope of the company’s
Sarbanes-Oxley assessment. EUCTSs are applications that usually reside on an end user’s
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desktop, and therefore are not traditionally subject to rigorous application and general computer
controls. Microsoft Excel spreadsheets and Access databases are examples of common EUCTSs.

See also PPL’s guidance regarding Electronic Evidence Requirements and Electronic Evidence
Process Flow chart on the SOX SharePoint page at:
https://teams.sp.lgeenerqgy.int/sites/ICS/Shared%20Documents/Electronic%20Evidence%20Proc
ess%20Flow.docx
https://teams.sp.lgeenerqgy.int/sites/ICS/Shared%20Documents/Electronic%20Evidence%20Requ
irements.docx

See also LKE’s accounting policy and procedures 950 - Spreadsheets Policy.

Audit Services may re-perform the tie out of the Reports at the request of Deloitte, Company or
Accounting management or PPL.

Other Items Related to Identifying Potential Disclosures

The Manager, Financial Reporting receives quarterly risk reports from the Treasurer’s
department and compares the information therein to the Reports to ensure that all identified risks,
as appropriate, are considered for inclusion prior to the filing of the Reports, documentation of
the review is maintained in the supporting work papers. In addition, the Senior Corporate
Attorney handling securities matters reviews the Reports for completeness and accuracy. Any
items in question are discussed with management to determine the proper treatment/disclosure.

Financial Reporting personnel review the disclosure checklists to ensure consideration has been
given to required disclosures to determine their applicability. All disclosures are checked off
during the preparation of the Reports by Financial Reporting in coordination with the subject
matter expert(s). Any issues or missing items are discussed with Accounting management, and
legal counsel, if appropriate, for appropriate resolution.

The Financial Reporting department on a quarterly basis reviews the monthly highlights and a
listing of nonstandard journal entries. This review is to ensure that any potential significant and
unusual entries are considered for disclosure.

Certifications

Various personnel complete quarterly backup certification memos to the signers of the Reports
and to the remaining members of the GFOC (the signers of the Reports are also members of the
GFOC). The purpose of the memos is to certify that the Reports have been reviewed and fairly
present the Company’s financial condition and results of operations to the best of the certifier’s
knowledge. A memo received from the Director, Audit Services is to certify concurrence with
Management’s conclusion that there are no actual or potential significant deficiencies or material
weaknesses in the Company’s internal controls over financial reporting. See Appendix 1 for
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back-up certifiers. The Treasurer, the Vice President State Regulation and Rates and all
Directors reporting to the Treasurer, Vice President State Regulation and Rates, Controller and
directly to the Chief Financial Officer (CFO) also certify that they have reviewed the
management representation letters to the external auditors related to the Reports indicating that
based on their knowledge of the business and adequate inquiry within their areas of
responsibility, they believe it is appropriate to execute the representation letter. The Controller
signs the management's representation letters to the external auditor, along with the CEO (Chief
Executive Officer) and the CFO.

GFOC Review

The most recent Reports are sent to the GFOC before the quarterly GFOC meeting. The GFOC
meets prior to finalizing and issuance of the Reports. At the GFOC meeting, legal counsel
presents an evaluation of internal controls over financial reporting based on reviews of various
matters by the Controller; Director, Accounting and Regulatory Reporting; Director, Audit
Services; and legal counsel. This review is based on the matters documented in the Evaluation
of Internal Controls over Financial Reporting memo. Discussion of any significant issues
concerning disclosures or internal controls occurs until all GFOC members and attendees are
comfortable with their resolution. If any changes to the Reports are made after the GFOC
meeting the Controller and the Manager, Financial Reporting, will coordinate review of the
changes with the appropriate functional personnel and provide significant changes to the GFOC
members.

Distribution of the Reports and Timing of Filings

The final versions of the Reports are sent in electronic format to the Treasurer’s department to be
filed with the Municipal Securities Rulemaking Board (for LG&E and KU only) and to provide
courtesy copies to rating agencies. Electronic copies are also maintained on the,
\\Igeenergy.int\shares\group1\financial_reporting shared drive, Financial and Operational
Documents SharePoint site at http://home/og/fin/finrpt/SitePages/Home.aspx and the PPL
internet site (http://www.pplweb.com/investors/).

Hard copies of the Reports for the Company are provided to Accounting Managers, CFO
Directors and Officers, the Legal department, the Treasurer’s department, the Rates department
and other interested parties based on distribution lists maintained by Financial Reporting and the
Legal department, or upon request.

Reports Generated and Recipients:

e Disclosure responsibilities matrix that outlines by report section the Financial Reporting
personnel responsible for preparation, subject matter expert(s), and management personnel
responsible for reviewing and signing off on the disclosures.


http://home/og/fin/finrpt/SitePages/Home.aspx

LG&E and KU Energy LLC Accounting Policy and Procedures

Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8
Page 95 of 494

pats 8571

Page 7 of 9

359 - Financial Statement Disclosures and Filing Requirements

(Note: Text in italics indicates a key SOX control.)

e Proof of review by the CFO and CEO is maintained by Financial Reporting and the Legal
department in the form of the signature pages included in the Reports and certifications,
including backup certifications.

e Proof of review by the GFOC is maintained by the Legal department in the form of the
certifications and the GFOC meeting minutes.

e Disclosure Checklist provided to the external auditor

Timeline schedule designating the anticipated timetable for various steps in drafting and

reviewing the relevant disclosure document.

Disclosure responsibilities matrix documenting the subject matter expert and Financial

Reporting contact for each section of the Reports.

Additional Controls or Responsibility Provided by Other Procedures:

Adherence to U.S. GAAP and regulations as set forth in accounting policy and procedure 962
- Compliance with GAAP and Regulations.

Internal Controls over financial reporting documented for all internal control cycles.

SEC reporting as set forth in accounting policy and procedure 355 - SEC Reporting
Requirements.

Requlatory/Contractual Requirements:

The annual Reports are required by Orders of the Kentucky Public Service Commission and
the Virginia State Corporation Commission.

Annual Reports are required due to debt covenants with the Company’s lenders.

LKE quarterly and annual Reports are required due to commitments made to Big Rivers until
2021(12 years after the WKE Unwind guarantee dated July 16, 2009), or longer if a claim
under the guarantee is outstanding.

LKE quarterly and annual Reports are required due to commitments made to Big Rivers
through 2023 (termination of the Indemnity Agreement related to Henderson Municipal
Power & Light excess energy).

LKE quarterly and annual Reports are required in support of LG&E Energy Marketing’s
credit with MISO.

Reference:

Accounting policy and procedure 962 - Compliance with GAAP and Regulations

Accounting policy and procedure 354 - Materiality Policy

Accounting policy and procedure 355 - SEC Reporting Requirements
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Accounting policy and procedure 251 — Journal Entries Policy
Accounting policy and procedures 950 - Spreadsheets Policy

Electronic Evidence Requirements and Electronic Evidence Process Flow chart (see SOX
SharePoint site)
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Corresponding PPL Policy No. and Name:

None

Key Contact:

Manager, Financial Reporting

Administrative Responsibility:
Controller

Date Created: 1/3/08

Date Revised: 7/20/10, 3/18/11, 7/05/11, 8/3/11, 6/20/12, 12/18/13, 4/20/2015, 7/1/2015, 4/1/16,
8/19/2016
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Chairman of the Board
and CEO**

President and COO***

VP Human
Resources

Back-Up Certificaitons
from

SVP Operations*** CFO**

Back-Up Certifications Back-Up Certifications Back-Up Certifications
from from from
VP External Affairs Dlrectaonr‘,j (étt)r:ri\cpsllance VP Customer Servies [ VP Power Production —— Treasurer*
B\ Electric Distribution Dlrectqr, Agdlt i VP State Regulftlon and
Services Rates

m VP Gas Distribution Director, Supply Chain* &g

ok

VP General Counsel***

Director, HR Director, HR (Dist and
(Corporate) Customer Serviec)

Director, HR
(Gen: i nd Sr. Corporate Attorney VP Communications VP Transmission —
Transmission)

VP Energy Supply and

Analysis

Director, Accounting
VP Project Engineering fea and Regulatory
Reporting*

Director, Financial il
Planning and Analysis*

*These certifications are maintained in a file by the Controller and in the support binders held by Financial Reporting. All other back-up
certifications are maintained by the Legal department.

** The Chief Executive Officer and the Chief Financial Officer are members of the GFOC and their certifications are in the 10-Q and 10-K.
*** Members of the GFOC that provide back-up certifications to the CEO and CFO.

Director, Corporate Tax|
and Payroll*
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Policy:

FASB’s Accounting Standards Codification Topic 815 (ASC 815), Derivatives and Hedging
establishes accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities. It requires that all
derivatives that have not qualified for scope exceptions to be recognized on the balance sheet at
fair value. If certain conditions are met, a derivative may be specifically designated as a cash
flow hedge, fair value hedge, or net investment hedge.

LG&E and KU Energy LLC’s (LKE) regulated entities Louisville and Gas and Electric
Company (LG&E) and Kentucky Utilities Company (KU) (collectively the Company) apply the
provisions of ASC 980, “Regulated Operations,” which provide for the creation of regulatory
assets and liabilities when regulators allow for costs to be recovered in a period other than when
the costs would be charged to expense by an unregulated entity. Derivative activity that has not
been designated as Normal Purchases or Normal Sale (NPNS) is reflected in current earnings
(that is, hedge accounting is not elected); the income statement impact is then reversed with the
creation of a regulatory asset or liability when it is probable that these costs are recoverable.
When a regulated entity cannot assert that it is probable that the costs are recoverable (for
example, when the entity uses forward starting swaps to hedge the cash flows from an
anticipated debt issuance that have not been approved by a regulator), it will receive hedge
accounting treatment, provided that all requirements for hedge accounting are met. When
management determines that it is probable that the gains/losses from the hedge will be reflected
in rates, regulatory accounting treatment will be elected and the gains/losses will be reclassified
from OCI to a regulatory asset or liability, to recognize that the economic impact belongs to the
ratepayer, not the shareowner.

The Company’s policy is to designate all contracts for commodity purchases for fuel and other
products that are derivatives and that have physical delivery points where there is customer need
or for company operations as normal purchases. The Company believes that these commodity
contracts are derivatives; however, the contracts fall under the exception guidelines and are
considered normal purchases, exempt from fair value mark to market accounting. Management
noted that the commitment contracts for commodity purchases are executed in the ordinary
course of business. The Company’s intention is to take physical delivery of the materials
purchased and to utilize them in the daily transactions of normal production or transportation to
its customers. Management noted that certain contracts have provisions to be able to net settle
(forward contracts). While certain provisions exist, management has no intention to net settle as
these purchases are used in operations or delivery to customers. As such, the contracts qualify for
the normal purchase, normal sale exemption in accordance with Company policy as well as
outlined in ASC 815 and accordingly are exempt from fair value mark to market accounting. No
trading commodity swaps are transacted at this time, as documented in Note 18 in the Authority
Limits Matrix, which states: “No contracts or transactions for any of the commaodities listed
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under Power Supply, Fuel and By-Products or Gas Supply may be entered into utilizing financial
instruments including, but not limited to, forwards, futures, and/or swaps. As such,, commodity
hedge accounting treatment will not be discussed in this policy.

Procedure:
Derivatives not qualifying for scope exceptions are recognized on the balance sheet at fair value.
Scope:

Derivative instruments represent rights or obligations meeting the definition of assets or liabilities
and should be reported in the financial statements. Per ASC 815-10-15-83, a derivative instrument
is a financial instrument or other contract with all three of the following characteristics:

1. It has (1) one or more underlyings and (2) one or more notional amounts! or payment
provisions, or both. Those terms determine the amount of the settlement or settlements,
and, in some cases, whether or not a settlement is required. An underlying is a specified
interest rate, security price, commaodity price, foreign exchange rate, index of rates, or other
variable (including the occurrence or nonoccurrence of a specified event such as a
scheduled payment under a contract). A notional amount is a number of currency units,
shares, megawatts, pounds, or other units specified in a derivative instrument.

2. Itrequires no initial net investment or an initial net investment that is smaller than would
be required for other types of contracts that would be expected to have a similar response
to changes in market factors.

3. Its terms require or permit net settlement. A contract meets the net settlement criteria if
its settlement provisions meet one of the following criteria:

a. Neither party is required to deliver an asset that is associated with the underlying and
that has a principal amount, stated amount, face value, number of shares, or other
denomination that is equal to the notional amount (or the notional amount plus a
premium or minus a discount). For example, most interest rate swaps do not require
that either party deliver interest-bearing assets with a principal amount equal to the
notional amount of the contract.?

! Sometimes, other names are used. For example, the notional amount is called a face amount in some contracts.

2 ASC 815-10-55-9 through 55-18 state that a non-performance penalty provision that requires the defaulting party to
compensate the non-defaulting party for any loss incurred but does not allow the defaulting party to receive the effect of
favorable price changes (an asymmetrical default provision) does not give a commodity forward contract the
characteristic described as net settlement. In contrast, a contract that permits only one party to elect net settlement of
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b. One of the parties is required to deliver an asset of the type described above in
paragraph (a), but there is a market mechanism that facilitates net settlement; for
example, an exchange that offers a ready opportunity to sell the contract or to enter into
an offsetting contract.

c. One of the parties is required to deliver an asset of the type described in paragraph (a),
but that asset is readily convertible to cash® or is itself a derivative instrument. An
example is a forward contract requiring delivery of an exchange-traded equity security.
Although the number of shares to be delivered is the same as the notional amount of
the contract and the price of the shares is the underlying, an exchange-traded security
is readily convertible to cash. Another example is a swaption — an option to require
delivery of a swap contract, which is a derivative.

Although a contract may meet the definition of a derivative, it may be exempt from fair value
accounting if the contract is considered a NPNS. For those transactions qualifying for the normal
exception, LKE records the transactions at the time of delivery (accrual accounting). Guidelines
for determining if a contract qualifies for the NPNS exception can be found in the “Qualifying for
the Normal Purchases and Normal Sales Exception for Energy Transactions” section.

Additionally, the following contracts are generally not subject to derivative accounting
requirements if specified criteria are met:

= Normal purchases and sales (election must be documented)

= Regular-way security trades

= Certain insurance contracts

= Certain financial guarantee contracts

= Certain contracts not traded on an exchange, such as a climactic, geological variable, or
other physical variable

= Derivative instruments that impede sales accounting

= Investments in life insurance

= Certain investment contracts

= Certain loan commitments

= Certain interest-only and principle-only strips

= Certain contracts involving an entity’s own equity

the contract (by default or otherwise), and thus participate in either favorable changes only or both favorable and
unfavorable price changes in the underlying, meets the derivative characteristic described as net settlement.

3 FASB Concepts Statement No. 5, Recognition and Measurement in Financial Statements of Business Enterprises,
states that assets that atre readily convertible to cash "have (i) interchangeable (fungible) units and (i) quoted prices
available in an active market that can rapidly absorb the quantity held by the entity without significantly affecting the
price" (paragraph 83(a)). For contracts that involve multiple deliveries of the asset, the phrase “in an active market that
can rapidly absorb the quantity held by the entity” should be applied separately to the expected quantity in each delivery.
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= Lease arrangements

= Residual value guarantees

= Registration payment arrangements

= Contracts issued or held by an entity that are both (1) indexed to its own stock and (2)
classified in stockholders’ equity

= Contracts issued by an entity in connection with stock-based compensation

= Contracts issued by an entity as contingent consideration from a business combination

= Forward contracts that require settlement by an entity delivering cash in exchange for the
acquisition of a fixed number of its equity shares

Based on LKE’s assessment, certain commodity contracts do not meet the definition of a
derivative because there is no net settlement, as defined in paragraph (c) above. While many
physical commodity contracts meet the definition of a derivative because the commodities are
considered “readily convertible to cash,” the determination of “readily convertible to cash”
requires judgment. Markets continually evolve, which can increase or decrease a market’s
liquidity and/or the number of products available. At this time, LKE does not consider contracts
requiring physical delivery of coal, renewable energy credits not traded on an exchange, or
limestone to be derivatives, because LKE does not believe that the contracts meet the net
settlement criteria, including “readily convertible to cash”. If or when LKE believes markets
have evolved to the point where the contracts are considered “readily convertible to cash,” LKE
would apply ASC 815-10-25-3, which states if a contract not meeting the definition of a
derivative instrument at acquisition by the entity meets the definition of a derivative instrument
after acquisition, the contract shall be recognized immediately as either an asset or liability with
the offsetting entry recorded in earnings. The Company would elect normal accounting for these
commodity contracts should they become derivatives in the future. This election will preclude
the need to mark these contracts to fair value in the future as long as they continue to qualify for
that exception.

Embedded Derivatives

An embedded derivative is defined as implicit or explicit terms within a contract that do not in
their entirety meet the definition of a derivative and affect, in a manner similar to a derivative,
some or all of the cash flows or the value of other exchanges required by the contract. In certain
circumstances embedded derivatives are required to be bifurcated and accounted for separately,
in the same manner as free-standing derivatives. Bifurcation is required when all of the
following criteria are met:
e The economic characteristics and risks of the embedded derivative are not “clearly and
closely related” to the economic characteristics and risks of the host contract.
e The contract that embodies both the embedded derivative and the host contract is not re-
measured at fair value under GAAP with changes in fair value reported in current
earnings.
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e A separate, free-standing instrument with the same terms as the embedded derivative
would be a derivative.

FASB has indicated that debt, equity, and lease contracts are the most likely contracts to contain
embedded derivatives, but they may exist in any contract. Characteristics of potential embedded
derivatives are:
e Renewal, extension, cancellation, and prepayment options in debt
e Contracts that can be settled through multiple means (e.g., gross physical shares, net
physical shares, or cash)
e Contracts denominated in or referenced to a foreign currency that is not characteristic of
either party to the transaction
e Commodity contracts with floor and ceiling prices, which constitute an embedded put
and/or call option (collar)
¢ Investments in convertible, exchangeable, or indexed debt
e |f...then provisions, such as:

0 A contract that requires additional payments if a particular index, such as an
interest rate, equity or foreign currency index, moves above a predetermined floor
or cap

0 A contract for which the cash flows can fluctuate based on the occurrence or
nonoccurrence of a specified event, such as a change in control

0 A contract for which cash flows can fluctuate based on a sliding scales or index.

Paragraph 815-15-25-4 states if an entity identifies an embedded derivative that must be
bifurcated in a financial instrument not re-measured at fair value under GAAP, the entity may
irrevocably elect to record the entire host contract at fair value. LKE assesses this option on a
facts and circumstances basis.

FASB issued ASU 2014-16 Determining Whether the Host Contract in a Hybrid Financial
Instrument Issued in the Form of a Share is More Akin to Debt or Equity. GAAP requires that
entities issuing or investing in hybrid financial instruments separate embedded derivative
features from the host contract and account for the feature as a derivative. This guidance applies
to hybrid financial instruments that are issued in the form of a share and must be evaluated to
determine if those shares are more akin to debt or equity. Currently, LKE does not issue or
invest in these types of financial instruments as described in FASB ASU 2014-16.

Objective of Procedure:

The objective of this policy is to outline the accounting methodology followed by LKE to
comply with accounting and reporting requirements for derivatives and hedging activities.
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General Requirements:

Detailed Procedures Performed:

LKE does not currently elect hedge accounting, but rather utilize regulatory treatment for
financial derivatives where regulatory precedence exists. If regulatory treatment was revoked at
any time in the future, LKE would need to implement hedge accounting and would need to
demonstrate the hedges were effective to use hedge accounting. Furthermore, as a matter of due
diligence, PPL Corporation (PPL) or LKE (depending on the type of swap) performs hedge
effectiveness testing to ensure a swap was prudently executed.

ASC 815, Derivatives and Hedging, provides for three types of hedges, which are
described briefly below:

1. Fair value hedge (ASC 815-25): A hedge of the exposure to changes in the fair value of
a recognized asset or liability, or of an unrecognized firm commitment, that are
attributable to a particular risk;

2. Cash flow hedge (ASC 815-30): A hedge of the exposure to variability in the cash flows
of a recognized asset or liability or of a forecasted transaction, that is attributable to a
particular risk;

3. Net investment hedge (ASC 815-35): A hedge of the exposure to foreign currency risk
of a net investment in a foreign operation.

If the derivative instrument qualifies as a hedging instrument, the gains or losses are recognized
in earnings and offset by recognition of the effective portion of the hedge as an asset or liability
on the balance sheet (for fair value hedges); are recognized in equity as part of accumulated other
comprehensive income (AOCI) (for cash flow hedges) to the extent the hedge is effective and
later reclassified into earnings when the hedged item impacts earnings.

Designating a contract as a cash flow hedge, fair value hedge, or normal contract is an
accounting election. As previously stated, LKE does not currently elect hedge accounting, even
though the contract may be eligible for hedge accounting. LKE has derivatives accounted for
under regulatory accounting that include interest rate swaps which are cash flow hedges
(intercompany with PPL) and economic hedges. Economic hedges are transactions serving to
mitigate cash flow or fair value risks that are not designated as hedging transactions for financial
reporting purposes.

Derivative Identification/Contract Review

Due to their complexity, all energy (and energy-related), interest rate, and foreign exchange
contracts must be reviewed by accounting personnel to determine the applicability of derivative
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accounting guidance. As part of Policy 451 - Contractual Review, all contracts within scope are
reviewed by appropriate personnel to ensure they are properly evaluated to identify the potential
presence of a derivative, an embedded derivative, lease, guarantee or variable interest entity
(VIE). Contracts within scope are reviewed at contract execution or following any significant
amendment to the contract. The following additional policies are followed for reviewing
contracts:

o 454 - Leases
e 1058 - Variable Interest Entities
e 1057 - Guarantees

Designated business line contacts are required to contact designated FAA personnel to discuss and
review contract terms to determine whether the contract, or any of its components, must be
accounted for under derivative accounting guidance. With input from the business line contacts,
FAA formally documents its review as documented in the Policy 451- Contractual Review.

The Derivative Documentation Flowchart located in Appendix 1 provides general guidance for
classifying transactions under derivative accounting standards. Any questions concerning the
identification and designation of a contract should be directed to the FAA Department.

The derivatives section of the contract review template is attached as Appendix 2.
Hedge Documentation Requirements

The criteria for hedge accounting are very specific. Derivatives utilized as hedges must
substantially offset the risk associated with the underlying contract or forecasted transaction being
hedged and must be specifically designated and documented as a hedge. While ASC 815-20 does
not provide specific guidance, prior FAS 80 practice and informal FASB staff statements provide
that a hedge must be 80% - 125% effective to qualify for hedge accounting.

When a contract is designated as a hedge, formal documentation must be completed
concurrently, explaining why the derivative is a hedge and its association with the hedged
transaction. Hedge documentation must include, at a minimum, the following criteria:

1. An identification of the hedging instrument, the hedged item, and nature of the risk that is
being hedged.

2. A description of how the hedging instrument’s effectiveness in offsetting the exposure to
changes in the hedged item’s fair value or cash flows attributable to the hedged risk will be
assessed, both prospectively and retrospectively.

3. A specification of the entity’s intent for undertaking the hedge.
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4. Evidence that, at the hedge’s inception and on an ongoing basis, it is expected the hedging
relationship will be effective in achieving offsetting changes in the fair value or cash flows that
are attributable to the hedged risk.

5. Formal approvals of non-system-generated hedge documentation by the applicable business
line and the responsible accounting group.

Initial designation of interest rate swaps is to be made by Corporate Finance at the time the swap
is executed and simultaneously entered into Wallstreet Suite Systems (WSS).

Qualifying for Cash Flow Hedge — Accounting Treatment

In a cash flow hedge, a derivative instrument is marked to its fair value with gains or losses
reflected in Accumulated Other Comprehensive Income (AOCI). The gain or loss on the
derivative instrument is reclassified from AOCI into earnings in the same period as the loss or gain
is recognized on the hedged cash flow. Any ineffectiveness (discussed later) associated with the
cash flow hedge will be recorded immediately in current earnings.

From time to time, LKE enters into intercompany forward-starting interest rate swaps with PPL
that hedge the interest payments on new debt expected to be issued. These swaps are classified as
cash flow hedges. All of these swaps have terms identical to forward-starting swaps entered into
by PPL with third parties. The swap information is entered into WSS and at the end of each month
the Corporate Finance Analyst generates the accounting entries required to book the Mark to
Market (MTM) values of each outstanding intercompany forward-starting swap. Gains and losses
on these swaps are probable of recovery through regulated rates; as such, the monthly change in
MTM value is reclassified from AOCI to regulatory assets/liabilities and upon termination, the net
settlements of the swaps are recognized in Interest Expense over the life of the newly issued debt.
Hedge effectiveness testing is performed by the PPL Corporate Finance organization at inception
at least quarterly. See Hedge Documentation Requirements section above for formal
documentation requirements.

A forecasted transaction is eligible for designation as the hedged item in a cash flow hedge if all
the following additional criteria are met:

a. The forecasted transaction is specifically identified as a single transaction or a group of
individual transactions. If the hedged transaction is a group of individual transactions, those
individual transactions must share the same risk exposure for which they are designated as
being hedged.
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b. The occurrence of the forecasted transaction is probable. The Company relies on the business
plan and subsequent forecasts that document, among other things, its expected financing needs,
as well as plan updates provided by senior management.

c. The forecasted transaction is a transaction with a party external to the reporting entity and
presents an exposure to variations in cash flows for the hedged risk that could affect reported
earnings.

d. The forecasted transaction is not the acquisition of an asset or incurrence of a liability that will
subsequently be re-measured with changes in fair value attributable to the hedged risk reported
currently in earnings. If the forecasted transaction relates to a recognized asset or liability, the
asset or liability is not re-measured with changes in fair value attributable to the hedged risk
reported currently in earnings.

e. If the variable cash flows of the forecasted transaction relate to a debt security that is classified
as held-to-maturity, the risk being hedged is the risk of changes in its cash flows attributable
to default or changes in the obligor's creditworthiness. For those variable cash flows, the risk
being hedged cannot be the risk of changes in its cash flows attributable to changes in market
interest rates.

f. The forecasted transaction does not involve a business combination and is not a transaction
(such as a forecasted purchase, sale, or dividend) involving (1) a parent company's interests in
consolidated subsidiaries, (2) a minority interest in a consolidated subsidiary, (3) an equity-
method investment, or (4) an entity's own equity instruments.

g. If the hedged transaction is the forecasted purchase or sale of a non-financial asset, the
designated risk being hedged is (1) the risk of changes in the functional-currency-equivalent
cash flows attributable to changes in the related foreign currency exchange rates or (2) the risk
of changes in the cash flows relating to all changes in the purchase price or sales price of the
asset (reflecting its actual location if a physical asset), not the risk of changes in the cash flows
relating to the purchase or sale of a similar asset in a different location or of a major ingredient.

h. If the hedged transaction is the forecasted purchase or sale of a financial asset or liability or
the variable cash inflow or outflow of an existing financial asset or liability, the designated risk
being hedged is (1) the risk of changes in the cash flows of the entire asset or liability, such as
those relating to all changes in the purchase price or sales price (regardless of whether that
price and the related cash flows are stated in the entity's functional currency or a foreign
currency), (2) the risk of changes in its cash flows attributable to changes in market interest
rates, (3) the risk of changes in the functional-currency-equivalent cash flows attributable to
changes in the related foreign currency exchange rates , or (4) the risk of changes in its cash
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flows attributable to default or changes in the obligor's creditworthiness. Two or more of the
above risks may be designated simultaneously as being hedged.

Economic Hedges:

LKE has entered into interest rate swaps that economically hedge interest rate payments on
variable rate debt. The Corporate Finance Analyst generates the accounting entries required to
book the Mark to Market (MTM) values of each outstanding interest rate swap. Because realized
gains and losses from these swaps are recoverable through regulated rates, any subsequent changes
in fair value of these derivatives are included in regulatory assets or liabilities until they are realized
as interest expense. Realized gains and losses are recognized in Interest Expense when the hedged
transaction occurs.

Quialifying for Fair Value Hedge Accounting

A fair value hedge represents the hedge of an exposure to changes in the fair value of an asset,
liability, or an unrecognized firm commitment that is attributable to a particular risk. In a fair
value hedge, a derivative instrument is marked to its fair value currently through earnings, as it is
an offsetting change to fair value of the hedged item. A hedge that is 100% effective would offset
perfectly; otherwise, the ineffectiveness will impact earnings. See Hedge Documentation
Requirements for formal documentation requirements.

Designated derivative instruments qualify for fair value hedge accounting if all of the following
criteria are met:

a. At inception of the hedge, there is formal documentation of the hedging relationship and the
entity’s risk management objective and strategy for undertaking the hedge.

b. Both at inception of the hedge and on an ongoing basis (at least quarterly), the hedging
relationship is expected to be highly effective in achieving offsetting changes in fair value
attributable to the hedge risk during the period that the hedge is designated.

c. If awritten option is designated as hedging a recognized asset or liability, the combination of
the hedged item and the written option provides at least as much potential for gains as a result
of a favorable change in the fair value of the combined instruments as exposure to losses from
an unfavorable change in their combined fair value.

LKE uses fair value hedges in certain circumstances when LKE hedges the fair value of its
floating-rate debt by effectively converting it to fixed-rate obligations through the use of a float-
to-fixed swap.

Tax Hedging Documentation Rules
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In addition to applying the proper designations for derivatives and energy contracts for accounting
purposes, separate determinations must be made for tax purposes. The Tax department will review
certain transactions for appropriate designations. Usually, the Company’s federal income tax
issues related to its use of derivatives and energy contracts concern whether the gain or loss arising
from such contracts will be treated as capital or ordinary. Generally, ordinary gain or loss
treatment is preferable because the Internal Revenue Code limits the deductibility of capital losses.
For LKE, taxable gains and losses are recorded when a hedge terminates and LKE pays cash or
receives cash. Gains and losses due to changing market conditions that are recorded to the
regulatory asset or liability are not a taxable transaction and no determination is needed.

Hedge Effectiveness Testing

Derivative accounting may increase volatility in earnings to the extent hedges do not perfectly offset the
underlying risk and do not receive regulatory accounting treatment. Earnings volatility is also increased
by the requirement that hedge accounting treatment is permitted only for those hedges that are deemed
to be effective (commonly defined as being between 80% and 125%) and only the effective portion of
the hedge is recorded in AOCI, with the ineffective portion being recorded in earnings.

Ineffectiveness results when the change in the hedging instrument’s fair value or cash flows are not
completely offset by the change in the hedged item’s fair value or cash flows. For a cash flow hedge,
the effective portion of the gain or loss is reported in AOCI and the ineffective portion (that exceeds the
change in the hedged item’s fair value) is reported quarterly in earnings. For fair value hedges, changes
in the fair value of the derivative and the hedged items are reflected in earnings. Ineffectiveness is
recorded to the same line items as the hedged transactions.

Initial Hedge Effectiveness Assessment (Prospective Assessment)

The initial hedge effectiveness assessment is a prospective assessment made prior to initiating a hedge
relationship. This analysis shall be able to justify the expectation that the hedge will be highly effective
over the period being hedged (the hedged period) in achieving offsetting changes in the cash flows or
fair value of the hedged item.

The methods of assessing prospective hedge effectiveness include regression analysis or another
statistical analysis approach (such as historical simulation or Monte Carlo simulation). The FASB
decided not to include examples of specific effectiveness assessment tests to preserve entities’
flexibility. The Company typically elects to use regression for the initial prospective assessment of
hedge effectiveness, but any method may be chosen, as long as it is stated in the hedge documentation.
To conclude that the hedging relationship is expected to be highly effective using a regression analysis,
at least 30 data points should be used in the analysis. The R? (which can vary between 0 and 1) should
be equal to or greater than 0.8, the slope should be between a 0.8 and 1.25, and the “t” and “F” statistics
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should be evaluated at a 95 percent confidence level in accordance with guidance provided by the SEC
staff.

R? measures the ability of the independent variable to explain the variation in the dependent variable.
The higher the value is, the higher the indication that the independent variable can explain variation in
the dependent variable. The slope represents an estimate of the sensitivity to changes in the independent
price to changes in the dependent price.

The “t” and “F” statistics are used to indicate correlation or a linear relationship between independent
and dependent variables. A high “t” statistic generally indicates that correlation or a linear relationship
exists between the independent and dependent variables. To achieve a 95% confidence level, the
significance of “F” should be less than 5%. If the significance of “F” is less than 5% there is less than
5% probability that no linear relationship is present. The initial assessment need not be performed for
each and every hedge but only when a new hedge strategy is proposed. However, the data used in the
regression shall be updated at least on a quarterly basis (as new hedges are entered into). In addition,
the initial assessment of effectiveness for a particular hedge strategy shall be evaluated if the ongoing
assessment for a particular relationship, as discussed below, repeatedly indicates an ineffective hedge.

Hedges must pass volumetric tests that are used to assess that the forecasted transaction is probable of
occurring.

Special situations: Short-cut method/Critical terms match

Shortcut: An assumption of no ineffectiveness is especially important in a hedging relationship
involving an interest-bearing financial instrument and an interest rate swap, because it significantly
simplifies the computations necessary to make the accounting entries (referred to as the shortcut
method). An entity may assume no ineffectiveness in a hedging relationship of interest rate risk
involving a recognized interest-bearing asset or liability and an interest rate swap. ASC 815-20-25-104
through 25-106 detail the criteria that must be met to apply the shortcut method. It is common for the
fair value hedges of the Company’s debt instruments to qualify for the short-cut method.

Critical terms match: ASC 815-20-35-9 through 35-13 allow for a simplified approach to
assessing and measuring ineffectiveness of cash flow hedges if, at inception, the critical terms of
the hedging instrument and the hedged forecasted transaction are the same. If so, the entity can
conclude that changes in cash flows attributable to the risk being hedged are expected to be
completely offset by the hedging derivative. Therefore, subsequent assessments can be
performed by verifying and documenting whether the critical terms of the hedging instrument
and the forecasted transaction have changed during the period in review. Because the
assessment of hedge effectiveness in a cash flow hedge involves assessing the likelihood of the
counterparty’s compliance with the contractual terms of the derivative instrument designated as
the hedging instrument, the entity must also assess whether there have been adverse
developments regarding the risk of counterparty default.



Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

L G&E and KU Energy LLC Accounting Policy and Procedures * 8¢ 1] °f 494

Date %{(?H

Page 13 of 33

450 — Derivatives and Hedging

(Note: Text in italics indicates a key SOX control.)

If there are no changes in the critical terms and it is still probable that the counterparty will not
default, the entity may conclude there is no ineffectiveness to be recorded. In that case, the
change in fair value of the derivative instrument can be viewed as a proxy for the present value
of the change in cash flows attributable to the risk being hedged. However, the entity must
measure the amount of ineffectiveness that must be recorded currently in earnings if any of the
following conditions exist:

e The critical terms of the hedging instrument or the hedged forecasted transaction have
changed.
e There have been adverse developments regarding the risk of counterparty default.

In addition, the entity must also assess whether the hedging relationship is expected to continue
to be highly effective.

The Company will document that critical terms match for interest rate swaps that match expected
debt issuances.

e Quarterly, the PPL Corporate Finance department on behalf of LKE for intercompany
interest rate swaps, formally documents its assertion that the use of critical terms match
as the assessment of hedge effectiveness continues to be appropriate. If terms have
changed, the PPL Corporate Finance department will perform hedge effectiveness
testing for the changed transactions. This generally occurs when the issuance date
and/or benchmark interest rate for the forecasted debt changes.

¢ All blanket hedge documentation notes the need for the Corporate Finance organization
to notify the appropriate accounting group if there has been a significant adverse
development in any counterparty’s creditworthiness. This is implicitly corroborated
through the magnitude of the credit valuation adjustment.

On-Going Hedge Effectiveness Testing (Prospective and Retrospective Assessments)

The PPL Corporate Finance organization performs dollar offset, regression and volumetric testing for
cash flow hedge and fair value hedge positions. The specific testing requirements for each hedging
relationship are detailed in the respective hedge documentation.

Interest rate and foreign currency hedges generally qualify for the “short-cut method” or the
“critical terms match method,” which are discussed in Special Situations: Shortcut
method/Critical terms match. When the Company can no longer use critical terms match
(generally because Corporate Finance changes its expectation of the date it will issue debt and/or
the benchmark interest rate to be hedged) as its hedge effectiveness assessment, the Company
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assesses hedge effectiveness via the hypothetical-derivative method, discussed in ASC 815-30-
35-25 through 35-30.

Measuring hedge ineffectiveness: The only appropriate method for calculating the amount of
ineffectiveness that is recorded in earnings is the dollar offset method. This method compares
the amount of the dollar change in fair value or cash flows of the derivative with the amount of
the dollar change in fair value or cash flows of the hedged item over the assessment period. In
those cases where the Company uses the dollar offset method for its retrospective assessment and
regression analysis for its prospective assessment, ASC 815-20-55-68 through 55-69 is followed
to compute the amount of quarterly ineffectiveness. A hedge transaction that fails the dollar
offset test but passes the regression test will lose hedge accounting for the quarter being assessed,
but will not be de-designated as a hedge since the prospective assessment passes. In this
instance, the entire change in fair value of the derivative for the quarter being assessed will be
recorded in earnings, as well as any ineffectiveness computed as of the last time the dollar offset
test passed.

Special Situation: Counterparty Credit Risk

ASC 815-20-35-14 through 35-18 require entities to assess the possibility of whether a counterparty
will default by failing to make any contractually required payments to the entity. The assessment should
include the effect of any related collateralization or financial guarantees. Although a change in a
counterparty’s creditworthiness would not necessarily indicate the counterparty would default, such a
change must warrant further evaluation. If the likelihood that the counterparty will not default ceases
to be probable, an entity would be unable to conclude that the hedging relationship in a cash flow hedge
is expected to be highly effective. In contrast, a change in the creditworthiness of a counterparty in a
fair value hedge would have an immediate impact because the change in the creditworthiness would
affect the change in the derivative’s fair value, which would immediately affect both the assessment of
whether the relationship qualifies for hedge accounting and the amount of ineffectiveness to be
recognized. The Credit and Contract Administration Department (Credit) monitors the credit
worthiness of derivative counterparties. Should the credit worthiness of a counterparty be down-graded,
Credit would be responsible for informing Corporate Finance. Due to regulatory accounting treatment
applied to derivatives, Corporate Finance would adjust the credit value reserve accordingly when
calculating the monthly mark-to-market valuation. Additionally, any call for collateral outlined in the
derivative documentation would be executed.

However, under fair value accounting guidance, nonperformance risk (including the counterparty’s
credit risk and the entity’s own credit risk) may be calculated on a counterparty portfolio level (unit of
valuation), if the contracts are subject to master netting arrangements (e.g., ISDA, EEI, NAESB).
Conversely, derivative accounting rules are applied at transaction level (unit of account). The difference
between the unit of valuation and the unit of account had raised questions regarding (1) whether credit
risk must be considered in assessments of hedge effectiveness and, if so, whether a qualitative approach
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is permitted and (2) how and whether allocations from the counterparty portfolio to the individual
derivatives should be performed.

The accounting guidance provides an explicit accommodation for credit risk in cash flow hedging
relationships, and for calculations performed under methodologies most commonly used, credit risk
does not impact the dollar amount of ineffectiveness recognized in earnings or the assessments of
effectiveness. The three methodologies used for assessing effectiveness under a cash flow hedge, which
are discussed in ASC 815-30-35-10 through 35-32, are:

e Method 1: Change in variable cash flows (credit risk is not assessed)
e Method 2: Hypothetical derivative (credit risk is qualitatively assessed)
e Method 3: Change in fair value (would result in ineffectiveness from credit risk)

For fair value hedging relationships (excluding those accounted for under the short-cut method), the fair
value of the derivative must include an adjustment for credit risk, whereas the assessment of the hedged
item for hedges of the benchmark interest rate (the Company’s most common strategy when using fair
value hedges) is not impacted by credit risk. In April 2008, the SEC provided guidance that a qualitative
analysis may be performed for non-shortcut fair value hedges in which the entity determines that
changes in fair value attributable to credit risk would not affect whether the hedge is considered highly
effective. Therefore, the Company is permitted to exclude the credit valuation adjustment calculated
on a counterparty portfolio from the quarterly quantitative assessments, provided that the Company
documents qualitatively that credit risk would not cause the hedging relationship to fail.
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Derivative Classifications

Qualifying for the Normal Purchase and Normal Sales (NPNS) Exception for Energy
Transactions

Contracts providing for the purchase or sale of nonfinancial instruments in quantities expected to be
used or sold by the entity over a reasonable period in the normal course of business are not subject to
derivative accounting requirements. Transactions qualifying for the NPNS exception receive accrual
accounting treatment at the time of delivery. [See Appendix 1.]

The following guidance should be considered in determining whether a specific type of contract
qualifies for the NPNS exception (from ASC 815-10-15-22 through 15-51).

(1) Forward contracts (non-option-based contracts). Forward contracts are eligible to qualify for the
NPNS exception if it is probable at inception and throughout the term of the individual contract that the
contract will not settle net and will result in physical delivery. Therefore, forward contracts containing
net settlement provisions under the contract terms* or through a market mechanism will rarely qualify
for the NPNS exception.

(2) Freestanding option contracts. Option contracts that would require delivery of the related asset at
an established price under the contract only if exercised are not eligible to qualify for the normal
purchases and normal sales exception, except as indicated in (4) below.

(3)  Forward contracts that contain optionality features. Forward contracts containing optionality
features that do not modify the quantity of the asset to be delivered under the contract are eligible to
qualify for the NPNS exception. Except for power purchase or sales agreements addressed in (4), below,
if an option component permits modification of the quantity of the assets to be delivered, the contract is
not eligible for the NPNS exception, unless the option component permits the holder only to purchase
or sell additional quantities at the market price at the date of delivery. For forward contracts containing
optionality features to qualify for the NPNS exception, the criteria discussed in (1) must be met.

(4) Power purchase or sales agreements. Notwithstanding the criteria in (1) and (3), a power purchase
or sales agreement (whether a forward contract, option contract, or a combination of both) that is a
capacity contract also qualifies for the NPNS exception if it meets the criteria below.

# Neither party is required to deliver an asset that is associated with the underlying and that has a principal amount,
stated amount, face value, number of shares, or other denomination that is equal to the notional amount (or the notional
amount plus a premium or minus a discount). For example, most interest rate swaps do not require that either party
deliver interest-bearing assets with a principal amount equal to the notional amount of the contract.
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Criteria applicable for both parties to the contract:

1. The terms of the contract require physical delivery of electricity. That is, the contract
does not permit net settlement provisions, as described in ASC 815-10-15-100 through 15-
109 under the contract terms or through a market mechanism settlement. For an option
contract, physical delivery is required if the option contract is exercised.

2. The power purchase or sales agreement (whether a forward contract, an option contract,
or a combination of both) is a capacity contract. Differentiating between an option
contract that is a capacity contract and a traditional option contract (that is, a financial
option on electricity) is a matter of judgment that depends on the facts and
circumstances. For power purchase or sale agreements that contain option features, the
characteristics of an option contract that is a capacity contract and a traditional option
contract, which are set forth in Paragraph 815-10-55-31 [see Appendix 1], should be
considered in that evaluation; however, other characteristics not listed may also be
relevant to that evaluation.

Criteria applicable for the seller of electricity

3. The electricity that would be deliverable under the contract involves quantities that are
expected to be sold by the reporting entity in the normal course of business.

Criteria applicable to the buyer of electricity:

4. The electricity that would be deliverable under the contract involves quantities that are
expected to be used or sold by the reporting entity in the normal course of business.

5. The buyer of the electricity under the power purchase or sales agreement is an entity
engaged in selling electricity to retail or wholesale customers that is statutorily or
otherwise contractually obligated to maintain sufficient capacity to meet electricity
needs of its customer base.

6. The contracts are entered into to meet the buyer’s obligation to maintain a sufficient
capacity, including a reasonable reserve margin established by or based upon a
regulatory commission, local standards, regional reliability councils, or regional
transmission organizations.

Additionally, certain contracts meeting the definition of a derivative in their entirety and may
otherwise qualify for the NPNS exception have a price adjustment feature the underlying of which
is based on the fair value of an asset that is different from the asset to be delivered in the contract.
In other cases, the underlying of the price adjustment feature is based on an index or other variable
not related to the asset to be delivered under the contract. ASC 815-10-15-30 through 15-34
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provide guidance about when the price adjustment for an underlying would not be considered
clearly and closely related to the asset being delivered, which would preclude the NPNS exception:

= The underlying is extraneous (that is, irrelevant and not pertinent) to both the changes in the
cost and the changes in the fair value of the asset being sold or purchased, including being
extraneous to an ingredient or direct factor in the customary or specific production of that asset.

= If the underlying is not extraneous as discussed in (1) above, the magnitude and direction of
the impact of the price adjustment is not consistent with the relevancy of the underlying. That
is, the magnitude of the price adjustment based on the underlying is significantly
disproportionate to the impact of the underlying on the fair value or cost of the asset being
purchased or sold (or of an ingredient or direct factor, as appropriate).

= The underlying is a currency exchange rate involving a foreign currency that meets none of
the criteria in Paragraph 815-15-15-10(b) for that reporting entity

LKE policies to comply with this guidance follow:

= Forward physical contracts (non-option-based contracts) subject to unplanned netting (that is,
subject to possibly being booked out) are not eligible to qualify for the NPNS exception unless
delivery is highly probable. If not eligible for NPNS, these transactions may be eligible for
cash flow hedge accounting. (See “Qualifying for Cash Flow Hedge Accounting.”)

= Forward option contracts requiring delivery of the related asset at an established price under
the contract only if exercised are not eligible to qualify for the NPNS exception, unless they
meet the definition of a capacity contract. (For example, plant-specific tolling arrangements
may qualify for the normal exception.) Again, if not eligible for NPNS, these transactions may
be eligible for cash flow hedge accounting.

= Forward contracts containing optionality features that do not modify the quantity of the asset
to be delivered are eligible for the normal purchases and normal sales exception. If an option
component permits modification of the quantity of the assets to be delivered (as in the case of
a requirements contract), the contract is not eligible for the normal purchase and normal sales
exception, unless it is probable that the contract will result in physical delivery, and if the
option component permits the holder only to purchase additional quantities at the market price
at the date of delivery.

= Power purchase or sales agreements (whether a forward contract, option contract, or a
combination of both) that are classified as capacity contracts (see definition above) may qualify
for the normal purchases and normal sales exception if it meets certain criteria.
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= Contracts that contain more than one underlying are evaluated to ensure that all underlyings
are relevant to the contract or are immaterial to the overall contract. An example of an
immaterial underlying could be the escalation of variable operation and maintenance costs at
CPI1 when the primary underlying is the price of gas in a financial tolling arrangement.

The following transactions for LKE fall under the NPNS exclusion:

e Ohio Valley Electric Cooperative (OVEC) Surplus [CTS transaction ids
#96002766 (LG&E), 98029245 (KU)]. These transactions represent our ownership
interests in OVEC generation via our electric bilateral capacity purchase
agreements. The amount of generation we receive on these contracts is based on
the ownership percentages of LG&E and KU (5.63% and 2.5% respectively) and
the availability of the OVEC units. These are physical purchases of electricity used
to serve native load requirements in the ordinary course of business and therefore
fall under the NPNS exemption.

e Trimble County Allotment to IMEA and IMPA based on ownership percentage of
approximately 12.5%, respectively. These CTS “transactions” simply track the
ownership percentage allotment of generated power to IMEA and IMPA from the
Trimble County facility. These “transactions” are scheduling mechanisms and not
real transactions.

Other transactions in CTS are excluded from MTM treatment due to the following:

1. Certain transactions are excluded:
e Sales to ultimate customers (physical transactions) because these transactions are
considered normal sales
e Transactions to track capacity agreements for reserve margin purchases
e Physical transactions to supply municipal customers
e Transactions that have no notional amount (no minimum quantity)

2. Internal transactions between LKE are excluded since they are physical delivery transactions
and therefore are NPNS.

3. Transmission transactions do not meet the definition of a derivative because of limited and
illiquid markets which fail the net settlement provision.

Transaction Accounting

While the Company elects regulatory accounting treatment, if such treatment was no longer elected or
allowed, the Company would utilize hedge accounting treatment.
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Hedge accounting treatment is discussed below.

Cash flow hedges are marked to fair value with the effective portion reflected in AOCI, and the
ineffective portion (if any) reflected currently in earnings. For interest rate derivatives, the ineffective
portion would be included in the income statement line item “Interest Expense”.

Amounts in AOCI are reclassified into earnings in the same period as the hedged forecasted transaction
impacts earnings and on the same line item as the hedged item.

Cash flow hedge accounting is discontinued prospectively if any one of the following occurs:

= Any criteria qualifying the transaction as a cash flow hedge is no longer met.
= The derivative expires or is sold, terminated, or exercised.
= The designation of the cash flow hedge is voluntarily removed.

For discontinued hedges, the net gain or loss shall remain in AOCI and be reclassified into earnings as
specified above, unless it is probable the forecasted transaction will not occur by the end of the originally
specified time period or within an additional two-month period of time thereafter. If it is probable the
forecasted transaction will not occur, all amounts will be reclassified into earnings at the time the hedge
is discontinued. A pattern of determining hedged forecasted transactions probably will not occur would
call into question both an entity's ability to accurately predict forecasted transactions and the propriety
of using hedge accounting in the future for similar forecasted transactions.

De-designated Cash Flow Hedges

The Company may enter into an offsetting position to “lock in”” a margin on another forward
position that was originally designated as a cash flow hedge. If a cash flow hedge is
discontinued because it is probable the original forecasted transaction will not occur, the net
derivative gain or loss in AOCI shall immediately be reclassified into earnings. The Company
has interpreted this guidance to mean it must be 80% probable the forecasted transaction will
NOT occur. Therefore, the forecasted transaction only needs to be 20% probable at the time of
de-designation for the balances to remain in AOCI at the time of de-designation.

The Corporate Finance organization would perform a dollar offset test on the original transaction as of
the date of de-designation. Based on the calculation, the effective portion of the original transaction
would be deferred in AOCI. The amount in AOCI would be reclassified to earnings as the deal goes to
delivery. The ineffective portion of the transaction would be immediately reclassified to earnings.

Deferred taxes
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At any given time, AOCI reflects unrealized gains and losses from active or de-designated cash flow
hedges and realized gains and losses from settled or de-designated cash flow hedges. Under FASB’s
ASC 740, “Income Taxes,” AOCI must be recorded net of taxes.

Fair Value Hedge Accounting

The gain or loss on the hedging instrument (the fair value hedge) that results from recording the
derivative at fair value is recognized currently in earnings on the Statement of Income. The gain
or loss on the hedged item is recorded as an adjustment to the carrying amount of the hedged
item and recognized currently in earnings on the Statement of Income. For interest rate swaps,
the line items that would be impacted on the Statement of Income are “Interest Expense”. The
realized cash settlements will be recognized in “Interest Expense” over the life of the hedged
item.

Economic Activity

When describing ongoing earnings in press releases and analysts calls, the Company excludes the
unrealized gains and losses (“Carve-out”) related to economic hedging transactions which either do
not qualify or were not designated as accounting hedges, or receive regulatory accounting treatment.

Realized vs. Unrealized Accounting & Reporting
As economic transactions are realized on the income statement, they should be recognized on the same
major income statement line item as the unrealized activity related to those transactions.

Valuation Issues
Definition of Fair Value

Fair value, as defined in ASC 820-10-20, 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. Within this definition are fair value measurement concepts including: a) exit
price (an entry or settlement price does not necessarily equate to fair value), b) highest and best
use, ¢) principal or most advantageous market and d) non-performance risk (e.g., credit risk) for
an entity’s assets as well as its own liabilities.

Fair Value Hierarchy

Each derivative (and other instruments recognized at fair value on the balance sheet) must be
classified within one of three levels in the fair value hierarchy for disclosures purposes. The
measurement of fair value gives the highest priority to quoted prices (unadjusted) in active markets
for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3).
Quoted prices for similar assets or liabilities in active markets or for identical or similar assets or
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liabilities that are not active are considered Level 2. The level in the fair value hierarchy is to be
determined based on the lowest level input that is significant to the fair value measurement in its
entirety. Assessing the significance of a particular input to the fair value measurement in its
entirety requires judgment, considering factors specific to the asset or liability. A contract is
classified as Level 3 if at least 10% of its value was derived from Level 3 inputs or if a negative input
(e.g., credit valuation adjustment) reduces the gross value of the contract by 10% or more.

Inputs may be observable or unobservable:

= Observable inputs are inputs that reflect the assumptions market participants would use in
pricing the asset or liability developed based on market data obtained from sources
independent of the reporting entity.

= Unobservable inputs are inputs that reflect the reporting entity’s own assumptions about
the assumptions market participants would use in pricing the asset or liability developed
based on the best information available in the circumstances. Valuation techniques used
to measure fair value must maximize the use of observable inputs and minimize the use
of unobservable inputs.

Valuation — General

All derivative instruments not designated and qualifying for the NPNS exception shall be recorded on
the balance sheet at their fair value at each reporting period. All transactions shall be valued using
appropriate valuation techniques and inputs.

Valuation techniques consistent with the market approach, income approach, and/or cost
approach shall be used to measure fair value. Key aspects of those approaches are:
= Market approach: The market approach uses prices and other relevant information
generated by market transactions involving identical or comparable assets or liabilities.
= Income approach: The income approach uses valuation techniques to convert future
amounts (for example, cash flows or earnings) to a single present amount (discounted). The
measurement is based on the value indicated by current market expectations about those
future amounts.
= Cost approach: The cost approach is based on the amount that currently would be required
to replace the service capacity of an asset (often referred to as current replacement cost).
This valuation technique is not appropriate for the valuation of derivatives.

If no active trading market exists for a derivative or a derivative’s duration, fair value must be calculated
using internally developed valuation techniques or models. Key components used in these valuation
techniques include price curves, creditworthiness, volatility, correlation, and tenor. There may be
observable market data for certain components and unobservable data for other components, the
combination of which measures the fair value of the derivative. These relationships shall be routinely
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re-evaluated based on available market data, and changes in price relationships shall be reflected in price
curves prospectively.

Valuation — Interest Rates Contracts

The fair value of interest rate contracts is calculated by evaluating the mark-to-market value, adjusted
for other factors, such as credit risk, liquidity risk, and modeling risk.

Mark-to-Market Value: The intercompany forward-starting swaps described under the Cash Flow
Hedging section above are held in WSS and valued based on rates downloaded directly from
Bloomberg, where the MTM s calculated. The valuations can be considered the settlement value,
excluding transaction costs.

For certain types of instruments, WSS does not calculate the MTM value adequately so a spreadsheet
process is used for the valuation. On a monthly basis, a Corporate Finance Analyst who is not
responsible for trading receives mark-to-market valuations from counterparties for each transaction to
ensure they are reasonable. To ensure reasonableness, these monthly valuations are validated each
month by an internal spreadsheet prepared by a Corporate Finance Analyst. The Corporate Finance
Analyst checks the valuations received from the counterparties against this spreadsheet. If the valuation
provided by the counterparty is not reasonably comparable with the internal models, the Corporate
Finance Analyst resolves the differences with the counterparty. Once any errors are corrected and
valuations agree, a second Corporate Finance Analyst reviews the spreadsheet for accuracy and initials
the report indicating agreement. The internal models are not sophisticated enough to value the
derivatives exactly and will only provide a rough approximation of the mark-to-market position.

Credit valuation adjustments: Valuing the credit risk in a derivative contract is particularly complex
for three main reasons:

= It is unknown whether the contract will be in an asset position or liability position at the
time of default (which requires entities to consider both the counterparty’s and its own
creditworthiness at each valuation date).

= |tis unknown what the value of the contract will be at the time of default.

= Entities rarely sell/transfer contracts but enter into offsetting positions instead — at prices
that do not incorporate credit risk. Credit risk is managed through credit limits and
collateral.

Additional complexities include:
= Credit risk theory states that credit valuation adjustments should be based on both the

current exposure (current settlement value) and potential exposure, which is a function of
potential price movements over time and the resulting, probability-weighted fair values.
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The potential exposure is calculated by (a) applying implied volatilities to the current
term structure of market prices, (b) determining the fair values of the derivative based on
the dispersion of those prices after volatility is applied, and (c) probability weighting and
discounting those potential future values. Added together, the current exposure and
potential future exposure make up the total expected exposure.

= Credit valuation must include the effects of master netting arrangements and collateral (or
other credit enhancements).

Fortunately, the impact of credit risk on the fair value of derivatives is generally small relative to
liabilities like debt, because the principal (notional) amount is not at risk and credit
enhancements often exist. As such, LKE has taken a more pragmatic approach to valuing credit
risk. LKE’s policy is to apply a counterparty’s probability of default (from the Credit/Contract
Administration department, which gets it from S&P’s system) to the net asset position (offset by
liabilities and collateral) for each counterparty and to apply LKE’s probability of default to a net
liability position (offset by assets and collateral) for each counterparty. For those net positions
that include non-derivative or NPNS deals, collateral is applied first to derivatives on the balance
sheet and then to the non-derivative and NPNS deals.

This practice will be assessed periodically to determine if observable market information is
available to calculate its credit valuation adjustments, rather than relying on probabilities of
default, which are based on historical default rates. Because LKE uses probabilities of default,
the credit valuation adjustments are considered Level 3 and are considered in the overall
evaluation of whether a contract should be classified as Level 2 or Level 3.

Domestic interest rate:
For interest rate derivatives, LKE uses a 40% recovery rate (consistent with market practice) to
acknowledge it is improbable a loss given default would equal 100% of the fair value.

Some derivatives extend well beyond the probabilities of default available; as such, the Company
has used simple extrapolation to extend the default curves to approach 100%, if necessary.

This practice will be assessed quarterly to assess the reasonableness of the results and to
determine if observable market information is available to calculate its credit valuation
adjustments, rather than relying on probabilities of default, which are based on historical default
rates.
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Reports Generated and Recipients:

Monthly:

e SwapsMMYY - prepared by LKE Corporate Finance calculating monthly settlement to be paid for LG&E
interest rate swaps with banks

e JPMSwap CollateralMMY'Y - prepared by LKE Corporate Finance reporting economic swap collateral
requirements for month-end.

e Bond Rate Sheets and DisbReq — YY — prepared by LKE Corporate Finance calculating monthly interest
expense on variable rate bonds used for effectiveness testing of economic swaps

o FAS133 Calculations MMY'Y — prepared by LKE Corporate Finance to review reasonableness of MTM
values provided by counterparties and to calculate monthly adjusting entries for each economic swap

e Interest Rate Swaps — schedule prepared by LKE Corporate Finance to calculate effectiveness of economic
swaps with banks

e MTM report for interest rate derivative cash flow hedges — run from WSS at month-end to calculate MTM
values of intercompany swaps with PPL

e Long-term Debt (LTD-4) — prepared by LKE Corporate Finance to provide summary of all outstanding
swaps at month-end

Quarterly:

e Credit Value Adjustment — provided by PPL Corporate Finance to LKE Corporate Finance to record the
credit value adjustment against the MTM value of the intercompany swaps with PPL

e Collateral Requirement Triggers Swaps — prepared by LKE Corporate Finance to report additional
collateral requirements if credit rating changes

e  Swap Sensitivity to Interest Rate Summary — prepared by LKE Corporate Finance to report change in
market value of swaps due to effect of 10% adverse movement in rates (PPL Corporate Finance provides
Bloomberg data that is used in preparing schedule)

Additional Controls or Responsibility Provided by Other Procedures:

451 - Contractual Review policy

Requlatory Requirements:

Guidance for accounting for derivative activities referenced in the Code of Federal Regulations
(CFR) Title 18 Federal Energy Regulatory Commission (FERC) Uniform System of Accounts

Reference:

ASC-815, Derivatives and Hedging

Corresponding PPL Policy No. and Name:
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400 - Accounting Policy for Derivatives and Hedging

Key Contact:

Manager, Financial Accounting and Analysis
Manager, Corporate Finance

Administrative Responsibility:

Director, Accounting and Regulatory Reporting
Treasurer

Date Created: 3/31/11
Dates Revised: 9/21/11, 11/1/12, 3/20/15, 4/1/16, 3/27/2017
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Appendix 1: Derivative Evaluation Flowchart

Does the contract contain an
underlying?

Does the contract contain a
notional amount?

Does the contract require
physical delivery? Or, is it an
option contract that requires
physical delivery if

exercised?

NOT A DERIVATIVE
Apply accrual accounting.

Does the contract require a
significant initial net
investment?

Can the option holder
only buy/sell additional
quantities at market price
on date of delivery?

Is the contract a forward
contract with volume
optionality?

Do the contract terms allow
net settlement, is there a
market mechanism to
facilitate net settlement, or
does the contract require
delivery of an asset which is
readily convertible to cash?

NORMAL
Under Par 10(b)(3)
Apply accrual accounting

Are the contract quantities
expected to be physically

delivered/used in the normal
course of business?

NOT NORMAL

> Evaluate for
‘ derivative type

A DERIVATIVE
Is the contract eligible for
the NPNS exception?

Can the contract net settle or
book out?

NORMAL
Under Par 10(b)(1)
Apply accrual accounting

Does the contract require \
physical delivery? Or, is it
an option contract that

requires physical delivery if | NO
exercised?

YES

NOT A CAPACITY

CONTRACT;
Are the contract quantities DERIVATIVE
expected to be physically Evaluate for derivative

delivered/used in the NO type
normal course of business?

YES
Is the purchaser buying to Is there formal documentation
meet its obligation? (The of the hedging relationship, risk
seller could meet this mﬂmgegnent objective and NO
requirement based on NO strategy?
Kknowledge of the buyer's - J/
existing load commitments.) YES

YES

SPECULATIVE/
ECONOMIC HEDGE
Record changes in fair

value in current earnings

At inception of the hedge, is the
Does the seller have the \ hedging relationship highly
capacity to back the effective? (ongoing testing is
contract? (The buyer could also required)

meet this requirement if the
seller is known to have NO
capacity at or near the
delivery point, or other Ve ~N
evidence is obtained.) CASH FLOW HEDGE:

Is the hedged item the exposure
to cash flows associated witha ~ ———]

NO

YES

FAIR VALUE HEDGE:
Is the hedged item the exposure
to changes in fair value of an

forecasted transaction or an NO P NO
e ction. asset or liability?
o existing asset or liability ?
Are a majority of the - J
capacity contract P YES YES
characteristics met? NO
CASH FLOW HEDGE FAIR VALUE HEDGE
YES Record changes in fair value of Record changes in fair value of
derivative through Other derivative and hedged item in
Comprehensive Income (OCI) current earnings.

CAPACITY CONTRACT
NormalUnder Par 10(b)(4)
Apply accrual accounting
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APPENDIX 2 - Derivative
ASC 815 - Derivative Evaluation Worksheet
Counterparty Name
Background
Counterparty: PPL Company:
Date of contract initiation: Purchase or Sale:
Date of contract end: Product/Service:
Duration:
Additional Comments (Overview)

Summary of Conclusions:
Is the contract a derivative? 0 (automatically populated)
Does the contract qualify for NPNS? 0 (automatically populated)

Do price adjustment features exist and therefore NPNS cannot be taken? 0 (automatically populated)
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Does the contract contain an embedded derivative? 0 (automatically populated)

(Answer the below questions using the drop-down menu in the shaded boxes)
In order to correctly answer the questions in this template, the referenced guidance must be read to completely understand what each question
is asking.

Step 1: Is the contract a derivative? (automatically populated) 0

Is the Contract a Derivative?
(All Criteria Must Be Met)

Underlying
ASC 815-10-15-88 through 15-91

Notional Amount
ASC 815-10-15-92

Little or no initial net investment
ASC 815-10-15-94 through 15-98

Net settlement, Market mechanism or
readily convertible to cash
ASC 815-10-15-99 through 15-139

Derivative Conclusion:

If yes, continue to Step 2. If no, continue to Step 4 (Embedded Derivatives).

Step 2: Does the contract qualify for the normal purchase normal sale exception? (automatically populated) 0

Is the Contract Eligible for the Normal Purchase Normal Sale Exception?
(One Criterion Must be Met)
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APPENDIX 2 - Derivative

NPNS must meet the four criteria as
listed in ASC 815-10-15-25:

(1) Normal Terms (ASC 815-10-15-27
through 15-29)

(2) Clearly and Closely Related (ASC
815-10-15-30 through 15-34)

(3) Probably Physical Settlement (ASC
815-10-15-35 through 15-36)

(4) Documentation (ASC 815-10-15-37
through 15-39)

If yes, complete the rest of this section. If no, move to Step 4.

Forward (Non-Option-Based)
Contracts must meet the criteria for
NPNS eligibility as outlined in ASC
815-10-15-41

Freestanding Option Contracts must
meet the criteria for NPNS eligibility as
outlined in ASC 815-10-15-40

Forward Contracts that Contain
Optionality Features must meet the
eligibility criteria as outlined in ASC
815-10-15-42 through 15-44
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APPENDIX 2 - Derivative

Capacity contract must meet the
criteria outlined in 815-10-15-45

(Include checklist.)
If yes, must complete the ASC 815-10-15-45 checklist.

Conclusion:
Normal?

If the contract qualifies for NPNS, continue to Step 3. If it does not qualify, continue to Step 4 (Embedded Derivatives).

Step 3: Does a contract that qualifies for the normal purchase normal sales exception have price adjustment
features and therefore the NPNS exception cannot be taken?
If yes or no, continue to Step 4.

Price Adjustment Features in Contracts that Qualify for the Normal Purchase Normal Sales Exception
ASC 815-10-15-30 through 15-34

ASC 815-10-15-30: Contracts that have a price based on an underlying that is not clearly and closely related to the asset being sold or purchased (such
as a price in a contract for the sale of a grain commodity based in part on changes in the Standard and Poor's index) or that are denominated in a
foreign currency that meets none of the criteria in paragraph 815-15-15-10(b) shall not be considered normal purchases and normal sales.
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ASC 815-10-15-31: The phrase not clearly and closely related in the preceding paragraph with respect to the normal purchases and normal sales
scope exception is used to convey a different meaning than in paragraphs 815-15-25-1(a) and 815-15-25-16 through 25-51 with respect to the
relationship between an embedded derivative and the host contract in which it is embedded. The guidance in this discussion of normal purchases and
normal sales does not affect the use of the phrase not clearly and closely related in paragraphs other than the preceding paragraph. For purposes of
determining whether a contract qualifies for the normal purchases and normal sales scope exception, the application of the phrase not clearly and
closely related to the asset being sold or purchased shall involve an analysis of both qualitative and quantitative considerations. The analysis is specific
to the contract being considered for the normal purchases and normal sales scope exception and may include identification of the components of the
asset being sold or purchased.

ASC 815-10-15-32: The underlying in a price adjustment incorporated into a contract that otherwise satisfies the requirements for the normal purchases
and normal sales scope exception shall be considered to be not clearly and closely related to the asset being sold or purchased in any of the following
circumstances:

Does the contract qualify for the normal purchase normal sale exception? If "No" stop here.

Does the contract contain price adjustment features? If "No" stop here.

a. The underlying is extraneous (that is, irrelevant and not pertinent) to both the changes in the cost and the changes
in the fair value of the asset being sold or purchased, including being extraneous to an ingredient or direct factor in
the customary or specific production of that asset.

b. If the underlying is not extraneous as discussed in (a), the magnitude and direction of the impact of the price
adjustment are not consistent with the relevancy of the underlying. That is, the magnitude of the price adjustment
based on the underlying is significantly disproportionate to the impact of the underlying on the fair value or cost of the
asset being purchased or sold (or of an ingredient or direct factor, as appropriate).

c. The underlying is a currency exchange rate involving a foreign currency that meets none of the criteria in
paragraph 815-15-15-10(b) for that reporting entity.

Conclusion: Does a contract that otherwise qualifies for the normal purchase normal sales exception that has price
adjustment features meet any of the criteria above? If no, the contract can receive the normal purchase normal sale
exception.
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Step 4: Does the contract contain an embedded derivative? (automatically populated) 0

Embedded Derivative Instruments Evaluation
ASC 815-15-25-1

An embedded derivative shall be separated from the host contract and accounted for as a derivative instrument pursuant to Subtopic 815-10 if and only
if all of the following criteria are met:

Does the contract contain an embedded derivative? If "No", stop here. If "Yes", identify the features of the contract
being evaluated for an embedded derivative.

a. The economic characteristics and risks of the embedded derivative are not clearly and closely related to the
economic characteristics and risks of the host contract.

b. The hybrid instrument is not re-measured at fair value under otherwise applicable generally accepted accounting
principles (GAAP) with changes in fair value reported in earnings as they occur.

c. A separate instrument with the same terms as the embedded derivative would, pursuant to Section 815-10-15, be
a derivative instrument subject to the requirements of this Subtopic. (The initial net investment for the hybrid
instrument shall not be considered to be the initial net investment for the embedded derivative.)

Conclusion: Does a contract meet the criteria of an embedded derivative?

Final Conclusion
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Policy:

Contracts within the scope defined below are reviewed monthly and evaluated to determine the
appropriate accounting treatment related to the terms in the contract, which may include leases,
variable interest entities (VIES), guarantees, derivatives, purchase obligations, joint and several
liability, and credit contingent features within the executed contract. Additionally, contracts are
evaluated to identify swaps to comply with the requirements of the Commaodity Exchange Act, as
modified by Title V11 of the Dodd-Frank Wall Street Reform and Consumer Protection Act
(Dodd-Frank Act).

Procedure:

Contracts are reviewed by Financial Accounting and Analysis (FAA) using checklists of items to
consider when evaluating the transactions for accounting implications and for Dodd-Frank Act
swap identification purposes.

Scope:

Applicable to LG&E and KU Energy LLC’s and its subsidiaries’ (“LKE” or “the Company”) all
contracts meeting the following thresholds are considered “in-scope”:

$1 Million total contract value over the life of the contract, or

Term of 5 years or longer, or

Any contract with an indeterminable amount or an indeterminable term.

All lease agreements (no financial threshold).

All long-term commaodity transactions entered into by Power Supply (no financial
threshold).

The financial thresholds and guidelines are based on a determination of contracts that may have a
material impact on the financial statements.

The review of contracts is documented differently based on the financial impact of the contract
as follows:

e Review of a contract greater than $5 Million or a term of 5 years or longer is required to
be documented using the contract review template. (See Step 2 - Review of the
Contracts, Item 2 below).

e Review of contracts that are greater than $1 Million, but less than $5 Million, is done at a
higher level with the goal of complex issue identification. Completion of the contract
review template is not required; however it may be used if a complex accounting issue is
identified. (See Step 3 - Contract Inventory and Conclusions, Item 2 below).
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e Review of a contract that has no estimable total value or an indeterminable term is
required to be documented using the contract review template. (See Step 2 — Review of
the Contracts, Item 2 below).

o If the contract value is clearly lower than $1 Million and has no reasonable possibility of
approaching that amount, the contract can be excluded from the review and documented
as such.

In addition to the accounting review of the contracts, all contracts are subject to the Authority
Limit Matrix approval requirements and are not considered approved contracts until all the
appropriate approvals are obtained. It is noted in the Authority Limit Matrix in Notes 6(e) that in
compliance with accounting guidelines, all contracts greater than $1,000,000 must be submitted
to Financial Accounting and Analysis.

Included in this policy are the references to the Sarbanes-Oxley Transaction 80.04 Loss
Contingencies, Leases, Contracts and Guarantees Control Activities (80.04 CA 1, 2, 3, 6, 8).

Objective of Procedure:

The objective of this procedure is to establish guidance for the review and evaluation of contracts
so that the proper accounting treatment may be applied, and to provide a process for ascertaining
LKE’s compliance with the Dodd-Frank Act.

This policy addresses controls 1, 2, 3, 6, and 8 in 80.04 Loss Contingencies, Leases, Contracts
and Guarantees Control Activities.

General Requirements:

Detailed Procedures Performed:

Step 1 - Gathering the Contracts

1. Microsoft SharePoint will be utilized as a central location to gather in-scope contracts to
be reviewed. FAA is one of the site owners and has access to review all site content.
Each business line shall appoint one individual, the “Group Admin”, who will coordinate
the submission of documents to the site; however any approved individual within a
business line will have access to upload or view documents. (See the Contracts Database
SharePoint Site under references for the SharePoint Permission Levels document for
more information).

2. FAA will notify Group Admins of monthly submission deadlines via Microsoft Outlook
Calendar appointment (with copy to site Calendar) to be sent in January as a recurring
monthly appointment for the year. Group Admins are responsible for meeting this


https://teams.sp.lgeenergy.int/sites/peoplelink/Policies/Authority%20Limit%20Matrix%20May%202016%20rev.pdf
https://teams.sp.lgeenergy.int/sites/peoplelink/Policies/Authority%20Limit%20Matrix%20May%202016%20rev.pdf
https://teams.sp.lgeenergy.int/sites/peoplelink/Policies/Authority%20Limit%20Matrix%20May%202016%20rev.pdf
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monthly submission deadline. Upon submission, Group Admins are also responsible for
initiating review workflows and assigning a review task to the FAA Analyst.

An Oracle report is received from Supply Chain for all contracts and purchase orders
entered into Oracle greater than $1M to gather monthly procurement contracts. These
lists are used to ensure that FAA has received these contracts.

FAA Analyst conducts a separate survey of leases on a quarterly basis, as all lease
agreements are reviewed regardless of the dollar value of the agreement. The FAA
Analyst sends the lease inventory spreadsheet to designated business line contacts (see
Appendix B) within LKE who are responsible for lease agreements (including, but not
limited to, vehicles, equipment, rail cars and real estate). [80.04 CA 6]

Step 2 — Review of the Contracts [80.04 CA1]

1.

All contracts are reviewed by the FAA Analyst and evaluated to determine that the

appropriate accounting features have been identified in the contract. The evaluation is

performed in accordance with the following LKE and PPL policies containing the

relevant ASC technical guidance and all other applicable GAAP:

e 450 - Derivatives and Hedging (ASC 815, Derivatives and Hedging)

e 454 - Leases (ASC 840, Leases)

e 1057 - Guarantees (ASC 460, Guarantees)

e 1058 - Variable Interest Entities (ASC 810, Consolidation)

e Dodd-Frank Wall Street Reform and Consumer Protection Act, Title VII Compliance
Manual for PPL Corporation

If required (see Scope section), the review of the in-scope contract is documented on an

Excel spreadsheet template. Changes to the template are coordinated with PPL. The

completed templates are uploaded to the applicable contract document set in SharePoint.

(See the Contracts Database SharePoint Site under references for the current version of

the Contract Review Template document for more information).

FAA Analyst will perform a high-level review of $1 - $5 million contracts uploaded to

the site in order to identify trends, unusual items or other accounting issues that could

potentially have a material financial impact. The contract review templates are not

required to be completed, but may be used as a tool to evaluate complex accounting

issues identified during the review of the contract.

FAA'’s review is not limited to the items included on the template, as the template is a

tool that is utilized to walk through complex accounting issues. FAA will also review the

accounting features and other attributes populated by users on a contract document set for

accuracy as part of the review.

The contract review template may be completed by the Business Line Contact or by the

FAA analyst, and must be reviewed by the Manager, Financial Accounting and Analysis
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(FAA Manager) and Manager, Credit and Contract Administration (CCA Manager). The
FAA analyst initiates a workflow task to be completed by FAA Manager and CCA
Manager indicating the completion of their reviews. This occurs quarterly.[80.04 CA
1,3]

6. The CCA Manager has access to review all site content and will review all contracts for
the proper identification of credit contingent features and to identify swaps based on the
definition in the Dodd-Frank Act.

7. Certain contracts have standard terms and conditions in a base agreement. These
contracts are executed by individual counterparty, but executed contracts cannot vary in
terms and conditions from the base agreement. Therefore, the base agreements are
reviewed annually or as changes are made. These contracts include the following:

e Customer Contracts - The Company’s Rates, Terms and Conditions for Furnishing
Electric/Gas Service, are filed with and approved by the Kentucky Public Service
Commission and the Virginia State Corporation Commission. In lieu of reviewing
individual contracts, FAA will confirm quarterly with the Economic Development
and Major Accounts departments (see Appendix A) that no deviations have occurred
from the base agreements. The Federal Energy Regulatory Commission municipal
customer’s contracts are reviewed separately in the Energy Supply and Analysis
Business Line and sent to FAA.

e Gas Retail Contracts - Individual transactions are denoted on daily nomination
schedules. These contracts are deemed to be derivative contracts that qualify for the
normal purchase, normal sale exclusion. These transactions are entered into and
managed by the Gas Management Planning and Supply department. In lieu of
reviewing individual contracts, FAA will confirm quarterly with the Gas
Management Planning and Supply department that no deviations have occurred from
the base agreement (see Appendix A) and that all transactions entered into would be
considered normal purchase normal sale transactions.

e Gas Supply for Generation Contracts - Individual transactions are denoted on daily
nomination schedules. These contracts are deemed to be derivative contracts that
qualify for the normal purchase, normal sale exclusion. These transactions are
entered into and managed by the Credit/Contract Administration and Regulated
Trading and Dispatch departments. In lieu of reviewing individual contracts, FAA
will confirm quarterly with the Credit/Contract Administration department that no
deviations have occurred from the base agreement (see Appendix A) and that all
transactions entered into would be considered normal purchase normal sale
transactions.

The signed Confirmations are sent by the respective Business Line contacts from Economic
Development and Major Accounts, Gas Supply, and Credit/Contract Administration departments
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to the FAA Analyst before the last day of a quarter-end month and uploaded by the FAA Analyst
to the Contracts Database SharePoint site. (see Appendix A) [80.04 CA 2]

Step 3 - Contract Inventory and Conclusions

1. All conclusions reached through the contract review process should be included within
the appropriate document set for the contract and available to the Business Line contacts
and others for review.

2. A listing of all contracts over $5 million along with completed templates and a listing of
contracts between $1 and $5 Million will be sent to PPL Technical Accounting before the
quarter-end closing meeting.

3. Financial Reporting and Audit Services will have access to the SharePoint Site to
facilitate gathering SEC reporting, SOX, and quarterly/annual Client Assistance contract
review supporting documentation.

Security:

The FAA department will perform a quarterly SharePoint access review to ensure proper access
to the site and each document library. Access to the site should be approved by Manager-level or
above within the lines of business and granted by Site Owners.

Reports Generated and Recipients:
The following reports are generated quarterly:
e Contract Inventory listing of contracts greater than $5 million from FAA is sent to PPL
Technical Accounting and Financial Reporting.
e Contract Inventory listing of contracts between $1 - $5 million from FAA is sent to PPL
Technical Accounting and Financial Reporting
e Confirmations received from Economic Development and Major Accounts and the Gas
Management Planning and Supply departments are sent to FAA
e Lease inventory report from FAA is sent to Financial Reporting and E&Y

Additional Controls or Responsibility Provided by Other Procedures:
None

Requlatory Requirements:
None

Reference:
ASC-460, Guarantees
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ASC-810, Consolidation of Variable Interest Entities

ASC-815, Accounting for Derivative Instruments and Hedging Activities

ASC-840, Accounting for Leases

Dodd-Frank Wall Street Reform and Consumer Protection Act, Title VII Compliance Manual for
PPL Corporation

Corresponding PPL Policy No. and Name:
None

Key Contact:
Manager, Financial Accounting and Analysis
Administrative Responsibility:

Director, Accounting and Regulatory Reporting
Date Created: 4/9/07

Dates Revised: 6/30/08, 4/23/09, 8/23/10, 3/18/11, 6/29/11, 10/4/11, 6/28/12, 4/13/13, 12/17/13,
2/9/16, 2/28/17
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APPENDIX A - Confirmations

Confirmation of Customer Contracts

Group Name : Economic Development and Major Accounts

The purpose of this confirmation is to confirm that all transactions entered into under the base contract agreements for
the applicable quarter did not deviate from the base agreement.

1.) Were there any executed agreements over $1,000,000 during the quarter that deviated
in terms and conditions from the base agreements?

The Company's Rates, Terms and Conditions for Furnishing Electric/Gas Service, are filed
with and approved by the Kentucky Public Service Commission and the Virginia State
Corporation Commission. A response of no confirms there are no deviations from the base
agreements that exceeded $1,000,000.

Confirmation of Normal Purchase Normal Sales Transactions
Group Name : Gas Management Planning and Supply

The purpose of this confirmation is to confirm that all transactions entered into under the base contract
agreements for the applicable quarter are in compliance with the normal purchase normal sale exception
for derivatives accounting.

1.) Determine if the contract transactions meet the definition of a normal purchase

normal sales.

All of the following answers must be yes in order for the contract transactions to be deemed normal
purchase normal sales transactions.

a.) Did all transactions entered into have normal quantities, location for physical delivery, and timing of
gas purchases and sales reasonable in relation to the business needs of LG&E?

(no transactions occurred without the probable intent of being used for LG&E gas
customers)

b.) Were all price indices used to determine the fair value of the transactions not extraneous, not
disproportionate in magnitude or direction, and not related to a nonfunctional currency?

Please list the indices used for the transactions.

c.) Did all transactions occur in physical settlement of gas delivered? (no transactions occurred with only
financial settlement and no gas delivered)

2.) Were there any executed agreements during the quarter that deviated in terms and conditions from
the base agreement?
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Confirmation of Normal Purchase Normal Sales Transactions
Group Name : Credit/Contract Administration

The purpose of this confirmation is to confirm that all transactions entered into under the base contract
agreements for the applicable quarter are in compliance with the normal purchase normal sale exception
for derivatives accounting.

1.) Determine if the contract transactions meet the definition of a normal purchase

normal sales.

All of the following answers must be yes in order for the contract transactions to be deemed normal
purchase normal sales transactions.

a.) Did all transactions entered into have normal quantities, location for physical delivery, and timing of
gas purchases and sales reasonable in relation to the business needs of LG&E and KU?

(no transactions occurred without the probable intent of being used for LG&E and
KU generation)

b.) Were all price indices used to determine the fair value of the transactions not extraneous, not
disproportionate in magnitude or direction, and not related to a nonfunctional currency?

Please list the indices used for the transactions.

c.) Did all transactions occur in physical settlement of gas delivered? (no transactions occurred with only
financial settlement and no gas delivered)

2.) Were there any executed agreements during the quarter that deviated in terms and conditions from
the base agreement?
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APPENDIX - B
Lease Review Contacts
Contact Title Lines of Business
M anager, Corporate Accounting Accounting
M anager, Transportation Distribution Operations
Right of Way Agent 1l Distribution Operations
M anager, Administrative/Contract Services Distribution Operations
Fleet Contract Manager Distribution Operations
Director, Operating Services Business Process M anagement Distribution Operations
Transportation Records Technician Distribution Operations
Director, Distribution Operations Distribution Operations
M anager, Fuels Accounting and Administration Energy Marketing
M anager, Commercial Operations (Cane Run) Energy Services
Contract Administrator (Mill Creek) Energy Services
M anager, Commercial Operations (Trimble County) Energy Services
M anager, Commercial Operations (E.W. Brown) Energy Services
M anager, Finance & Budgeting - Power Production Energy Services
Senior, Budget Analyst (Trimble County) Energy Services
Senior, Budget Analyst (Ghent) Energy Services
M anager, Maintenance - Power Generation (Green River) Energy Services
Senior, Budget Analyst (Cane Run) Energy Services
Administrative Coordinator (Green River) Energy Services
Senior, Budget Analyst Energy Services
M anager, Commerical Operations (Ghent) Energy Services
Senior, Budget Analyst (E. W. Brown) Energy Services
Senior, Corporate Attorney Legal
Corporate Affairs Coordinator Legal
Telecommunications Shop Supervisor Network Infrastructure
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Policy: Goodwill of LG&E and KU Energy LLC ("LKE”) and its subsidiaries is recorded in
accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) 350, Intangibles — Goodwill and Other, and ASC 820, Fair Value
Measurements and Disclosures.

Procedure: The excess cost of the acquired entity over the net fair value of assets acquired and
liabilities assumed is recorded as goodwill. Goodwill is tested for impairment annually or on a
more frequent interim basis if relevant conditions dictate.

Scope: Goodwill recorded on LKE and its subsidiaries.

Objective of Procedure: The objective of Financial Accounting Standards Board (“FASB”)
Accounting Standards Codification (“ASC”) Topic 350, Intangibles — Goodwill and Other, is to
address how intangible assets that are acquired individually or with a group of other assets
(excluding those acquired in a business combination) should be accounted for in financial
statements upon their acquisition and thereafter. The purpose of testing goodwill is to determine
if an impairment of the asset according to ASC 350 has occurred and if it must be recognized in
the financial statements. Below are definitions of values used for testing goodwill:

e Impairment of goodwill is the condition that exists when the carrying value of the goodwill
exceeds its implied fair value.

e Carrying value of goodwill is defined as the value of the asset as it appears on the balance
sheet.

e Implied fair value of goodwill is defined as the excess of the fair value of reporting unit
over the amounts assigned to its assets and liabilities.

Fair Value — As stated in ASC 820, Fair Value Measurements and Disclosures, “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.” ASC 820 requires documentation of fair
value measurement concepts including: a) exit price (entry, transaction or settlement price does
not necessarily equate to fair value), b) highest and best use, c¢) principal or most advantageous
market and d) non-performance risk (e.g. credit risk) for an entity’s own liabilities. In addition,
ASC 820 expands the fair value disclosure requirements of other accounting pronouncements.
When measuring fair value, these concepts as well as the disclosures should be considered and
documented.




Case No. 2018-00294
Attachment to Response to PSC-1 Question No. 8

L G&E and KU Energy LLC Accounting Policy and Procedures 8¢ 142 °f 494
DTSt

Page 2 of 10

452 - Goodwill

(Note: Text in italics indicates a key SOX control)

General Requirements:

ASC 350 is generally an acknowledgement by the FASB that goodwill often is not a wasting asset
and that such assets, accordingly, should not be subject to amortization. Replacing amortization
in this context is the application of impairment testing which generally involves:

e Definition of the reporting units;

e Allocation of goodwill to the various reporting units;

e Determination of the fair value of each reporting unit;

e Comparison of the fair value of each reporting unit with the carrying value of the reporting
unit;

e Adjustment of goodwill in the event of impairment (carrying value of the reporting unit
exceeds its fair value).

Testing for impairment of goodwill is conducted at least annually on the reporting unit level. The
impairment test may be performed any time during the fiscal year provided the test is performed
at the same time every year. LKE and its affiliates have determined that the annual impairment
testing for reporting units will occur in the fourth quarter of each year based on the current long-
term planning data. (For example, the goodwill impairment for 2011 would occur in October of
2011 using long-term planning data from the 2012 Plan.)

Reporting unit — definition

Goodwill impairment test must be performed on the reporting unit level. According to ASC 250
— Segment Reporting, a reporting unit is an operating segment or one level below an operating
segment (referred to as a component). An operating segment is defined as a component of an
enterprise that engages in business activities from which it may earn revenues and incur expenses
whose operating results are regularly reviewed by the chief operating decision-maker to make
decisions about resources to be allocated to the segment and assess its performance, and for
which discrete financial information is available.

A component of an operating segment is a reporting unit if the following criteria are fulfilled:
e The component constitutes a business for which discrete financial information is available;
e The components have different economic characteristics and,;
e Segment management regularly reviews the results of that component.

Currently, LKE has three reporting units — LKE and subsidiaries, Louisville Gas and Electric
Company (LG&E) and Kentucky Utilities (KU).
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All goodwill acquired in a business combination shall be assigned to one or more reporting units
as of the acquisition date. Goodwill shall be assigned to reporting units of the acquiring entity.

In connection with PPL’s acquisition of LKE on November 1, 2010, the carrying value of LKE’s
goodwill as of October 31, 2010, was eliminated. New goodwill was recorded on November 1,
2010 on LG&E and KU as the reporting units of LKE. The allocation of the goodwill was based
on the net asset value of each company. The goodwill represents value paid for the rate regulated
business located in a defined service area, which provides for investment, future earnings and cash
flow growth. LG&E’s and KU’s franchise values are being attributed to the going concern value
of the business and thus, were recorded as goodwill rather than a separately identifiable intangible
asset. None of the goodwill recognized is deductible for income tax purposes or included in
customer rates.

When a portion of a reporting unit that constitutes a business is to be disposed of when the reporting
structure is reorganized the amount of goodwill shall be allocated based on the relative fair values
of the portion of the business to be disposed of and the portion of the reporting unit to be retained.
However, if the business to be disposed of was never integrated into the reporting unit after its
acquisition, (thus the benefits of the acquired goodwill were never realized by the rest of the
reporting unit) the current carrying amount of that acquir