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E.ONUS. LLC

Response to the AG’s Request for Information
Dated February 1, 2008

Case No. 2007-00455
Question No. 98
Witness: Valerie L. Scott

Please provide the most recent 10-K filings with the SEC, to the extent they exist
for:

a. E.ON

b. LG&E

c. LEC

d. WKEC
e. LEM, and,

f. any other subsidiaries or affiliates involved in the Lease Agreement or Power
Purchase Agreement.

a. E.ON U.S. LLC has never been required to file a Form 10-K with the SEC as
it is not a registered public company.

b. Attached is a copy of Louisville Gas and Electric Company’s December 31,
2006 Form 10-K.

c. Attached is a copy of LG&E Energy Corp.’s December 31, 1999 Form 10-K.
LG&E Energy Corp. did not file Form 10-K after its acquisition in December
2000, by PowerGen.

d. Western Kentucky Energy Corp. has never been required to file a Form 10-K
with the SEC as it is not a registered public company.

e. LG&E Energy Marketing Inc. has never been required to file a Form 10-K
with the SEC as it is not a registered public company.
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f.  No other subsidiaries or affiliates involved in the Lease Agreement or Power
Purchase Agreement have been required to file Form 10-K with the SEC.






SEC FORM 10-K - DECEMBER 31, 2006
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 (NO FEE REQUIRED)

For the fiscal year ended December 31, 2006
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 (NO FEE REQUIRED)

Registrant, State of Incorporation,
Address, and Telephone Number

Louisville Gas and Electric Company
(A Kentucky Corporation)
220 West Main Street
P.O. Box 32010
Louisville, Kentucky 40232
(502) 627-2000

Commission IRS Employer
File Number ldentification Number
1-2893 61-G264150

Securities registered pursuant 1o Section 12(b) ol the Act:

None

Securities registered pursuant to section 12(g) of the Act

Louisville Gas and Electric Company
5% Cumulative Preferred Stock, $25 Par Value
$5 875 Cumulative Prelerred Stock, Without Par Value
Auction Rate Series A Preferred Stock, Without Par Value

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [ No

Indicate by check mark if the registrant is not required to file reports pursuant (o Section 13 or Section 15(d) of the Act. Yes £ No
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such {iling requirements for the past 90 days. Yes No O

Indicate by check mark if disclosure of delinquent [ilers pursuant 1o Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 11

of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition
of “accelerated filer and large accelerated {iler” in Rule 12-b2 of the Exchange Act. (Check one):

Large accelerated filer [ Accelerated filer O Non-accelerated filer

Indicate by check mark whether the registrant is a sheli company {as defined in Exchange Act Rule 12b-2). Yes 00 No

As of June 30, 2000, the aggregate market value of the common stock of Louisville Gas and Electric Company held by non-alfiliates
was $0. As of February 28, 2007, Louisville Gas and Electric Company had 21,294,223 shares of common stock outstanding, all held

by EONUS LLC.

DOCUMENTS INCORPORATED BY REFERENCE

Louisville Gas and Electric Company’'s proxy statement, as applicable, to be filed with the Commission during April 2007, is
incorporated by reference into Part 111 of this Form 10-K.
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INDEX OF ABBREVIATIONS

AG Attorney General of Kentucky

ARO Asscet Retirement Obligation

CAIR Clean Air Interstate Rule

CAMR Clean Air Mereury Rule

CCN Certificate of Public Convenience and Necessity
Clean Air Act The Clean Air Act, as amended in 1990
Company LG&L

DOE Department of Energy

DSM Demand Side Management

ECR Environmental Cost Recovery

E.ON E.ON AG

EONUS. EONUS. LLC. (formerly LG&E Energy LLC and LG&E Energy Corp.)
E.ON U S. Services EON U.8 Services Inc. (formerly LG&E Energy Services Inc.)
EPA U.S. Environmental Protection Agency
EPAct 2005 Energy Policy Act of 2005

ESM Earnings Sharing Mechanism

FAC Fuel Adjustment Clause

FASB Financial Accounting Standards Board
FERC Federal Encrgy Regulatory Commission
Fidelia Fidelia Corporation (an E.ON affiliate)

FIN FASB Interpretation No.

FTand FT-A Firm Transportation

GHG Greenhouse Gas

GSC Gas Supply Clause

IBEW International Brotherhood of Electrical Workers
IMEA IHinois Municipal Electric Agency

IMPA Indiana Municipal Power Agency

IRC Internal Revenue Code of 1986, as amended
IRP Integrated Resource Plan

Kentucky Commission Kentucky Public Service Commission

KIuC Kentucky Industrial Utility Consumers, Inc
KU Kentucky Utilities Company

Kwh Kilowatt hours

LG&E Louisville Gas and Electric Company

LG&E Energy LG&E Energy LLC (now EON US LLC)
Mef Thousand Cubic Feet

MGP Manufactured Gas Plant

MISO Midwest Independent Transmission System Operator, Inc
MMBuu Million British thermal units

Mva Megavolt-ampere

Mw Megawatts

Mwh Megawatt hours

NNS No-Natice Service

NOx Nitrogen Oxide

OVEC Ohio Valley Electric Corporation

PBR Performance-Based Ratemaking

Powergen Powergen Limited (formerly Powergen pic)
PUHCA 1935 Public Utility Holding Company Act of 1935
PUHCA 2005 Public Utility Holding Company Act of 2005
SEC Securities and Exchange Commission

SFAS Statement of Financial Accounting Standards
SO Sulfur Dioxide

1CH Trimble County Unit |

TC2 Trimble County Unit 2

Tennessee Gas Tennessee Gas Pipeline Company

Texas Gas Texas Gas Transmission LLC

VDT Value Delivery Team Process

WNA Weather Normalization Adjustment
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PART 1
Item | Business

LG&E is a subsidiary of EON U.S. LLC (E.ON U.8)) (formerly known as LG&F Energy LI.C and LG&E Energy Corp.). EON U S,
is a subsidiary of E.ON AG (E ON), a German corporation. E.ON acquired LG&E Energy through its July 1, 2002 acquisition of
Powergen plc, now Powergen Limited, a2 United Kingdom company and holding company for E ON UK ple, EON's United Kingdom
market unit operating parent. As contermplated in their regulatory filings in connection with the E.ON acquisition, F.ON, Powergen
and E.ON U.S. completed an administrative reorganization to move the E.ON U.S. group from an indirect Powergen subsidiary to an
indirect E ON subsidiary. This reorganization was etfective in March 2003 ln early 2004, EON U.S. began direct reporting
arrangements to E.ON

LG&E is now an indirect subsidiary of E.ON. As a result of these acquisitions and otherwise, E.ON and E.ON U S registered as
holding companies under PUHCA 2005 in June 20006, and were formerly registered holding companies under PUHCA 1935

LG&E’s alfiliate, KU, is a regulated public utility engaged in the generation, transmission, distribution and sale of electric energy in
Kentucky, Virginia and Tennessee

In order to comply with PUHCA 1935, E.ON U.S. Services (formerly LG&E Energy Services), which was formed as a subsidiary
service company of E.ON U.S,, provides services to affiliated entities, including LG&E, at cost as permitted under PUHCA 1935 and
PUHCA 2005.

E.ON, its utility subsidiaries, including LG&E, and certain of its non-utility subsidiaries are subject to certain regulation by the FERC
under the Federal Power Act, PUHCA 2005 and the EPAct 2005, including with respect to record-keeping and reporting, acquisitions
and sales of utility securities and propertics, financial matters and intra-system sales of goods and services. LG&E believes that it has
adequate authority (including financing authority) under existing FERC orders and regulations to conduct its business. LG&E will
seek additional authorization when necessary

LG&E has continued its separate identity and its preferred stock and debt sccurities were not alfected by these transactions
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General

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility that supplies natural gas to approximately 324,000 customers
and electricity 1o approximately 398,000 customers in Louisville and adjacent areas in Kentucky. LG&E’s service area covers
approximately 700 square miles in 17 counties and has an estimated population of one million. Included in this arca is the Fort Knox
Military Reservation, to which LG&E transports natural gas and provides electric service, but does not provide any distribution
services. LG&E also provides natural gas service in limited additional areas. LG&E’s coal-fired electric generating stations, all
equipped with systems (o reduce SOz emissions, produce most of LG&E’s electricity. The remainder is generated by a hydroelectric
power plant and combustion turbines. Underground natural gas storage fields help LG&E provide economical and reliable natural gas
service to customers. See Item 2, Properties.

Operating Revenues
For the year ended December 31, 2000, 70% of total operating revenues were derived from electric operations and 30% from natural

gas operations. Electric and gas operating revenues and the percentages by class of service on a combined basis for this period were as
follows:

{in_millipns) Electric Gas Combined Y Combined
Residential 3 272 % 248§ 520 48%
Commercial 227 103 330 30%
Industrial 134 10 150 14%
Public authorities 69 19 88 8%
Total retail 702 380 1,088 100%
Wholesale sales 224 I 225
Gas transported — 5 S
Miscellaneous 17 3 20
Total $ 943 % 395 % 1,338

See Note 11 of Notes to Financial Statements under Item 8 for financial information concerning segments of business for the three
years ended December 31, 2006.
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lectric Operations

The sources of LG&E’s electric operating revenues and the sales volumes for the three years ended December 31, 2006, were as
tollows:

in millions) 2006 2005 2004
ELECTRIC OPERATING REVENUES
Residential $272  $276  $241
Commercial 227 221 202
Industrial 134 128 120
Public authorities 0Y 60 02
Total retail 702 691 625
Wholesale sales 224 259 185
Provision for rate collections (refunds) — — (1)
Miscellaneous 17 37 17
Total 5943 §$987 §$8I¢6
(Thousands of Mwh) 2006 2005 2004
ELECTRIC SALES
Residential 4,018 4,265 3,923
Commercial jold 31,682 3,534
Industrial 3,068 3,077 3,019
Public authorities 1,265 1,268 1,248
Total retail 11,965 12,292 11,724
Wholesale sales 7,021 8,704 7,819
Total 19,586 20,996 19,543

LG&E set its annual peak load of 2,729 Mw on August 3, 2000, when the temperature reached 94 degrees Fahrenheit in Louisville
LG&LE's record peak load of 2,754 Mw occurred in July 2005.

The electric utility business is affected by seasonal weather patterns. As a result, operating revenues (and associated operating
expenses) are not generated evenly throughout the year. See Results of Operations under Hem 7

LG&E currently maintains a 12% - 14% reserve margin range. At December 31, 2006, LG&F owned steam and combustion turbine
generating lacilities with a net summer capability of 3,083 Mw and an 80 Mw nameplate-rated hydroelectric facility on the Ohio River
with a net summer capability of 48 Mw. See ltem 2, Properties. LG&E also obtains power {rom other utilitics under bulk power
purchase and interchange contracts. At December 31, 2006, LG&E's system net summer capability, including purchases from others
and excluding the hydroelectric facility, was 3,207 Mw

LG&E uses etlicient coal-fired boilers, fully equipped with SO; removal systems, to generate most of its electricity. LG&E's
weighted-average system-wide emission rate for SO, in 2006 was approximately 0.50 1bs /MMBtu of heat input, with every
generating unit below its emission limit established by the Kentucky Division for Air Quality

LG&E and 11 other electric utilities are participating owners of OVEC, located in Piketen, Ohio. OVEC owns and operates two power
stations that burn coal to generate electricity, Kyger Creek Station in Ohio and Clifty
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Creck Station in Indiana. LG&E owns 5.63% of OVEC’s common stock. Pursuant to current contractual arrangements, LO&E’s share

of OVEC’s output is 5.63%, approximately 124 Mw of generation capacity.

LG&E was formerly a member of the MISO, a non-profit independent transmission system operator that serves the electrical
transmission needs of much of the Midwest. Following receipt of applicable FERC, Kentucky Commission and other regulatory
orders, LG&E withdrew from the MISO effective September 1, 2006. Specific proceedings regarding the costs and benelits of the
MISO and exit matters had been underway since July 2003. Since its exit from the M1SO, LG&E has been operating under a FERC-
approved open access-transmission tariff. LG&E further contracted with the Tennessee Valley Authority to act as its reliability
coordinator and Southwest Power Poal, Inc. to function as its independent transmission operator, pursuant to FERC requirements,

with respect to transmission matters

LG&E has changed its regional reliability council membership from the Reliability First Corporation to the SERC Reliability
Corporation, elfective January 1, 2007. Regional reliability councils are industry consortiums that promote, coordinate and ensure the

reliability of the buik electric supply systems in North America.

Gas Operations

The sowrces of LG&E’s natural gas operating revenues and the sales volumes for the three years ended December 31, 2006, were as

follows:

{in millions) 2006 2005 2004

GAS OPERATING REVENUES

Residential $ 248 § 265 § 223

Commercial 103 108 89

Industrial 16 19 i5

Public authorities 19 19 15
Total retail 386 411 342

Wholesale sales 1 19 7

Gas transported 5 5 G

Miscellaneous 3 2 2
Total $ 395 § 437 § 357

(Millions of cu. ft.)

GAS SALES
Residential
Commercial
Industrial
Public authorities
Total retail
Wholesale sales
Gas transported
Total

17,816 20,801 21,402
8,130 9,131 9,144
1,491 1,711 1,736
1,499 1,574 1,646

28,936 33,217 33,928
149 2,652 1,221
12,000 12,549 13,692

41,085 48418 48,841

The natural gas utility business is affected by seasonal weather patterns. As a result, operating revenues (and associated operating
expenses) are not generated evenly throughout the year. While natural gas usage patterns are seasonal, LG&E received appraval [rom

the Kentucky Commission for a WNA mechanism. The WNA
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mechanism adjusts the distribution cost recovery component of the natural gas billings of residential and commercial customers to
normal temperatures during the heating season months ot November through April, somewhat mitigating the effect of weather
extremes. In October 2006, the Kentucky Commission approved LG&E’s request to extend the current WNA mechanism through
April 30, 2009 See Results of Operations under ltem 7

LG&E has five underground natural gas storage ficlds that help provide economical and reliable natural gas service to ultimate
consumers. By using natural gas storage lacilities, LG&E avoids the costs associated with typically more expensive pipeline
transportation capacity to serve peak winter space-heating loads. LG&E stores natural gas in the summer season for withdrawal in the
subsequent winter heating season, Without its storage capacity, LG&E would be forced to buy additional natural gas and pipeline
transportation services during the winter months when customer demand increases and when the prices for natural gas supply and
transportation scrvices are typically at their highest. Currently, LG&E buys competitively priced natural gas from several large
suppliers under contracts of varying duration, LG&E’s underground storage facilities, in combination with its purchasing practices,
enable it to offer natural gas sales service at competitive rates. At December 31, 2006, LG&E had an inventory balance of natural gas
stored underground of approximately 11.6 million Mct of working natural gas valued at approximately $83 million.

A number ol industrial customers purchase their natural gas requirements directly {rom alternate suppliers for delivery through
LG&E’s distribution system. These large industrial customers account for approximately onc-fourth ol LG&E's annual throughput

During 2000, the maximum daily gas sendout was approximately 380,000 Mct, occurring on December 7, 2006, when the average
temperature lor the day was 19 degrees Fahrenheit. Supply on that day consisted of approximately 226,000 Mct from purchases,
approximately 84,000 Mcf delivered from underground storage and approximately 70,000 Mcf transported for industrial customers
For a further discussion, see Gas Supply under Item 1.

Rates and Regulation

L ON, LG&E’s ultimate parent, is a registered holding company under PUHCA 2005 and was a registered holding company under
PUHCA 1935 As a registered holding company, E ON, its utility subsidiaries, including LG&E, and certain of'its non-utility
subsidiaries have been subject to extensive regulation by the SEC and the FERC with respect to numerous matters, including: electric
utility {acilities and operations, wholesale sales of power and related transactions, accounting practices, issuances and sales of’
securities, acquisitions and sales of utility propertics, payments of dividends out of capital and surplus, financial matters and inter-
system sales of non-power goods and services. LG&E believes that it has adequate authority (including {inancing authority) under
existing FERC orders and regulations to conduct its business and will seek additional authorization when necessary.

In August 2005, President Bush signed into law the EPAct 2008, significantly changing many federal statutes, repealing PUHCA 1935
as ol February 8, 2006 and enacting PUHCA 2005. As part ol the repeal of PUHCA 1935, the FERC was given mare authority over
the merger and acquisition of public utilities and more authority over the books and records of public utilities. Despite these increases
in the FERC’s authority, LG&E believes that the repeal of PUHCA 1935 will lessen its regulatory burdens and provide more
flexibility in the event of expansion

Besides repealing PUHCA 1935, the EPAct 2005 is also expected to have substantial long-term effects on
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energy markets, energy investment and regulation of public utilities and holding company systems by the FERC and the DOE. The
FERC and the DOE are in various stages of rulemaking in implementing the EPAct 2005. While the precise impact of these
rulemakings cannot be determined at this time, LG&E generally views the EPAct 2005 as legislation that will enhance the utility
industry going forward.

The Kentucky Commission has regulatory jurisdiction over LG&E’s retail rates and service, and over the issuance of certain of its
securities. The Kentucky Commission has the ability to examine the rates LG&E charges its retail customers at any time.

Pursuant to Kentucky law, the Kentucky Commission has established the boundaries of the service territory or area of each retail
electric supplier in Kentucky (including LG&E), other than municipal corporations. Within this service territory each such supplier
has the exclusive right to render retail efectric service.

LG&E’s retail electric rates contain an FAC, whereby increases and decreases in the cost of fuel for electric generation are reflected in
the rates charged to retail electric customers. The Kentucky Commission requires public hearings at six-month intervals to examine
past fuel adjustments, and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel
adjustment charge or credit to the base charges. The Kentucky Commission also requires that electric utilities, including LG&E, file
documents relating to fuel procurement and the purchase of power and energy from other utilities

Prior to 2004, LG&IE's retail electric rates were subject to an ESM which set an upper (12.5%) and lower (10.5%) limit for rate of
return on equity. Any earnings excess or deficiency was shared 40% with ratepayers and 60% with sharcholders. LG&E filed its Jinal
2003 ESM caleulations with the Kentucky Commission in March 2004 and applied for recovery of $13 million which was challenged
by intervenors. In Junc 2004, the Kentucky Commission issued an Order largely accepting proposed settlement agreements by LG&E
and the intervenors regarding the ESM. Under the settfements, LG&E continued to collect the $13 million of previously requested
2003 ESM revenue through March 2005, As part of the settlements, the parties agreed to a termination of the ESM relating to all
periods after 2003 For discussion of current ESM matters, see Note 2 of Notes to Financial Statements under ltem 8

In June 2001, LG&E fifed an application (“*VDT case™) with the Kentucky Commission to create a regulatory agset relating to first
quarter 2001 charges for a workiorce reduction program. In December 2001, the Kentucky Commission approved a settlement in the
VDT case and allowed LG&E to establish a regulatory asset of $141 million for the workforce reduction costs and begin amortizing
these costs over a live year period starting in April 2001. The settlement reduced revenues by approximately $26 million through a
surcredit on bills to ratepayers over the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to L.G&E) of the
stipulated savings, net of amortization costs, of the work{orce reduction. For discussion of current VDT matters, see Note 2 of Notes
to Financial Statements under ltem 8.

LG&Es retail rates contain an ECR surcharge which recovers costs incurred by L G&E that are required to comply with the Clean Air
Act and other environmental regulations. See Note 2 of Notes o Financial Statements under ftem 8

LG&E's natural gas rates contain a GSC, whereby increases or decreases in the cost of natural gas supply are reflected in LOG&E's
rates, subject to approval by the Kentucky Commission. The GSC procedure prescribed by Order of the Kentucky Commission
provides for quarterly rate adjustments to reflect the expected cost of natural gas supply in that quarter. In addition, the GSC contains a
mechanism whereby any over- or under-
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recoveries ol natural gas supply cost from prior quarters are to be refunded to or recovered from customers through the adjustment
factor determined for subsequent quarters.

Integrated resouree planning regulations in Kentucky require LG&E and the other major utilities to make triennial {ilings with the
Kentucky Commission ol various historical and forecasted information relating to load, capacity margins and DSM techniques. LG&E
filed its most recent IRP in April 2005, The AG and KIUC were granted intervention in the IRP proceeding. The Kentucky
Commission issued its statt report with no substantive issues noted and closed the case by Order in February 2006.

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in LG&E’s electric and natural
gas rates. In June 2004, the Kentucky Commission issued an Order approving incieases in LG&E's annual electric base rates ol
approximately $43 million (7 7%) and annual natural gas base rates ol approximately $12 mitlion (3.4%). The rate increases took
effect on July 1, 2004,

Subsequently during 2004 and 2005, the AG conducted an investigation regarding the proceedings resulting in the rate increases. The
AG requested information from LG&E and the Kentucky Commission and its staft regarding alleged improper communications
between LG&E and the Kentucky Commission related to the rate proceedings. The AG also requested rehearing of the rate increase
orders on the basis of these allegations, as well as calculational aspects of the increased rates. In February 2005, the AG submitted a
confidential report on its investigation with the Kentucky Commission and filed a motion summarizing the report as containing
evidence of improper communications and record-keeping errors by LG&T in respect of'its activities with state governmental
agencies, including the Kentucky Commission.

In December 2005, the Kentucky Commission issued an Order noting completion ot its inquiry, including review ol the AG’s
investigative report. The Order concluded that no improper communications occurred during the rate proceedings. Final proceedings
took place during the first quarter of 2006 concerning the sole remaining open issue refating to state income tax rates used in
calculating the granted rate increase. In March 2000, the Kentucky Commission issued an Order resolving this issue in LG&E's favor
consistent with the original rate increase order.

In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for sale of the Waterside property to
the Louisville Arena Authority, a non-profit corporation, in connection with the development and construction of 2 new multi-purpose
arena in downtown Louisville. The Kentucky Commission issued an Order in September 2006, approving the proposed transaction. In
November 2006, LG&E entered into a definitive refocation agreement with the Louisville Arena Authority providing for the
reimbursement of the costs to be incurred in moving certain facilitics related to the arena transaction. Those costs are currently
estimated 1o be approximately $63 million. The parties {urther entered into a definitive property sale agreement providing for the sale
of LG&E’s downtown site to the Louisville Arena Authority for approximately $10 million, representing the appraised value of the
parcel, less certain agreed upon demolition costs. The amounts specified in the agreements are subject to certain adjustments
Depending upon continuing progsess of the proposed arena, the transactions contemplated by the agreements are anticipated to oceur
between 2006 and 2010.

For a further discussion of regulatory matters, see Note 2 of Notes to Financial Statements under ltem 8

10
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Construction Program and Financing

LG&E’s construction program is designed to ensure that there will be adequate capacity and reliability to meet the electric and natural
zas needs of its service area. These needs are continually being reassessed and appropriate revisions are made, when necessary, in
construction schedules. LG&E’s estimates of its construction expenditures can vary substantially due to numerous items beyond
LG&E's control, such as changes in interest rates, economic conditions, construction costs and new environmental or other
governmental laws and regulations.

During the five years ended December 31, 2006, gross property additions amounted to approximately $872 million. Internally
generated funds and external financings for the five-year period were utilized to provide for these gross additions. The gross additions
during this period amounted to approximately 21% of total utility plant at December 31, 2006, and consisted of $698 million for
clectric properties and $174 million for natural gas properties. Gross retirements during the same period were $171 million, consisting
of $138 million for clectric properties and $33 million for natural gas properties.

Capital expenditures during the three years ending December 31, 2009, are estimated to be approximately $665 million. The major
expenditures during this period relate to the development and construction of TC2, of which LG&E’s portion totals approximately
$150 million (including $40 million for environmental controls), other environmental control equipment of approximately $80 miltion
and approximately $30 million for the redevelopment of the Ohio Falls hydro facility.

Coal Supply

Coal-fired generating units provided approximately 97% of LG&E’s net kilowatt-hour generation for 2006. The remaining net
generation for 2006 was provided by natural gas and oil-{ueled combustion turbine peaking units and a hydroelectric plant. Coal is
expected 1o be the predominant fuel used by L G&E in the foreseeable future, with natural gas and oil being used for peaking capacity
and flame stabilization in coal-fired boilers or in emergencies. LG&E has no nuclear generating units and has no plans to build any in
the foreseeable future

LG&E maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal-fired generating
units. Reliability of coal deliveries can be affected from time to time by a number of factors, including fluctuations in demand, coal
mine production issues and other supplier or transporter operating ditliculties.

1.G&E has entered into coal supply agreements with various suppliers for coal deliveries for 2007 and beyond and normally augments
its coal supply agreements with spot market purchases. LG&E has a coal inventory policy which it believes provides adequate
protection under most contingencies. A coal inventory of approximately one million tons, or a 47-day supply, was on hand at
December 31, 2006.

LG&E expects to continue purchasing most of its coal, which has sulfur content in the 2% - 3.5% range, [rom western Kentucky,
southern Indiana, southern lllinois, Ohio and West Virginia for the foresceable future. This supply, in combination with the
Company’s SO, removal systems, is expected to enable LG&E to continue to provide electric service in compliance with existing
environmental laws and regulations

Coal is delivered to LG&E’s Mill Creek station by rail and barge, Trimble County station by barge and Cane Run station by rail
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The historical average detivered cost of coal purchased and the percentage of spot coal purchases were:

2006 2008 2004
Per ton $34.83  $3037 $26125
Per MMBtu $ 151§ 132 % 115
Spot purchases as % ol all sources 8% 14% T%

Gas Supply

LG&E purchases natural gas supplies from multiple sources under contracts for varying periods of time, while transportation services
are purchased from Texas Gas and Tennessee Gas.

LG&E transports natural gas on the Texas Gas system under Rate Schedules NNS and FT service. LG&E's winter season NNS levels
are 184,900 MM Btu/day and its winter season FT levels are 28,000 MMBuw/day. LG&E’s summer season NNS levels are 60,000
MMBtu/day and its summer season FT levels are 28,000 MMBtu/day. Each of the NNS agreements with Texas Gas is subject to
termination by LG&E in equal portions during 2008, 2010 and 2011. Each of the FT agreements with Texas Gas is subject to
termination by LG&E during 2008 and 201 1. LG&E also transports on the Tennessee Gas system under Tennessee Gas’ Rate
Schedule FT-A. LG&E's contract levels with Tennessee Gas are 51,000 MMBuw/day throughout the year. The FT-A agreement with
Tennessee Gas expires during 2012

LG&E participates in rate and other proceedings atfecting the regulated interstate natural gas pipelines that provide it service. Both
Texas Gas and Tennessee Gas have active proceedings at the FERC in which LG&E is participating. During 2005, Texas Gas filed an
application with the FERC 1o increase its base rates. Texas Gas began billing its rates subject to refund in that same year, pending
approval of final rates by the FERC. Along with other interested parties, LG&E participated in this proceeding. The intervening
parties reached a settlement of the issues, and the FERC approved the settlement in 2006. Shortly thereafter, Texas Gas refunded all
amounts collected in excess of the final approved rates and refunded the applicable amounts to all customers. LG&E is in the process
of refunding its portion of those refunded amounts to its retaif customers through the GSC. The rates of Tennessee Gas are not being
billed subject to refund

LG&E also has a portlolio of supply arrangements of various terms with a number of suppliers designed to meet its firm sales
obligations. These natural gas supply arrangements include pricing provisions that are market-responsive. These {irm natural gas
supplies, in tandem with pipeline transportation services, provide the retiability and flexibility necessary to serve LG&E’s natural gas
customers.

LG&E owns and operates five underground natural gas storage tields with a current working natural gas capacity of approximately
15.1 million Mct. Natural gas is purchased and injected into storage during the summer season and is then withdrawn o supplement
pipeline supplics to meet the gas-system load requirements during the winter heating season. See Gas Operations under Item 1.

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

LG&E relies upon its significant underground storage to mitigate the price volatility to which customers might otherwise be exposed
In 2000, the Kentucky Commission issued an Order establishing Administrative Case

12
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No. 384 — Au Investigation of Increasing Wholesale Natural Gas Prices and the Impacts of such Increase on the Retail Customers
Served by Kentucky's Jurisdictional Natural Gas Distribution Companies. Subsequent to this investigation, the Kentucky Commission
issued an Order in July 2001, encouraging natural gas distribution companies in Kentucky to take various actions, among them to
propose a natural gas hedge plan, LG&E currently operates under a hedge plan proposed by LG&E beginning with the 2004/2008
winter heating season. This hedge plan relies upon LG&E’s underground natural gas storage to mitigale customer exposure (o price
volatility. In 2004, the Kentucky Commission approved LG&E’s proposed hedge plan, validating the effectiveness of storage to
mitigate potential volatility associated with high winter natural gas prices. The Kentucky Commission also ordered that LG&E need
not {ile hedge plans in the future unless it intended to utilize {inancial hedging instruments.

The average cost per Mcf of natural gas purchased by LG&E was $7.80 in 2006, $10.23 in 2005 and $7.18 in 2004 For further
discussion ol wholesale natural gas prices, see Note 2 of Notes to Financial Statements under Item 8.

Environmental Matters

Protection of the environment is a major priority for LG&E. Federal, state and local regulatory agencies have issued LG&E permits
{or various activities subject to air quality, water quality and waste management laws and regulations. For the five-year period ending
with 20006 expenditures for poliution control facilities represented $179 million or 20% of total construction expenditures. LG&E
estimates that construction expenditures for environmental control equipment from 2007 through 2009 will be approximately $120
million For a discussion of environmental matters, see Note 9 of Notes to Financial Statements under Item 8

In October 2006, E.ON U.S, LG&E and KU announced plans to provide up to $25 million over a period of up to twelve years to
FutureGen Industrial Alliance, Inc. (“FutureGen™), a non-profit consortium. FutureGen will conduct research, development and
demonstration activities relating to advanced coal technologies, including proposed construction of the world's first coal-fired, “near
zero emissions” power plant. Among the members of FutureGen are companies with interests in coal-fired electric power generation
or coal production. FutureGen has signed an initial cooperative agreement with the DOE and expects (o sign a full-scope cooperative
agreement in 2007. Beyond their initial aggregate membership amount and contributions paid through 2006 of approximately §1
million, E ON U.S, LG&FE and KU have rights at sequential future times to terminate participation prior to incurring the obligation to
contribute the relevant remaining contribution amounts

Competition

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable for
retail electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions regarding
industry restructuring and their impact on LG&E, which may be significant, cannot currently be predicted. Some states that have
already deregulated have begun discussions that could lead to re-regulation.

Over the last several years, LG&E has taken many steps to maintain efficient rate structures while achieving high levels of customer
sutisfaction, including: an increase in focus on commercial, industrial and residential customers; an increase in employee involvement
and training; and continuous modifications of its organizational structure. LG&E also strives to control costs through competitive
bidding and process improvements. LG&E’s performance in national customer satisfaction surveys continues to be high.
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EMPLOYEES AND LABOR RELATIONS
LG&E had approximately 917 full-time regular employees at February 28, 2007, Of the total, 632 operating, maintenance and
construction employees were represented by the IBEW Local 2100, LG&E and employees represented by the IBEW Local 2100
signed a three-year collective bargaining agreement in November 2005 with annual benelits re-openers
E.ON U S. Services provides services to afliliated entities, including LG&E, at cost as permitted under PUHCA 2005. On February

28, 2007, approximately 993 employees worked for E.ON U.S. Services.

14
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Executive QOfficers of LG&E at February 28, 2007:

Name

Victor A. StatTieri
John R McCall

S. Bradford Rives
Paul W. Thompson
Chrig Hermann
Wendy C. Welsh
Martyn Gallus
Paula I1. Pottinger

Position

Etfective Date of
Election to Present

Position

Chairman of the Board, President and Chiefl
Executive Officer

Executive Vice President, General Counsel and
Corporate Secretary

Chief Financial Officer

Senior Vice President - Energy Services

Senior Vice President - Energy Delivery

Senior Vice President - Information Technology
Senior Vice President - Energy Marketing
Senior Vice President - Human Resources

Other Officers of 1L.G&E at February 28, 2007:

David A Vogel*
Michael S. Beer
George R Siemens
D Ralph Bowling
R W. Chip Keeling
John N. Voyles, Ir
Daniel K. Arbough
Valerie L. Scott

Vice President - Retail and Gas Storage Operations
Vice President - Federal Regulation and Policy
Vice President - External Affairs

Vice President - Power Operations WKE

Vice President - Communications

Vice President - Regulated Generation

Treasurer

Controller

Officers generally serve in the same capacities at LG&E and its affiliates, EON U S. and KU,

*  Mr. Vogel announced his resignation from the Company during March 2007,

15

May 1, 2001
July 1, 1994

September 15, 2003
June 7, 2000
February 14, 2003
December 11, 2000
December 11, 2000
January 2, 2000

March 1, 2003
September 27, 2004
January 11, 2001
August 1, 2002
March 18, 2002
June 16, 2003
December 11, 2000

January 1, 2005

Doc | Page 15
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The present term of office of each of the above executive and other officers extends to the meeting of the Board ol Directors following
the 2007 Annual Meeting of Sharcholders.

There are no tamily relationships between or among executive and other officers of LG&E. The above tables indicate otficers serving
as executive officers of LG&E at February 28, 2007

Before he was elected to his current position, Mr. Staffieri was President and Chief Operating Officer of LG&E Energy from March
1999 to April 2001 (including President of LG&E from June 2000 to April 2001).

Mr. McCall has been Executive Vice President, General Counsel and Corporate Secretary of LG&E Energy and LG&E since July
1994

Belore he was elected to his current position, Mr. Rives was Senior Vice President - Finance and Controller of LG&F Energy and
LG&E from December 2000 to September 2003,

Before he was elected to his current position, Mr. Thompson was Senior Vice President - Energy Services for LG&E Energy from
August 1999 1o June 2000

Before he was elected to his current position, Mr. Hermann was Senior Vice President - Distribution Operations, from December 2000
to February 2003

Belore she was elected to her current position, Ms. Welsh was Vice President - Information Technology [rom Februmy 1998 1o
December 2000 tor LG&E Energy

Belore he was elected to his current position, Mr. Gallus was Vice President, Energy Marketing from August 1998 to December 2000
for LG&E Energy

Before she was elected to her current position, Ms. Pottinger was Director, Human Resources from June 1997 to June 2002 and Vice
President - Human Resources from June 2002 to January 2006.

Before he was elected to his current position, Mr. Vogel was Vice President - Retail Services from December 2000 to March 2003

In addition to being elected to his current position, Mr. Arbough has held the positions of Director, Corporate Finance of LG&E
Energy and LG&E from May 1998 to present.

Before he was elected to his current position, Mr. Beer was Senior Counsel Specialist, Regulatory from February 2000 to February
2001 and Vice President - Rates and Regulatory from February 2001 to September 2004.

Before he was clected to his current position, Mr. Siemens held the position of Director of External Attairs for LG&E Energy from
August 1982 to January 2001.

Before he was clected to his current position, Mr. Bowling was General Manager Black Fossil Operations for E.ON U.K. in the United
Kingdom from lanuary 2002 to August 2002

Before he was elected to his current position, Mr. Kecling was Director, Corporate Communications for LG&E

16
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Energy from February 2000 to March 2002.

Before he was elected to his current position, Mr, Voyles was General Manager, Cane Run, Ohio Falls and Combustion Turbines,
November 1998 1o February 2003 and Director, Generation Services, February 2003 to June 2003,

Belore she was elected to her current position, Ms. Scott was Director, Trading Controls and Energy Marketing Accounting from
February 1999 to September 2002 and Director, Financial Planning and Accounting - Utility Operations from September 2002 to
December 2004.

ftem 1A. Risk Factors

In addition to the other information in this Form 10-K and other documents furnished to or filed by LG&E with the SEC from time to
time, the following factors should be carefully considered in evaluating the Company. Such factors could affect actual results and
cause results to differ materially from those expressed in any forward-looking statements made by, or on behalf of, the Company

The electric and gas rates that LG&E charges customers, as well as other aspects of the business, are subject to significant
state and FERC regulation.

The rates that the Company is allowed to charge for its services are a primary item influencing the results of operations, financial
position and liquidity ol the Company. The regulation of the rates that are collected from customers is determined, in large part, by
governmental organizations outside the Company’s control, including the Kentucky Commission. This commission regulates many
aspects of utility operations, including [inancial and capital structure matters, siting and construction of facilities, terms and conditions
of service, salety and operations, accounting and cost allocation methodologies and other matters. While rate regulation is premised on
recovery of prudently incurred costs and reasonable rate of return on capital, such cannot be assured. Regulatory proceedings
regarding all matters of operations can thus significantly affect the carnings, liquidity and business activities of the Company

Transmission and interstate market activitics of LG&E, as well as other aspects of the business, are subject to significant
FERC regulation.

The Company’s business is subject to regulation under the FERC covering matters including rates charged to transmission users and
wholesale customers, interstate market structure and design, construction and operation ol transmission facilities, acquisition and
disposal of utility assets and securities, Standards of Conduct, Codes of Conduct, cost allocations and financial matters. Existing
FERC regulation, changes thereto or issuance of new rules in these areas, can affect the carnings, operations and other activities of the
Company

LG&E?s exit from the M1SO, as well as changes in transmission and wholesale power market structures, counld inerease costs
or reduce revenues.

LG&E withdrew from the MISO effective September 1, 2006. The resulting changes to transmission and wholesale power market
structwes and prices are not completely estimable and may result in unforeseen effects on energy purchases and sales, transmission
and related costs or revenues. As required by the FERC, in connection with its exit, the Company has engaged two independent third
parties to perform certain oversight and functional control activities relating to transmission and related activities. Such activities may
have an




Merrill Corporation 07-5042-1 Tue Mar 20 20:33:07 2007 (V 2.247w--H10717) Chksum: 881333 Cycle 70
10-K Louisville Gas & Electric
lcoutu c:\Mc\79203255314_d11263_1893350\5042-1-DG.pdf EDGAR :Redline:OFF Doc | Page I8

effect on the Company’s ability to access the transmission system for wholesale, native load and off-system power activities. The
Company will save certain MISO membership costs and charges, but is subject to MISO charges for off-system transactions in the
MISO day-ahead and real-time energy markets as well as fees related to the new transmission service vendors. The Company believes
that, over time, the benefits and savings {rom its exit of the MISO will outweigh the costs and expenses. Hlowever, until post-MISQ
market conditions and operations have matured, the effects on financial condition, liquidity or results of operations will remain
difficult to fully predict.

LG&E undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such projects, as well as
risk of full recovery of such costs.

In the ordinary course of business, the Company is continually developing, permitting and constructing new generation and
transmission [acilities, as well as maintaining and improving existing facilities. The completion of these facilities without delays or
cost overruns is subject to risks in many areas including approval and licensing; permitting; construction problems or delays; increases
in commodity or equipmient prices or in labor rates; contractor performance; weather and geological issues and political, labor and
regulatory developments. Delays, additional costs or unsatisfactory regulatory treatment can result in reduced earnings. Further, if
construction projects are not completed according to specifications, the Company may incur reduced plant efficiency, higher operating
costs or continued capital costs

Projects underway at LG&E include plans to construct a new base-load generating unit, TC2, and associated transmission {acilities;
the upgrade or construction of other transmission lacilities and upgrades to emissions reduction equipment. These projects are in
varying stages of construction, planning or regulatory approval

LG&E’s costs of compliance with environmental laws are significant and are subject to continuing changes.

LG&E is subject to extensive federal, state and local environmental requirements which, among other things, regulate air emissions,
water discharges and the management of hazardous and solid waste in order t0 adequately protect the environment. Compliance by the
Company requires significant expenditures for installation of pollution controf equipment, environmental monitoring, emission lees
and permits atall of its facilities If the Company fails to comply with environmental laws and regulations, even if caused by factors
beyond its control, civil or eriminal penalties and fines can result. Revised or additional laws and regulations could result in significant
additional expense and operating restrictions on LG&E’s facilities or increased compliance costs which may not be fully recoverable
from customers. The cost impact of such changes would depend upon the specific requirements enacted and cannot be determined at
this time

LG&E is undertaking significant emissions construction projects relating to upcoming compliance with the Clean Air Act, CAIR and
CAMR standards, among others. Rate recovery and other regulatory procecdings regarding these matters occur periodically and will
continue for some time

LG&E’s operating results are affected by weather conditions, including storms and seasonal temperature variations, as well as
by significant man-made or accidental disturbances.

Customer demand for electricity and natural gas is seasonal and can cause extreme variability in load due to higher or lower than
normal temperatures. Generally, demand for electricity peaks during the summer and demand for natural gas peaks during the winter
As a result, LG&E's overall operating results can fluctuate
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substantially on a seasonal basis. LG&E maintains adequate generating and natural gas supply resources to accommodate system
demands for electricity and natural gas. In addition, the Company has generally sold less electricity or natural gas, as applicable, and
consequently carned lower revenues, when weather conditions have been milder. However, the natural gas rates containa WNA
mechanism which adjusts the distribution cost recovery component of the natural gas billings of residential and commercial customers
to normal temperatures during the heating season months of November through April, somewhat mitigating the elfect of weather
extremes. Severe weather, such as tornadoes, ice storms, thunderstorms, high wind or {loods could also significantly aflect the
Company’s operations by causing power outages, damaging infrastructure and requiring significant repair costs. Terrorism, explosions
or fires pose similar risks. LG&E maintains a comprehensive storm management plan for efficient and timely restoration of service to
customers after major storm events

LG&E is subject to risks regarding potential developments concerning global climate change matters.

LG&E is exposed to risks related to possible developments concerning climate change or global warming, including regulations
relating to GHG. Such developments could include potential federal or state legislation or industry initiatives limiting GHG emissions,
establishing costs or charges on GHG emissions or on fuels relating to such emissions, requiring remediation, sequestration or
generation fleet-diversification to address GHG emissions, promoting energy efficiency or other measures. These actions could have
substantial effects on the Company’s financial condition or results of operations, including increased capital expenditures or operating
costs and changes in rate structures, {uel prices or customer demand levels. The Company’s generation fleet is predominantly coal-
fired and may, as a relative matter, be highly impacted by developments in this area

LG&E’s business is concentrated in the Midwest United States, specifically Kentucky.

The operations of the Company are located in Kentucky and are therefore impacted by changes in the Midwest United States economy
in general, and the Kentucky economy in particular. General cconomic conditions, such as population growth, industrial growth or
expansion and economic development, as well as the operational or financial performance of major industries or customers in the
Company’s service territory can affect the demand for electricity and natural gas.

LG&E is subject to operational risks refating to its generating plants, transmission facilities and distribution equipment.
[

Operation of power plants, transmission and distribution facilities subjects LG&E to many risks, including the breakdown or failure of
equipment, accidents, labor disputes, delivery/transportation problems, disruptions of fuel supply and performance below expected
levels. Because LG&E’s transmission facilities are interconnected with those of third parties, the operation of its facilities may be
adversely alfected by unexpected or uncontrollable events occurring on the systems of such third parties. Operation of the Company's
power plants below expected capacity levels could result in lost revenues or increased expenses, including higher maintenance costs
that may not be recovered from customers. Unplanned outages may result in significant replacement power costs. While LG&E
believes appropriate prevention or mitigation measures are in place, where possible, with respect to these potential business
disruptions, no assurances can be given that such events will not occur in the future or will not negatively affect its financial condition
or results of operations.
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LG&E could be negatively affected by rising interest rates, downgrades to credit ratings or other negative developments in its
ability to access capital markets.

In the ordinary course of business, the Company has significant long-term and short-term financing requirements 1o fund its capital
expenditures, debt interest or maturities and operating needs. If rating agencies were to downgrade the Company’s credit ratings,
particularly below investment grade, or withdraw such ratings, it could significantly limit access to the capital market and the
Company’s borrowing costs could increase. In addition, the Company’s {inancing costs can be affected by financial matters involving
its parent holding company, including its overall credit rating, its provision of intra-company financing and the terms and rates of such
financing

LG&E is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the energy business.

LG&E is exposed to market, operating and inancial risks common to utility operations. Although the Company operates largely in
regulated markets, increases in the cost of power and fuel, such as coal or natural gas, as well as other major inputs and supplies, can
alfect its margins because authorized rate structures and pass-through cost mechanisms may include timing lags or regulatory
discretion which do not lead to full cost recovery. Changes in the wholesale market price lor electricity can impact LG&E s financial
results by altering the revenues from off-system sales of excess power from period to period. LG&E is also exposed to risk that
counterparties could fail to pertorm their obligations to provide energy, luel, goods, services or payments resulting in potential
increased costs to the Company

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

I'he Company’s funding obligations concerning defined benefit pension and postretirement plans are subject to risks relating to
developments in future costs, retumns on investments, interest rates and other actuarial matters which may differ from assumptions
currently in effect for the plans and may lead to higher required tunding outlays. Further, higher wage levels, whether related to
collective bargaining agreements or employment market conditions, and costs of providing health care benelits to employees may
adversely affect LG&E’s results of operations, financial position or liquidity.

Item 1B. Unresolved Staft Comments

None
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ITEM 2. Properties

LG&E’s power generating system consists of the coal-fired units operated at its three steam generating stations. Combustion turbines
supplement the system during peak or emergency periods. LG&E owns and operates the following electric generating siations unless
otherwise stated:

Summer Capability
Steam Stations:
Mill Creek — Jefferson County, KY

Unit 1 03
Unit 2 30
Unit 3 391
Unit 4 477
Total Mill Creck 1,472

Cane Run — Jefferson County, KY
Unit 4 155
Unit 5 168
Unit 6 240
Total Cane Run 563
Trimble County — Trimble County, KY (a) 383

Combustion Turbine Generators (Peaking capability):

Zorn — Jeflerson County, KY 14
Paddy’s Run —- Jefferson County, KY (b) 1y
Cane Run — Jefferson County, KY 14
Waterside — JefTerson County, KY (c¢) -
E.W. Brown - Mercer County, KY (d) 190
Trimble County — Trimble County, KY (e) 328

Total combustion turbine generators 665
Total capability rating 3,083

(a) Amount shown represents LG&E’s 75% interest. See Notes 9 and 10 ol Notes to Financial
Statements under ltem 8 for further discussion on ownership.

(b) Amount shown represents LG&E’s 53% interest in Unit 13 and 100% ownership of Units 11
and 12. See Notes 9 and 10 of Notes to Financial Statements, under Item 8 for further
discussion on ownership. Unit 12 was mothballed in November 2006 Life assessment (repair
or retire) studies are ongoing.

(c) Pursuant to the Definitive Property Sale Agreement entered into with the Louisville Arena
Authority in 2006, the Waterside property will be sold to the Louisville Arena Authority
when the relocation of the LG&E assets has been completed, which is expected to occur by
the end of 2008. The Waterside units were vetired in December 2006

(d) Amount shown represents LG&E’s 53% interest in Unit 5, 38% interest in Units 6 and 7 and
10% of the Inlet Air Cooling system, attributable to Unit 5. See Notes 9 and 10 of Notes to
Financial Statements, under Item 8 for further discussion on ownership. KU operates these
units on behalf of LG&E

(¢) Amount shown represents LG&E's 29% interest in Units 5 and 6 and LG&E's 37% interest
in Units 7, 8, 9 and 10. See Notes 9 and 10 of Notes to Financial Statements, under ltem 8 for
further discussion on ownership.
LG&E also owns an 80 Mw nameplate-rated hydroelectric generating station located in Jefferson County, Kentucky (Ohio Falls), with

an expected summer capability rating of 48 Mw, operated under a license issued by the FERC.
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At December 31, 20006, LG&E’s electric transmission system included 41 substations (26 of which are shared with the distribution
system) with a total capacity of approximately 11,900 Mva and approximately 894 miles ol'lines. The electric distribution system
included 93 substations (26 of which are shared by the transmission system) with a total capacity ol approximately 4,940 Mva, 3,931
miles of overhead lines and 2,161 miles of underground conduit.

LG&E's natural gas transmission system includes 260 miles of transmission mains and the natural gas distribution system includes
4,175 miles of distribution mains

L.G&E operates underground natural gas storage facilities with a current working gas capacity ot approximately 15.1 million Mcf” See
Gas Supply under hem |

In 1990, LG&E entered into an operating lease for its corporate office building located in downtown Louisville, Kentucky. The lease
was renegotiated in 2002 and is scheduled to expire July 31, 2015,

Other properties owned by LG&E include office buildings, service centers, warehouses, garages and other structures and equipment,
the use of which is common to both the electric and gas departments,

The trust indenture securing LG&E's first mortgage bonds constitutes a divect {irst morigage lien upon much of the property owned by

LG&E. In addition, Fidelia has a second secured lien on the property subject to the first mortgage bond lien for certain of'its
intercompany loans to LG&E,
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ITEM 3. Legal Proceedings.
Rates and Regulatory Matters

For a discussion of current rate and regulitory matters, including electric and natural gas base rate increase proceedings, the Kentucky
AG investigation, VDT proceedings, TC2 proceedings, various Kentucky Commission, FERC and MISO proceedings and other rate
or regulatory matters alfecting LG&E, see Rates and Regulation under Item 1 and Note 2 of Notes to Financial Statements under ltem

Environmental

For a discussion of environmental matters including additional reductions in SOz, NOx and other emissions mandated by recent
regulations; items regarding the Cane Run generating station, MGP sites; global warming or climate change matters and other
environmental items affecting LG&E, see Exccutive Summary (Environmental Matters) and Note 9 of Notes to Financial Statements
under Item 8

FERC Audit Resulis

In July 2006, the FERC issued a final report under a routine audit that its Office of Enforcement (formerly its Otfice of Market
Oversight and Investigations) had conducted regarding the compliance of E.ON U.S. and subsidiaries, including LG&E, under the
FERC's standards of conduct and codes ol conduct requirements, as well as other arcas. The linal report contained certain findings
calling for improvements in EON U.S. and subsidiaries’ structures, policies and procedures relating to transmission, generation
dispatch, energy marketing and other practices. E.ON U.S. and affiliates have agreed to certain corrective actions and have submitied
procedures related to such corrective actions to the FERC. The corrective actions are in the nature of organizational and operational
improvements as described above and are not expected to have a material adverse impact on the Company’s results ol operations or
{inancial condition

Employment Discrimination Case

In October 2001, approximately 30 employees or former employees filed a complaint against LG&E claiming past and current
instances of employment discrimination. LGA&E has removed the case to the U.S. District Court for the Western District of Kentucky
and filed an answer denying all plaintiffs’ claims. To date, the U.S. Equal Employment Opportunity Commission has declined to
proceed to litigation on any claims reviewed. Through continuing mediation, settlements have been reached with the majority of
plaintiffs, including the lead plaintiff. In November 2006, LG&E obtained dismissal orders on all but two remaining plaintiffs. The
complaint contains a claimed damage amount of $100 million as well as requests for injunctive relief, however, all prior settlements
have been for non-material amounts and LG&E does not anticipate that the remaining outcome will have a material impact on its
operations or financial condition.

Other
In the normal course of business, other lawsuits, claims, environmental actions and other governmental proceedings arise against
LG&E. To the extent that damages are assessed in any of these lawsuits, LG&E believes that its insurance coverage is adequate.

Management, alter consultation with legal counsel, does not anticipate that labilities arising out of other currently pending or
threatened lawsuits and claims will have a material adverse effect on LG&E’s financial position or results of operations, respectively
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ITEM 4. Submission of Matters to a Vote of Security Holders,

None
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PART il

ITEM 5. Market for the Registrant’s Commion Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

AN LG&E common stock, 21,294,223 shares, is held by L.ON U.S. Therefore, there is no public market for LG&E’s common stock

The lollowing table sets forth LG&E's cash distributions on common stock paid to EON U S. during 2006:

{in millions)

First quarter $ 40
Second quarter 20
Third quaster 35

Fourth quarter —_
LG&E paid cash distributions on common stock to E.ON U.S. in the amount ol $39 million in 2005 and $57 million in 2004
ITEM 6. Selected Financial Data

Years Ended December 31

{in millions)

2006 2005 2004 2003 2002
Operating revenues $1,338  $1424  $1.173 31,094 $1L,004
Net operating inconie § 223 % 230 % 185 % 179 % 173
Net income $§ H7 5 129 3% 96 % 91 % 8y
Total assets $3,184 $3,146 $2967 $2,882 $2.706Y
Long-term obligations
(including amounts due within one year) $ 820 % 821 % 872 %5 798 % ol7

Management’s Discussion and Analysis of Financial Condition and Results of Operations and Notes to Financial
Statements should be read in conjunction with the above information.
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
GENERAL

‘The lollowing discussion and analysis by management focuses on those factors that had a material effect on LG&E’s financial results
ol operations and linancial condition during 2006, 2005 and 2004 and should be read in connection with the financial statements and
notes thereto

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties and assumptions
Such forward-looking statements are intended to be identified in this document by the words “anticipate,” “expect,” “estimate,”
“objective,” *possible,” “potential” and similar expressions. Actual results may materially vary. Factors that could cause actual results
to materially differ include: general cconomic conditions; business and competitive conditions in the energy industry; changes in
{ederal or state legistation; unusual weather; actions by state or tederal regulatory agencies; actions by credit rating agencies and other
factors described from time to time in LG&E's reports to the SEC, including Risk Factors in [tem 1A of this report on Form 10-K and
in Exhibit No. 99.01 to this report on Form 10-K

EXECUTIVE SUMMARY
Business

LG&E is a wholly-owned subsidiary of E.ON U.S., which is an indirect subsidiary of E.ON, a German company. LG&E maintains a
separate corporate identity and serves customers in Kentucky.

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility that supplies natural gas to approximately 324,000 customers
and clectricity to approximately 398,000 customers in Louisville and adjacent arcas in Kentucky. LG&E’s service area covers
approximately 700 square miles in 17 counties and has an estimated population of one million. Included in this area is the Fort Knox
Military Reservation, to which LG&E transports natural gas and provides electric service, but does not provide any distribution
services. LG&E also provides natural gas service in limited additional areas. LG&E’s coal-fired electric generating plants, all
equipped with systems to reduce SOz emissions, produce most of LG&E’s electricity. The remainder is generated by a hydroelectric
power plant and combustion turbines. Underground natural gas storage ficlds help LG&E provide economical and reliable natural gas
service to customers
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Customers
The following table provides statistics regarding LG&E’s retail customers:

Customers (in thousands)
2006% Retail

Electric Gas Revenues
Retail Customer Data 2006 __2005 2004 2006 20058 2004 Electric  Gas
Residential 350 347 343 298 296 293 39%  064%
Industrial & Commercial 42 41 41 25 24 24 51% 31%
Other _ 6 6 6 1t 1 % 0% __ 5%
Total Retail 398 394 390 324 321 318 100% 100%

Mission
The mission of LG&E is to build on our tradition and achieve world-class status providing reliable, low-cost energy services and
superior customer satisfaction; and to promote safety, financial success and quality of life for our employees, comniunities and other
stakeholders
Strategy
LG&FE’s strategy focuses on the following:

e Achieve scale as an integrated U.S. electric and gas business through organic growth and acquisitions;

e Maintain excellent customer satisfaction;

e Maintain best-in-class cost position versus U.S. utility companies;

e Develop and transfer best practices throughout the company;

o Invest in infrastructure to meet expanding load and comply with increasing environmental requirements;

s Achieve appropriate regulated returns on all investmeny;

e Auract, retain and develop the best people; and

e Act with a commitment to corporate social responsibility that enhances the well being of our employees, demonstrates
environmental stewardship, promotes quality of life in our communities and reflects the diversity of the socicty we serve

L.ow Rates

LG&E believes it is well positioned in the regulated Kentucky market. LG&E continues to sustain high customer satisfaction, ranking
first amony all large Midwest utilities for the seventh time in eight years in the J.D. Power and Associates 2006 survey of residential
clectric customers. This excellent performance is balanced with cost control. The customer benelits of the LG&E culture of cost
management are evident in rate comparisons among U.S. utilities. As of July 1, 2000, the average residential rate per thousand Kwh
for LG&E customers was 6.54 cents versus the national average of U.S. investor-owned utilitics ol 10.98 cents.

LG&LE must continue to address new cost pressures. The Kentucky Commission accepted the settiement agreements reached by the
majority of the parties in the rate cases filed by LG&E in December 2003 New rates, implemented in July 2004, produced
approximately $55 miltion of revenue for LG&E for a full year. Under the settlement agreements, the Company's buse efectric rates
increased approximately $43 million
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(7. 7%) and base natural gas rates increased approximately $12 million (3.4%) annually. The 2004 increases were the first increases in
clectric base rates for LG&E in 13 years; the last natural gas rate increase for the Company took eflect in September 2000
Competitors also face the same cost pressures that caused LG&E to initiate rate cases (e.g., pensions, benefits and reliability
expenditures) and many other utility companies recently had rate cases. Despite these increases, LG&E's rates remain significantly
lower than the national average.

Commodity Prices: Fuel and Electricity

Nationally, coal price increases continued during 2000, up approximately 10% from 2005, with modest increases projected over the
near term. Nationwide coal stockpiles grew during 2006, due 10 a surplus of 37 million tons of coal production over consumption,
driven by a 1.4% decline in power generation usage of coal and a 3% increase in coal supply

During 20006, natural gas prices declined significantly from the record levels reached the prior year. During 2005, natural gas prices
averaged over $8/MMBtu and spiked as high as $15/MMBtu in late September tollowing hurricanes that interrupted natural gas
production activities in the Gulf of'Mexico. Prices in 20006 averaged just over $7/MMBtu and fell as low as $4/MMBuu. Price declines
are in part the result of ample national gas storage inventories, which are the result of a warmer-than-normal winter in 2005/2006 and
the absence of any hurricanes during 20006 that could have otherwise disrupted natural gas supplies in the Guif of Mexico. Although
the supply situation has improved from 2005, the underlying and fundamental U.S. supply/demand imbalance shows no significant
signs of immediate or significant improvement

LG&E"s average coal and natural gas purchase prices for the last tive years are as follows:

2006 2005 2004 2003 2002
Coal (per MMBtu) $ 151 8 132 $ b5 % 112 % Lil
Natural gas (per MMBtu) $ 780 $1023 $ 718 % 630 § 419

Actual fuel costs associated with retail clectric sales are recovered [rom customers through the FAC. The FAC allows the Company to
adjust customers® accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to
customers occur if the actual costs exceed the embedded cost component.

Actual natural gas costs are recovered from customers through the GSC. The GSC also contains an incentive component, the PBR
component, which is determined for each 12-month period ending October 31

Generation Reliability
Generation reliability also remains a key aspect to meeting the Company’s strategy. LG&E believes that it has maintained good
performance and reliability in the key area of utility generation operation. While maintaining low cost levels, LG&E has also been

able to generate increasing volumes and expect to continue high levels of availability and low outage levels. This performance is also
important to maintaining margins from off-system sales
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Generation Capacity

The installation of Trimble County Units 7-10, completed in 2004, increased LG&E's total system capability by 9%. However, the
joint IRP submitted by LG&E and KU to the Kentucky Commission in 2005, outlining the least cost alternative to mect Kentucky's
needs, indicated the requirement for additional base-load capacity by 2010. Consequently, LG&E and KU have begun construction of
another base-load coal-fired unit at the Trimble County site. LG&E believes this is the least cost alternative to meet the future needs of
its customers. TC2, with a 750 MW capacity rating, will be jointly owned by LG&E (14 25%) and KU (60.75%) and IMEA and

IMPA (25% owners). TC2 is expected to cost $1.1 billion and be completed by 2010. LG&E's and KU's aggregate 75% share of the
total TC2 capital cost is approximately $880 million, of which LG&E will spend approximately $180 million through 2009. Through
December 2006, LG&E’s expenditures for TC2 have been $32 million. See Note 10 of Notes to Financial Statements

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 project. The contract is generally in the form of a
fump-sum, turnkey agreement for the design, engineering, procurement, construction, commissioning, testing and delivery of the
project, according to designated specifications, terms and conditions. The contract price and its components are subject to a number of
potential adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the contractor. The
contract also contains standard representations, covenants, indemnities, termination and other provisions for arrangements ol this type,
including termination for convenience or for cause rights.

A CCN application for TC2 construction was filed with the Kentucky Commission in December 2004, and initial CCN applications
for three transmission lines were filed in early 2005, with further applications submitted in December 2005. The proposed air permit
was filed with the Kentucky Division for Air Quality in December 2004. In November 2005, the Kentucky Commission approved the
application to expand the Trimble County generating station. Kentucky Commission approval for one transmission line CCN was
granted in September 2005, and a ruling that a second transmission line was not subject to the CCN process was received in February
2006. The Kentucky Commission granted approval for the remaining transmission line CCN in May 2006 In August 2006, LG&LE
and KU obtained dismissal of a judicial review of such CCN approval by certain property owners. A further appeal of such dismissal
was therealier filed, which action remains pending. The transmission lines are also subject to routine regulatory filings and the right-
of-way acquisition process. In November 2005, the Kentucky Division for Air Quality issued the final air permit, which was
challenged via a request for remand in December 2005 by three environmental advocacy groups, including the Sierra Club
Administrative proceedings with respect to the challenge continued throughout 2006 A ruling may occur during the first hall of 2007

In October 2005, LG&E received from the FERC a new license to upgrade, operate and maintain the Ohio Falls Hydroelectric Project.
The license is for a period of 40 years, effective November 2005 LG&E intends to spend approximately $76 miflion to refurbish the
facility and add approximately 20 Mw of generating capacity over the next six years

Environmental Matters
In addition to the TC2 project, the second major area of utility investment is environmental expenditures. LG&E is subject to SO2 and
NOx emission limits on its electric generating units pursuant to the Clean Air Act. LG&E placed into operation significant NOx

controls for its generating units prior to the 2004 summer ozone scason. As of December 31, 2006, L G&E has incurred total capital
costs of approximately $187 million since
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2000 to reduce its NOx emissions below required levels. In addition, LG&E has incurred additional operating and maintenance costs
in operating the new NOx controls

In March 2005, the EPA issued the final CAIR which requires substantial additional reductions in SO; and NOx emissions from
electric generating units. The CAIR provides for a two-phased reduction program with Phase I reductions in NOx and SO: emissions
in 2009 and 2010, respectively, and Phase 11 reductions in 2015, In March 2005, the EPA issued a related regulation, the final CAMR,
which requives substantial mercury reductions from electric generating units. The CAMR also provides for a two-phased reduction,
with the Phase | target in 2010 achieved as a “co-benelit” of the controls installed to meet the CAIR. Additional control measures will
be required to meet the Phase 11 target in 2018. Both the CAIR and CAMR establish a cap and trade framework, in which limits are set
on total emissions and allowances can be bought or sold on the open market, to be used for compliance, unless the state chooses
another approach LG&E currently has tlue gas desullurization equipment on all its units but will continue to evaluate improvements
to further reduce SO2 emissions.

Kentucky law permits LG&E to recover the costs ol complying with the Federal Clean Air Act, including a return of operating
expenses, and a return of and on capital invested, through the ECR mechanism once approved by the Kentucky Commission. A
majority of the applicable environmental costs, those related to servicing our native load, including investment and operating costs, are
recoverable through the ECR. The remaining costs, attributable to off-system sales, are not recoverable through the ECR, however,
these costs are recoverable in coordination with a general rate case.

COMPANY STRUCTURE

As contemplated in their regulatory filings in connection with the E.ON acquisition of Powergen in 2002, E.ON, Powergen and E.ON
LS. completed an administrative reorganization to move the LG&E Energy Corp. group from an indirect Powergen subsidiary to an
indirect E ON subsidiary. This reorganization was eflective in March 2003. In early 2004, E.ON U.S. began direct reporting

arrangements to E.ON

Eltective December 30, 2003, LG&E Energy LLC became the suceessor, by assignment and subscquent merger, to all the assets and
liabilities of LG&E Energy Corp

Effective December 1, 2005, LG&E Energy LLC was renamed EON U.S. LL.C

LG&E has continued its separate identity and the preferred stock and debt securities of LG&E were not atfected by these transactions
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RESULTS OF OPERATIONS
Net Income

LG&E"s net income in 2006 decreased $12 million (9%) compared to 200S. The primary drivers ol the decrease were lower wholesale
and retail electric sales volumes due to cooler summer weather in 2006 and increased interest expense. Partially offsctting the lower
revenues were lower operation and maintenance expenses primarily from the expiration of the VDT amortization and lower costs
associated with MISO Day 2

LG&Es net income velated to the electric business in 2006 decreased $12 million (10%) compared to 2005. Electric operating
revenues decreased $44 million (4%) primarily due to lower wholesale and retail sales volumes associated with cooler summer
weather in 2006 and lower MISO revenues. Partially offsetting the lower revenues were lower operation and maintenance expenses of
$20 million (8%) primarily {rom the expiration of the VDT amortization and lower costs from MISO Day 2. Combined {uel and power
purchased expenses in 2006 also declined $15 million (4%) from 2005, Interest expense increased $3 million (10%) in 2006

LG&E’s net income refated to the natural gas business was unchanged from 2005.

LG&E’s net income in 2005 increased $33 million (34%) compared to 2004, The increase resulted primarily from higher electric
revenues due to increased retail sales volumes resulting from warmer summer weather and increased base rates implemented for
service rendered on and alter July 1, 2004. Wholesale revenues also increased due to higher volumes and higher prices. These
increases were partially offset by increased fuel and power purchased costs largely due to MISO Day 2 costs

LG&E’s net income in 2005 related to the electric business increased $32 million (37%) compared to 2004. Electric operating
revenues increased $171 million (21%), partially offset by higher fuel for electric gencration and power purchased of $123 million
(41%). Income tax and depreciation expense increased $12 million (25%) and $6 million (6%), respectively.

LG&E’s net income in 2005 related to the natural gas business increased $1 million (11%) compared to 2004. Natural gas operating

revenues increased $80 million (22%) offset by higher natural gas supply expenses of $73 million (27%). Other natural gas operation
and maintenance expenses increased $4 million (7%) and depreciation expense increased $1 million (6%)
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Revenues
I'he following table presents a comparison of operating revenues for the years 2006 and 2005 with the immediately preceding year

Increase (Decrease) From Prior Period

Eleetric
(in miltions) Revenues Gas Revenues
Cause 2006 2005 2006 2005
Retail sales:
Fuel and gas supply adjustments $23 §$23 %20 § 07
LG&E/KU merger surcredit 3 (1) — -
Environmental cost recovery surcharge 3 10 — —
LEarnings sharing mechanism e 0) —_
Weather normalization adjustment e — 4 3)
Rate changes - 25 — 5
Variation in sales volumes and other _(18) 27 _(48) _ (1)
Total retail sales 1 78 24) 68
Wholesale sales 35) 73 (18) 12
MISO Day 2 (20) 18 — -
Other - 2 i
Total $(44) $171 $(42) § 80

|

Electric revenues in 2006 decreased $44 million (4%) primarily due to:
e Decreased wholesale sales ($35 million) primarily resulting from lower sales volumes due to decreased regional demand
e Decreased MISO related revenue ($20 million) due to exit from the MISO

» Decreased sales volumes and other ($18 million) resulting trom a 12% decrease in cooling degree days in 2006 as compared
to the same period in 2005 (the number of cooling degree days in 2006 was 9% below the 20-year average)

o Increased luel costs ($23 million) billed to customers through the FAC
o Increased revenue due to lower merger surcredit given to customers based on lower sales volumes (33 million)
e [ncreased ECR surcharge ($3 million) billed to customers

Electric revenues in 2005 increased $171 million (21%) primarily due to:

o Increased wholesale sales (373 million) primarily due to an 11% higher sales volume due to increased regional demand and a
29% increase in prices caused by higher fuel prices

o Increased retail sales volumes and other ($27 million) primarily due to warmer summer weather resulting from a 13%
increase in cooling degree days (the number ol cooling degree days in 2005 was 14% above the 20-year average)

o Increased rates ($25 million) implemented in July 2004

o Increased fuel costs ($23 million) billed to customers through the FAC

e Increased MISO related revenue (318 million) due to the inception of MISO Day 2 on April 1, 2005
o Increased ECR surcharge ($10 million) billed to customers

o Decreased ESM revenues ($6 million) billed to customers due to termination of the ESM program
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Natural gas revenues in 2006 decreased $42 million (10%) primarily due to:

o Decreased sales volumes and other ($48 million) resulting from a 9% decrease in heating degree days in 2006 as compared to
the same period in 2005 (the number of heating degree days in 2006 was 10% below the 20-year average)

o Decreased wholesale sales (518 million) due to Himited market opportunities to sell natural gas off-system
o Increased natural gas supply costs ($20 miltion) billed to customers through the GSC
e Increased weather normalization revenue (34 million)
Natural gas revenues in 2005 increased $80 million (22%) primarily due to:
o Increased natural gas supply costs ($67 million) billed to customers through the GSC
e Increased wholesale sales ($12 million) due to increased market opportunities to sell natural gas off-system
e Increased rates ($5 million) implemented in July 2004
o Decreased weather normalization revenue ($3 mitlion)
Expenses
Fuel for electric generation and natural gas supply expenses comprise a large component of LG&E’s total operating expenses.
Increases or decreases in the cost of fucl and natural gas supply are reflected in LG&E’s electric and natural gas retail rates, through
the FAC and GSC, subject to the approval of the Kentucky Commission
Fuel for clectric generation increased $12 million (4%) in 2006 primarily due to:
o Increased cost of fuel burned ($15 million) due to higher prices for coa)
o Decreased generation {§3 million) due to lower demand
Fuel for electric generation increased $74 million (36%) in 2005 primarily due to:

o Increased cost of fuel burned ($62 million) due to the MISO’s dispatch of natural gas-fired units and higher coal and natural gas
prices

e Increased generation ($12 million) due to increased demand and the dispatch of units for MISO Day 2
Power purchased expense decreased $27 million (19%) in 2006 primarily due to:
e Decreased volumes purchased ($35 million) due to lower demand
o Increased unit cost per Mwh of purchases ($9 million) due to higher fuel prices
Power purchased expense increased $49 million (53%) in 2005 primarily due to:
e Increased unit cost per Mwh of purchases ($41 million) due to higher fuel prices
o Increased volumes purchased (88 million) due to increased demand and unit outages
o Purchased power costs from the MISO due to unit outages totaled $10 million
Gas supply expenses decreased $44 million (13%) in 2006 primarily due to:
o Decreased volumes of natural gas delivered to the distribution system ($64 million) due to milder winter weather

o Increased cost of net gas supply (520 million) due to higher inventory unit cost
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Gas supply expenses increased $73 million (27%) in 2005 primarily due to:
o Increased cost of net gas supply ($62 million) due to the increase in natural gas prices
e Increased volumes of natural gas delivered to the distribution system ($12 million)

Other operation and maintenance expenses decreased $20 million (6%) in 2006 primarily due to decreased other operation expenscs
($37 million) partially offset by increased maintenance expenses ($15 million) and property and other taxes ($1 million).

Other operation expenses decreased $37 million (16%) in 2006 primarily due to:
e Decreased administrative and general expense (521 million) primarily due to the completion of the VDT amortization
o Decreased other power supply costs ($11 million) resulting from lower MISO Day 2 costs
o Decreased electrical transmission costs ($9 million) due to lower MISO related expenses
o Increased steam generation expense ($2 million) primarily for scrubber reactant and waste disposal
o Increased distribution operations costs ($1 million) primarily due to higher storm restoration costs
o Increased underground storage costs ($1 million) due to higher costs of materials and contractor expenses
Maintenance expenses increased $15 million (24%) in 2006 primanily due 1o
o [ncreased steam maintenance (8 million) primarily related to Mill Creek Unit 4
o Increased distribution maintenance (85 million) primarily related to vegetation management and storm restoration
o Increased administrative and general maintenance ($2 million)

Other operation and maintenance expenses increased $3 million (1%) in 2005 primarily due to higher other operation expenses ($11
million) and higher property taxes (32 million), partially offset by lower maintenance expenses ($9 million)

Other operation expensces increased $11 million (5%) in 2005 primarily due to:

* Increascd other power supply costs ($17 million) due largely to MISO Day 2 costs ($18 million) for administrative and
allocated charges from the MISO for Day 2 operations

o [ncreased steam generation expense ($4 million) primarily for scrubber reactant and waste disposal

o Increased employee benelit costs ($3 million)

o Increased customer service and collection expenses ($2 million)

e Decreased transmission costs (311 million), due largely to MISO Day 2 ($13 million). Prior to the MISO Day 2 market, most
bilateral transactions required the purchase of transmission; however, with the Day 2 market, most transactions are handled
directly with the MISO and no additional transmission is necessary

o Decreased distribution operating costs ($5 million) due to fewer storms

Maintenance expenses decreased 39 million (13%) in 2005 primarily due to:

e Decreased distribution maintenance (39 million) due to fewer storms

e Decreased steam generation expense (32 million)

o Increased administrative and general maintenance ($1 million)

Other expense (income) — net decreased $4 million in 2006 primarily due to:

e Decreased other income ($2 million)

e Increased other expense ($2 million)
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Other expense (income) expense - net increased $4 million in 2005 primarily due to:
o Increased other income ($2 million)
o Decreased other expense (§1 million)
Interest expense, including interest expense to affiliated companies, increased $4 million (11%) in 2006 primarily due to:
e Increased interest rates on variable rate debt (§5 million)
o Increased interest on tax deficiencies ($2 million)
s Decreased interest expense on swaps (32 million)
Interest expense, including interest expense to affiliated companies, increased $4 million (12%) in 2005 primarily due to:
» Increased interest rates on variable rate debt ($6 million)
o Increased borrowing from the money pool (32 million)
e Decreased cost of interest rate swaps (33 million)
e Decreased costs due to refinancing fixed rate debt with variable rate debt ($1 million)
Details of exposure to variable interest rates on long-term debt are shown in the table below:

2006 2005 2004

Debt exposed to interest rate risk (in millions) $363 $363 5300
Debt exposed to interest rate risk as a percentage of long-term debt 44.3% 442% 35.1%
Weighted average interest rate on variable rate debt for the year 3.47% 2.49% 1.28%
Weighted average interest rate on total long-term debt at year-end, including expense amortization and interest

rate swaps 433% 4.13% 3.92%

See Note 7 of Notes to Financial Statements under Item 8

Variations in income tax expenses are largely attributable to changes in pre-tax income. See Note 6 ol Notes to Financial Statements
under Item 8.

The rate of inflation may have a significant impact on LG&E’s operations, its ability to control costs and the need to seek timely and
adequate rate adjustments. However, relatively low rates of inflation in the past few years have moderated the impact on current
operating results

CRITICAL ACCOUNTING POLICIES/ESTIMATES

Preparation of financial statements and related disclosures in compliance with generally accepted accounting principles requires the
application of appropriate technical accounting rules and guidance, as well as the use of estimates. The application ol these policies
necessarily involves judgments regarding future events, including legal and regulatory challenges and anticipated recovery ol costs
These judgments, in and of themselves, could materially impact the financial statements and disclosures based on varying
assumptions, which may be appropriate to use. In addition, the financial and operating environment also may have a significant effect,
not only on the operation of the business, but on the results reported through the application of accounting measures used in preparing
the financiat statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks
for these critical accounting policies are described in the following paragraphs. Each of these has a higher likelihood of resulting in
materially different reported amounts under different conditions or using different assumptions. Events rarely develop exactly as
forecasted and the best
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estimates routinely require adjustment. See also Note 1 of Notes to Financial Statements under ltem 8.

Unbilled Revenue. At cach month-end LG&E prepares a financial estimate that projects electric and natural gas usage by customers
that has not been billed. The estimated usage is based on allocating the daily system net deliveries between billed volumes and
unbilled volumes. The allocation is based on a daily ratio of the number of meter reading cycles remaining in the month to the total
number of meter reading cycles in each month. Each day’s ratio is then multiplied by each day’s system net deliveries to determine an
estimated billed and unbilled volume for each day of the accounting period. At December 31, 2006, a 10% change in these estimated
quantities would cause revenue and accounts receivable to change by approximately $5 miltion (83 million for electric usage and $2
million tor natural gas usage). Sce also Note | of Notes to Financial Statements under ltem 8

Allowance for Doubtful Accounts. At December 31, 2006 and 2005, the LG&E allowance for doubtful accounts was $2 million and
$1 million, respectively. The allowance is based on the ratio of the amounts charged-off during the last twelve months to the retail
revenues billed over the same period multiplicd by the retail revenues billed over the last four months. Accounts with no payment
activity are charged-off after four months, although collection efforts continue thereafter

Pension and Postretirement Benefits. LG&E has both funded and unfunded non-contributory defined benefit pension and
postretirement benefit plans that together cover substantially all of its employees. The plans are accounted for under SFAS No_ 158,
Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, which amended SFAS No. 106, Employers’
Accounting for Postretirement Benefits Other thun Pensions and SFAS No. 87, Employers’ Accounting for Pensions

The pension and other postretirement benefit plan costs and liabilities are determined on an actuarial basis and are dependent upon
numerous economic assumptions, such as discount rates, rates ol compensation increases, estimates of the expected return on plan
assets and health care cost trend rates and demographic and economic assumptions. The actuarial assumptions used may differ
materially from actual results due to changing market and economic conditions, higher or lower health care costs or turnover or longer
or shorter life spans of participants. These differences may result in a significant impact on the amount of expenses recorded in luture
periods. The underlying assumptions and estimates related to the pension and postretirement benelit plan costs and liabilities are
reviewed annually

The assumed discount rate, expected return on assets and rate of compensation increases generally have the most significant impact on
the pension costs and liabilities. The discount rate is used to calculate the actuarial present value of the benefits provided by the plans
LG&E bases its discount rate assumption on the November Mercer Pension Discount Yield Curve, adjusted by the basis point change
in the Moody’s Investors Services, Inc. Aa Corporate Bond Rate in December. The Mercer Pension Discount Yield Curve provides a
more refined estimate of the discount by matching the plan’s specific cash flow to a spot-rate yield curve based on high-quality, fixed-
income investments

The expected long-term rate of return on assets is used to caleulate the net periodic pension costs for the plans. To develop the
expected long-term rate of return on assets assumption, consideration is given to the current level of expected returns on risk [ree
investments (primarily government bonds), the historical performance of the asset managers versus their respective benchmarks, the
historical level of the risk premium associated with the other asset classes in which the portfolio is invested and the expectations for
future returns of each asset class. The expected return for each asset class is then weighted based on a target asset allocation. For 2006,
the actual return

36




Merrill Corporation 07-5042-1 Tue Mar 20 08:45:08 2007 (V 2.247w--H10717) Chksum: 147953 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\Mfc\7984445807_d 10967 1890486\5042-1-DK.pdf EDGAR :Redline:OFF Doc | Page 37

on pension assets was favorable compared to the assumed expected rate of return.
The following describes the effects on pension benefits by changing the major actuarial assumptions discussed above:

e A 1% change in the assumed discount rate could have an approximate $47 million positive or negative impact to the
2006 accumulated benelit obligation and an approximate $51 million positive or negative impact to the 2006 projected
benefit obligation

e A 25 basis point change in the expected rate of return on assets would have an approximate $1 million positive or
negative impact on 20006 pension expense

Compensation rate increases are used to calculate service costs and the projected benelit obligation. Such rates are based on a review
ol LG&E's historical salaries, promotion and bonus increases. For 2006 net periodic pension benefit costs, LG&E used an assumption
of 5.25%.

The agsumptions related to the discount rate, retirement, turnover and healthcare cost trends, which represent expected rates of
increase in health care claim payments, generally have the most significant impact on postretirement benetit plan costs and liabilities
Unlike pensions, however, assumptions about per capita claims cost by age and participation rates also significantly impact
postretirement liability computations. A 1% change in the healthcare cost trend rates could have a positive or negative impact on the
2006 postretirement benefit obligation and postretirement expense of approximately $3 million and less than $1 million, respectively

Additionally, demographic and other economic assumptions affect the pension and postretirement computations. Beginning with the
December 31, 2005 lability, LG&E replaced the 1983 Group Annuity Mortality tables for males and females with the RP 2000
combined tables for males and {emales projected 1o 2006. These updated mortality tables were used for the 2006 calculation and will
be used in subsequent periods.

The benefit obligation is compared with the plan asset values to determine a net position. Asset values are increased primarily by
actual rates of return on plan assets and by employer contributions. For an explanation of the investment policy including targeted
asset allocations, see Note 5 of Notes to Financial Statements under Item 8.

The pension plans are funded in accordance with all applicable requirements of the Employee Retirement Income Security Act of
1974 and the IRC. In accordance with these guidelines, LG&E made discretionary contributions to the pension plans of $18 million in
2006 and $35 million in 2004. No contributions were made in 2005. LG&E anticipates making additional contributions as deemed
necessary. Additionally, LG&E made contributions of approximately $11 million, $10 million and $9 million to the postretirement
plans in 2006, 2005 and 2004, respectively. LG&E may continue to make subsequent contributions in accordance with the maximum
funding limitation governed by tax laws. In January 2007, LG&E made a discretionary contribution to the pension plan in the amount
of $56 million, which was slightly more than the $52 million accrued benefit liability as of December 31, 2006. 1n 2007, LG&)E
anticipates making voluntary contributions to fund the Voluntary Employee Beneficiary Association (VEBA) trusts to match the
annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. See Note 15 of Notes to
Financial Statements under Item 8

As preseribed by SFAS No. 87, LG&E was required to recognize an additional minimum pension Hability of $19 million during 2005

since the fair value of the plan assets was less than the accumulated benefit obligation at that time. This additional minimum pension
lLability was recorded as a reduction to other comprehensive income and
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did not affect net income. Historically low corporate bond rates, used to determine the discount rate, significantly increased the
potential value of the pension liabilities above the actual value of the plan assets. These provisions of SFAS No. 87 were not
applicable to 2006 due to the implementation of SFAS No. 158.

Should poor market conditions return or should interest rates decline, LG&E’s unfunded accumulated benefit obligations and future
pension expense could increase. The Company believes that such increases are recoverable in whole or in part under {uture rate
proceedings or mechanisms

Sce also Notes 5 and 13 of Notes to Financial Statements under Item 8.

Regulatory Mechanisms. Judgments and uncertainties include future regulatory decisions, the impact of deregulation and
competition on the ratemaking process and external regulatory decisions Regulatory assets generally represent incurred costs that
have been deferred because they are probable of future recovery in customer rates. Regulatory liabilities generally represent
obligations to make refunds to customers for previous collections. Management believes, based on Kentucky Commission Orders and
historical precedents, the existing regulatory assets and labilitics are probable of recovery. This determination reflects the current
regulatory climate in the state. If future recovery of costs ceases to be probable, the assets and liabilities would be required to be
recognized in current period carnings. See also Note 2 of Notes to Financial Statements under Item 8.

fncome Taxes. Income taxes are accounted for under SFAS No. 109, Accounting for Income Taxes. In accordance with this statement,
deferred tax assets and labilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases, as measured by enacted tax rates that arc
expected to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or realized. Significant
judgment is required in determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is
uncertain

To provide for these uncertainties or exposures, an allowance is maintained for tax contingencies based on management’s best
estimate of probable loss. Tax contingencies are analyzed periodically and adjustments are made when events occur to warrant a
change. In September 2005, LG&E received notice from the Congressional Joint Committee on Taxation approving the Internal
Revenue Service's audit of LG&E's income tax returns for the periods December 1999 through December 2003, As a result of
resolving numerous tax matters during these periods, LG&E reduced income tax accruals by $4 million during 2005.

H R. 4520, known as the *American Jobs Creation Act of 2004” allows electric utilities to take a deduction of up to 3% of their
qualified production activities income starting in 2005. This deduction reduced LG&E’s effective tax rate by less than 1% for 2000.

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan,” was signed into law in March 2005. This bill
contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate income tax rate from 8.25% to 7%
effective January 1, 2005, and a further reduction to 6% effective January 1, 2007. As a result of the income tax rate change, LG&E's
deferred tax reserve amount will exceed its actual deferred tax liability attributable to existing temporary dillerences since the new
statutory rates are lower than the rates were when the deferred tax hability originated. This excess amount is referred to as excess
deferred income taxes. In June 2005 and December 2006, LG&E received approval from the Kentucky Commission to establish and
amortize a regulatory lability ($16 million) for its net excess deferred income tax balances.
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Under this accounting treatment, LG&E will amortize its depreciation-related excess deferred income tax balances under the average
rate assumption method. The average rate assumption method matches the amortization of the excess deferred income taxes with the
lile ol the timing diflerences to which it relates. Excess deferred income tax balances related to non-depreciation timing differences
were expensed in 2005 and 20006.

LG&E expects to have adequate levels of taxable income to realize its recorded deferred taxes

For further discussion of income tax issues, see Notes 1 and 6 of Notes to Financial Statements under Item 8

RECENT ACCOUNTING PRONOUNCEMENTS

The following are recent accounting pronouncements alfecting LG&E:

EIN48

i2a}

In Juty 2000, the FASB issucd FIN 48, Accounting for Uncertainty in Income Taxes, an Interpretation of SFAS No. 109. FIN 48
clarities the accounting for the uncertainly of income taxes recognized in an enterprise’s financial statements in accordance with SFAS
No. 109. This interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement ol a tax position taken or expected to be taken in a tax return.

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition based on the
determination of whether it is “more likely than not” that a tax position will be sustained upon examination. The second step is to
measure a tax position that meets the “more likely than not” threshold The tax position will be measured as the amount of potential
benelit that exceeds 50% likelihood of being realized.

FIN 48 is effective for fiscal years beginning after December 15, 2006. FIN 48 was adopted effective January 1, 2007. The impact of
FIN 48 on the statements of operations, financial position and cash flows is not expected to be material

SFAS No. 157

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 is effective for fiscal years beginning
after November 15, 2007. This statement defines fair value, establishes a framework {or measuring (air value in generally accepted
accounting principles and expands disclosures about fair value measurements. LG&E is now analyzing the future impacts of SFAS
No. 157 on results of operations and financial condition.

SEAS No. 158

In September 2006, the FASB issued SFAS No. 158, which is effective for fiscal years ending alter December 15, 20006 for employers
with publicly traded equity securities and for employers controlled by entities with publicly traded equity securities, which is
applicable for LG&E. This statement requires employers to recognize the over-funded or under-funded status of a defined benelit
pension and postretirement plan as an asset or a lability in the balance sheet and to recognize changes in that funded status in the year
in which the changes occur through comprehensive income. This statement also requires employers to measure the funded status of a
plan as of the date of its year-end balance sheet. This staterment amended SFAS No. 87, SFAS No. 88, Employers’ Accounting for
Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
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Benefits, SFAS No. 106 and SFAS No. 132, Employers’ Disclosures about Pensions and Other Postretirement Benefits

SEAS No. 71, Aecounting for the Effects of Certain Types of Regulation, provides guidance to regulated utilities for deferring costs
that would otherwise be charged to expense or equity by non-regulated enterprises. In applying the provisions of this statement to the
requirements of SFAS No. 158, LG&E recorded a regulatory asset representing the adjustment to the pension Hability in recognizing
the funded status of the pension lability. This adjustment would have been represented in Accumulated Other Comprehensive Income
without the application of SFAS No. 71

LG&E has adopted SFAS No. 158 effective for the fiscal year ending December 31, 2006, The incremental effects of applying SFAS
No. 158 are shown in the {ollowing table:

Before Adoption After Adoption
of SFAS of SFAS
{in millions) No. 158* Adjustinents No. 158
Accrued pension and postretirement liability-noncurrent 3 (102) % 47) % (149)
Accrued pension and postretirement liability-current —_ (2) 2)
Pension and postretirement regulatory asset 77 49 120

*Balances belore the application of SFAS No. 158 include the ctiects of 2006 plan experience and changes in actuarial assumptions
on the additional minimum liability, coupled with the regulatory impacts of SFAS No. 71

LIQUIDITY AND CAPITAL RESOURCES
LG&E uses net cash generated from its operations and external financing (including {inancing from affiliates) to fund construction of
plant and equipment and the payment of dividends. LG&E believes that such sources of funds will be sufficient to meet the needs of
its business in the foresecable future.
As ol December 31, 2006, LG&E is in a negative working capital position in part because of the classification of certain variable-rate
pollution control bonds totaling $246 million that are subject to tender for purchase at the option of the holder as current portion of’
long-term debt. Backup credit [acilities totaling $185 million are in place to fund such tenders, it necessary. LG&E has never needed
to access these facilities. LG&E expects to cover any working capital deficiencies with cash flow {rom operations, money pool
borrowings and borrowings from Fidelia
Operating Activities
Cash provided by operations was $320 million, $150 million and $171 million in 20006, 2005 and 2004, respectively
The 2006 increase of $170 million was primarily the result of increases in cash due to changes in:

e Accounts receivable ($183 million) primarily from decreased natural gas prices and milder December weather

o Materials and supplies ($107 million) primarily resulting from decreased natural gas prices

o Property and other taxes payable ($21 million)

e GSCrecovery (520 million)
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These increases were partially offset by cash used for changes in:

s Accounts payable ($102 million) due to lower natural gas prices

e Earnings, net of non-cash items ($22 million)

e DPension and postretirement funding ($19 million)

o Payment of the fee required to exit the MISO ($13 million)

e ECR recovery {37 million)
The 2005 decrease of $21 million was primarily the result of decreases in cash due to changes in:

e Materials and supplies ($61 million) largely the result of increased coal and natural gas prices

e Accounts receivable ($17 million) primarily due to colder December weather

o Gas supply recovery ($13 million) primarily due to higher natural gas prices

e [ESM recovery ($8 million) due to termination of the ESM program

o Property and other taxes payable ($7 million)
These decreases were partially offset by cash provided by changes in:

e Accountis payable ($49 million) primarily from the increase in natural gas prices

e  Pension and postretirement lunding ($34 million)
Investing Activities
LG&E's primary use of funds for investing activities continues 1o be for capital expenditures. Capital expenditures were $146 million,
$139 million and $148 million in 2006, 2005 and 2004, respectively. LG&E expects its capital expenditures lor the three-year period
ending December 31, 2009, to total approximately $665 million, which consists primarily of construction estimates associated with the
construction of TC2 totaling approximately $150 million (including $40 million for environmental controls), other environmental
control equipment of approximately $80 million, redevelopment of the Ohio Falls hydro facility totaling approximately $30 million

and on-going construction related to generation and distribution assets.

Net cash used for investing activities in 2006 increased $9 million in 2006 compared to 2005 and decreased $21 million in 2005
compared to 2004, primarily due to the level of construction expenditures

Financing Activitics
Net cash outllows for financing activities were $173 million, $12 million and $7 million in 20006, 2005 and 2004, respectively

Redemptions and maturities of long-term debt for 2006, 2005 and 2004 are summarized below:

($ in millions) Principal Secured/

Year Deseription Amount Rate Unseenred Maturity
2000 Mandatorily Redeemable Preferred Stock 31 5.875% Unsecured  Jul 2000
2005 Pollution control bonds $40 590 %  Secured Apr 2023
2008 Due to Fidelia 350 153 % Secured  lan 2005
2005 Mandatorily Redeemable Preferred Stock 51 5.875% Unsecured  Jul 2005
2004 Due to Fidelia $50 153 % Sccured  Jan 2005
2004 Mandatorily Redeemable Preferred Stock 51 5.875% Unsccured  Jul 2004

41




Merrill Corporation 07-5042-1 Tue Mar 20 08:45:08 2007 (V 2.247w--H10717) Chksum: 637206 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\c\7984445807 _d10967_1890486\5042-1-DK.pdf EDGAR :Redline:OFF Doc | Page 42

LG&L did not issue any long-term debt in 2006, Issuances of long-term debt for 2005 and 2004 are summarized below:

($ in millions) Principal Secared/

Year Description Amount Rate Unseeured Matority
2005 Pollution control bonds $ 40 Variable Secured Feb 2035
2004 Due to Fidelia 3 25 4.33% Secured  Jan 2012
2004 Duc to Fidelia $ 100 1.53% Secured  Jan 2005

See also Notes 7 and 15 of Notes to Financial Statements under flem 8
Future Capital Requirements

Future capital requirements may be affected in varying degrees by factors such as electric encrgy demand load growth, changes in
construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of competing electric power
generators, changes in commodity prices and labor rates, changes in environmental regulations and other regulatory requirements See
Note 9 of Notes to Financial Statements under [tem 8 for current commitments. LG&E anticipates [unding future capital requirements
through operating cash How, debt and/or infusions of capital from its parent

LG&E has a variety of funding alternatives available to meet its capital requirements. LG&E maintains a series of bilateral credit
fucilities with banks totaling $185 million. Several intercompany financing arrangements are also available. LG&E participates in an
intercompany money pool agreement wherein E.ON U.S. and/or KU make tunds of up to $400 million available to LG&E at market-
based rates. Fidelia also provides long-term intercompany {unding to LG&E. See Note 8 of Notes to Financial Statements under ltem
8

Regulatory approvals are required for LG&E to incur additional debt. The FERC authorizes the issuance of short-term debt while the
Kentucky Commission authorizes issuance of long-term debt. In February 2006, LG&E received a two-year authorization from the
FERC to borrow up to $400 million in short-term funds.

LG&E's debt ratings from Moody’s Investor Services, Inc. (“Moody’s™) and Standard and Poor’s Rating Services (“S&P") as of’
December 31, 2000, were:

Moody’s S&p
First mortgage bonds Al A-
Preferred stock Baal BBB-
Issuer rating A2 e
Corporate credit rating — BBB+

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation to buy, sell or hold securities and is
subject to revision or withdrawal at any time by the rating agency.
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Contractual Obligations

The following is provided to summarize contractual cash obligations for periods after December 31, 2006. LG&E anticipates cash
from operations and external financing will be sufficient to fund future obligations. Future interest obligations cannot be quantified
because most of LG&E’s debt is variable rate. (See Statements of Capitalization)

{in miltions) Pavments Due by Period

Contractual Cash Obligations 2007 2008 2009 2080 2011 Thereafter Total
Short-term debt (a) $ 68 5 — $ - 5 — 5 — 5 - $ 08
Long-term debt 1 19 —_ — — 800(b) 820
Operating leases () 2 2 2 2 2 8 18
Unconditional power purchase

obligations (d) 11 13 16 17 17 328 402

Coal and gas purchase obligations (e) 266 249 202 207 200 3 1,127
Retirement obligations (f) 36 37 30 35 34 168 346
Other obligations (g) 89 70 20 | — e 180
Total contractual cash obligations $ 473 $ 390 $ 276 $ 2062 § 253 $ 1,307 $ 2,961

(a) Represents borrowings [rom affiliated company due within one year

(b) Includes long-term debt of $246 million classified as current liabilities because these bonds are subject to tender for
purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. Maturity
dates for these bonds range from 2013 to 2027. LG&E does not expect to pay these amounts in 2007.

(c) Represents future operating lease payments.

(d) Represents future minimum payments under OVEC power purchase agreements through 2024.

(e) Represents contracts to purchase coal and natural gas.

(1) Represents currently projected cash [Tows for pension plans and other post-employment benefits as calculated by the
actuary.

() Represents construction commitments, including commitments for TC2
Off-Balance Sheet Arrangements

In the ordinary course of business LG&E has operating leases for various vehicles, equipment and real estate. See Note 9 of Notes to
Financial Statements under Item 8 for {urther discussion of leases

Sale and Leascback Transaction

LG&E is a participant in a sale and leaseback transaction involving its 38% interest in two jointly-owned combustion turbines at KU’s
E W Brown generating station (Units 6 and 7). Commencing in December 1999, LG&E and KU entered into a tax-elficient, 18-year
lease of the combustion twrbines. LG&E and KU have provided funds to fully defease the lease, and have executed an irrevocable
notice to exercise an early purchase option contained in the lease alter 15.5 years. The {inancial statement treatment ol this transaction
is no different than if LG&E had retained its ownership. The leasing transaction was entered into following receipt of required state
and federal regulatory approvals.

In case of default under the lease, LG&E is obligated to pay to the lessor its share of certain fees or amounts. Primary events of default

include loss or destruction of the combustion turbines, failure to insure or maintain the combustion turbines and unwinding of the
wransaction due to governmental actions. No events of default
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currently exist with respect to the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the
combustion turbines reverts jointly to LG&E and KU.

At December 31, 2006, the maximum aggregate amount of default fees or amounts was $9 million, of which LG&E would be
responsible for 38% (approximately $3 million). LG&E has made arrangements with E.ON U.S., via guarantee and regulatory
commitment, for EON U.S. to pay LG&E’s full portion of any detault fees or amounts.

Potential Preferred Stock Transaction

In October 2006, LG&E submitted an application to the Kentucky Commission seeking authorization for various potential financial
transactions, including a request for approval of certain funding arrangements which could provide a source of funds for the possible
redemption of LG&E’s three existing series of preterred stock having an aggregate book value of approximately $90 million. In
January 2007, the Kentucky Commission issued an Order granting approval of LG&E’s application and in March 2007, a commitiee
of LG&E’s board authorized the redemption of the preferred stock, effective in April 2007 See also Note 15 of Notes to Financial
Statements under Item 8,

MARKET RISKS

LG&E is exposed to market risks from changes in interest rates and commodity prices. To mitigate changes in cash tlows attributable
to these exposures, LG&E uses various financial instruments including derivatives. Derivative positions are monitored using
techniques that include market value and sensitivity analysis. See Notes 1 and 3 of Notes to Financial Statements under ltem 8

Interest Rate Sensitivity

L.G&E has short-term and long-term variable-rate debt obligations outstanding. At December 31, 2000, the potential change in interest
expense associated with a 1% change in base interest rates of LG&E’s unhedged debt is estimated at $4 million

Interest rate swaps are used to hedge LG&E’s underlying variable-rate debt obligations, These swaps hedge specilic debt issuances
and, consistent with management’s designation, are accorded hedge accounting treatment. See Note 3 of Notes to Financial Statements
under Item 8

As of December 31, 2000, LG&E had swaps with an aggregate notional value of $211 million. The swaps exchange {loating-rate
interest payments lor {ixed rate interest payments to reduce the impact ol interest rate changes on LG&E's pollution control bonds
The potential loss in fair value resulting from a hypothetical 1% adverse movement in base interest rates is estimated at approximately
$21 million as of December 31, 2006. This estimate is derived from third-party valuations. Changes in the market value of these swaps
it held to maturity, as LG&E intends to do, will have no effect on LG&E's net income or cash flow. See Note 3 of Notes to Financial
Statements under Item 8

Commodity and Other Price Sensitivities
LG&E is exposed to the market price volatility of coal, natural gas and oil (the fuels used to generate electricity) in its wholesale

activities. 1t has limited exposure to such market price volatility as the result of its retail FAC and GSC commodity price pass-through
mechanisms. LG&E can also be exposed to the market price volatility

44




Merrill Corporation 07-5042-1 Wed Mar 21 11:05:03 2007 (V 2 247w--H10717) Chksum: 904005 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\fc\80 11446935 _d10967_ 18963 18\5042-1-DM.pdf EDGAR :Redline:OFF Doc | Page 45

of other significant input commodities, including but not limited to costs of steel, copper and specialized equipment or machinery used
in the industry, as well as labor rates, in elements of its capital construction or operating and maintenance activities. In some cases,
clements of these risks are mitigated via periodic rate or other regulatory recovery mechanisms or via the terms of applicable
contractual arrangements

Energy & Risk Management Activities

L.G&E conducts energy trading and risk management activities 1o maximize the value of power sales from physical assets it owns
Energy trading activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to-market
basis in accordance with SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended. Prior to the
MISO establishing its Day 2 energy market in April 2005, wholesale forward transactions were primarily physically settied and thus
were treated as normal sales under SFAS No. 133, as amended, and were not marked to market

The table below summarizes LG&E’s energy trading and risk management activities for 2006 and 2005:

{in millions) 2006 2008
Fair value of contracts at beginning of period, net asset $1 5
Fair value of contracts when entered into during the period 3 1
Contracts realized or otherwise settled during the period 0y -
Changes in fair values due to changes in assumptions 3 —
FFair value of contracts at end of period, net asset $1 $ 1

The fair value of LG&E’s energy trading and risk management contracts as of December 31, 2006 and 2005, was less than $1 million.
No changes to valuation techniques {or energy trading and risk management activities occurred during 20006 or 2005 Changes in
market pricing, interest rate and volatility assumptions were made during both years. The outstanding mark-to-market value is
sensitive Lo changes in prices, price volatilities and interest rates. The Company estimates that a movement in prices ol 51 and a
change in interest and volatilities of 1% would result in a change of less than $1 million. Al contracts outstanding at December 31,
2006 and 2005 have a maturity of Jess than one year and are valued using prices actively quoted for proposed or executed transactions
or quoted by brokers

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor compliance with those
policies. At December 31, 2006, 100% of the trading and risk management commitments were with counterparties rated BBB-/Baa3
cquivalent or better.

RATES AND REGULATION
LG&E is subject to the jurisdiction of the Kentucky Commission in virtually all matters related to electric and natural gas wtility
regulation, and as such, its accounting is subject to SFAS No. 71. Given LG&E’s competitive position in the marketplace and the

status of regulation in Kentucky, LG&E has no plans or intentions to discontinue its application of SFAS No. 71 See Notes 2 and 9 of
Notes to Financial Statements under Item 8 for a discussion of rates and regulation
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FUTURE OUTLOOK

Comgpetition and Customer Choice

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable tor
retail electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions regarding
industry restructuring and their impact on LG&E, which may be significant, cannot currently be predicted. Some states that have
already deregulated have begun discussions that could lead to re-regulation.

Over the last several years, LG&E has taken many steps to maintain efficient rate structures while achieving high levels of customer
satisfaction, including: an increase in focus on commercial, industrial and residential customers; an increase in employee involvement
and training; and continuous modifications of its organizational structure. LG&E also strives to control costs through competitive
bidding and process improvements. LG&E’s perlormance in national customer satistaction surveys continues to be high

FTEM 7A  Quantitative and Qualitative Disclosures About Market Risk.

See Management's Discussion and Analysis of Financial Condition and Results of Operations, Market Risks, under ltem 7
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I'TEM 8. Financial Statements and Supplementary Data.

Louisville Gas and Electric Company
Statements of Income
(Millions of'§)

OPERATING REVENUES:
Electric (Note 12)
Gas
Total operating revenues

OPERATING EXPENSES:
Fuel for electric generation
Power purchased (Notes 9 and 12)
Gas supply expenses
Other operation and maintenance expenses
Depreciation and amortization (Note 1)
Total operating expenses

Net operating income

Yeurs Ended December 31

Other expense (income) - net

Interest expense (Notes 7 and 8)

Interest expense to affiliated companies (Note 12)
Income before income taxes

Federal and state income taxes (Note 6)

Net income

'he accompanying notes are an integral part of these {inancial statements

Statements of Retained Farnings
(Millions ol'$)

Balance January |
Add net income

Deduct: Cash dividends declared on stock:
5% cumulative preferred

Auction rate cumulative preferred
Common

Balance December 31

The accompanying notes arc an integral part of these financial statements.
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2006 2005 2004
$ 943 5 987 5 816
395 437 _ 357
1338 1424 1,173
294 282 208
114 141 92
295 39206
288 308 305
124 124 117
L115 1,194 _ 988
223 230 185
3 (1 3
28 24 21
13 13 12
179 194 149
62 65 53
$ 117 8 129 § 96

Years Ended December 31

2006 2005 2004
$ 021 S 5334 § 497
117 129 96
738 003 593

1 1 |

3 2 1
95 39 57
99 42 59
$ 639 § 621 § 534
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Louisville Gas and Electric Company
Statements of Comprehensive Income
(Millions of §)

Years Ended December 31
2006 2005 2004

Net income $117  §129 396
Gain (loss) on derivative instruments and hedging activities, net of tax benefit (expense) of $(1), $0 and §1

tor 2000, 2005 and 2004, respectively (Notes | and 3) 2 e (2)
Additional minimum pension Hability adjustment, net ot tax benetit (expense) ot $(30), $6 and $4 tor 2000,

2005 and 2004, respectively (Note 5) 47 _d3)y (o)
Other comprehensive income (loss), net of tax (Note 13) 49 13y _(8)
Comprehensive income $166 §ll6 388

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

ASSETS:
Current assets:
Cash and cash equivalents (Note 1)
Accounts receivable - less reserve of $2 million in 2006 and $1 million in 2005 (Note 1)
Accounts receivable from affiliated companies (Note 12)
Materials and supplies (Note 1):
Fuel (predominantly coal)
Gas stored underground
Other materials and supplies
Prepayments and other current assets
Total current assets

Utility plant, at original cost (Note 1):
Electric
Gas
Common
Total wtility plant, at original cost

Less: reserve for depreciation
Total utility plant, net

Construction work in progress
Total utility plant and construction work in progress

Delerred debits and other assets:

Restricted cash (Note 1)

Regulatory assets (Notes | and 2):
Pension and postretirement benefits
Other

Intangible pension asset

Other asscets

Total deferred debits and other assets

Total Assets

The accompanying notes are an integral part of these financial statements.
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December 31

2006

3,200
526
180

3,906

2005

3,180
511
199

3,890
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Louisville Gas and Electric Company
Balance Sheets {continued)
(Millions of' $)

December 31

3006 2005
LIABILITIES AND EQUITY:
Current liabilities:
Current portion of long term debt (Note 7) $ 248 % 248
Notes payable to alfiliated companies (Notes 8 and 12) 68 141
Accounts payable 103 41
Accounts payable to affiliated companies (Note 12) 55 56
Customer deposits 18 17
Other current liabilities 40 17
lotal current liabilities 532 620
Long-term debt:
Long-term bonds (Note 7) 328 328
Long-term notes to aftiliated company (Note 7) 225 225
Mandatorily redeemable preferred stock (Note 7) 19 20
Fotal long-term debt 5372 573
Deferred credits and other liabilities:
Accumulated deferred income taxes (Note 6) 333 322
Accumulated provision for pensions and related benefits (Note 5) 149 143
Investment tax credit, in process ol amortization 41 42
Asset retirement obligations 28 27
Regulatory liabilities (Note 2):
Accumulated cost of removal of utility plant 232 219
Regulatory Hability deterred income taxes 54 42
Other regulatory liabilities 35 20
Other labilities 44 41
Total deferred credits and other liabilities 916 856
Commitments and contingencies (Note 9)
Cumulative preferred stock 70 70
COMMON EQUITY:

Common stock, without par value -

Authorized 75,000,000 shares, outstanding 21,294,223 shares 424 424
Additional paid-in capital 40 40
Accumulated other comprehensive income (Note 13) [CD)] (58)
Retained earnings 639 621
Total common equity 1,094 1,027

Total Liabilities and Equity $3,184 $3,140

The accompanying notes are an integral part of these financial statements.
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Louisville Gas and Electric Company
Statements of Cash Flows
(Millions of §)

CASH FILOWS FROM OPERATING ACTIVITIES:
Net income
ltems not requiring cash currently:
Depreciation and amortization
Deferred income taxes - net
Investment tax credit - net
VDT amortization
Provision for pension and postretirement plans
Other
Change in certain current assets and Habilities:
Accounts receivable
Materials and supplics
Accounts payable
Accrued income taxes
Property and other taxes payable
Prepayments and other
Pension and postretirement funding
Gas supply clause receivable, net
Litigation settiement
Earnings sharing mechanism receivable
MISO exit fee
Environmental cost recovery mechanism receivable
Other
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Construction expenditures
Change in restricted cash
Net cash used for investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Long-term borrowings from affiliated company
Repayment of long-term borrowings from affiliated company
Short-term borrowings from affiliated company
Repayment of short-term borrowings (rom afliliated company
Issuance of poliution control bonds
Issuance expense on pollution control bonds
Retirement of pollution control bonds
Retirement of mandatorily redeemable preferred stock
Payment of dividends

Net cash used for financing activities

Change in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures of cash flow information:
Cash paid during the year for:
income taxes
Interest on borrowed money
Interest 1o affiliated companies on borrowed money

The accompanying notes are an integral part of these financial statements
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Years Ended December 31
2000 2005 2004

$ 117 129 5 96

124 119 17

22 (14) 5
n 4) (4)
8 30 30
13) 14 25
3 8 1

83 (100) (83
41 (66) (5)

(47) 55 0
8 - (5)
14 %)
2 4 7

(29) (o) (@4
17 )] 10
—_— 7
— 2 10

a3 - —
O] -

9) (2] (2)
320 150 171

(146)  (139)  (148)

o~
—
.
'~

(147) _(138) _ (159)

— — 125
— (50) (50)
700 789 553
(773)  (706)  (575)
— 40 —
— (2) —
. (40) -
(H) (4D)] h
(99) (42) (59)
(73) —_(12) )
—_ — 5
2

7

4
$ 78 7%

24 21 18
11 13 11
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Louisville Gas and Electric Company
Statements of Capitalization
{Millions of $)

December 31

_2006 2005
LONG-TERM DLEBT (Note 7):
Pollution control series:
S due September 1, 2017, variable % $ 31 % 3t
T due September 1, 2017, variable % 60 60
U due August 15, 2013, variable % 15 35
Y due May 1, 2027, variable % 25 25
Z due August 1, 2030, variable % 83 83
AA due September 1, 2027, variable % 10 10
BB due September 1, 20206, variable % 23 23
CC due September 1, 2026, variable % 28 28
DD due November 1, 2027, variable % 35 a5
EE due November I, 2027, variable % 35 35
FF due October 1, 2032, variable % 42 42
GG due October 1, 2033, variable % 128 128
HE due February 1, 2035, variable % 40 40
Notes payable to Fidelia:
Due January 10, 2012, 4.33%, secured 25 25
Due April 30,2013, 4 55%, unsccured 100 100
Due August 15,2013, 5.31%, secured 100 100
Mandatorily redeemable preferred stock:
$5.875 series, outstanding shares 01 200,000 in 2006 and 212,500 in 2005 20 2]
T'otal long-term debt outstanding 820 821
Less current portion of Tong-term debt 248 248
Long-term debt 572 573
CUMULATIVE PREFERRED STOCK:
Shares Current
Outstanding Redemption Price
$25 par value, 1,720,000 shares authorized - 5% series 860,287 $28.00 21 21
Without par value, 6,750,000 shares authorized - Auction rate 500,000 $100.00 49 49
70 70
COMMON EQUITY:
Common stock, without par value -
Authorized 75,000,000 shares, outstanding 21,294,223 shares 424 424
Additional paid-in capital 40 40
Accumulated other comprehensive income (Note 13) 9) (58)
Retained earnings 639 021
Total common equity 1,094 1,027
Total capitalization $1,736 $1,670

The accompanying notes are an integral part of these financial statements.
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Louisville Gas and Electric Company
Notes to Financial Statements

Note 1 - Summary of Significant Accounting Policies

LG&E, incorporated in 1913 in Kentucky, is a regulated public utility engaged in the generation, transmission, distribution and sale of
clectric energy and the storage, distribution and sale of natural gas. LG&E supplies natural gas to approximately 324,000 customers
and cleetricity to approximately 398,000 customers in Louisville and adjacent areas in Kentucky LG&IE’s coal-fired clectric
generating stations, all equipped with systems to reduce SOz emissions, produce most of LG&E’s electricity. The remainder is
generated by a hydroelectric power plant and combustion turbines

LG&E is a wholly-owned subsidiary of E.ON U.S,, tormerly known as LG&E Energy LLC. E.ON U 8. is a wholly-owned subsidiary
of L ON AG (E ON), a German corporation, making LG&E a wholly-owned subsidiary of 2. ON. LG&E s altiliate, KU, is a regulated
public utility engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 2006 presentation with no
impact on net assets, liabilities and capitalization or previously reported net income and cash flows

Regulatory Accounting. LG&E is subject to SFAS No. 71, under which costs that would otherwise be charged to expense are
delerred as regulatory assets based on expected recovery from customers in future rates. Likewise, credits that would otherwise be
rellected as income are deferred as regulatory labilities based on expected return to customers in future rates. LG&E’s current or
expected recovery of deferred costs and expected return of deferred credits is based on specific ratemaking decisions or precedent for
cach item as prescribed by the FERC or the Kentucky Commission. See Note 2, Rates and Regulatory Matters, for additional detail
regarding regulatory assets and liabilities

Cash and Cash Equivalents. LG&E considers ali debt instruments purchased with an original maturity of three months or less to be
cash equivalents.

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts charged-off during the
last twelve months 1o the retail revenues billed over the same period multiplied by the retail revenues billed over the last four months.
Accounts with no payment activity are charged-off after four months, although collection efforts continue thereafter. The amounts
charged to expense to accrue for estimated bad debts were $4 million, $3 million and $2 million and the net of accounts written off
against the reserve were $3 million, $3 million and $5 million in 2006, 2005 and 2004, respectively.

Materials and Supplies. Fuel, natural gas stored underground and other materials and supplies inventories are accounted for using the
average-cost method. Emission allowances are included in other materials and supplies at cost and are not currently traded by LG&E.
At December 31, 2000 and 2005, the emission allowances inventory was less than §1 million.

Other Property and Investments. Other property and investments on the balance sheet consists of LG&E’s investment in OVEC and
non-utility plant. LG&E and 11 other electric utilities are participating owners of OVEC, located in Piketon, Ohio. OVEC owns and
operates two power plants that burn coal to generate electricity, Kyger Creek Station in Ohio and Clifty Creck Station in Indiana
LG&EEs share of OVEC’s output is 5 63%, approximately 124 Mw ol generation capacity
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As of December 31, 2006 and 2005, LG&E's investment in OVEC totaled less than $1 million. LG&E is not the primary beneliciary
o OVEC(; therefore, it is not consolidated into the linancial statements of LG&T and is accounted for under the cost method of
accounting. LG&E’s maximum exposure to loss as a result of its involvement with OVEC is limited to the valuc of its investment. In
the event of the inabitity of OVEC to fulfill its power provision requirements, LG&E anticipates substituting such power supply with
cither owned generation or market purchases and believes it would generally recover associated incremental costs through regulatory
rate mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding LG&JE’s ownership
interest and power purchase rights.

Utility Plant. LG&E’s utility plant is stated at original cost, which includes payroli-related costs such as taxes, {ringe benefits and
administrative and general costs. Construction work in progress has been included in the rate base for determining retail customer
rates. LG&E has not recorded any allowance for funds used during construction, in accordance with Kentucky Commission
regulations.

I'he cost of plant retired or disposed of in the normal course of business is deducted Irom plant accounts and such cost, plus removal
expense less salvage value, is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized

Depreciation and Amaortization. Depreciation is provided on the straight-line method over the estimated sevvice lives of depreciable
plant. The amounts provided were approximately 3.2% in 2006 (3.0% clectric, 2.9% gas, and 7.8% common); 3 2% in 2005 (3.0%
clectric, 2.4% gas and 8.0% common); and 3.1% for 2004 (2.9% electric, 2.8% gas and 7.6% common), of average depreciable plant
Of the amount provided for depreciation, at December 31, 2006, approximately 0.4% electric, 0.9% gas and 0.4% comnion were
ielated to the retirement, removal and disposal costs of long lived assets. Of the amount provided for depreciation, at December 31,
2005, approximately 0.4% clectric, 0.8% gas and 0 02% common were related to the retirement, removal and disposal costs ol long
lived assets

Restricted Cash. A deposit in the amount of $11 million, used as collateral for an $83 million interest rate swap expiring in 2020, is
classified as restricted cash on LG&E’s balance sheet. An advance deposit ot $5 million from the Louisville Arena Authority is also
restricted lor equipment purchases related to relocating transmission facilitics,

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized over the lives of the related bond issucs

Income Taxes. Income taxes are accounted lor under SFAS No. 109. In accordance with this statement, delerred tax agsets and
liabilities are recognized for the future tax consequences attributable to dillerences between the linancial statement carrying amounts
of existing assets and Habilities and their respective tax bases, as measured by enacted tax rates that are expected to be in effect in the
periods when the deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is uncertain. To provide {or
these uncertainties or exposures, an allowance is maintained lor tax contingencies based on management’s best estimate of probable
loss. Tax contingencies are analyzed periodically and adjustments are made when events occur 10 warrant a change. See Note 6,
Income Taxes

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material temporary ditterences
between the financial reporting and income tax bases of assets and liabilities

54




Merrill Corporation 07-5042-1 Tue Mar 20 08:51:04 2007 (V 2.247w--1110716) Chksum: 202487 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\Mc\7985052105_d10967_1890486\5042-1-FK.pdf EDGAR :Redline:OFF Doc | Page 55

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax
credit to promote the commercialization of advanced coal technologies that will generate electricity in an environmentally responsible
manner. LG&E and KU received an investment tax credit related to TC2, for more details, see Note 6, Income Taxes.

Investment tax credits prior to 2006 resulted from provisions of the tax law that permitted a reduction of LG&E’s tax Hability based on
credits for construction expenditures. Deferred investment tax credits are being amortized 1o income over the estimated lives of the
related property that gave rise 1o the credits.

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. LG&E accrues an estimate
for unbilled revenues from each meter reading date to the end of the accounting period based on allocating the daily system net
deliveries between billed volumes and unbilled volumes. The allocation is based on a daily ratio of the number of meter reading cycles
remaining in the month to the total number of meter reading cycles in each month. Each day’s ratio is then multiplied by each day’s
system net deliveries to determine an estimated billed and unbilled volume for each day of the accounting period. The unbilled
revenue estimates included in accounts receivable were approximately $53 million and $82 million at December 31, 2006 and 2005,
respectively

FFuel and Gas Costs. The cost of fuel for electric generation is charged to expense as used, and the cost of natural gas supply is
charged to expense as delivered to the distribution system. LG&E implemented a Kentucky Commission-approved performance-based
ratemaking mechanism related to natural gas procurement activity. See Note 2, Rates und Regulatory Matters.

Management’s Use of Estimates, The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that aflect the reported assets and liabilities and disclosure of
contingent items at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period
Accrued labilities, including legal and environmental, are recorded when they are probable and estimable. Actual results could differ
from those estimates

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting LG&E:

FIN 48

In July 2000, the FASB issued FIN 48, which clarifies the accounting for the uncertainty of income taxes recognized in an enterprise’s
financial statements in accordance with SFAS No. 109. This interpretation prescribes a recognition threshold and measurement
auribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The [irst step is recognition based on the
determination of whether it is “more likely than not” that a tax position will be sustained upon examination. The second step is to
measure a tax position that meets the “more likely than not” threshold. The tax position will be measured as the amount of potential
benefit that exceeds 50% likelihood of being realized

FIN 48 is eflective for fiscal years beginning after December 15, 2006. FIN 48 was adopted effective January 1, 2007. The impact of

FIN 48 on the statements of operations, financial position, and cash {lows is not expected to be material.
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SFAS No. 157

In September 20006, the FASB issued SFAS No. 157, which is effective for fiscal years beginning atter November 15, 2007 This
statement delines fair value, establishes a framework for measuring fair value in generally accepted accounting principles and expands
disclosures about fair value measurements. LG&E is now analyzing the future impacts of SFAS No. 157 on results ot operations and
{inancial condition.

SFAS No. 158

In September 2000, the FASB issued SFAS No. 158, which is effective for fiscal years ending after December 15, 2006 for employers
with publicly traded equity securities, and for employers controlled by entities with publicly traded equity securities, which is
applicable for LG&E. This statement requires employers to recognize the over-funded or under-tunded status of a defined benefit
pension and postretirement plan as an asset or a liability in the balance sheet and to recognize changes in that funded status in the year
in which the changes occur through comprehensive income. This statement also requires employers to measure the funded status of' a
plan as of the date of its year-end balance sheet. This statement amended SFAS No. 87, SFAS No. 88, SFAS No. 106 and SFAS No
132,

SFAS No. 71, provides guidance to regulated utilities {or deferring costs that would otherwise be charged to expense or equily by non-
regulated enterprises. In applying the provisions ol this statement to the requirements of SFAS No. 158, LG&E rccorded a regulatory
assct representing the adjustment to the pension liability in recognizing the funded status of the pension liability. This adjustment
would have been represented in Accumulated Other Comprehensive Income without the application of SFAS No. 71

LG&E has adopted SFAS No. 158 effective for fiscal year ending December 31, 2006. The incremental eftects of applying SFAS No
158 are shown in the {ollowing table:

Before After
Adoption Adoption
of SFAS of SFAS
(in millons) No, 158* Adjustients Nao. 158
Accrued pension and postretirement liability-noncurrent 3 (102) % 47) % (149)
Accrued pension and postretirement liability-current — (2) (2)
Pension and postretivement regulatory asset 71 49 126

* Balances before the application of SFAS No. 158 include the effects of 2006 plan experience and changes in actuarial assumptions
on the additional minimum liability, coupled with the regulatory impacts of SFAS No. 71.

Note 2 - Rates and Regulatory Matters

The Kentucky Commission has regulatory jurisdiction over LG&E's retail rates and service, and over the issuance of certain of its
securities. The Kentucky Commission has the ability to examine the rates LG&E charges its retail customers at any time.

Electric and Gas Rate Cases

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in LG&E's electric and natural
gas rates. LG&E asked for general adjustments in electric and natural gas rates based on the twelve month test period ended
September 30, 2003. The revenue increases requested were $64

56




Merrill Corporation 07-5042-1 Tue Mar 20 08:51:04 2007 (V 2.247w--1110716) Chksum: 293732 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\c\7985052105_d 10967 _1890486\5042-1-FK.pdf EDGAR :Redling:OFF Doc 1 Page 57

million for electric and $19 million for natural gas. In June 2004, the Kentucky Commission issued an Order approving increases in
LG&E’s annual electric base rates of approximately $43 million (8%) and annual natural gas base rates of approximately $12 million
(3%). The rate increases took effect on July 1, 2004

During 2004 and 2005, the AG conducted an investigation of LG&E, as well as of the Kentucky Commission and its staft, requesting
information regarding allegedly improper communications between LG&E and the Kentucky Commission, particularly during the
period covered by the rate cases. Concurrently, the AG had filed pleadings with the Kentucky Commission requesting rehearing of the
rate cases on computational components of the increased rates, including income taxes, cost of removal and depreciation amounts. In
August 2004, the Kentucky Commission denied the AG’s rehearing request on the cost 6f removal and depreciation issues and granted
rchearing on the income tax component. The Kentucky Commission further agreed to hold in abeyance further proceedings in the rate
cases, until the AG filed its investigative report regarding the allegations ol improper communication

In January 2005 and February 2005, the AG filed a motion summarizing its investigative report as containing evidence of improper
communications and record-keeping ervors by LG&E in its conduct of activities before the Kentucky Commission or other state
governmental entities and forwarded such report to the Kentucky Commission under continued confidential treatment to allow it to
consider the report, including its impact, il any, on completing its investigation and any remaining steps in the rate cases. To date,
LG&LE has neither seen nor requested copies of the report or its contents

In December 2005, the Kentucky Commission issued an Order noting completion ol its inquiry, including review of the AG’s
investigative report. The Order concluded that no improper communications occurred during the rate proceedings. Final proceedings
took place during the lirst quarter of 2006 concerning the sole remaining open issue relating to state income tax rates used in
calculating the granted rate increase. On March 31, 20006, the Kentucky Commission issued an Order resolving this issue in LG&E’s
favor consistent with the original rate increase order.

LG&Y belicves no improprieties have occurred in its communications with the Kentucky Commission and has cooperated with the

proceedings before the AG and the Kentucky Commission. LG&E is currently unable to predict whether there will be any remaining
actions or consequences as a result of the AG’s report or investigation.
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Regulatory Assets and Liabilities

The following regulatory assets and liabilities were included in LG&E's Balance Sheets as of December 31:

(in mitlions) 20606 2005
ARO $ 22 %20
Gas supply adjustments 21 25
Unamortized loss on bonds 20 21
MISO exit 13 —
ECR 9 2
Merger surcredit 2 3
VDT costs — 8
Other 6 5

Subtotal 93 84
Pension and postretirement benefits 126 -—
lotal regulatory assets $219 § 84
Accumulated cost of removal of utility plant $232  $219
Deferred income taxes - net 54 42
Gas supply adjustments 31 18
Other 4 2
Total regulatory habilities $321 $281

LG&E does not currently earn a rate of return on the gas supply adjustments, FAC (included in other regulatory assets) and gas
performance-based ratemaking regulatory assets, all of which are separate recovery mechanisms with recovery within twelve months
No return is earned on the pension and postretirement benefits regulatory asset which represents the changes in funded status of the
plans that the Company will seek recovery of in future proceedings with the Kentucky Commission. No return is currently earned on
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and ARO liability at the time
the underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal from MISO membership. LG&E
expects to seck 1ecovery of this asset in future proceedings with the Kentucky Commission. LG&E currently earns a rate of return on
the remaining regulatory assets. Other regulatory liabilities include DSM and MISO Schedule 10. See Note 1, Summary of Significant
Accounting Policies

Pension and Postretirement Benefits. LG&E adopted SFAS No. 158 in 2006. This statement requires employers o recognize the
over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or lability in the balance sheet and
to recognize through comprehensive income the changes in the funded status in the year in which the changes occur. Under SFAS No
71, LG&E can defer recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate
recovery in Kentucky is based on SFAS No. 87 and SFAS No. 106, both of which were amended by SFAS No. 158, Regulators have
been clear and consistent with their historical treatment of such rate recovery; therefore, LG&E has recorded a regulatory asset
representing the probable recovery of the portion of the change in funded status of the postretirement and pension plans that is
expected to be recovered. The regulatory asset will be adjusted annually as prior service cost and actuarial losses are recognized in net
periodic benefit cost
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ARO. A summary of LG&E’s net ARO assets, regulatory assets, liabilities and cost of removal established under FIN 47 and SFAS
No. 143, Accounting for Asset Retirement Obligations follows:

ARO Net ARO Regulatory Ace lated
(in_ millinns) Assets Liabilities Assets Cost of Removal
As of December 31, 2004 $3 s(1t) $ 7 $ —
FIN 47 nct asset additions i (15) 12 3
ARO accretion et ) L J—
As of December 31, 2005 4 27) 20 3
ARQO accretion - _m 2 -
As of December 31, 20006 $ 4 $(28) $22 $ 3

ARO depreciation, removal cost incurred and cost of removal depreciation during 2005 and 2006 and FIN 47 net asset additions for
2006 were less than $1 million. In addition, regulatory liabilities and cost of removal depreciation as ol December 31, 2005 and 2006
were less than $1 million.

Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in depreciation and
amortization in the income statement of $2 million in 2006 and $1 million in 2005 for the ARO acceretion and depreciation expense
LG&E AROs are primarily related to the final retirement ol assets associated with generating units and natural gas wells. For assets
associated with AROs, the removal cost accrued through depreciation under regulatory accounting is established as a regulatory asset
or lability pursuant to regulatory treatment preseribed under SFAS No. 71. For the years ended December 31, 2006 and 2005, LG&E
recorded less than $1 million of depreciation expense related to the cost of removal of ARO related assets. An offsetting regulatory
liability was established pursuant to regulatory treatment prescribed under SFAS No. 71.

LG&E wransmission and distribution lines largely operate under perpetual property easement agreements which do not generally
require restoration upon removal of the property. Therelore, under SFAS No. 143, no material asset retirement obligations are
recorded for transmission and distribution assets

Gas Supply Cost Adjustments. LG&E’s natural gas rates contain a GSC, whereby increases or decreases in the cost of natural gas
supply are reflected in LG&E’s rates, subject to approval by the Kentucky Commission. The GSC procedure prescribed by Order of
the Kentucky Commission provides for quarterly rate adjustments to reflect the expected cost of natural gas supply in that quarter. In
addition, the GSC contains a mechanism whereby any over- or under-recoveries of natural gas supply cost from prior quarters is to be
refunded 1o or recovered from customers through the adjustment factor determined for subsequent quarters. In late 2005, as wholesale
natural pas prices began to decrease, a one-time interim adjustment in the GSC was requested by LG&E and approved by the
Kentucky Commission to pass the lower natural gas costs to the customers on a more timely basis.

LG&E™s GSC was modified in 1997 to incorporate an experimental natural gas procurement incentive mechanism. Since November 1,
1997, LG &) has operated under this experimental PBR mechanism related to its natural gas procurement activities. LG&LE's rates are
adjusted annually to recover (or refund) its portion ol the expense (or savings) incurred during each PBR year (12 months ending
October 31). During the PBR year ending in 20006, LG&E achieved $17 million in savings. Of that total savings amount, LG&E’s
portion was approximately 85 million and the ratepayers’ portion was approximately $12 million. Pursuant to the extension of
LG&E’s natural gas supply cost PBR mechanism effective November 1, 2001, the sharing mechanism under the PBR requires savings
(and expenses) to be shared 25% with shareholders and 75% with ratepayers up to 4.5% of the benchmarked natural gas costs. Savings
(and expenses) in excess of 4.5% of the benchmarked
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natural gas costs are shared 50% with shareholders and 50% with ratepayers. The current natural gas supply cost PBR mechanism was
extended through 2010 without further modilication.

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and other expenses, and any
unamortized balance of debt expense are amortized over the life of either replacement debt (in the case of relinancing) or the original
life of the extinguished debt.

MISO Exit. Following receipt ol applicable FERC, Kentucky Commission and other regulatory orders, LG&E withdrew from the
MISO eflective September 1, 2000. Specific proceedings regarding the costs and benefits of the MISO and exit matters had been
underway since July 2003. Since the exit from the MISO, LG&E has been operating under a FERC-approved open access-
transmission tarill. LG&E has lurther contracted with the Tennessee Valley Authority to act as its reliability coordinator and
Southwest Power Pool, Inc. to lunction as its independent transmission operator, pursuant to FERC requirements, with respect to
transmission matters.

LG&E and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the Company following
its withdrawal. In October 2006, LG&E paid approximately $13 million to the MISO pursuant to an invoice regarding the exit fee and
made related FERC compliance filings. The Company’s payment of this exit fee amount was with reservation ol its rights to contest
the amount, or components thereof, following a continuing review of'its calculation and supporting documentation. In December
2006, LG&E provided notice to the MISO of its disagreement with the calculation of the exit lee. LG&E and the MISO continue to
discuss the specifics of the exit fee calculation. The outcome of these discussions and the eventual settlement of the disputed amount
cannot be estimated at this time. Orders of the Kentucky Commission approving the Company’s exit from the MISO have authorized
the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future MISO credits, and a regulatory
liability for certain revenues associated with former MISO Schedule 10 charges, which may continue to be collected via base rates.
The treatment of the regulatory asset and liability will be determined in LG&E’s next rate case; however, the Company historically
has received approval to recover and refund regulatory assets and labilities

ECR. Kentucky law permits LG&E to recover the costs of complying with the Federal Clean Air Act, including a return of operating
cxpenses, and a return of and on capital invested, through the ECR mechanism. The amount of the regulatory asset or liability is the
amount that has been under- or over-recovered due to timing or adjustments to the mechanism once approved by the Kentucky
Commission

I April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E's environmental surcharge. A final order
was received in January 2007, approving the changes and credits billed through the ECR during the review period as well as
approving billing adjustments, a roll-in to base rates, revisions to the monthly surcharge filing and a rate of return on capital.

In June 2004, the Kentucky Commission issued an Order approving a settlement agreement that, among other things, revised the rate
of return for LG&E’s post-1995 plan. The Order also approved the elimination of LG&E’s 1995 plan from its ECR billing
mechanism, with all remaining costs associated with that plan to be included in their entirety in base rates.

In December 2004, LG&E filed an application with the Kentucky Commission to amend its compliance plan to allow recovery of
costs associated with new and additional environmental compliance facilities, including the expansion of the landfill facility at the
Mill Creck station. The estimated capital cost of the additional facilitics over the next three years is approximately $25 million. A final
Order was issued in June 2005, granting approval of the amendments to LG&E’s compliance plan.
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In June 2006, LG&E filed an application to amend its ECR plan with the Kentucky Commission secking approval to recover
investments in environmental upgrades a1 the Company’s generating facilities. The estimated capital cost of the upgrades for the years
2007 through 2009 is approximately $50 million, of which $40 million is for the Air Quality Control System at TC2. A {inal Order
was issued by the Kentucky Commission in December 2006 approving all expenditures and investments as submitted

Merger Surcredit, As part of the LG&E Energy merger with KU Energy Corporation in 1998, LG&E estimated non-fuel savings
over a ten-year period following the merger. Costs to achieve these savings were deferred and amortized over a five-year period
pursuant to regulatory orders. In approving the merger, the Kentucky Commission adopted LG&L’s proposal to reduce its retail
customers’ bills based on one-half of the estimated merger-related savings, net of deferred and amortized amounts, over a five-year
period. The surcredit mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be
provided to ratepayers through a monthly bill credit, and 50% be retained by LG&E and KU, over a five-year period. The surcredit
was allocated 47% to LG&E and 53% to KU. In that same order, the Kentucky Commission required L.G&E and KU, after the end of
the live-year period, to present a plan for sharing with ratepayers the then-projected non-fuel savings associated with the merger. The
Companies submitted this filing in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated
fifth-year gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued an Order
approving a settlement agreement reached with the parties in the case. LG&E’s merger surcredit will remain in place tor another five-
year term beginning July 1, 2003 and the merger savings will continue to be shared 50% with ratepayers and 50% with sharcholders

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement allowing LG&E to set up a
regulatory asset of $141 million for work{orce reduction costs and begin amortizing it over a five-year period starting in April 2001
Some employees rescinded their participation in the voluntary enhanced severance program, which thereby decreased the charge to the
regulatory asset {rom $144 million to $141 million. The Order reduced revenues by approximately $26 million through a surcredit on
bills to ratepayers over the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to LG&E) of savings as
stipulated by LG&E, net of amortization costs of the workforce reduction. The five-year VDT amortization period expired in March
2006.

As part of the settlement agreements in the electric and natural gas rate cases, in September 2005, LG&E filed with the Kentucky
Commission a plan {or the future ratemaking treatment of the VDT surcredit and costs. In February 2000, the AG, KIUC and LG&E
reached a settlement agreement on the {uture ratemaking treatment of the VDT surcredits and costs and subsequently submitted a joint
motion to the Kentucky Commission to approve the unanimous settlement agreement. Under the terms of the settlement agicement,
the VDT surcredit will continue at the current level until such time as LG&E files for a change in electric or natural gas base rates
The Kentucky Commission issucd an Order in March 20006, approving the settlement agreement.

FAC. LG&E’s retail electric rates contain an FAC, whereby increases and decreases in the cost of fuel for electric generation are
reflected in the rates charged to retail electric customers. The FAC allows the Company to adjust customers’ accounts for the
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. Refunds to customers
oceur if the actual costs are below the embedded cost component. Additional charges to customers occur if the actual costs exceed the
embedded cost component. The amount of the regulatory asset or Hability is the amount that has been under- or over-recovered due to
timing or adjustments to the mechanism

In January 2003, the Kentucky Commission reviewed KU's FAC and, as part of the Order in that case, required that an independent

audit be conducted to examine operational and management aspects of both LG&E’s and KU’s fuel procurement functions. The final
report was issued in February 2004. The report’s recommendations

ol




Merrill Corporation 07-5042-1 Tue Mar 20 08:52:29 2007 (V 2.247w--H1071 1) Chksum: 988976 Cycle 7.0
10-K Louisville Gas & Electric
mweinst c:\fc\7985157754_d10967 1890486\5042-1-FM.pdf EDGAR :Redline:OFF Doc | Page 62

related to documentation and process improvements. Management Audit Action Plans were agreed upon by LG&E and the Kentucky
Commission Stafl in the second quarter of 2004. LG&E filed its lirst Audit Progress Report with the Kentucky Commission Stafl in
November 2004, The second Audit Progress Report was filed May 2005. The third Audit Progress Report was filed in December
2005 In January 2006, the Kentucky Commission staff informed L.G&E and KU that reporting on all of the original
recomniendations, but one, has been concluded. LG&E filed another Audit Progress Report on the remaining open recommendation in
August 2000.

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, and at two-year intervals
to review past operations of the fuel clause and transfer of the then current fuel adjustment charge or credit to the base charges. In July
2000, the Kentucky Commission initiated a six-month review of the FAC for LG&E for the period ol Novemiber 1, 2005 through
April 30, 2000. The Kentucky Commission issued an Order in November 2006 approving the charges and credits billed through the
FAC during the review period.

In December 2000, the Kentucky Commission initiated a two-year review ol LG&E’s past operations of the fuel clause and transfer of’
fuel costs from the FAC to base rates. LG&E anticipates Kentucky Commission approval of the charges and credits billed and the {uel
procurement practices of LG&E during the second quarter of 2007

ESM. Prior 1o 2004, LG&E’s retail electric rates were subject to an ESM which set an upper (12.5%) and lower (10.5%) limit lor rate
ol return on equity. Any earnings excess or deficiency was shared 40% with ratepayers and 60% with shareholders. LG&E filed its
{inal 2003 ESM calculations with the Kentucky Commission in March 2004, and applied for recovery ol $13 million which was
challenged by intervenors. In June 2004, the Kentucky Commission issued an Order largely accepting proposed settlement agreements
by LG&E and the intervenors regarding the ESM. Under the settlements, LG&E continued to collect the $13 million of previously
requested 2003 ESM revenue through March 2005, As part of the settlements, the parties agreed to a termination of the ESM relating
to all periods after 2003

DSM. LG&E's rates contain a DSM provision. The provision includes a rate mechanism that provides for concurient recovery of
DSM costs and provides an incentive for implementing DSM programs. The provision allows LG&E to recover revenues from lost
sales associated with the DSM programs based on program plan engineering estimates and post-implementation evaluations

Accumulated Cost of Removal of Utility Plant. As of December 31, 2006 and 2005, LG&E has segregated the cost of removal,
embedded in accumulated depreciation, of $232 million and $219 miltion, respectively, in accordance with FERC Order No. 631. This
cost of removal component is for assets that do not have a legal ARO under SFAS No. 143, For reporting purposes in the balance
sheets, LG&E has presented this cost of removal as a regulatory liability pursuant to SFAS No. 71

Deferred Income Taxes — Net. Deferred income taxes represent the future income tax effects ol recognizing the vegulatory assets
and liabilities in the income statement. Deferred income taxes are recognized at currently enacted tax rates for all material temporary

ditferences between the financial reporting and income tax bases of assets and liabilities.

Other Regulatory Matters

Regional Reliability Council. LG&E has changed its regional reliability council membership from the Reliability First Corporation
to the Southeastern Electric Reliability Council, effective January 1, 2007,
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Regional reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply
systems in North America.

Arena. In August 2006, LG&E filed an application with the Kentucky Commission requesting approval for sale of the Waterside
property to the Louisville Arena Authority. The Kentucky Commission issued an Order in September 2006, approving the proposed
transaction. In November 2006, LG&E completed certain agreements pursuant to its August 2006 Memorandum ol Understanding
with the Louisville Arena Authority regarding the proposed construction of an arena in downtown Louisville. LG&E entered into a
relocation agreement with the Louisville Arena Authority providing for the reimbursement to LG&E of the costs to be incurred in
moving certain LG&E [acilities related to the arena transaction. Those costs are currently estimated to be approximately $63 million
The parties further entered into a property sale contract providing for LG&E’s sale of a downtown site to the Louisville Arena
Authority for approximately $10 million, which represents the appraised value of the parcel, less certain agreed upon demolition costs
The amounts specified in the contracts are subject to certain adjustments. Depending upon continuing progress of the proposed arena,
the transactions contemplated by the contracts will occur between 2006 and 2010

TC2 CCN Application. A CCN application for TC2 construction was f{iled with the Kentucky Commission in December 2004, and
initial CCN applications for three transmission lines were filed in early 2005, with further applications submitted in December 2005.
The proposed air permit was filed with the Kentucky Division for Air Quality in December 2004. In November 2005, the Kentucky
Commission approved the application to expand the Trimble County generating station. Kentucky Commission approval for one
transmission line CCN was granted in September 2005, and a ruling that a second transmission line was not subject o the CCN
process was received in February 2006. The Kentucky Commission granted approval for the remaining transmission line CCN in May
2000. In August 2000, LG&E and KU obtained dismissal of a judicial review of such CCN approval by certain property owners. A
{urther appeal of such dismissal was thereafter filed, which action remains pending. The transmission lines are also subject to voutine
regulatory filings and the right-of-way acquisition process. In November 2005, the Kentucky Division for Air Quality issued the final
air permit, which was challenged via a request for remand in December 2005 by three environmental advocacy groups, including the
Sierra Club. Administrative proceedings with respect to the challenge continued throughout 2006, A ruling may occur during the first
half of 2007

Market-Based Rate Authority. Beginning in April 2004, the FERC initiated proceedings to modify its methods used to assess
generation market power and has established more stringent interim market screen tests. During 2005, in connection with LG&E’s tri-
annual market-based rate tarift renewals, the FERC continued to contend that the Company failed such market screens in certain
regions. LG&E disputed this contention,

In July 2000, the FERC issued an Order in LG&E’s market-based rate proceeding accepting LG&E’s {urther proposal to address
certain market power issues the FERC had claimed would arise upon an exit from the MISO. In particular, LG&E received permission
1o sell power at market-based rates at the interface of control areas in which they may be deemed to have market power, subject to a
restriction that such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by LG&E of
power at market-based rates in the LG&E/KU and Big River Electric Corporation control arcas. Certain general FERC proceedings
continue with respect to market-based rate matters, and LG&E’s market-based rate authority is subject to such future developments
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LG&E cannot predict the ultimate impact of the current or potential mitigation mechanisms on its future wholesale power sales.

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings with the Kentucky
Commission. In April 2005, LG&E and KU filed their joint 2005 IRP with the Kentucky Commission. The IRP provides historical
and projected demand, resource and financial data, and other operating performance and system information. The AG and the KIUC
were granted intervention in the IRP proceeding. The Kentucky Commission issued its staff report, with no substantive issues noted
and closed the case by Order in February 2006.

PUHCA 2005. E.ON, LG&E’s ultimate parent, is a registered holding company under PUHCA 2005 and was a registered holding
company under PUHCA 1935, E.ON, its utility subsidiaries, including LG&E, and certain ol'its non-utility subsidiaries are subject to
extensive regulation by the SEC and the FERC with respect to numerous matters, including: electric utility facilities and operations,
wholesale sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of
utility properties, payments ol dividends out of capital and surplus, {inancial matters and inter-system sales ot non-power goods and
services LG&E believes that it has adequate authority (including financing authority) under existing FERC orders and regulations to
conduct its business and will seck additional authorization when necessary.

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive legislation contains provisions
mandating improved electric reliability standards and perlormance; providing cconomic and other incentives relating to transmission,
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; repealing PUHCA 1935;
enacting PUHCA 2005 and expanding FERC jurisdiction over public utility holding companies and related matters via the Federal
Power Act and PUHCA 2005

The FERC was directed by the EPAct 2005 to adopt rules to address many arcas previously regulated by the other agencies under
other statutes, including PUHCA 1935, The FERC is in various stages of rulemaking on these issues and LG&E is monitoring these
rulemaking activities and actively participating in these and other rulemaking proceedings. LG&E is still evaluating the potential
impacts of the EPAct 2005 and the associated rulemakings and cannot predict what impact the EPAct 2005, and any such
rulemakings, will have on its operations or financial position.

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the requirements of the EPAct 2005,
Subtitle E Section 1252, Smart Metering, which concerns time-based metering and demand response, and Section 1254,
Interconnections. EPAct 2005 requires each state regulatory authority 10 conduct a formal investigation and issue a decision on
whether or not it is appropriate to implement certain Section 1252, Smart Metering standards within eighteen months afier the
enactment of IPAct 2005 and to commence consideration of Section 1254, Interconnection standards within one year alter the
enactment of EPAct 2005. The Kentucky Commission held a public hearing in July 2000, in this proceeding with all Kentucky
jurisdictional electric utilities. In December 2006, the Kentucky Commission issued an Order in this proceeding indicating that the
EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all live
Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large commercial and
industrial customers. LG&E will develop a real-time pricing pilot for large industrial and commercial customers and file the details of
the plan with the Kentucky Commission in April 2007
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As part of the rate case settlement agreements, and as referred to in the EPAct 2005 administrative order, LG&E made its pilot
program filing, which addresses real-time pricing for residential and general service customers, in March 2007

Hydro Upgrade. In October 2005, LG&E received from the FERC a new license to upgrade, operate and maintain the Ohio Falls
Hydroelectric Project. The license is for a period of 40 years, effective November 2005, LG&E intends to spend approximately $76
million to refurbish the facility and add approximately 20 Mw of generating capacity over the next six years

Note 3 - Financial Instruments
The cost and estimated fair values of LG&E’s non-trading financial instruments as of December 31 follow:

2006 2005
Carrying Fair Carrying Fair
{in millions) Value Value Value Value
Preferred stock subject to mandatory redemption
(including current portion of $1 million) § 20 % 20
Long-term debt (including current portion) ¥ 574 $ 574
3 $
3 $

b 21§ 21
$ 574§ 504
222 % 225 % 225
$ $

Long-term debt from affiliate 225 222
(19) (19)

Interest-rate swaps - lability (15) (15)
All of the above valuations reflect prices quoted by exchanges except for the swaps and intercompany loans. The fair values of the
swaps and intercompany loans reflect price quotes from dealers or amounts calculated using accepted pricing models. The fair values
of cash and cash equivalents, accounts receivable, accounts payable and notes payable are substantially the same as their carrying
values.

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge exposure to market
fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these {inancial instruments is intended to mitigate
risk, carnings and cash {low volatility and is not speculative in nature. Management has designated all of the interest rate swaps as
hedge instruments. Financial instruments designated as cash flow hedges have resulting gains and losses recorded within other
comprehensive income and stockholders” equity. See Note 13, Accumulated Other Comprehensive Income. Financial instruments
designated as fair value hedges and the underlying hedged items are periodically marked to market with the resulting net gains and
losses recorded divectly into net income. Upon termination of any fair value hedge, the resulting gain or loss is recorded into net
income

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $211 million as of December 31, 2006
and 2005 . Under these swap agreements, LG&E paid lixed rates averaging 4.38% and received variable rates based on London
Interbank Borrowing Offer Rate or the Bond Market Association’s municipal swap index averaging 3.75% and 3.15% at December
31, 2006 and 2005, respectively. The swap agreements in effect at December 31, 2006 have been designated as cash {low hedges and
mature on dates ranging from 2020 to 2033, The cash flow designation was assigned because the underlying variable rate debt has
variable future cash flows. The hedges have been deemed to be {ully effective resulting in a pretax gain ol $3 million for 2006 and a
pre-tax Joss of fess than $1 million in 2005, recorded in other comprehensive income. Upon expiration of these hedges, the amount
recorded in other comprehensive income will be reclassified into earnings. The amount expected to be reclassified {rom other
comprehensive income 1o camnings in the next
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twelve months is less than $1 million. A deposit in the amount of $11 million, used as collateral for one of the interest rate swaps, is
classified as restricted cash on the balance sheet. The amount of the deposit required is tied to the market value of the swap

Energy Risk Management Activities (non-hedging derivatives). LG&E conducts energy trading and risk management activities to
maximize the value of power sales {rom physical assets it owns. Energy trading activities are principally forward [inancial transactions
to hedge price risk and are accounted for on a mark-to-market basis in accordance with SFAS No. 133, as amended. Prior to the MISO
establishing its Day 2 energy market in April 2005, wholesale forward transactions were primarily physically settled and thus were
treated as normal sales under SFAS No. 133, as amended, and were not marked to market.

The table below summarizes LG&E’s energy trading and risk management activities:

{in millions} 2006 2005
Fair value of contracts at beginning of period, net asset b B
Fair value of contracts when entered into during the period 3 |
Contracts realized or otherwise settled during the period ) —
Changes in tair values due to changes in assumptions 3 -
Fair value ol contracts at end of period, net asset $ 1 0§ 1

No changes to valuation techniques for energy trading and risk management activities occurred during 2006 or 2005 Changes in
market pricing, interest rate and volatility assumptions were made during both years. All contracts outstanding at December 31, 2006
and 2005, have a maturity of less than one year and are valued using prices actively quoted for proposed or executed transactions or
quoted by brokers,

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor compliance with those
policies. At December 31, 2006, 100% of the trading and risk management commitments were with counterparties rated BBB-/Baa3
equivalent or better

LG&E hedges the price volatility ol its forecasted electric off-system sales with the sales of market-traded electric forward contracts
for periods of less than one year. These electric forward sales have been designated as cash flow hedges and are not speculative in
nature. Gains or losses on these instruments, to the extent that the hedging relationship has been effective, are deferred in other
comprehensive income. Gains and losses resulting from ineffectiveness are shown in the statements of income in other expense
(income)-net. Upon completion of the underlying hedge transaction, the amount recorded in other comprehensive income is recorded
in earnings. No material pre-tax gains and losses resulted from these cash flow hedges in 2006, 2005 and 2004. See Notc 13,
Accumulated Other Comprehensive Income

Note 4 - Concentrations of Credit and Other Risk

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to perform as
contracted. Concentrations of credit risk (whether on- or oft-balance sheet) relate to groups of customers or counterparties that have
similar economic or industry characteristics that would cause their ability to meet contractual obligations to be similarly affected by
changes in economic or other conditions.

LG&E’s customer receivables and natural gas and electric revenues arise from deliveries of natural gas to approximately 324,000
customers and electricity to approximately 398,000 customers in Louisville and adjacent arcas in Kentucky. For the year ended
December 31, 2006, 70% of total revenue was derived from electric operations and 30% from natural gas operations. For the year
ended December 31, 2005, 69% of total revenue was derived {rom clectric operations and 31% from natural gas operations.
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In November 2005, LG&E and IBEW Local 2100 employees, that represent approximately 69% of LG&E’s workforce at February

28, 2007, entered into a three-year collective bargaining agreement with annual benefits re-openers.

Note 5 - Pension and Other Postretirement Benefit Plans

LG&F has both funded and unfunded non-contributory defined benefit pension plans and other postretirement benefit plans that
logether cover substantially all of its employees. The healtheare plans are contributory with participants’ contributions adjusted
annually. LG&E uses December 31 as the measurement date for its plans

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ benefit obligations and
fair value of assets over the three-year period ending December 31, 2006, and a statement of the funded status as ol December 31 for
LG&E’s sponsored defined benefit plans:

Pension Benefits Other Postretivement Benefits
2006 2005 2004 2006 2005 2004

in niillions)
Change in benefit obligation
Benelit obligation at beginning of year $427 $402 $379

5106 5113 $ 108

Service cost 4 4 3 | 1 !
Interest cost 23 22 23 4 6 7
Plan amendments 4 3 3 — 2 -
Benefits paid 29) (30) 30 &) (8) (7)
Actuarial (gain) or loss and other 20 20 25 - (8} 4

Benelit obligation at end of year $408 $427 $402 $105 $ 106 113

Change in plan assets

[Fair value of plan assets at beginning of year $333 $338 $298 53 $ 1 $ 1
Actual return on plan assets 30 27 39 e e (2)
Employer contributions 18 — 35 11 10 9
Benefits paid 29) (30) 30 (8) (8) (7
Administrative expenses and other _ @ 3 o e —
Fair value of plan assets at end of year $356 $333 $338 $ 6 % 3 § 1
Funded status at end ol year $(52) 5094 5(64) $(99) $(103) $(112)
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Amounts Recognized in Statement of Financial Position. The tollowing tables provide the amounts recognized in the balance shect
and information for plans with benefit obligations in excess of plan assets as of December 31:

(in millions)

Other Postretirement

Intangible asset

Regulatory assets

in mitlions)

Funded status

PensionBenefits Benefits
2006 2003 2006 2003
Prior to the application of SFAS No. 158:
Accrued benefit liability $(35) $(77) $(66) $(67)
27 31 — e
Accumulated other comprehensive income 49 77 e e
After the application of SFAS No 158:
93 — 33 —
Accrued benelit Hability (current) e — 23 e
Accrued benelit liability (non-current) (52) (77) 7 (67)
‘The following table shows the calculation of the accrued benefit liability at December 31:
Other Postretivement
Pension Benefits Benefits
2006 2005 2006 2405
$(52) $(94) $(99) $(103)
Unrecognized prior service costs N/A — N/A 10
Unrecognized actuarial loss N/A 94 N/A 21
Unrecognized transition obligation N/A — N/A 5
Other comprehensive income N/A (77) N/A -
Accrued benefit liability $(52) $(77) $(99) 5 (067)

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets:

{in millions)

Other Postretivement

Benefit obligation

Pension Benelits Benefits
2006 2005 2006 2605
$408 $427 $ 105 3106
Accumulated benefit obligation 391 410 s —
350 333 0 3

Fair value of plan assets
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Components of Net Periodic Benefit Cost. The following table provides the components of net periodic benefit cost for the plans:

Pension Beuefits
{in millions) 2006 2005 2004

Other Postretirement Benelits

:

2006 2005 2004
Service cost $4 54 $3 $ 1 $1 31
Interest cost 23 22 23 6 5 6
Expected return on plan assets 27 (206) (27 — e e
Amortization of prior service costs 4 4 4 2 2 2
Amortization of transitional asset ) () (§8] e 1 |
Amortization of actuarial loss 2 2 — e 1
Amortization of transitional obligation — — — 1 — -
Benelit cost at end of year $7 55 $4 10 59 $11

I:

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

2006
Weighted-average assumptions as of December 31
Discount rate-Union plan 591%
Discount rate-Non-union plan 5.96%
Rate of compensation increase 5.25%

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

2006
Digcount rate 5.50%
Expected long-term return on plan assets 8.25%
Rate of compensation increase 5.25%

2005

5.50%
550%
5.25%

2005
5.75%
8.25%
4.50%

2004

575%
5.75%
4.50%

2004
6.25%
850%
350%

H

To develop the expected long-term rate of return on assets assumption, LG&E considered the current level of expected returns on risk
free investments {primarily government bonds), the historical level of the risk premium associated with the other asset classes in
which the portfolio is invested and the expectations for future returns of each asset class. The expected return for each asset class was
then weighted based on the target asset allocation to develop the expected long-term rate of return on assets assumption {or the

portfolio.

Assumed Healtheare Cost Trend Rates. For measurement purposes, a 10% annual increase in the per capita cost of covered
healtheare benefits was assumed for 2006. The rate was assumed to decrease gradually to 5% by 2015 and remain at that level

thereafter

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 1% change in
assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 million on the 2006 total of service
and interest costs components and an increase or decrease of $3 million in year-end 2006 postretirement benefit obligations.
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Expected Future Benefit Payments. The following list provides the amount of expected future benefit payments, which reflect
expected future service, as appropriate:

Other
Pension Postretirement

{in_millions) Plans Benelits
2007 $§ 28 $ 8
2008 $ 28 39
2009 5 27 $ 9
2010 5 26 59
2011 $§ 25 $ 9
2012-16 $124 $44

Plan Assets. The following table shows LG&E’s weighted-average asset allocation by asset category at December 31:

Target Range 2006 2005 2004

Pension Plans:

Equity securities 4 5%-15% 61% 57% 66%
Debt securities 30% - 50% 39% 42% 33%
Other 0% - 10% _ 0% _ 1% 1%
Totals 1000 1004, 100w,

The investment policy of the pension plans was developed in conjunction with financial consultants, investment advisors and legal
counsel. The goal of the investment policy is to preserve the capital of the {und and maximize investment earnings. The return
objective is to exceed the benchmark return for the policy index comprised of the following: Russell 3000 Index, MSCI-EAFE Index,
Lehman Aggregate and Lehman Long Duration Gov/Corporate Bond Index in proportions equal to the targeted asset allocation

Evaluation of performance focuses on a long-term investment time horizon ot at least three to {ive years or a complete market cycle.
The assets of the pension plans are broadly diversified within different asset classes (equities, fixed income securities and cash
equivalents)

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in the securities of any
one issuer with the exclusion of the U.S. government and its agencies. The equity portion of the tund is diversified among the
market's various subsections to diversify risk, maximize returns and avoid undue exposure to any single economic sector, industry
group or individual security. The equity subsectors include, but are not limited to, growth, value, small capitalization and international

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate sensitivity which is within +/-
20% of the duration of the overall fixed income benchmark. Foreign bonds in the aggregate shall not exceed 10% of the total fund
The portfolio may include a limited investment of up to 20% in below investment grade securitics provided that the overall average
portfolio quality vemains “AA” or better. The below investment grade securities include, but are not limited to, medium-term notes,
corporate debt, non-dollar and emerging market debt and asset backed securities. The cash investments should be in securities that
either are ol'short maturities {not to exceed 180 days) or readily marketable with modest risk,

Derivative securities are permitted only to improve the portfolio’s risk/retumn profile, to modity the portfolio’s duration or to reduce

trangaction costs and must be used in conjunction with underlying physical assets in the portfolio. Derivative securities that involve
speculation, leverage, interest rate anticipation, or any undue risk whatsoever are not deemed appropriate investments
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The investment objective for the postretirement benelit plan is to provide current income consistent wilh stability of principal and
liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement {unds are invested in a prime cash money
market fund that invests primarily in a portfolio of short-term, high-quality fixed income securities issued by banks, corporations and
the U.S. government.

Countributions. 1. G&E made discretionary contributions to the pension plan of $18 million in January 2006 and $35 million in
January 2004 There were no contributions during 2005. LG&E made an additional discretionary contribution to the pension plan of
$56 million in January 2007, which was slightly more than the $52 million accrued benefit liability as of December 31, 2000. LG&I2
does not expect to make any further contributions in 2007. See Note 15, Subsequent Events

In addition, LG&E made contributions to other postretirement benefit plans of approximately $11 million, $10 million and $9 million
in 2006, 2005 and 2004, respectively. In 2007, LG&E anticipates making voluntary contributions to fund the Voluntary Employee
Beneliciary Association (VEBA) trusts to match the annual postretirement expense and funding the 401(h) plan up to certain
maximum applicable amounts under law or regulation

Pension Legislation, The Pension Protection Act of 2006 was enacted in August 2006 The new rules are generally effective for plan
years beginning after 2008. Among other matters, this comprehensive legislation contains provisions applicable to defined benefit
plans which generally (i) mandate 100% funding of current labilities within seven years; (if) increase tax-deduction levels regarding
contributions; (iii) revise certain actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance
premiums and other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to delined-
contribution plans and qualified and non-qualified exccutive pension plans and other matters. While LG&E continues to examine the
potential impacts of the Pension Protection Act of 20006, its $56 million contribution in January 2007 was slightly more than the
acerued benefit lability as of December 31, 20006

FSP 106-2. FSP 1006-2, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug haprovement and
Modernization Act of 2003, which provided guidance on accounting for subsidies provided under the Medicare Act, was effective for
the first interim or annual period beginning afler June 15, 2004. The impact of the subsidy in 2004 was a reduction in the accumulated
postretirement benefit obligation of $3 million. The effect of the subsidy on the measurement of the net periodic postretirement benefit
cost was less than $1 million

Thrift Savings Plans. LG&E has a thrift savings plan under section 401(k) of the IRC. Under the plan, eligible employees may defer
and contribute to the plan a portion of current compensation in order to provide future retirement benefits. LG&E makes contributions
10 the plan by matching a portion of the employee contributions. The costs of this matching were approximately $2 million for 2006
and $1 million for 2005 and 2004, respectively
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Note 6 - Income Taxes

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

{in_sillions) 2000 2005 2004
Current - federal $ 60 $ N3 $ 34
- state Il 10 I3
Deterred - federal —— net (7) (12) B
- state — net ) ) 1)
Investment tax credit -—— deferred 3 — -
Amortization ol investment tax credit (4) 4) (4)
Total income tax expense $ 62 § 65 § 53

Deferred lederal income tax expense during 2004 included signiticant deductions attributable to federal bonus depreciation
which ended afier December 2004

In June 2006, LG&E and KU liled a joint application with the DOE requesting certification to be eligible for investment tax
credits applicable to the construction ot TC2. The EPAct 2005 added Section 48A to the Internal Revenue Code, which
provides for an investment tax credit to promote the commercialization of advanced coal technologies that will generate
electricity in an environmentally responsible manner. LG&E's and KU’s application requested up to a maximum amount of
“advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 15% of projected qualilying
TC2 expenditures.

In November 2000, the DOE and Internal Revenue Service announced that LG&E and KU were selected to receive the tax
credit. LG&E's portion of the tax credit will be approximately $24 million over the construction period of TC2. This tax
credit will be amortized to income over the life of the related property. In 2006, based on eligible construction expenditures
incurred in 2000, LG&E recorded a federal investment tax credit, decreasing current federal income taxes in 2006 by $3
million

H R 4520, known as the “American Jobs Creation Act ot 2004” allows electric utilities to take a deduction of up to 3% of their
qualified production activities income starting in 2005. This deduction reduced LG&E's cifective tax rate by less than 1% for 2000
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Components of net deferred tax liabilities included in the balance sheet are shown below:
{in millions}) 2006 2005
Deferred tax fiabilities:
Depreciation and other plant-related items $367  $391
Regulatory assets and other 22 23
Pension and related benefits 6 —
Total deferred tax liabilities 395 414

Deferred tax assets:

Investment tax credit i5 17
{ncome taxes due to customers 21 17
Pensions and related benefits — 39
Liabilitics and other 20 19
Total deferred tax assets 62 92
Net deferred income tax Hability $333  §322

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

2006 2005 2004
Statutory federal income tax rate 35.0% 35.0% 35.0%
State income taxes, net of federal benefit 38 4.3 53
Reduction of income tax accruals 0.4) 2.0) ©.7)
Amortization ol investment tax credits 22) @.n 3.6)
Other dilferences {10) u.n (0.4)
Effective income tax rate 34.0%  33.5%  35.0%

State income taxes net of federal benefit in 2006 reflect Kentucky Coal Tax Credits earned

Other differences primarily relate to excess delerred taxes which reflect the benefits of deferred taxes reversing at tax rates that differ
from statutory rates and various other permanent differences.

In September 2005, LG&E received notice [rom the Congressional Joint Committee on Taxation approving the Internal Revenue
Service’s audit of LG&E’s income tax returns for the periods December 1999 through December 2003. As a result of resolving
numerous tax matters during these periods, LG&E reduced income tax accruals by $4 million during 2005.

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law in March 2005. This bill
contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate income tax rate from 8.25% to 7%
clfective January 1, 2005, and a further reduction to 6% cffective January 1, 2007, As a result of the income tax rate change, LG&E's
delerred tax reserve amount will exceed its actual deferred tax liability attributable to existing temporary differences, since the new
statutory rates are lower than the rates were when the deferred tax liability originated. This excess amount is referred to as excess
deferred income taxes. In June 2005 and December 2006, LG&E received approval from the Kentucky Commission to establish and
amortize a regulatory liability ($16 million) for its net excess deferred income tax balances. LG&E will amortize its depreciation-
related excess deferred income tax balances under the average rate assumption method. The average rate assumption method matches
the amortization of the excess deferred
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income taxes with the life of the timing differences to which they relate. Excess deferred income tax balances related to non-
depreciation timing differences were expensed in 2005 and 2006 due to their immaterial amount.

LG&E expects to have adequate levels of taxable income to realize its recorded deferred tax assets
Note 7 - Long-Term Debt

As of December 31, 2006 and 2005, long-term debt and the current portion of long-term debt consist primarily of pollution control
bonds and long-term loans from affiliated companies as summarized below

Stated Principal
{in millions) Interest Rates Maturities Amounts
Outstanding at December 31, 20006:
Noncurrent portion Variable - 5.875 %  2008-2035 $ 572
Current portion Variable 2007-2027 248
Outstanding at December 31, 2005:
Noncurrent portion Variable - 5875 %  2008-2035 $ 573
Current portion Variable 20006-2027 248

Under the provisions for LG&E's variable-rate pollution control bonds, Serics S, T, U, BB, CC, DD and EE, the bonds are subject to
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events, causing
the bonds to be classified as current portion of fong-term debt in the balance sheets. The average annualized interest rate for these
bonds during 2006 and 2005 was 3.50% and 2.50%, respectively

Pollution control series bonds are first mortgage bonds that have been issued by LG&E in connection with tax-exempt pollution
control revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement obligates LG&E
to make debt service payments to the county that equate to the debt service due from the county on the related pollution control
revenue bonds. The county’s debt is also secured by LG&E’s first mortgage bonds of an cqual amount (the pollution control scrics
bonds) that are pledged to the trustee for the pollution control revenue bonds, and that matches the terms and conditions of the
county’s debt, but require no payment of principal and interest unless LG&E defaults on the loan agreement

Substantially all of LG&E’s utility assets are pledged as collateral for its first mortgage bonds. LG&E’s first mortgage bond indenture,
as supplemented, provides that portions of retained eamings will not be available for the payment of dividends on common stock,
under certain specified conditions. No portion of retained earnings was restricted by this provision as of either December 31, 2006 o
2005

Interest rate swaps are used to hedge LG&E’s underlying variable-rate debt obligations. These swaps hedge specilic debt
issuances and, consistent with management’s designation, arc accorded hedge accounting treatment. The swaps exchange
floating-rate interest payments for fixed rate interest payments to reduce the impact of interest rate changes on LG&E's
pollution control bonds. As of December 31, 2006 and 2005, LG&E had swaps with an aggregate notional value of $211
million. See Note 3, Financial Instruments.
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Redemptions and maturities of long-term debt for 2006, 2005 and 2004 are summarized below:

($ in millions) Principal Secured/

Year Description Amount Rate Unsecured Maturity

2000 Mandatorily Redeemable Preferred Stock $ 1 S875% Unsecured Jul 2000

2005 Poliution control bonds § 40 5.90% Secured Apr 2023

2005 Due to Fidelia $ 50 1.53% Secured Jan 2005

2005 Mandatorily Redeemable Preferred Stock $ 1 5875% Unsecured Jul 2005

2004 Due to Fidelia $ 50 1.53% Secured Jan 2005

2004 Mandatorily Redeemable Preferred Stock 51 5.875% Unsecured Jul 2004

LG&E did not issue any ncw long-term debt in 2006. Issuances of tong-term debt for 2005 and 2004 are summarized below:

{$ in millions) Principal Seeured/

Year Bescription Amount Rate Unsecured Matuarity
2005 Pollution control bonds 540 Variable Secured Feb 2035
2004 Due to Fidelia $25 433% Secured Jan 2012
2004 Due to Fidelia $100 153% Secured Jan 2005

L.G&E has existing $5.875 series mandatorily redecmable preferred stock outstanding having a current redemption price ol $100 per
share The preferred stock has a sinking fund requirement sufficient to retire a minimum of 12,500 shares on July 15 ol each year
commencing with July 15, 2003, and the remaining 187,500 shares on July 15, 2008 at $100 per share. LG&E redeemed 12,500 shares
in accordance with these provisions on July 15, 2006, 2005, 2004 and 2003, leaving 200,000 shaves currently outstanding,

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

(in millions)

2007 [
2008 19
2009-11 —
Therealter 800 ()
Total $820

(a) Includes long-term debt of $246 million classified as current liabilities because these bonds are subject to tender for purchase at the
option of the holder and to mandatory tender for purchase upon the occurrence of certain events, Maturity dates for these bonds range
from 2013 t0 2027. LG&E does not expect to pay these amounts in 2007
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Note 8 - Notes Payable and Other Short-Term Obligations

LG&E participates in an intercompany money pool agreement wherein E.ON U.S. and/or KU make tunds available to LG&E at
market-based rates (based on an index of highly rated commercial paper issues) up to $400 million

Fotal Money Amount Bala
$ in_millions) Pool Available Outstanding Available
December 31, 2000 $400 $ 08 $332

December 31, 2005 $400 $141 $259 421%

At December 31, 2006 and 2005, E.ON U.S. maintained a revolving credit facility totaling $200 million with an alfiliated company,
E.ON North America, Inc., to ensure funding availability for the money pool. The balance is as follows:

Totad Amount Balance Average
(8 in millions) Available Qutstanding Awailable Interest Rate
December 31, 2006 $200 $102 $98 5.49%
December 31, 2005 $200 $105 $95 4.49%,
During June 20006, LG&E renewed five revolving lines of credit with banks totaling $185 million. These credit facilities expire in June

2007, and there was no outstanding balance under any of these facilities at December 31, 2006 and 2005.
I'he covenants under these revolving lines of credit include:

° 'he debt/total capitalization ratio must be less than 70%;

e [E.ON AG must own at least 66.667% of voting stock of LG&E directly or indirectly;

e The corporate credit rating of the Company must be at or above BBB- and Baa3; and

e A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 2005,
Note 9 - Commitments and Contingencies

Operating Leases. LG&E leases otfice space, office equipment and vehicles and accounts for these leases as operating leases. Total
lease expense for 2006, 2005 and 2004, less amounts contributed by affiliated companies occupying a portion of the office space
leased by LG&E, was $5 million for 2006 and $3 million each for 2005 and 2004. The future minimum annual lease payments for
operating leases lor years subsequent to December 31, 20006, are shown in the following table:

(in millions)
2007

2008
2009
2010
2011
Thereafier

o
[ IR N2 NS A S S ]

Total

o
e
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Sale and Leaseback Transaction. LG&E is a participant in a sale and leaseback transaction involving its 38% interest in two jointly-
owned combustion turbines at KU's E W. Brown generating station (Units 6 and 7). Commencing in December 1999, LG&E and KU
entered into a tax-elficient, 18-year lease of the combustion turbines. LG&E and KU have provided funds to lully defease the lease,
and have executed an irrevocable notice to excercise an carly purchase option contained in the lease after 155 years. The financial
statement treatment of this transaction is no different than if LG&E had retained its ownership. The leasing transaction was entered
into following receipt of required state and federal regulatory approvals

In case of default under the lease, LG&LE is obligated 1o pay to the lessor its share of certain fees or amounts. Primary events of delault
include loss or destruction of the combustion turbines, failure to insure or maintain the combustion turbines and unwinding of the
transaction due 1o governmental actions. No events of default currently exist with respect to the lease. Upon any termination of the
lease, whether by default or expiration of its term, title to the combustion turbines reverts jointly to LG&E and KU.

At December 31, 2006, the maximum aggregate amount of default fees or amounts was $9 million, of which LG&E would be
responsible for 38% (approximately $3 million). LG&E has made arrangements with E.ON U.S, via puarantee and regulatory
commitment, for EON U.S. to pay LG&E’s full portion of any default fees or amounts.

Letters of Credit. LG&E has provided letters of credit totaling $3 million to support certain obligations related to land{ill reclamation
and a letier of credit totaling less than $1 million to support certain obligations related to workers’ compensation

Purchased Power. LG&E has a contract for purchased power with OVEC for various Mw capacities. LG&E hag an investment of
5.63% ownership in OVEC’s common stock, which is accounted for on the cost method of accounting. LG&LE's share of OVEC's

output is 5.03%, approximately 124 Mw of generation capacity. Future obligations for power purchases are shown in the following
table:

(in millions)

2007 o1
2008 13
2009 16
2010 17
2001 17
Thereafier 328
Total $402

Construction Program. LG&E had approximately $180 million ol commitments in connection with its construction program at
December 31, 20006.

In June 2000, LG&E and KU entered into a construction contract regarding the TC2 project. The contract is generally in the form ol'a
lump-sum, turnkey agreement for the design, engineering, procurement, construction, commissioning, testing and delivery of the
project, according to designated specifications, terms and conditions. The contract price and its components are subject to a number of
potential adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the contractor. The
contract also contains standard representations, covenants, indemnities, termination and other provisions {or arrangements of this type,
including termination for convenience or for cause rights.
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Environmental Matters. LG&E’s operations are subject to a number of environmental laws and regulations, governing, among other
things, air emissions, wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater
contamination and employee health and safety.

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at protecting and improving air
quality in the United States by, among other things, controlling stationary sources of air emissions such as power plants. While the
general regulatory framework for these programs is established at the {ederal level, most of the programs arc implemented and
administered by the states under the oversight of the EPA. The key Clean Air Act programs relevant to LG&E’s business operations
are described below.

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for six criteria pollutants
and establish concentration levels in the ambient air sufficient to protect the public health and welfare with an extra margin for safety
These concentration levels are known as national ambient air quality standards (*NAAQS”). Each state must identify “nonattainment
areas” within its boundaries that fail to comply with the NAAQS and develop a State Implementation Plan (“SIP”) to bring such
nonattainment areas into compliance. I a state {ails to develop an adequate plan, the EPA must develop and implement a plan. As the
EPA increases the stringency of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby
riggering additional emission reduction obligations under revised SIPs aimed to achieve attainment.

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in SOz and NOx
emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring reductions in NOx emissions ol’
approximately 85 percent from 1990 levels in orider to mitigate ozone transport from the midwestern U S, to the northeastern U.S. To
implement the new lederal requirements, in 2002, Kentucky amended its SIP to require electric generating units to reduce their NOx
cmissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional
SOz emission reductions of 70 percent and NOx emission reductions of 65 percent from 2003 levels, The CAIR provides for a two-
phase cap and trade program, with initial reductions of NOx and SO, emissions due by 2009 and 2010, respectively, and final
reductions due by 2015, The final rule is currently under challenge in a number of federal court proceedings. In 2006, Kentucky
proposed to amend its SIP to adopt state requiremients similar to those under the federal CAIR. Depending on the level of action
determined necessary to bring local nonattainment areas into compliance with the new ozone and fine particulate standards, LG&E's
power plants are potentially subject to additional reductions in SOz and NOx emissions.

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated hazardous air pollutant
emissions {rom electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired power plants as
warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards lor new power plants and requiring all
states to issuc new SIPs including mercury requirements for existing power plants. The EPA issued a model rule which provides for a
two-phase cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provides ftor
reductions ol 70 percent from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010
mercury reduction targets will be achieved as a “co-benefit” of the controls installed lor purposes of compliance with the CAIR. The
linal rule is also currently under challenge in the federal courts. In 2006, Kentucky proposed to amend its SIP to adopt state
requirements similar to those under the federal CAMR. In addition, in 2005 and 2006, statc and local air agencies in Kentucky have
proposed or adopted rules aimed at regulating additional hazardous air pollutants from sources including power plants. To the extent
those rules are final, they are not expected to have a material impact on LG&E’s power plant operations
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Acid Rain Program. The 1990 amendments (o the Clean Air Act imposed a two-phased cap and trade program to reduce
S0, emissions {rom power plants that were thought to contribute to “acid rain” conditions in the northeastern U.S. The 1990
amendments also contained requirements {or power plants to reduce NOx emissions through the use of available combustion controls.

Regional Haze The Clean Air Act also includes visibility goals for certain federally designated areas, including national parks, and
requires states to submit SIPs that will demonstrate reasonable progress toward preventing future impairment and remedying any
existing impairment of visibility in those areas. In 2005, the EPA issued its Clean Air Visibility Rule detailing how the Clean Air
Act’s best available retrofit technology (“BART”) requirements will be applied to [acilities, including power plants, built between
1962 and 1974 that emit certain levels of visibility impairing pollutants. Under the final rule, as the CAIR will result in more visibility
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls that would
otherwise be required by BART. The final rule has been challenged in the courts.

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade mechanisms that require a
company to hold sufficient emissions aliowances to cover its authorized emissions on a company-wide basis and do not require
installation of poilution controls on every generating unit. Under cap and trade programs, companies are free to focus their pollution
control elforts on plants where such controls are particularly efficient and utilize the resulting emission allowances for smaller plants
where such controls are not cost effective. LG&E had previously installed {lue gas desulfurization equipment on all of its generating
units prior to the effective date of the acid rain program. LG&E’s strategy for its Phase 11 SOz requirements, which commenced in
2000, is to use accumulated emissions allowances to defer additional capital expenditures and LG&E will continue to evaluate
improvements to {urther reduce SOz emissions. In order to achieve the NOx emission reductions mandated by the NOx SIP Call,
LG&E installed additional NOx controls, including selective catalytic reduction technology, during the 2000 to 2006 time period at a
cost of $187 million. In 2001, the Kentucky Commission granted recovery in principal of these costs incurred by LG&E under its
periodic environmental surcharge review mechanisms

In order to achieve the emissions reductions mandated by the CAIR and CAMR, LG&E expects to incur additional operating and
maintenance costs in operating such controls. In 2005, the Kentucky Commission granted recovery in principal of these costs incurred
by LG&E under its periodic environmental surcharge review mechanisms. LG&E believes its costs in reducing SOz, NOx and
mercury emissions 1o be comparable to those of similarly situated utilities with like generation assets. LG&E’s compliance plans are
subject to many f{actors including developments in the emission allowance and fuels markets, future legislative and regulatory
enactments, legal proceedings and advances in clean air technology. LG&E will continue to monitor these developments to ensure that
its environmental obligations are met in the most efficient and cost-effective manner

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 industrialized countries
to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto Protocol and there are currently no
mandatory GHG emission reduction requirements at the federal level. Legislation mandating GHG reductions has been introduced in
the Congress, but no lederal legislation has been enacted to date. In the absence of a program at the federal level, various states have
adopted their own GHG emission reduction programs. Such programs have been adopted in various states including 11 northeastern
U8 states under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are ongoing
In addition, litigation is currently pending belore various courts to determine whether the EPA and the states have the authority o
regulate GHG emissions under existing law. LG&E is monitoring ongoing efforts to enact GHG reduction requirements at the state
and federal level. LG&E is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted or to
determine the reduction
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targets and deadlines that would be applicable under such programs. As a Company with significant coal-fired generating assets,
LG&E could be substantially impacted by programs requiring mandatory reductions in GHG emissions, although the precise impact
on the operations of LG&E cannot be determined prior to the enactment of such programs

General Environmental Proceedings. From time to time, LG&E appears before the EPA, various state or local regulatory agencies and
state and federal courts regarding matters involving compliance with applicable environmental laws and regulations. Such matters
include remediation obligations for former MGP sites; Hability under the Comprehensive Environmental Response, Compensation and
Liability Act for cleanup at various oll-site waste sites; ongoing claims regarding alleged particulate emissions from LG&E’s Cane
Run station; and ongoing claims regarding GIG emissions from LG&E’s generating stations. With respect to the former MGP sites,
L.G&E has estimated that it could incur additional costs of less than $1 million for remaining clean-up activities under existing
approved plans or agreements. An accrual for this amount had been recorded in the accompanying linancial statements at December
31, 2005, which accrual was reversed as of December 31, 2006 upon the evaluation that the likelihood of such occurrence is remote
Based on analysis to date, the resolution of the other matters is also not expected to have a material impact on the operations of

LG&E
Note 10 - Jointly Owned Electric Utility Plant

LG&E owns a 75% undivided interest in TC1 which the Kentucky Commission has allowed to be reflected in customer rates. Of the
remaining 25% of the Unit, IMEA owns a 12.12% undivided interest, and IMPA owns a 12.88% undivided interest. Bach company is
responsible for its proportionate ownership share of fuel cost, operation and maintenance expenses and incremental assets. The
following data represent shares ol the jointly owned property:

TCl

LG&E IMPA IMEA Total
Ownership interest T5% 1288% 12.12%  100%
Mw capacity 383 66 62 STl
in millions)
LG&E's 75% ownership:
Cost $604
Accumulated depreciation (231)
Net book value $373
Construction work in progress (included in above) § 9
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LG&E and KU have begun construction of another jointly owned unit at the Trimble County site. LG&E and KU own
undivided 14 25% and 60.75% interests, respectively, in TC2. Of the remaining 25% of TC2, IMEA owns a 12.12%
undivided interest and IMPA owns a 12.88% undivided interest. Each company is responsible for its proportionate share ol
capital cost during construction, and fucel, operation and maintenance cost when TC2 begins operation, which is expected to
occur in 2010

TC2
LG&E KU IMPA IMEA Total
Ownership interest 14.25% 60.75% 12.88% 12.12%  100%
Mw capacity 107 455 97 91 750
in millions) LG&E KU
Construction work in progress $ 25 0§ Yo
LG&E and KU jointly own the following combustion turbines and related equipment:
{5 in millions) LG&E KU Total
($) ($) ($)
(£3] Net {$) Net ($) Net
Mw ($) Depre-  Book Mw (%) Depre- Book Mw {$) Depre-  Book
Ownership Percentage Capacity_ Cost cintion  Value _Capacity Cost giation  Value  Capacity - Cost cintion _Value
LG&E 53%, KU 47% (1) 146 38 (10) 48 129 51 (10) 41 275 109 (20) 59
LG&E 38%, KU 62% (2) 18 46 (8) 38 190 72 (12) 60 308 118 (20) 98
LG&E 29%, KU 71% (3) 92 32 ) 28 228 80 (12) 68 320 112 (10} 96
LG&E 37%, KU 63% (4) 236 79 (8) 71 404 137 (12) 125 040 210 20y 196
LG&E 29%, KU 71% (5) n/a 3 ) 3 n/a 9 (1) 8 nwa 12 (1 i

(1) Comprised of Paddy’s Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there is an inlet air cooling
system attributable to Unit § and Units 8-11 at the E.W. Brown facility. This inlet air cooling system is not jointly owned, however it
is used to increase production on the units to which it relates, resulting in an additional 10Mw of capacity lor LG&E

(2) Comprised of units 6 and 7 at the E-W. Brown facility.

(3) Comprised ol units 5 and 6 at the Trimble County facility.

(4) Comprised ol CT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County lacility.

(5) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility.

Both LG&E's and KU’s participating share of direct expenses of the joint fuel plants is included in the corresponding operating
expenses on ils respective income statement (e.g., fuel, maintenance of plant, other operating expense).
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Note 11 - Segments of Business and Related Information

LG&E is a regulated public utility engaged in the generation, transmission, distribution and sale of electricity and the storage,
distribution and sale of natural gas. LG&E is regulated by the Kentucky Commission and files electric and natural gas financial
information separately with the Kentucky Commission. The Kentucky Commission establishes rates specifically for the electric and
natural gas businesses. Therefore, management reports and analyzes linancial performance based on the electric and natural gas
segments of the business. Financial data for business segments follow:

{in millions) LElectric Gas Total
20006

Operating revenues $943 $395  §1,338
Diepreciation and amortization 105 19 124
Income taxes 37 5 62
Interest income 1 — I
[nterest expense 33 8 41
Net income 107 10 117
Total assets 2,520 664 3,184
Canstruction expenditures 1 35 140
2005

Operating revenues $ 987 $437  $1,424
Depreciation and amortization 106 18 124
Income taxes 60 5 65
Interest income I - ]
Interest expense 30 7 37
Net inconte 119 10 129
Total assets 2,475 671 3,146
Construction expenditures 97 42 139
2004

Operating revenues $ 816 $357 $1,173
Depreciation and amortization 100 17 17
Incomie taxes 48 5 53
Interest income e e -
Interest expense 27 6 33
Net income 87 9 96
Total assets 2,417 550 2,967
Construction expenditures 113 35 148

Note 12 - Related Party Transactions

LG&E and other subsidiaries of E.ON engage in related party transactions. Transactions between LG&E and E.ON U.S. subsidiaries
are eliminated upon consolidation of E.ON U.S. Transactions between LG&E and E ON subsidiaries are eliminated upon
consolidation of E.ON. These transactions are generally performed at cost and are in accordance with FERC regulations under
PUHCA 2005 and the applicable Kentucky Commission regulations. The significant related party transactions are disclosed below.
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Electric Purchases

LG&E and KU purchase energy from cach other in order 1o effectively manage the load of their retail and off-system customers. In
2004, LG&E also had sales to LG&E Energy Marketing Inc., another E.ON U S. subsidiary, of less than $1 million. These sales and
purchases are included in the statements of income as electric operating revenues and purchased power operating expense. LG&E
intercompany electric revenues and purchased power expense for the years ended December 31, 20006, 2005 and 2004 were as (ollows:

(in millions) 2006 2005 2004
Electric operating revenues from KU $99 $92 59
Purchased power from KU 77 96 62

Interest Charges

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing arrangements. Intercompany
agreements do not require interest payments for receivables related to services provided when settled within 30 days

LG&E’s intercompany interest income and expense for the years ended December 31, 2006, 2005 and 2004 were as {olows:

(in millions) 2006 2008 2004
Interest on money pool loans $2 §$2 $—
Interest on Fidehia loans 11 11 12

Other Intercompany Billings

E.ON U.S. Services provides LG&LE with a variety of centralized administrative, management and support services. These charges
include payroli taxes paid by EON U.S. on behalf of LG&E, labor and burdens of E.ON U S. Services employees performing services
for LG&E and vouchers paid by E.ON U.S. Services on behalf of LG&E. The cost of these services are directly charged to LG&E, or
for general costs which cannot be directly attributed, charged based on predetermined allocation factors, including the following
ratios: number of customers, total assets, revenues, number of employees and other statistical information. These costs are charged on
an actual cost basis

In addition, LG&E and KU provide services to each other and to E.ON U.S. Services. Billings between LG&E and KU relate to labor
and overheads associated with union emiployees performing work for the other utility, charges related to jointly-owned combustion
turbines and other miscellaneous charges. Billings from LG&E to E.ON U.S. Services relate to information technology-related
services provided by LG&E employees, cash received by E.ON U.S. Services on behalf of LG&E and services provided by LG&E to
other non-regulated businesses which are paid through E.ON U.S. Services.
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Intercompany billings to and from LG&E lor the years ended December 31, 2000, 2005 and 2004 were as follows:

in millions) 2006 2005 2004
E.ON U.S. Services billings te LG&E $230  $208 %191
LG&E billings to KU 53 0 60
KU billings to LG&E 50 29 7
LG&E billings to E.ON U.S. Services 7 8 13

Note 13 — Accumulated Other Comprehensive Income

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

Minimum
Pension Accumulated
Linbility Derivative Income
in millions) Adjustinent Gauin or Laoss Pre-Lax Taxes Net
Balance at December 31, 2003 $(48) $(16) $(64) $27 $(37)
Minimum pension liability adjustment [€15) (10) 4 (0)
Gains (losses) on derivative instruments
designated and qualifying as cash flow
hedging instiuments o 2 _ @ - @)
Balance at December 31, 2004 (58) (18) (76) 3 (45
Minimum pension liability adjustment _(9) - _{9) 6 a3
Balance at December 31, 2005 77) (18) 95) 37 (58)
Minimum pension liability adjustment 77 —_ 77 (30) 47
Guains (Josses) on derivative instruments
designated and qualifying as cash flow
hedging instruments = 3 3 (1) 2
Balance at December 31, 2006 § $(15) 5(15) 6 £

Note 14 - Selected Quarterly Data (Unaudited)

Selected financial data for the four quarters of 2006 and 2005 are shown below Because of seasonal fluctuations in temperature and
other factors, results lor quarters may fluctuate throughout the year

Quarters Eaded

(in nillions) March June September  December
2000

Operating revenues $413 5277 $303 $345
Net operating income 50 47 71 55
Net income 20 25 40 26
2005

Operating revenues $402 5281 $319 $422
Net operating income 62 53 66 49
Net income 34 28 42 25
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Note 15 - Subsequent Events

On January 16, 2007, LG&E made a discretionary contribution to the pension plan in the amount of $56 million, which was slightly
more than the $52 million accrued benefit lability as of December 31, 2006

On January 31, 2007, LG&E received an Order [rom the Kentucky Commission approving the charges and credits billed through the
ECR during the review period as well as approving billing adjustments, a roli-in to base rates, revisions to the monthly surcharge
filing and a rate of return on capital

On January 31, 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain financial transactions,
including arrangements which provide a source of funds for the possible redemption of LG&E’s prelerred stock. In March 2007, a
committee of LG&E’s board authorized the redemption of the preferred stock, effective in April 2007, pursuant to existing redemption
provisions applicable to such series. LG&E will redeem on such redemption date all of its outstanding shares of'its series of preferred
stock at the following redemption prices, respectively, plus an amount equal to acerued and unpaid dividends to the redemption date:

o 860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share;
e 200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per shave; and
s 500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per share

Dividends on the shares of preferred stock shall cease to accumulate on the redemption date and no further dividends will be paid or
will acerue on such preferred stock thereafter

On February 9, 2007, LG&E filed with the Kentucky Commission an application for approval ol a “green energy” rider. This
application details LG&E’s plans to olfer its customers a “green energy” program that contributes tunds to the maintenance and
growth of renewable energy in Kentucky and contiguous states. An Order is expected during the second quarter of 2007

On March 21, 2007, LG&E filed a real-time pilot program for residential and general service customers with the Kentucky
Commission as agreed to in the Rate Case settlement agreement and in response to additional requirements ordered by the Kentucky
Commission resulting {rom not adopting the Smart-Metering and Interconnection standards included in the EPAct 2005. An order
{rom the Kentucky Commission is anticipated before the end of 2007.
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Louisville Gas and Electric Company
REPORT OF MANAGEMENT

The management of Louisville Gas and Electric Company (“LG&E”) is responsible for the preparation and integrity of the financial
statements and related information included in this Annual Report. These statements have been prepared in accordance with
accounting principles generally accepted in the United States applied on a consistent basis and, necessarily, include amounts that
reflect the best estimates and judgment of management.

LG&E’s financial statements for the three years ended December 31, 2006, have been audited by PricewaterhouseCoopers LLP, an
independent registered public accounting firm. Management made available to PricewaterhouseCoopers LLP all LG&E's financial
records and related data as well as the minutes ol shareholders’ and directors’ meetings

Management has established and maintains a system of internal controls that provides reasonable assurance that transactions are
completed in accordance with management’s authorization, that assets are safeguarded and that financial statements are prepared in
conformity with generally accepted accounting principles. Management belicves that an adequate system ol internal controls is
maintained through the selection and training of personnel, appropriate division of responsibility, establishment and communication of’
policies and procedures and by regular reviews of internal accounting controls by LG&E’s internal auditors. Management reviews and
modifies its system ol internal controls in light of changes in conditions and operations, as well as in response to recommendations
fiom the internal and external auditors. These recommendations for the year ended December 31, 20006, did not identity any material
weaknesses in the design and operation of LG&E's internal control structure.

LG&E is not an accelerated filer under the Sarbanes-Oxley Act of 2002 and associated rules (the “Act”) and consequently has not
issued Management’s Report on Internal Controls over Financial Reporting pursuant to Section 404 of the Act

In carrying out its oversight role for the financial reporting and internal controls of LG&E, the Board of Directors meets regularly with
LG&E’s independent registered public accounting firm, internal auditors and management. The Board of Directors reviews the results
of'the independent registered public accounting firm’s audit of the financial statements and their audit procedures, and discusses the
adequacy ol internal accounting controls. The Board of Directors also approves the annual internal auditing program and reviews the
activities and results of the internal auditing function. Both the independent registered public accounting firm and the intemal auditors
have access to the Board of Directors at any time

LG&E maintains and internally communicates a written code of business conduct and a senior financial officer code ol cthics which
address, among other items, potential conflicts of interest, compliance with laws, including those relating to financial disclosure, and

the confidentiality of proprictary information.

S. Bradiord Rives
Chiel Financial Officer

Louisville Gas and Electric Company
Louisville, Kentucky

Date: March 21, 2007
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Report of Independent Registered Public Accounting Firm
To the Shareholder of Louisville Gas and Electric Company:

In our opinion, the accompanying balance sheet and the related statements of capitalization, income, retained carnings, cash flows
and comprehensive income present fairly, in all material respects, the {inancial position of Louisville Gas and Electric Company at
December 31, 2006 and December 31, 2005, and the results of its operations and its cash flows for cach of the three years in the
period ended December 31, 2006 in conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits, We conducted our audits of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
sipnificant cstimates made by management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 1 to the financial statements, Louisville Gas and Electric Company changed the manner in which it accounts for
defined benelit pension and other postretirement benefit plans as of December 31, 2006 and the manner in which it accounts for
conditional asset retirement obligations as of December 31, 2005

s/ PricewaterhouseCoopers LLP
Louisville, Kentucky
February 8, 2007
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
Not applicable

ITEM 9A. Controls and Procedures.

Disclosure Controls

L.G&E maintains a system ol disclosure controls and procedures designed to ensure that information required to be disclosed by the
Company in reports they file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in the Sccurities and Exchange Commission rules and forms. LG&E conducted an evaluation of such
controls and procedures under the supervision and with the participation of the Company’s Management, including the Chairman,
President and Chiet Executive Otficer (*CEQ”) and the Chiel Financial Officer (“CFO"). Based upon that evaluation, the CEO and
CFO are of the conclusion that the Company’s disclosure controls and procedures are effective as of the end of the period covered by
this report.

In preparation for required reporting under Section 404 of the Sarbanes-Oxley Act of 2002, the Company is conducting a thorough
review of its internal control over financial reporting, including disclosure controls and procedures. Based on this review, the
Company has made internal control enhancements and will continue to make future enhancements to its internal control over financial
reporting There has been no change in the Company’s internal control over financial reporting that occurred during the liscal year
ended December 31, 2006, that has materially aflected, or is reasonably likely to materially affeet, the Company's intermal control
over financial reporting.

LG&E is not an accelerated filer under the Sarbanes-Oxley Act of 2002 and associated rules (the “Act”) and consequently has not
issued Management's Report on Internal Controls over Financial Reporting pursuant to Section 404 of the Act.

I'TEM 9B. Other Information
Not applicable.

PART 1
Certain information for ITEMS 10, 11, 12, 13 and 14 is omitted pursuant to General Instruction G of Form 10-K. The information
required by ITEMS 10, 11, 12, 13 and 14 for LG&E is incorporated herein by reference to its definitive proxy statements and/or Form
10-K/A amendments which may be filed during April 2007 with the SEC pursuant to Regulation 14A of the Securities and Exchange

Actof 1934, Additionally, in accordance with General Instruction G, certain information required by ITEM 10 relating to executive
officers of LG&E has been included in Part I of this Form 10-K
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PART IV

ITEM 15, Exhibits, Financial Statement Schedules

(a) 1. Financial Statements (included in ftem 8):

Statements of Income for the three years ended December 31, 2006 (page 47).
Statements of Retained Earnings for the three years ended December 31, 20006 (page 47).
Statements ol Comprehensive Income for the three years ended December 31, 2006 (page 48)
Balance Sheets-December 31, 2006, and 2005 (page 49).
Statements of Cash Flows for the three years ended December 31, 20006 (page 51)
Statements of Capitalization-December 31, 2006, and 2005 (page 52).
Notes to Financial Statements (pages 53-85)
Report of Management (page 86)
Report of Independent Registered Public Accounting Firm (page 87).

2. Financial Statement Schedules (included in Part IV):
All schedules have been omitted as not applicable or not required or because the information required to be shown is
included in the Financial Statements or the accompanying Notes to Financial Statements.

3. Exhibits:

Exhibit
No, Deseription

201 Copy ol Agreement and Plan of Merger, dated as of February 27, 2000, by and among Powergen ple, LG&E Energy
Corp., US Subholdco2 and Merger Sub, including certain exhibits thereto. [Filed as Exhibit 1 to LG&E’s Current Report
on Form 8-K filed February 29, 2000 and incorporated by reference hierein ]

202 Amendment No. | to Agreement and Plan of Merger, dated as of December 8, 2000, among LG&E Energy Corp,,
Powergen ple, Powergen US Investments Corp. and Powergen Acquisition Corp. [Filed as Exhibit 2.01 to LG&E’s
Current Report on Form 8-K [iled December 11, 2000 and incorporated by reference hevein }

2.03 Copy of Agreement and Plan of Merger, dated as of May 20, 1997, by and between LG&LE Energy and KU Energy,
including certain exhibits thereto. [Filed as Exhibit 2 to LG&E’s Current Report on Form 8-K filed May 30, 1997 and
incorporated by reference herein ]

301 Copy of Restated Articles of Incorporation of LG&E, dated November 6, 1996. {Filed as Exhibit 3.06 to LG&E’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 1996, and incorporated by reference herein.}

302 Copy of Amendment to Articles of Incorporation of LG&E, dated February 6, 2004. {Filed as Exhibit 3.02 to LG&E’s

Annual Report on Form 10-K for the year ended December 31, 2003, and incorporated by reference herein ]
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3.03 Copy of By-Laws of LG&E, as amended through December 16, 2003. [Filed as Exhibit 3.03 to LG&E’s Annual Report
on Form 10-K for the year ended December 31, 2003, and incorporated by reference herein ]

401 Copy ol Trust Indenture dated November 1, 1949, from LG&E to Harris Trust and Savings Bank, Trustee [Filed as
Exhibit 7.01 to LG&E’s Registration Statement 2-8283 and incorporated by reference herein ]

402 Copy of Supplemental Indenture dated September 1, 1992, which is a supplemental instrument to Exhibit 4.01 hereto
[Filed as Exhibit 4.32 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 1992, and incorporated
by reference herein.]

4.03 Copy of Supplemental Indenture dated September 2, 1992, which is a supplemental instrument to Exhibit 4.01 hereto
[Filed as Exhibit 4.33 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 1992, and incorporated
by relerence herein ]

4.04 Copy of Supplemental Indenture dated August 16, 1993, which is a supplemental instrument to Exhibit 4.01 hercto
[Filed as Exhibit 4.35 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 1993, and incorporated
by reference herein |

405 Copy of Supplemental Indenture dated August 1, 2000, which is a supplemental instrument to Exhibit 4 01 hereto. [Filed
as Exhibit 438 1o LG&E’s Annual Report on Form 10-K/A for the year ended December 31, 2000, and incorporated by
ieference herein.]

4.00 Copy of Supplemental Indenture dated September 1, 2001, which is a supplemental instrument to Exhibit 4.01 hereto
[Filed as Exhibit 4.42 to LG&E's Annual Report on Form 10-K/A lor the year ended December 31, 2001, and
incorporated by reference herein ]

4.07 Copy of Supplemental Indenture dated March 1, 2002, which is a supplemental instrument to Exhibit 4.01 hereto. [Filed
as Exhibit 4.39 to LG&E's Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by
reference herein |

4.08 Copy of Supplemental Indenture dated March 15, 2002, which is a supplemental instrument to Exhibit 4.01 hereto. {Filed
as Exhibit 4.40 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by
reference herein.]

4.09 Copy of Supplemental Indenture dated October 1, 2002, which is a supplemental instrument to Exhibit 4 01 hereto. {Filed

as Exhibit 4.41 to LG&E's Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by
reference herein.]
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4.10

4.13

4.14

10.01

10.02

10.03

10 04

Copy of Supplemental Indenture dated October 1, 2003, which is a supplemental instrument to Exhibit 4 01 hereto. [Filed
as Exhibit 4 22 to LG&E's Annual Report on Form 10-K tor the year ended December 31, 2003, and incorporated by
reference herein.}

Supplemental Indenture dated as of April 1, 2005, from Louisville Gas and Electric Company to BNY Midwest Trust
Company, as Trustee, which is a supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit 4.1 to LG&E’s Form 8-
K filed on April 13, 2005, and incorporated by reference herein ]

Copy of Loan Agreement between LG&E and Fidelia Corporation, dated April 30, 2003 [Filed as Exhibit 4.24 1o
LG&E’s Annual Report on Form 10-K for the year ended December 31, 2003, and incorporated by reference herein ]

Copy of Loan Agreement between LG&E and Fidelia Corporation, dated January 15, 2004, [Filed as Exhibit 427 to
LG&E’s Annual Report on Form 10-K for the year ended December 31, 2004, and incorporated by reference herein |

Copy of Loan and Security Agreement between LG&E and Fidelia Corporation, dated as of August 15, 2003 {Filed as
Exhibit 4.27 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2003, and incorporated by
reference herein ]

Copies of (i) Imter-Company Power Agreement, dated July 10, 1953, between Ohio Valley Electric Corporation and
Sponsoring Companies (which Agreement includes as Exhibit A the Power Agreement, dated July 10, 1953, between
Ohio Valley Electric Corporation and Indiana-Kentucky Electric Corporation); (ii) First Supplementary Transmission
Agreement, dated July 10, 1953, between Ohio Valley Electric Corporation and Sponsoring Companies; (iif) Inter-
Company Bond Agreement, dated July 10, 1953, between Ohio Valley Electric Corporation and Sponsoring Companies;
(iv) Inter-Company Bank Credit Agreement, dated July 10, 1953, between Ohio Valley Electric Corporation and
Sponsoring Companies. [Filed as Exhibit 5 021 to LG&E’s Registration Statement 2-61607 and incorporated by reference
herein. |

Copy of Modification No. 1 and No. 2 dated June 3, 1966 and January 7, 1967, respectively, to Inter-Company Power
Agreement dated July 10, 1953, [Filed as Exhibits 4(2)(8) and 4(a)(10) to LG&E’s Registration Statement 2-26063 and
incorporated by reference herein.]

Copies of Amendments to Agreements (iii) and (iv) referred to under 10 01 above as follows: (i) Amendment to Inter-
Company Bond Agreement and (ii) Amendment to Inter-Company Bank Credit Agreement. [Filed as Exhibit 5.02h to
LG&E’s Registration Statement 2-61607 and incorporated by reference herein ]

Copy of Modification No. 1, dated August 20, 1958, to First Supplementary Transmission Agreement, dated July 10,

1953, among Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 5.02i to LG&E’s
Registration Statement 2-61607 and incorporated by reference herein ]
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10.05

10 06

1007

10 08

10.09

10.10

10.11

10.12

10.13

10.14

10.15

Copy of Modification No. 2, dated April I, 1965, to the First Supplementary Transmission Agreement, dated July 10,
1953, amonyg Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 5.02j to LG&E's
Registration Statement 2-61607 and incorporated by reference herein ]

Copy of Moditication No. 3, dated January 20, 1967, 10 First Supplementary Transmission Agreement, dated July 10,
1953, among Ohio Valley Electric Corporation and the Sponsoring Companies. {Filed as Exhibit #(a){7) o LO&E’s
Registration Statement 2-26063 and incorporated by reference herein ]

Copy of Modification No. 3 dated November 15, 1967, to the Inter-Company Power Agreement dated July 10, 1953
{Filed as Exhibit 4.02m to LG&E's Registration Statement 2-37368 and incorporated by reference herein ]

Copy of Moditication No. 4 dated November 5, 1975, to the Inter-Company Power Agreement dated July 10, 1953
[Filed as Exhibit 5.020 to LG&E’s Registration Statement 2-56357 and incorporated by relerence herein. ]

Copy of Modification No. 4 dated April 30, 1976, to First Supplementary Transmission Agreement, dated July 10, 1953,
among Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 5.02p to LG&E’s Registration
Statement 2-61607 and incorporated by reference hercin |

Copy of Modification No. § dated September 1, 1979, to Inter-Company Power Agreement dated July 5, 1953, among
Ohio Valley Electric Corporation and Sponsoring Companies. [Filed as Exhibit 4 to LG&E's Annual Report on Form 10-
K for the year ended December 31, 1979, and incorporated by reference herein. |

Copy ot Moditication No. 6 dated August 1, 1981, to Inter-Company Power Agreement dated July 5, 1953, among Ohio
Valley Electric Corporation and Sponsoring Companies. {Filed as Exhibit 10.26 to LG&E’s Annual Report on Form 10-
K for the year ended December 31, 1981, and incorporated by reference herein.]

* Copy ol Non-Qualified Savings Plan covering officers of the Company, effective January 1, 1992 [Filed as Exhibit
10.43 to the Company's Annual Report on Form 10-K for the year ended December 31, 1992, and incorporated by
reference herein )

Copy of Modification No. 7 dated January 15, 1992, to Inter-Company Power Agreement dated July 10, 1953, among
Ohio Valley Electric Corporation and Sponsoring Companies. [Filed as Exhibit 10.44 to LG&E’s Annual Report on
Form 10-K for the year ended December 31, 1993, and incorporated by reference herein.}

Copy of Modification No. 8 dated January 19, 1994, to Inter-Company Power Agreement, dated July 10, 1953, among
Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 10.43 to LG&IE's Annual Report on
Form 10-K for the year ended December 31, 1995, and incorporated by reference herein ]

Copy of Modification No. 9, dated August 17, 1995, to the Inter-Company Power Agreement dated July 10, 1953, among

Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 10.39 to LG&E’s Annual Report on
Form 10-K for the year ended December 31, 1996, and incorporated by reference herein ]
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10.16 * Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1992 [Filed as Exhibit 1055 to LG&E"s
Annual Report on Form 10-K for the year ended December 31, 1995, and incorporated by reference herein. ]

1017 * Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1995. [Filed as Exhibit 10 56 to LG&L’s
Annual Report on Form 10-K for the year ended December 31, 1995, and incorporated by reference herein ]

10.18 * Copy of Amendment to the Non-Qualified Savings Plan, effective January 1, 1995 [Filed as Exhibit 10.57 to LG&E’s
Annual Report on Form 10-K for the year ended December 31, 1995, and incorporated by reference herein ]

10.19 * Copy of Supplemental Executive Retirement Plan as amended through January 1, 1998, covering officers of LG&E
Energy. [Filed as Exhibit 10.74 to LG&E Energy’s Annual Report on Form 10-K for the year ended December 31, 1997,
and incorporated by reference herein.)

10.20 * Copy of Amendment to LG&E Energy’s Supplemental Executive Retirement Plan, effective September 2, 1998 [Filed
as Exhibit 10.90 to LG&E Energy’s Annual Report on Form 10-K for the year ended December 31, 1998 and
incorporated by reference herein ]

10.21 * Copy of Employment and Severance Agreement, dated as of February 25, 2000, by and among LG&E Energy,
Powergen ple and an executive officer of the Company. [Filed as Exhibit 10.54 to LG&E’s Annual Report on Form 10-K
{or the year ended December 31, 2002, and incorporated by reference herein )

10.22 * Copy of Amendment, elfective October 1, 1999, to LG&E Energy’s Non-Qualified Savings Plan. {Filed as Exhibit
10.96 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 1999, and incorporated by reference
herein.] )

10.23 * Copy of Amendment, effective December 1, 1999, to LG&E Energy’s Non-Qualified Savings Plan. [Filed as Exhibit
10.97 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 1999, and incorporated by relerence
herein.)

10.24 Copy ol Modification No. 10, dated January 1, 1998, to the Inter-Company Power Agreement dated July 10, 1953, among
Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 10.102 to LG&E’s Annual Report on
Form 10-K for the year ended December 31, 1999, and incorporated by reference herein.}

1025 Copy of Modification No. 11, dated April 1, 1999, to the Inter-Company Power Agreement dated July 10, 1953, among

Ohio Valley Electric Corporation and the Sponsoring Companies. [Filed as Exhibit 10.103 10 LG&E’s Annual Report on
Form 10-K for the year ended December 31, 1999, and incorporated by reference herein )
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10 26

1028

10.29

1031

1033

1034

* Copy of Powergen Short-Term Incentive Plan, effective January 1, 2001, applicable to certain employees of LG&E
Energy Corp. and its subsidiaries. [Filed as Exhibit 10.109 to LG&E's Annual Report on Form 10-K for the year ended
December 31, 2000, and incorporated herein by reference ]

* Copy of two forms of Change-in-Control Agreement applicable to certain employees ot LG&E Energy Corp. and its
subsidiaries. [Filed as Exhibit 10.110 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2000,
and incorporated by reference herein ]

* Copy of Employment and Severance Agreement, dated as of February 25, 2000, and amendments thereto dated
December 8, 2000 and April 30, 2001, by and among LG&E Energy, Powergen ple and Victor A. Staffieri. [Filed as
Exhibit 10.74 1o LG&E’s Annual Report on Form 10-K/A for the year eaded December 31, 2001, and incorporated by
reference herein ]

* Copy of Amendment, dated as of December 8, 2000, to Employment and Severance Agreement dated as ol February 25,
2000, by and among LG&E Energy, Powergen ple and an exceeutive officer of the Company. [Filed as Exhibit 10.63 o
LG&E's Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by reference herein |

* Copy of Third Amendment, dated July 1, 2002, to Employment and Severance Agreement dated as of February 25,
2000 by and among E.ON AG, LG&E Encrgy, Powergen and Victor A. Staffieri, [Filed as Exhibit 10.74 to LG&L’s
Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by reference herein |

* Copy of form of Retention and Severance Agreement dated April/May, 2002 by and among LG&E Energy, EON AG
and certain executive officers of the Companies. {Filed as Exhibit 10.75 10 LG&E's Annual Report on Form 10-K for the
year ended December 31, 2002, and incorporated by reference herein.]

* Copy of Sccond Amendment, dated May 20, 2002, to Employment and Severance Agreement, dated February 25, 2000,
by and among E.ON AG, LG&E Energy Corp., Powergen ple and an executive of the Companies. [Filed as Exhibit 10.76
to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by reference herein.]

* Copy of Representative Terms and Conditions {or Stock Appreciation Rights Issued as part of E.ON Group’s Stock
Appreciation Rights Programs, applicable to certain executive oflicers of the Companies. {Filed as Exhibit 10.79 to
LG&E's Annual Report on Form 10-K for the year ended December 31, 2002, and incorporated by reference herein )

* Copy of LG&E Energy Corp. Long-Term Performance Unit Plan, adopted April 25, 2003, effective January 1, 2003.

[Filed as Exhibit 10.65 to LG&E Annual Report on Form 10-K for the year ended December 31, 2003, and incorporated
by reference herein |
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10.35

10.36

10.37

10.38

.39

10.40

1041

10.42

10.43

10.44

Copy of Modilication No. 12 dated as of November 1, 1999, to Inter-Company Power Agreement dated July 10, 1953,
among Ohio Valley Electric Corporation and Sponsoring Companies. {Filed as Exhibit 10.69 to LG&E’s Annual Report
on Form 10-K for the year ended December 31, 2003, and incorporated by reference herein ]

Copy of Modification No 3 dated as of May 24, 2000, to Inter-Company Power Agreement dated July 10, 1953, among
Ohio Valley Electric Corporation and Sponsoring Companies. [Filed as Exhibit 10.70 to LG&E's Annual Report on Form
10-K for the year ended December 31, 2003, and incorporated by reference herein )

Copy of Maodification No. 14 dated as of April 1, 2001, to Inter-Company Power Agreement dated July 10, 1953, among
Ohio Valley Electric Corporation and Sponsoring Companies. [Filed as Exhibit 10 71 to LG&E’s Annual Report on Form
10-K for the year ended December 31, 2003, and incorporated by reference herein. ]

Copy of Amended and Restated Inter-Company Power Agreement dated as of March 13, 2006, among Ohio Valley
Electric Corporation and Sponsoring Companies, including LG&E. [Filed as Exhibit 10.1 to LG&E’s Form 10-Q for the
period ended June 30, 2004, and incorporated by reference herein ]

* Copy of Fourth Amendment dated as of February 1, 2004 to Employment and Severance Agreement dated as of
February 25, 2000 by and among E ON AG, LG&E’s Energy, Powergen and Victor A. Staflieri. [Filed as Exhibit 10 02 1o
LG&LE's Form 10-Q for the period ended June 30, 2004, and incorporated by reference herein ]

Copy ol Moditication No. 15, dated as of April 30, 2004, to Inter-Company Power Agreement dated July 10, 1953,
among Ohio Valley Eleciric Corporation and Sponsoring Companies. [Filed as Exhibit 10.03 to LG&E’s Form 10-Q for
the period ended June 30, 2004, and incorporated by reference herein ]

Participation Agreement between LG&E and Hlinois Municipal Electric Agency, dated as of Septemiber 24, 1990. [Filed
as Exhibit 1042 to LG&E’'s Annual Report on Form 10-K for the year ended December 31, 2004, and incorporated by
reference herein.]

Participation Agreement between LG&E and Indiana Municipal Power Agency, dated as of February 1, 1993. [Filed as
Exhibit 1043 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2004, and incorporated by
reference herein ]

Participation Agreement by and among LG&E and KU and Illinois Municipal Electric Agency and Indiana Municipal
Power Agency, dated as of February 9, 2004. [Filed as Exhibit 10.44 to LG&E’s Annual Report on Form 10-K for the
year ended December 31, 2004, and incorporated by reference herein ]

Copy of Barge Transportation Agreement between LG&E, effective January 1, 2002, and KU, effective July 1, 2002, and

Crounse Corporation [Filed as Exhibit 10.45 to LG&E’s Annual Report on Form 10-K for the year ended December 31,
2004, and incorporated by reference herein.}
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10.45 Amendment No. | to Barge Transportation Agreement between Louisville Gas and Electric Company and Kentucky

Utilities Company and Crounse Corporation, dated as of January 1, 2005. [Filed as Exhibit 10.46 to LG&E’s Annual
Report on Form 10-K for the year ended December 31, 2005, and incorporated by reference herein ]

10.46 * Copy of LG&E Energy LLC Nonqualified Savings Plan, effective January 1, 2005. [Filed as Exhibit 10.47 to LG&E's
Annual Report on Form 10-K lor the year ended December 31, 2005, and incorporated by reference herein }

1047 * Executive Otficer Salary Information

1048 * Form of Representative Specimen Award under LG&E Energy Long-Term Performance Unit Plan. [Filed as Exhibit
10.47 to LG&E’s Annual Report on Form 10-K for the year ended December 31, 2004, and incorporated by reference
herein.]

10.49 * Form of Representative Specimen Award under E.ON Group Stock Appreciation Rights Program. [Filed as Exhibit

10.48 to LG&E’s Annual Report on Form 10-K {or the year ended December 31, 2004, and incorporated by relerence
herein.]

10.50 * Copies of E.ON Share Performance Plan (i) Terms and Conditions for the 1. Tranche (2006-2008) and (ii) Technical
Aunex, each dated as ol June 2000. [Filed as Exhibit 10.01 to LG&E’s Form 10-Q for the quarter ended September 30,
20006 and incorporated by reference herein )

10.51 * Copies of form representative specimen Certificate Award under E.ON Share Performance Plan. [Filed as Exhibit 10.02
to LG&E's Form 10-Q lor the quarter ended September 30, 2006 and incorporated by reference herein )

12 Computation of Ratio of Earnings to Fixed Charges for LG&E.

21 Subsidiaries of the Registrant.

24 Power of Attorney

311 Certification of Chief Executive Officer, Pursuant to Section 302 of Sarbanes-Oxley Act 0f2002.

312 Certification of Chief Financial Officer, Pursuant to Section 302 of Sarbanes-Oxley Act of 2002.

32 Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

99.01 (E(;l(;x;ionury Statement for purposes of the “Safe Harbor” provisions of the Private Securities Litigation Relorm Act of’
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SIGNATURES — LOUISVILLE GAS AND ELECTRIC COMPANY

Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behall by the undersigned, thereunto duly authorized.

LOUISVILLE GAS AND ELECTRIC COMPANY

Registrant
March 21, 2007 By:/s/ S. Bradford Rives
(Date) S. Bradford Rives

Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behall of the registrant and in the capacities and on the date indicated.

Signature Tidle Date

Victor A. Staffieri Chairman of the Board,
President and Chief Executive Officer
(Principal Executive Officer)

S. Bradford Rives Director and Chiel Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

John R McCall Director and Executive Vice President,
General Counsel and Corporate Secretary

Chris Hermann Director and Senior Vice President, Energy Delivery
Pault W. Thompson Director and Senior Vice President, Energy Services
By: /s/S. Bradlord Rives March 21, 2007

(Attorney-In-Fact)
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Exhibit 10.47
Base Salaries for Named Exccutive Officers

In December 2000, the base salary increases for executive officers for 2007 were approved. The 2007 salaries for LG&E’s named
executive officers are as follows:

2007 Base

Officer Name Salary

Herniann, Chris $ 295,400
MeCall, John R $4060,200
Rives, S. Bradlord $ 375,400
Thompson, Paul W $ 350,400
Stafliert, Victor A $757,300

The salary increases were effective January 1, 2007
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Louisville Gas and Electric Company
Computation of Ratio of Earnings to Fixed Charges

Earnings:
Net Income

Add:
Federal income taxes — current
State income taxes — current
Deferred Federal income taxes — net
Deferred State income taxes — net
fuvestment tax credit — net
Fixed charges

Earnings

Fixed Charges:
Interest charges per stiatements of income
Add:
One-third of rentals charged to operating expense (1)
Fixed charges
Ratio of Earnings to Fixed Charges

Exhibit 12

2006 2005 2004 2003 2002

60 73 34 20 25
11 10 13 10 8
(7y  (12) h 17 20
Moo m1 4
(h) 4) (4) (4
43 38 34 3
$222 $232 $1i83 $i72 $im

NOTE: (1) In the Company’s opinion, one-third of rentals represents a reasonable approximation of the interest factor
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SUBSIDIARIES OF THE REGISTRANTS
At December 31, 2000:

Louisville Gas and Electric Company, a Kentucky corporation, has no applicable subsidiaries.

Exhibit 21
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Exhibit 24
POWER OF ATTORNEY

WHEREAS, LOUISVILLE GAS AND ELECTRIC COMPANY, a Kentucky corporation, is to {ile with the Securities and Exchange
Commission, under the provisions of the Sccurities Exchange Act of 1934, as amended, its Annual Report on Form 10-K for the year
ended December 31, 2006 (the 2006 Form 10-K); and

WHEREAS, each of the undersigned holds the office or offices in LOUISVILLE GAS AND ELECTRIC COMPANY set opposite
his name;

NOW, THEREFORE, cach of the undersigned hereby constitutes and appoints JOHN R. MCCALL and S. BRADFORD RIVES,
and each of them, individually, his attorney, with full power to act for him and in his name, place, and stead, to sign his name in the
capacity or capacities set forth below to the 2006 Form 10-K and to any and all amendments to such 2006 Form 10-K and hereby
ratifies and confirms all that said attorney may or shall faw{ully do or cause to be done by virtue hereof

IN WITNESS WHEREOK, the undersigned have hereunto set their hands and seals as of this 19th day ol March, 2007

/s/ Victor A. Staffieri /s/ John R. McCall

VICTOR AL STAFFIERS JOHN R McCALL

Chairman, President and Chief Executive Vice President, General Counsel

Executive Officer and Corporate Secretary

(Principal Executive Officer) Director

/s/ S. Bradford Rives s/ Chris Hermann

S. BRADFORD RIVES CHRIS HERMANN

Chief Financial Officer and Director Senior Vice President — Energy Delivery and Directos

/s/ Paul W. Thompson

PAUL W. THOMPSON

Senior Vice President — Energy Services and
Director




Merrill Corporation 07-5042-1 Wed Mar 21 14:47:48 2007 (V 2.247w--H10716) Chksum: 0 Cycle 7.0
EX-31.1 Louisville Gas & Electric
mweinst c:\fc\B0144738578 d10967_1897195\5042-1-KK.pdf EDGAR :Redling:OFF Doc 6 Header

DOC 6 Header




Merrill Corporation 07-5042-1 Wed Mar 21 14:47:48 2007 (V 2.247w--1110716) Chksum: 882598 Cycle 70
EX-311 Louisville Gas & Electric
mweinst c:\fc\B0144738578 _d 109671897 195\5042-1-KK.pdf EDGAR :Redline:OFF Doc 6 Page |

Exhibit 31.1
CERTIFICATIONS
Louisville Gas and Electric Company
1, Victor A. Stalfieri, Chairman of the Board, President and Chief Executive Officer, certify that:
1.1 have reviewed this annual report on Form 10-K of Louisville Gas and Electric Company;
2 Based on my knowledge, this report does not contain any untrue statement ol a material fact or omit to state a material fact

necessary 1o make the statements made, in light ol the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3 Based on my knowledge, the {inancial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of], and for, the periods presented in
this report;

4 The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, 1o ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

b) evaluated the cffectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

¢) disclosed in this report any change in the registrant’s internal control over {inancial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over {inancial reporting;

5. The registrant’s other certifying ofticers and 1 have disclosed, bused on our most recent evaluation of internal control over {inancial
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors {or persons performing the equivalent
functions):

a) all significant deliciencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting

Date: March 21, 2007
/s/ Victor A. Staffieri

Victor A. Staftieri
Chairman of the Board, President and Chiel Executive Officer
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Exhibit 31.2
Louisville Gas and Electric Company
1, S. Bradford Rives, Chief Financial Officer, centify that:
1. ] have reviewed this annual report on FForm 10-K of Louisville Gas and Electric Company;

2 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other {inancial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certilying officers and 1 are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disciosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness ol the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent {iscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over [inancial reporting;

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

by any {raud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting

Date: March 21, 2007
/s/ 8. Bradford Rives

S. Bradford Rives
Chief Financial Officer
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Exhibit 32

Certitication Pursuant to 18 U.S.C. Section 1350
As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Louisville Gas and Electric Company (the “Company™) on Form 10-K for the year ended
December 31, 2000, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), each of the undersigned
does hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that,
to such olficer’s knowledge,

1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2} The information contained in the Report [airly presents, in all material respects, the linancial condition and results of operations
ol the Company as of the dates and for the periods expressed in the Report.

March 21, 2007

/s/ Victor A. Staffieri
Chairman of the Board, President
and Chief Executive Officer
Louisville Gas and Electric Company

/s/ S. Bradlord Rives
Chief Financial Olticer
Louisville Gas und Electric Company

The foregoing certification is being furnished solely pursuant to 18 U.S.C Section 1350 and is not being liled as part of the Report or
as a separate disclosure document.
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Exhibit 99.01
Cautionary Factors for Louisville Gas and Electric Company

The Privaie Securities Litigation Reform Act of 1995 provides a “sate harbor” for forward-looking statements to encourage such
disclosures without the threat of litigation providing those statements are identified as forward-looking and are accompanied by
meaningful, cautionary statements identifying important factors that could cause the actual results to differ materially from those
projected in the statement. Forward-looking statements have been and will be made in written documents and oral presentations of
EON AG (“E.ON™), EON U.S. LLC (*E.ON U.S.), Louisville Gas and Electric Company (“LG&E” or the “Company”). Such
statements are based on management’s beliefs as well as assumptions made by and information currently available to management

” o« " " w

When used in the Company’s documents or oral presentations, the words “anticipate,” “estimate,” “expeet,” “objective” and similay
expressions are intended 1o identily forward-looking statements. In addition to any assumptions and other factors referred to
specifically in connection with such forward-looking statements, factors that could cause the Company’s actual resulis to difles
materially from those contemplated in any forward-looking statements include, amony others, (a) those factors described under
caption Item 1A Risk Factors of the Company’s Annual Report of Form 10-K for the year ended December 31, 2006 and (b) the
following:

o Increased competition in the utility, natural gas and electric power marketing industries, including effects of: decreasing marging
as a result of competitive pressures; industry restructuring initiatives; transmission system operation and/or administration
initiatives; recovery of investments made under traditional regulation; nature of competitors entering the industry; retail wheeling;
a new pricing structure; and former customers entering the generation market;

e Changing market conditions and a variety ol other factors associated with physical energy and financial tading activities
including, but not limited to, price, basis, credit, liquidity, volatility, capacity, transmission, currency, interest rate and warranty
risks;

e Risks associated with price risk management strategies intended to mitigate exposure to adverse movement in the prices ol
clectricity and natural gas on both a global and regional basis;

e Legal, regulatory, public policy-related and other developments which may result in re-determination, adjustment or cancellation
of revenue payment streams paid to, or increased capital expenditures or operating and maintenance costs incurred by, the
Companies, in connection with rate, fuel, transmission, environmental, consumer choice, safety and security and other
proceedings or rules applicable to the Company;

e Lepal, regulatory, economic and other factors which may result in re-determination or cancellation of revenue payment streams
under power sales agreements resulting in reduced operating income and potential asset impairment related to the Company’s
investments in independent power production ventures, as applicable;

e Legal, regulatory, political, public policy, commercial, social and other developments relating to environmental matters, including
limits on air and water emissions, disposal of hazardous wastes, remediation of existing environmental situations, restrictions on
carbon or other greenhouse gas emissions;

o Economic conditions including interest rates, inflation rates and monetary or cwrrency fluctuations;

e Trade, monetary, fiscal, taxation, and environmental policies of governments, agencies and similar organizations in geographic
arcas where the Company has a financial interesy;
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¢ Customer business conditions including demand for their products or services and supply of labor and materials used in creating
their products and services;

»  [Financial or regulatory accounting principles or policies imposed by the Public Company Accounting Oversight Board, [Financial
Accounting Standards Board, the Securities and Exchange Commission, the Federal Energy Regulatory Commission, state public
utility commissions and siting boards, the Environmental Protection Agency and the state equivalent, state entities which regulate
natural gas transmission, gathering and processing and similar entities with regulatory oversight;

s Availability or cost of capital such as changes in: interest rates, market perceptions of the utility and energy-related industries, the
Company’s or any ol its subsidiaries or security ratings;

o Factors alfecting utitity operations such as unusual weather conditions; catastrophic weather-related damage; unscheduled
generation outages, unusual maintenance or repairs; unanticipated changes 1o fossil tuel, or gas supply costs or availability due to
higher demand, shortages, transportation problems or other developments; environmental incidents; or electric transmission or gas
pipeline system constraints;

¢ Factors which may aflect the Company’s utility operations or the demand tor the Company’s electric power or gas such as natural
disasters, wars, terrorist acts or the effects thereof (including increased security costs), embargoes and other catastrophic events;

\

e Employce workforce factors including changes in key executives, collective bargaining agreements with union employees, or
work stoppages;

e Rate-setting policies or procedures of regulatory entities, including environmental externalitics;

e Social attitudes regarding the utility, natural gas and power industries;

e Identilication of suitable investment opportunities to enhance shareholder returns and achieve long-term financial objectives
through business acquisitions;

e Some future project investments made by the Company, respectively, as applicable, could take the form of minority interests,
which would limit the Company’s ability to control the development or operation of the project;

e Legal and regulatory delays and other unforeseeable obstacles associated with mergers, acquisitions and investments in joint
ventures;

e The resolution, costs and other effects of legal and administrative proccedings, settlements, investigations, claims and matters,
including but not limited to those described in Notes 3, 9 and 15 (for LG&E) of the Notes to Financial Statements ol the
Company’s Annual Report on Form 10-K for the year ended December 31, 2000, and items under the caption ltem 3, Legal
Proceedings; and the resolution, costs and other effects of tax and pension matters, including but not limited to those described in
Notes 5 and 6 (for LG&E) of the Notes to Financial Statements of the Company’s Annual Report on Form 10-K for the year
ended December 31, 2006;

¢ Technological developments, changing markets and other factors that result in competitive disadvantages and create the potential
for impairment of existing assets;

.

Other business or investment considerations that may be disclosed {rom time to time in the Company’s Securities and Exchange
Commission filings or in other publicly disseminated written documents;
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s Factors afTecting the realization of anticipated cost savings associated with the merger between E.ON U.S. (formerly LG&E
Energy) and KU Energy Corporation including national and regional economic conditions, national and regional competitive
conditions, inflation rates, weather conditions, financial market conditions, and synergies resulting from the business
combination;

o Factors associated with, resulting from or affecting the acquisitions and operations of E.ON U.S. (formerly LG&E Energy) by
E.ON (or, previously, by Powergen pic), including the integration of the existing business and operations of LG&E as part of the
E.ON group ol companies thereunder, as welil as national and international economic, financial market, regulatory and industry
conditions or envitonments applicable to E.ON and its subsidiaries, including LG&E, in the future

The Company undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-K
(Mark One)
[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED)
OR
[1] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED)

For the fiscal year ended December 31, 1999

Commission Registrant, State of Incorporation, IRS Employer
File Number Address. and Telephone Number Identification Number
1-10568 LG&E Energy Corp. 61-1174555
(A Kentucky Corporation)
220 West Main Street

P. O. Box 32030
Louisville, Kentucky 40232
(502) 627-2000

2-26720 Louisville Gas and Electric Company 61-0264150
(A Kentucky Corporation)
220 West Main Street
P. O. Box 32010
Louisville, Kentucky 40232
(502) 627-2000

1-3464 Kentucky Utilities Company 61-0247570
(A Kentucky and Virginia Corporation)
One Quality Street
Lexington, Kentucky 40507-1428
(606) 255-2100

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

LG&E Energy Corp.
Name of each exchange on

Title of each class which registered
Common Stock, without par value New York Stock Exchange
and
Rights to Purchase Series A Preferred Chicago Stock Exchange

Stock, without par value

Louisville Gas and Electric Company
Name of each exchange on
Title of each class which registered
First Mortgage Bonds, Series due July 1, 2002, 7 1/2% New York Stock Exchange




Kentucky Utilities Company
Name of each exchange on

Title of each class which registered
Preferred Stock, 4.75% cumulative, Philadelphia Stock Exchange

stated value $100 per share
Securities registered pursuant to section 12(g) of the Act:

Louisville Gas and Electric Company
5% Cumulative Preferred Stock, $25 Par Value
$5.875 Cumulative Preferred Stock, Without Par Value
Auction Rate Series A Preferred Stock, Without Par Value
(Title of class)

Kentucky Utilities Company
Preferred Stock, cumulative, stated value $100 per share
(Title of class)

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange

Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required to file such reports), and (2) have
been subject to such filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be

contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. [X]

As of February 29, 2000, the aggregate market value of LG&E Energy Corp.'s voting common stock held by non-affiliates totaled
$2,858,467,522, and it had 129,677,030 shares of common stock outstanding. As of February 29, 2000, the aggregate market value of
Louisville Gas and Electric Company's voting preferred stock held by non-affiliates totaled $16,775,597, and it had 21,294,223 shares of
tommon stock outstanding, all held by LG&E Energy Corp, and 860,287 shares of voting preferred stock outstanding. As of February 29,

2000, the aggregate market value of Kentucky Utility Company's voting stock held by non-affiliates totaled zero, and it had 37,817,878
shares of common stock outstanding, ail heid by LG&E Energy Corp.

This combined Form 10-K is separately filed by LG&E Energy Corp., Louisville Gas and Electric Company and Kentucky Utilities
Company. Information contained herein related to any individual registrant is filed by such registrant on its own behalf. Each registrant
nakes no representation as to information relating to the other registrants. In particular, information contained herein related to LG&E
inergy Corp. or any of its direct or indirect subsidiaries other than Louisville Gas and Electric Company or Kentucky Utilities Company is
rrovided solely by LG&E Energy Corp., not Louisville Gas and Electric Company or Kentucky Utilities Company, and shall be deemed not
ncluded in the Form 10-K of Louisville Gas and Electric Company or the Form 10-K of Kentucky Utilities Company.

DOCUMENTS INCORPORATED BY REFERENCE

G&E Energy Corp.'s and Louisville Gas and Electric Company's respective proxy statements, to be filed with the Commission during April
000, are incorporated by reference into Part IHI of this Form 10-K.
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PART L.

Item 1. Business.
OVERVIEW OF OPERATIONS

LG&E Energy, incorporated November 14, 1989, is a diversified energy-services holding company with four
direct operating subsidiaries: LG&E, KU, Capital Corp., and LEM. The Company's domestic regulated
operations are conducted by LG&E and KU.

The Company and its subsidiaries currently are exempt from all provisions, except Section 9(a)(2), of the Public
Utility Holding Company Act of 1935 (the "Holding Company Act") on the basis that the Company, LG&E and
KU are incorporated in the same state and their business is predominately intrastate in character and carried on
substantially in the state of incorporation.

The Company is not a public utility under the laws of the Commonwealths of Kentucky or of Virginia and is not
subject to regulation as such by the Kentucky Commission or the Virginia Commission. See LG&E - Rates and
Regulation and KU - Rates and Regulation for descriptions of the regulation of LG&E and KU by the Kentucky
Commission, and of KU by the Virginia Commission and FERC, which includes the ability to regulate certain
intercompany transactions between LG&E, KU and the Company, including the Company's non-utility
subsidiaries.

POWERGEN TRANSACTION

On February 28, 2000, the Company announced that its Board of Directors accepted an offer to be acquired by
PowerGen for cash of approximately $3.2 billion or $24.85 per share and the assumption of $2.2 billion of the
Company's debt. Pursuant to the acquisition agreement, among other things, LG&E Energy will become a
wholly owned subsidiary of PowerGen and its U.S. headquarters. The Utility Operations of the Company will
continue their separate identities and serve customers in Kentucky and Virginia under their present names. The
preferred stock and debt securities of the Utility Operations will not be affected by this transaction. The
acquisition is expected to close 9 to 12 months from the announcement, shortly after all of the conditions to
consummation of the acquisition are met. Those conditions include, without limitation, the approval of the
holders of a majority of the outstanding shares of common stock of each of LG&E Energy and PowerGen, the
receipt of all necessary governmental approvals and the making of all necessary governmental filings, including
approvals of various regulators in Kentucky and Virginia under state utility laws, the approval of the FERC
under the FPA, the approval of the SEC under the PUHCA of 1935, and the filing of requisite notifications with
the Federal Trade Commission and the Department of Justice under the Hart-Scott-Rodino Antitrust Improve-
ments Act of 1976, as amended, and the expiration of all applicable waiting periods thereunder. Shareholder
meetings to vote upon the approval of the acquisition are expected to be held during the second quarter of 2000
for both LG&E Energy and PowerGen. During the first quarter of 2000, the Company expensed approximately
$1.0 million relating to the PowerGen transaction. The foregoing description of the acquisition does not purport
to be complete and is qualified in its entirety by reference to LG&E Energy's current reports on Form 8-K, filed
February 29, 2000, with the SEC.

MERGER WITH KU ENERGY CORPORATION

Effective May 4, 1998, following the receipt of all required state and federal regulatory approvals, LG&E
Energy and KU Energy merged, with LG&E Energy as the surviving corporation. The accompanying
consolidated financial statements reflect the accounting for the merger as a pooling of interests and are
presented as if the companies were combined as of the earliest period presented. However, the financial



information is not necessarily indicative of the results of operations, financial position or cash flows that would
have occurred had the merger been consummated for the periods for which it is given effect, nor is it necessarily
indicative of future results of operations, financial position, or cash flows. The financial statements reflect the
conversion of each outstanding share of KU Energy common stock into 1.67 shares of LG&E Energy common
stock. The outstanding preferred stock of LG&E, a subsidiary of LG&E Energy, and KU, a subsidiary of KU

Energy, were not affected by the Merger. See Note 2 of LG&E Energy's Notes to Financial Statements under
Item 8.

{

DISCONTINUANCE OF MERCHANT ENERGY TRADING AND SALES BUSINESS

Effective June 30, 1998, the Company discontinued its merchant energy trading and sales business. This
business consisted primarily of a portfolio of energy marketing contracts entered into in 1996 and early 1997,
nationwide deal origination and some level of speculative trading activities, which were not directly supported
by the Company's physical assets. The Company's decision to discontinue these operations was primarily based
on the impact that volatility and rising prices in the power market had on its portfolio of energy marketing
contracts. Exiting the merchant energy trading and sales business enabled the Company to focus on optimizing
the value of physical assets it owns or controls, and reduced the earnings impact on continuing operations of
extreme market volatility in its portfolio of energy marketing contracts. The Company continues to settle
commitments that obligate it to buy and sell natural gas and electric power. If the Company is unable to dispose
of these commitments or assets it will continue to meet its obligations under the terms of the contracts. The
Company, however, has maintained sufficient market knowledge, risk management skills, technical systems and

experienced personnel to maximize the value of power sales from physical assets it owns or controls, including
LG&E, KU and WKE.

As a result of the Company's decision to discontinue its merchant energy trading and sales activity, and the
mnitial decision to sell the associated gas gathering and processing business, the Company recorded an after-tax
oss on disposal of discontinued operations of $225 million in the second quarter of 1998. The loss on disposal
»f discontinued operations resulted primarily from several fixed-price energy marketing contracts entered into

n 1996 and early 1997, including the Company's long-term contract with OPC. Other components of the write-

»ff included costs relating to certain peaking options, goodwill associated with the Company's 1995 purchase of
nerchant energy trading and sales operations and exit costs.

\t the time the Company decided to discontinue its merchant energy trading and sales business, it also decided
o sell its natural gas gathering and processing business. Effective June 30, 1999, the Company decided to

etain this business. The accompanying financial statements reflect the reclassification of the natural gas
athering and processing business as continuing operations for all periods presented. Approximately $800,000
f net losses charged to the loss on disposal of discontinued operations was reclassified to continuing operations
1the accompanying income statement in each of 1999 and 1998 related to the natural gas gathering and

rocessing business. See Note 4 of LG&E Energy's Notes to Financial Statements under Item 8 for more
iformation.

1the fourth quarter of 1999, the Company received an adverse decision from the arbitration panel considering

s contract dispute with OPC, which was commenced by the Company in April 1998. As a result of this

iverse decision, higher than anticipated commodity prices, increased load demands, and other factors, the
ompany increased its after-tax accrued loss on disposal of discontinued operations by $175 million. The
1ditional write-off included costs related to the remaining commitments in its portfolio and exit costs expected

+ be incurred to serve those commitments. Although the Company used what it believes to be appropriate ,
stimates for future energy prices, among other factors, to calculate the net realizable value of discontinued |
serations, there are inherent limitations in models to accurately predict future commodity prices, load demands

1d other events that could impact the amounts recorded by the Company. See Notes 3 and 18 of LG&E




Energy's Notes to Financial Statements under Item 8.

The Company reclassified its financial statements for prior periods to present the operating results, financial
position and cash flows of the merchant energy trading and sales business as discontinued operations. See
Notes 1, 3 and 4 of LG&E Energy's Notes to Financial Statements under Item 8 for more information.

CRC ACQUISITION

In July 1999, the Company purchased 100% of the outstanding common stock of CRC for initial consideration
of $45.6 million and retirement of approximately $35.3 million in CRC debt. CRC, based in Houston, Texas, is
a provider of specialized equipment and services used in the construction and rehabilitation of gas and oil
transmission pipelines. The purchase agreement provides for future annual earn-out payments to the previous
owners based on CRC's meeting certain financial targets over the period ending March 31, 2002, and, under
certain circumstances, a change in control of LG&E Energy may accelerate the earnout. The acquisition
agreement capped the total of these payments at $34.3 million. The Company accounted for the acquisition
using the purchase method and recorded goodwill of approximately $42.1 million. Additional goodwill will be
recorded contingent upon future earn-out payments. Goodwill is being amortized over a period of twenty years.
See Note 2 of LG&E Energy's Notes to Financial Statements under Item 8.

GAS BAN ACQUISITION

In March 1999, the Company acquired an indirect 20% ownership interest in Gas BAN, a natural gas
distribution company that serves 1.1 million customers in the northern portion of the province of Buenos Aires,
Argentina. The purchase price totaled $74.3 million, including transaction costs, which has been reflected in
investments in unconsolidated ventures in the accompanying balance sheet. The Company accounted for the
acquisition using the purchase method, and records its share of earnings using the equity method. The purchase
price exceeded the underlying equity in Gas BAN by $13.0 million. The Company allocated this difference to
the assets and liabilities acquired based on their preliminary estimated fair values. See Note 2 of LG&E
Energy's Notes to Financial Statements under Item 8.

LEASE OF BIG RIVERS FACILITIES

In July 1998, the Company closed the transaction to lease the generating assets of Big Rivers. Under the 25-
year operating lease, WKE operates Big Rivers' coal-fired facilities, a combustion turbine and operates and
maintains the Station Two generating facility of Henderson. The combined generating capacity of these
facilities is approximately 1,700 Mw, net of the Henderson's capacity and energy needs from Station Two. In
related transactions, power is supplied to Big Rivers at contractual prices over the term of the lease to meet the
needs of three member distribution cooperatives and their retail customers, including major western Kentucky
aluminum smelters. Excess generating capacity is available to WKE to market throughout the region. In
connection with these transactions, WKE has undertaken to bear certain of the future capital requirements of
those generating assets, certain defined environmental compliance costs and other obligations. Big Rivers'
personnel at the plants became employees of WKE upon the completion of the transactions. See Note 5 of
LG&E Energy's Notes to Financial Statements under Item 8.

LOUISVILLE GAS AND ELECTRIC COMPANY
General

Incorporated on July 2, 1913, LG&E is a regulated public utility that supplies natural gas to approximately
295,000 customers and electricity to approximately 366,000 customers in Louisville and adjacent areas in



Kentucky. LG&E's service area covers approximately 700 square miles in 17 counties and has an estimated
population of one million. Included in this area is the Fort Knox Military Reservation, to which LG&E
transports gas and provides electric service, but which maintains its own distribution systems. LG&E also
provides gas service in limited additional areas. LG&E's coal-fired electric generating plants, which are all
equipped with systems to reduce sulfur dioxide emissions, produce most of LG&E's electricity. The remainder
is generated by a hydroelectric power plant and combustion turbines. Underground natural gas storage fields
help LG&E provide economical and reliable gas service to customers. See Item 2, Properties.

For the year ended December 31, 1999, 82% of total operating revenues was derived from electric operations and
18% from gas operations. Electric and gas operating revenues and the percentages by classes of service on a
combined basis for this period were as follows:

(Thousands of $)
Electric Gas Combined % Combined

Residential $215,019 $103,655 $318,674 44%
Commercial 176,692 38,627 215,319 30
Industrial 112,038 10,401 122,439 17
Public authorities 56,042 9,013 65,055 9

Total retail 559,791 161,696 721,487 100% i
Wholesale sales 221,336 8,118 229,454
Gas transported - net - 6,350 6,350
Provision for rate refunds (1,735) - (1,735)
Miscellaneous 11,278 1,415 12,693

Total $790,670 $177,579 $968,249

See Note 14 of LG&E's Notes to Financial Statements and Note 20 of LG&E Energy's Notes to Financial

Statements under Item 8 for financial information concerning segments of business for the three years ended %
December 31, 1999, |




Electric Operations

The sources of LG&E's electric operating revenues and the volumes of sales for the three years ended
December 31, 1999, were as follows:

1999 1998 1997
ELECTRIC OPERATING REVENUES
(Thousands of $):
Residential $215,019 $213,476 $205,137
Small commercial and industrial 79,261 76,304 72,769
Large commercial 97,431 94,650 90,131
Large industrial 112,038 113,372 110,652
Public authorities 56,042 55,075 53.412
Total retail 559,791 552,877 532,101
Wholesale sales 221,336 99,340 70,942
Provision for rate refunds (1,735) (4,500) -
Miscellaneous 11.278 10,794 11,489
Total $790.670 $658,511 $614,532
ELECTRIC SALES (Thousands of Mwh):
Residential 3,680 3,534 3,302
Small commercial and industrial 1,218 1,156 1,108
Large commercial 2,072 1,977 1,880
Large industrial 3,047 3,097 3,054
Public authorities 1,187 1,140 _1.105
Total retail 11,204 10,904 10,449
Wholesale sales 8,428 4.970 3.800
Total 19,632 15,874 14,249

LG&E uses efficient coal-fired boilers, fully equipped with sulfur dioxide removal systems, to generate most of its
electricity. LG&E's system wide emission weighted-average rate for sulfur dioxide in 1999 was approximately .9
Ibs./Mmbtu of heat input, which is significantly below the Year 2000 Phase II limit of 1.2 Ibs./Mmbtu established
by the Act.

The 1999 maximum local peak load of 2,612 Mw occurred on Friday, July 30, 1999, when the temperature at the
time was 106 degrees F. Prior to 1999, the record local peak load was 2,427 Mw (set on August 25, 1998).

The electric utility business is affected by seasonal weather patterns. As a result, operating revenues (and
associated operating expenses) are not generated evenly throughout the year. See LG&E's Results of Operations
under Item 7.

LG&E's current reserve margin is 12%. At December 31, 1999, LG&E owned steam and combustion turbine
generating facilities with a capacity of 2,637 Mw and an 80 Mw hydroelectric facility on the Ohio River. See Item
2, Properties.

LG&E is a participating owner with 14 other electric utilities of Ohio Valley Electric Corporation whose primary
customer is the Portsmouth Area uranium-enrichment complex of the U.S. Department of Energy at Piketon, Ohio.
LG&E has direct interconnections with 11 utility companies in the area and has agreements with each intercon-
nected utility for the purchase and sale of capacity and energy. LG&E also has agreements with an increasing
number of entities throughout the United States for the purchase and/or sale of capacity and energy and for the
utilization of their bulk transmission system.



Gas Operations

The sources of LG&E's gas operating revenues and the volumes of sales for the three years ended December 31,
1999, were as follows: ;

1999 1998 1997
GAS OPERATING REVENUES
(Thousands of $):
Residential $103,655 $113,430 $139,967
Commercial 38,627 40,888 52,440
Industrial 10,401 11,969 17,892
Public authorities 9.013 8.884 12.052
Total retail 161,696 175,171 222,351
Wholesale sales 8,118 8,720 -
Gas transported - net 6,350 6,926 6,997
Miscellaneous 1.415 728 1,663
Total $177,579 $191,545 $231,011
GAS SALES (Millions of cu. ft.):
Residential 21,565 20,040 24,038
Commercial 9,033 8,448 10,212
Industrial 2,781 2,860 3,948
Public authorities 2,228 1,967 2.467
Total retail 35,607 33,315 40,665
Wholesale sales 3,881 3,880 -
Gas transported 14,014 13.027 _13.452
Total 33,502 20,222 24,117

The gas utility business is affected by seasonal weather patterns. As a result, operating revenues (and associated
operating expenses) are not generated evenly throughout the year. See LG&E's Results of Operations under Item 7.

LG&E has underground natural gas storage fields that help provide economical and reliable gas service to ultimate
consumers. By using gas storage fields strategically, LG&E can buy gas when prices are low, store it, and retrieve
the gas when demand is high. Currently, LG&E buys competitively priced gas from several large producers under
contracts of varying duration. By purchasing from multiple suppliers and storing any excess gas, LG&E is able to

secure favorably priced gas for its customers. Without storage capacity, LG&E would be forced to buy additional

gas when customer demand increases, which is usually when the price is highest.

A number of industrial customers purchase their natural gas requirements directly from alternate suppliers for
lelivery through LG&E's distribution system. Generally, transportation of natural gas for LG&E's customers does
10t have an adverse effect on earnings because of the offsetting decrease in gas supply expenses. Transportation
-ates are designed to make LG&E economically indifferent as to whether gas is sold or merely transported.

['he all-time maximum day gas sendout of 545,000 Mcf occurred on Sunday, January 20, 1985, when the average
emperature for the day was -11 degrees F. During 1999, the maximum day gas sendout was 511,000 Mcf,
rccurring on January 4, when the average temperature for the day was 10 degrees F. Supply on that day consisted
f 230,000 Mcf from purchases, 222,000 Mcf delivered from underground storage, and 59,000 Mcf transported for
ndustrial customers. For a further discussion, see Gas Supply under Item 1.




Rates and Regulation

The Kentucky Commission has regulatory jurisdiction over the rates and service of LG&E and over the issuance of
certain of its securities. The Kentucky Commission has the ability to examine the rates LG&E charges its retail
customers at any time. LG&E is a "public utility" as defined in the FPA, and is subject to the jurisdiction of the
Department of Energy and the FERC with respect to the matters covered in such Act, including the sale of electric
energy at wholesale in interstate commerce. In addition, the FERC has sole jurisdiction over the issuance by
LG&E of short-term securities.

For a discussion of current regulatory matters, see Rates and Regulation for LG&E and LG&E Energy Corp. under
Item 7 and Note 3 of LG&E's Notes to Financial Statements and Note 6 of LG&E Energy's Notes to Financial
Statements under Item 8.

LG&E's electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric generation are
reflected in the rates charged to all electric customers. The Kentucky Commission requires public hearings at six-
month intervals to examine past fuel adjustments, and at two-year intervals to review past operations of the fuel
clause and transfer of the then current fuel adjustment charge or credit to the base charges. The Kentucky
Commission also requires that electric utilities, including LG&E, file certain documents relating to fuel procure-
ment and the purchase of power and energy from other utilities.

LG&E's gas rates contain 2 GSC, whereby increases or decreases in the cost of gas supply are reflected in LG&E's
rates, subject to approval of the Kentucky Commission. The GSC procedure prescribed by order of the Kentucky
Commission provides for quarterly rate adjustments to reflect the expected cost of gas supply in that quarter. In
addition, the GSC contains a mechanism whereby any over- or under-recoveries of gas supply cost from prior
quarters will be refunded to or recovered from customers through the adjustment factor determined for subsequent
quarters.

Integrated resource planning regulations in Kentucky require LG&E and the other major utilities to make
triennial filings with the Kentucky Commission of various historical and forecasted information relating to
forecasted load, capacity margins and demand-side management techniques.

Pursuant to Kentucky law, the Kentucky Commission has established the boundaries of the service territory or
area of each retail electric supplier in Kentucky (including LG&E), other than municipal corporations, within
which each such supplier has the exclusive right to render retail electric service.

Construction Program and Financing

LG&E's construction program is designed to ensure that there will be adequate capacity and reliability to meet the
electric and gas needs of its service area. These needs are continually being reassessed and appropriate revisions
are made, when necessary, in construction schedules. LG&E's estimates of its construction expenditures can vary
substantially due to numerous items beyond LG&E's control, such as changes in rates, economic conditions,
construction costs, and new environmental or other governmental laws and regulations.

During the five years ended December 31, 1999, gross property additions amounted to $645 million. Internally
generated funds and external financings for the five-year period were sufficient to provide for all of these gross
additions. The gross additions during this period amounted to approximately 21% of total utility plant at December
31, 1999, and consisted of $493 million for electric properties and $152 million for gas properties. Gross
retirements during the same period were $116 million, consisting of $88 million for electric properties and $28
million for gas properties.



Coal Supply

Over 90% of LG&E's present electric generating capacity is coal-fired, the remainder being made up of a
hydroelectric plant and combustion turbine peaking units fueled by natural gas and oil. Coal will be the
predominant fuel used by LG&E in the foreseeable future, with natural gas and oil being used for peaking capacity
and flame stabilization in coal-fired boilers or in emergencies. LG&E has no nuclear generating units and has no
plans to build any in the foreseeable future. LG&E has entered into coal supply agreements with various suppliers
for coal deliveries for 1999 and beyond. LG&E normally augments its coal supply agreements with spot market
purchases which, during 1999, were about 5% of total purchases. LG&E has a coal inventory policy which it
believes provides adequate protection under most contingencies. LG&E had on hand at December 31, 1999, a coal
inventory of approximately 816,000 tons, or a 43-day supply.

LG&E expects, for the foreseeable future, to continue purchasing most of its coal, which has a sulfur content in the
2%-4.5% range, from western Kentucky, southwest Indiana, West Virginia and Ohio. The abundant supply of this
relatively low priced coal, combined with present and future desulfurization technologies, is expected to enable

LG&E to continue to provide adequate electric service in a manner acceptable under existing environmental laws
and regulations.

Coal is delivered for LG&E's Mill Creek plant by rail and barge; Trimble County plant by barge and Cane Run
plant by rail.

The average delivered cost of coal purchased by LG&E, per ton and per Mmbtu, for the periods shown were as
follows:

1999 1998 1997
Per ton $21.49 $22.38 $21.66
Per Mmbtu 95 .98 94

[he delivered cost of coal is expected to decrease during 2000.

3as Supply

.G&E purchases transportation services from Texas Gas and Tennessee. LG&E purchases natural gas supplies
rom multiple sources under contracts for varying periods of time.

)uring 2000, Texas Gas filed with FERC for a change in its rates as required under the settlement in its last rate
ase. LG&E plans to participate in that and other proceedings, as appropriate. The requested increase, the
zsolution of that case, and the timing and amounts of refunds, if any, are not known at this time.

G&E transports on the Texas Gas system under NNS and FT rates. During the winter months, LG&E has
84,900 Mmbtu per day in NNS. LG&E's summer NNS levels are 60,000 Mmbtu per day and its summer FT
wels are 54,000 Mmbtu per day. Each of these NNS and FT agreements with Texas Gas expire in equal portions
12001, 2003, and 2005. LG&E also transports on the Tennessee system under Tennessee's Rate FT-A. LG&E's

ntract levels with Tennessee are 51,000 Mmbtu per day annually. The FT-A agreement with Tennessee expires
02.

G&E also has a portfolio of supply arrangements with various suppliers in order to meet its firm sales obligations.
hese gas supply arrangements include pricing provisions that are market-responsive. These firm supplies, in
ndem with pipeline transportation services, provide the reliability and flexibility necessary to serve LG&E's




customers.

LG&E operates five underground gas storage fields with a current working gas capacity of 14.6 million Mcf. Gas
is purchased and injected into storage during the summer season and is then withdrawn to supplement pipeline
supplies to meet the gas-system load requirements during the winter heating season.

The estimated maximum deliverability from storage during the early part of the 1999-2000 heating season was
approximately 373,000 Mcf per day. Deliverability decreases during the latter portion of the heating season as the
storage inventory is reduced by seasonal withdrawals.

The average cost per Mcf of natural gas purchased by LG&E was $2.99 in 1999, $3.05 in 1998 and $3.46 in
1997.

Environmental Matters

Protection of the environment is a major priority for LG&E. LG&E engages in a variety of activities within the
jurisdiction of federal, state, and local regulatory agencies. Those agencies have issued LG&E permits for various
activities subject to air quality, water quality, and waste management laws and regulations. For the five-year period
ending with 1999, expenditures for pollution control facilities represented $124 million or 19% of total construction
expenditures. For a discussion of environmental matters, see Rates and Regulation for LG&E and LG&E Energy
Corp. under Item 7 and Note 12 of LG&E's Notes to Financial Statements and Note 18 of LG&E Energy's Notes to
Financial Statements under Item 8.

Competition

In the last several years, LG&E has taken many steps to prepare for the expected increase in competition in its
industry, including a reduction in the number of employees; aggressive cost cutting; write-offs of previously
deferred expenses; an increase in focus on commercial, industrial and residential customers; an increase in
employee involvement and training; a major realignment and formation of new business units, and continuous
modifications of its organizational structure. LG&E could take additional steps to better position itself for
competition in the future.

KENTUCKY UTILITIES COMPANY
General

KU was incorporated in Kentucky in 1912 and incorporated in Virginia in 1991. KU is a public utility engaged
in producing, transmitting and selling electric energy. KU provides electric service to about 458,000 customers
in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and
western Kentucky, and to about 29,000 customers in 5 counties in southwestern Virginia. In Virginia, KU
operates under the name Old Dominion Power Company. KU operates under appropriate franchises in
substantially all of the 160 Kentucky incorporated municipalities served. No franchises are required in
unincorporated Kentucky or Virginia communities. The lack of franchises is not expected to have a material
adverse effect on KU's operations. KU also sells wholesale electric energy to 12 municipalities.



Electric Operations

The sources of KU's electric operating revenues and the volumes of sales for the three years ended December
31, 1999, were as follows:

1999 1998 1997
ELECTRIC OPERATING REVENUES
(Thousands of $):
Residential $242,304 $238,566 $231,824
Commercial 160,895 158,340 150,794
Industrial 154,460 154,475 146,801
Mine Power 28,792 31,620 34,541
Public authorities 58.500 58.740 56,243
Total - ultimate consumers 644,951 641,741 620,203
Wholesale sales 286,595 179,118 87,330
Provision for rate refunds (5,900) (21,500) -
Miscellaneous 11.664 10,755 8.904
Total $937.310 $810.114 $716,437
ELECTRIC SALES (Thousands of Mwh):
Residential 5,447 5,247 5,061
Commercial 3,760 3,644 3,422
Industrial 4911 4,747 4,464
Mine Power 752 838 926
Public authorities 1.437 1,424 1,355
Total - ultimate consumers 16,307 15,900 15,228
Wholesale sales 10,188 1224 3.397
Total 26,495 23,124 18,625

The electric utility business is affected by seasonal weather patterns. As a result, operating revenues (and

associated operating expenses) are not generated evenly throughout the year. See KU's Results of Operations
under Item 7.

At December 31, 1999, KU owned steam and combustion turbine generating facilities with a capacity of 3,898
Mw and a 24 Mw hydroelectric facility. See Item 2, Properties. KU obtains power from other utilities under
bulk power purchase and interchange contracts. At December 31, 1999, KU's system capability, including
purchases from others, was 4,229 Mw. On July 30, 1999, a record local peak load, on a one-hour integrated
basis, was set at 3,764 Mw.

Under a contract expiring in 2020 with OMU, KU has agreed to purchase from OMU the surplus output of the
150-Mw and 250-Mw generating units at OMU's Elmer Smith station. Purchases under the contract are made
under a contractual formula which has resulted in costs which were and are expected to be comparable to the
cost of other power purchased or generated by KU. Such power constituted about 7% of KU's net system
sutput during 1999. See Note 11 of KU's Notes to Financial Statements and Note 18 of LG&E Energy's Notes
:0 Financial Statements under Item 8.

KU owns 20% of the common stock of EEI, which owns and operates a 1,000-Mw generating station in
southern Illinois. KU's entitlement is 20% of the available capacity of the station. Purchases from EEI are
nade under a contractual formula which has resulted in costs which were and are expected to be comparable to
he cost of other power purchased or generated by KU. Such power constituted about 6% of KU's net system
utput in 1999. See Note 11 of KU's Notes to Financial Statements and Note 18 of LG&E Energy's Notes to
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Financial Statements under Item 8.
Rates and Regulation

The Kentucky Commission and the Virginia Commission have regulatory jurisdiction over KU's retail rates and
service, and over the issuance of certain of its securities. FERC has jurisdiction under the FPA over certain of
the electric utility facilities and operations, wholesale sale of power and related transactions and accounting
practices of KU, and in certain other respects as provided in the FPA. FERC has classified KU as a "public
utility" as defined in the FPA. By reason of owning and operating a small amount of electric utility property in
one county in Tennessee (having a gross book value of about $225,000) from which KU serves five customers,
KU is subject to the jurisdiction of the TRA. In addition, the FERC has sole jurisdiction over the issuance by
KU of short-term securities. '

For a discussion of current regulatory matters, see Rates and Regulation for KU and LG&E Energy Corp. under
Item 7 and under Note 3 of KU's Notes to the Financial Statements and Note 6 of LG&E Energy's Notes to
Financial Statements under [tem 8.

KU's electric rates contain a FAC, whereby increases and decreases in the cost of fuel for eleciric generation are
reflected in the rates charged to all electric customers. The Kentucky Commission requires public hearings at six-
month intervals to examine past fuel adjustments, and at two-year intervals to review past operations of the fuel
clause and transfer of the then current fuel adjustment charge or credit to the base charges. The Kentucky
Commission also requires that electric utilities, including KU, file certain documents relating to fuel procurement
and the purchase of power and energy from other utilities. The FAC mechanism for Virginia customers uses an
average fuel cost factor based primarily on projected fuel costs. The fuel cost factor may be adjusted annually
for over- or under collections of fuel costs from the previous year.

Integrated resource planning regulations in Kentucky require KU and the other major utilities to make triennial
filings with the Kentucky Commission of various historical and forecasted information relating to forecasted
load, capacity margins and demand-side management techniques.

Pursuant to Kentucky law, the Kentucky Commission has established the boundaries of the service territory or
area of each retail electric supplier in Kentucky (including KU), other than municipal corporations, within
which each such supplier has the exclusive right to render retail electric service.

The Virginia Commission requires each Virginia utility to make annual filings of either a base rate change or an
Annual Informational Filing consisting of a set of standard financial schedules. These filings are subject to
review by the Staff. The Staff issues a Staff Report, which includes any findings or recommendations to the
Virginia Commission relating to the individual utility's financial performance during the historic 12-month
period, including previously accepted adjustments. The Staff Report can lead to an adjustment in rates.

As a result of its ownership in EEIL, KU is considered a holding company under the Holding Company Act. KU
however is presently exempt from all the provisions of the Holding Company Act, except Section 9(a)(2)
thereof (which relates to the acquisition of securities of public utility companies), by virtue of the exemption
granted by an order of the SEC.

Construction Program and Financing
KU's construction program is designed to ensure that there will be adequate capacity and reliability to meet the

electric needs of its service area. These needs are continually being reassessed and appropriate revisions are made,
when necessary, in construction schedules. KU's estimates of its construction expenditures can vary substantially
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due to numerous items beyond KU's control, such as changes in rates, economic conditions, construction costs, and
new environmental or other governmental laws and regulations.

During the five years ended December 31, 1999, construction expenditures aggregated about $596 million,
which included five combustion turbine peaking units. Three 126-Mw units were placed into commercial

operation in 1995 and 1996. Two 164-Mw units, which are jointly owned with LG&E, were put into
commercial operation in August 1999.

Coal Supply

Coal-fired generating units provided more than 98% of KU's net kilowatt-hour generation for 1999. The
remainder of KU's net generation for 1999 was provided by oil and/or natural gas burning units and hydroelec-

tric plants. The average delivered cost of coal purchased per Mmbtu and the percentage of spot coal purchases
for the periods indicated were as follows:

1999 1998 1997
Per ton $26.65 $26.97 $27.97
Per Mmbtu - all sources $1.11 $1.12 $1.15
Per Mmbtu - spot purchases only $1.11 $1.10 $1.12
Spot purchases as % of all sources 53% 42% 34%

The price of coal is expected to decrease slightly during 2000,

{U maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal-
ired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors,
ncluding fluctuations in demand, coal mine labor issues and other supplier or transporter operating difficulties.

{U believes there are adequate reserves available to supply its existing base-load generating units with the
juantity and quality of coal required for those units throughout their useful lives. KU intends to meet a portion
f its coal requirements with three-year or shorter contracts. As part of this strategy, KU will continue to
egotiate replacement contracts as contracts expire. KU does not anticipate any problems negotiating new
ontracts for future coal needs. The balance of coal requirements will be met through spot purchases. KU had
n hand at December 31, 1999, a coal inventory of approximately 1,063,000 tons, or a 48 day supply.

U expects, for the foreseeable future, to continue purchasing most of its coal, which has a sulfur content in the
"% - 3.5% range, from western and eastern Kentucky, West Virginia, southwest Indiana and Pennsylvania.

oal for Ghent is delivered by barge. Deliveries to the Tyrone, Green River and Pineville locations are by
uck. Delivery to E.W. Brown is by rail.

U has no long-term contracts in place for the purchase of natural gas for its combustion turbine peaking units.
U has met its gas requirements through spot purchases and does not anticipate encountering any significant
oblems acquiring an adequate supply of fuel necessary to operate its peaking units.

wvironmental Matters

otection of the environment is a major priority for KU. KU engages in a variety of activities within the
risdiction of federal, state, and local regulatory agencies. Those agencies have issued KU permits for various
tivities subject to air quality, water quality, and waste management laws and regulations. For the five year
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period ending with 1999, expenditures for pollution control facilities represented $42 million or 7% of total
construction expenditures. See Note 11 of KU's Notes to Financial Statements and Note 18 of LG&E Energy's
Notes to Financial Statements under Item 8.

Competition

KU has taken many steps to prepare for the expected increase in competition in its industry, including a reduction
in the number of employees; aggressive cost cutting; an increase in focus on not only commercial and industrial
customers, but residential customers as well; an increase in employee involvement and training; and continuous
modifications of its organizational structure. KU could take additional steps like these to better position itself for
competition in the future.

LG&E CAPITAL CORP. AND OTHER

Capital Corp., the holding company for all the Company's non-utility investments other than trading operations,
was formed on September 5, 1997, when the Company merged two of its former direct subsidiaries, Energy
Systems and Gas Systems, and renamed the company LG&E Capital Corp. On July 24, 1998, KU Capital, a
former subsidiary of KU Energy, was merged into Capital Corp., with the latter as the survivor corporation.

As previously discussed in item 1 under Discontinuance of Merchant Energy Trading and Sales Business,
effective June 30, 1998, the Company decided to discontinue its merchant energy trading and sales business,
and it decided to sell its natural gas gathering and processing business. Effective June 30, 1999, the Company
decided to retain the natural gas gathering and processing business. For a more detailed discussion of the
discontinuance of the Company's merchant energy trading and sales business, and the decision to retain the
natural gas gathering and processing business, see Discontinued Operations under this Item, and Notes 3, 4 and
18 of LG&E Energy's Notes to Financial Statements under [tem 8.

Capital Corp. conducts its operations through three principal business segments: Power Operations, Western
Kentucky Energy and Argentine Gas Distribution. Capital Corp. is also engaged in other non-utility activities
including: providing specialized equipment and services used in construction and rehabilitation of gas and oil
transmission pipelines; the gathering, processing, storing and transportation of natural gas; commercial and
retail initiatives designed to assess the energy and utility needs of large commercial and industrial entities;
providing maintenance and repair services for customers' major household appliances; and, the asset optimiza-
tion of the Company's generation assets. See Notes 2, 5,9, 10, 18 and 20 of LG&E Energy's Notes to Financial
Statements under Item 8. LEM conducts asset-based energy marketing on behalf of the Company's utility and
non-utility operations.

POWER OPERATIONS
General

Capital Corp.'s Power Operations develop, operate, maintain and own domestic and international power
generation facilities that sell electric and steam energy to utility and industrial customers. Power Operations
currently has domestic ownership interests in projects capable of generating nearly 600 Mw of electric power in
North Carolina, Virginia, California, Minnesota, Texas and Washington, and international ownership interest in
a windpower generating facility in Tarifa, Spain, and ownership interests in three combustion turbines.
Ownership interests in each of these projects and the revenues from the sale of electricity and steam are pledged
as security to the lenders which provided the financing. See Item 2, Properties, for a listing of the Power
Operations' projects.
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In March 1999, LG&E Westmoreland - Rensselaer, in which Power Operations owned a 50% interest, sold the

assets of the Rensselaer cogeneration facility. This transaction resulted in an after-tax gain for Power
Operations of approximately $8.9 million.

In June 1998, Power Operations entered into a partnership with Columbia Electric Corporation for the
development of a natural gas-fired cogeneration project in Gregory, Texas, providing electricity and steam
equivalent of 550 Mw. Construction commenced in August 1998 and non-recourse financing for a majority of
the construction and other costs was obtained in November 1998. The project will sell steam and a portion of
its electric output to Reynolds Metals Company. A medium-term fixed-price contract has also been entered into
with a third party for a portion of the remaining electric output. The project is expected to begin commercial

operation in the summer of 2000. The Company's equity contribution is expected to be approximately $30 to
$35 million in connection with its 50% interest in the project.

In February 1998, Power Operations sold its interest in a 114-Mw natural gas-fired power plant in North Central
Argentina. The transaction resulted in a $2.8 million pre-tax loss.

Fuel Supply

Power Operations operates five coal fired and three wind plants. See Item 2, Properties. Coal supply needed by

Power Operations is generally purchased under long-term contracts expiring at various times from 2008 through
2014. Each contract has two five-year renewal options. All coal is delivered by rail.

Customer Base

Each project has long-term power purchase agreements with a single power purchaser, except one of the
Tenaska Limited Partnerships which has two. The power purchasers are VEPCO for Southampton, Altavista,
and Hopewell in Virginia and ROVA I and ROVA II in North Carolina; Southern California Edison Co. for
WPP 93 in California; Northern States Power Company for WPP 93 in Minnesota; Lower Colorado River
Authority for WPP 94, Brazos Electric Power Cooperative for TLP, Texas Utilities Electric Company for TLP
and Campbell Soup for TLP in Texas; Puget Sound Power & Light for TLP in Washington; and Compania
Sevillana de Electricidad for Tarifa in Spain. WPP 94 also sells excess power to Texas Utilities. See Item 2,
Properties, for a listing of Power Operations projects.

n August 1999, four combustion turbines previously leased to Portland General Electric Company in Oregon

vere sold to that company at a pre-tax gain of $.8 million. Capital Corp. owned 100% of two of these turbines
ind 49% ownership interest in the others.

n October, 1999, one combustion turbine previously leased to Puget Sound Power & Light Company in

Vashington was sold to that company at a pre-tax gain of $2.3 million. Capital Corp. held a 49% ownership
nterest in this turbine.

‘hroughout 1999, three combustion turbines were leased to AP&L. Capital Corp. holds a 49% interest in these
arbines through the CEC-APL, L.P. partnership. Upon expiration of the AP&L leveraged lease, the $9 million
ssidual value of the turbines was reclassified to Investment in Unconsolidated Affiliates. See Note 9 of LG&E
nergy's Notes to Financial Statements under Item 8. In February 2000, Power Operations entered into an
greement to sell its interest to its co-partner in the project.

egulatory Environment

xcept for its investments in wind power and ROVA 1, each of Power Operations' projects in the United States
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is a QF under PURPA. See Item 3 and Note 18 of LG&E Energy's Notes to Financial Statements under Item 8
for a discussion of certain issues regarding past operations at certain of these facilities. Certain partnerships, in
which companies in the Power Operations business segment have ownership interests, are operating wind
power facilities which are qualifying small power production facilities under PURPA. In addition, Power
Operations has obtained EWG status for the entities which own the ROVA I and ROVA 1I projects in North
Carolina and the Southampton, Altavista and Hopewell projects in Virginia.

Generally, QF status exempts projects from the application of the Holding Company Act, many provisions of
the FPA, and state laws and regulations respecting rates and financial or organization regulation of electric
utilities. EWGs also are exempt from application of the Holding Company Act and many provisions of the
FPA, but once such an entity files its electric generation rates with FERC, it becomes a jurisdictional public
utility under the FPA. As a "public utility," an EWG's rates and some of its corporate activities are subject to
FERC regulation. EWGs also are subject to non-rate regulation under state laws governing electric utilities.
While QF or EWG status entitles Power Operations' projects to certain regulatory exceptions and benefits under
PURPA and the Holding Company Act, each project must still comply with other federal, state and local laws,
including those regarding siting, construction, operation, licensing and pollution abatement.

The foreign power generation facility in which Power Operations has an ownership interest has obtained FUCO
status under the Holding Company Act. Generally, FUCO status exempts this facility from application of the
Holding Company Act.

Commitments and Contingencies

Power Operations is party to various legal proceedings relating to its joint ventures. See Note 18 of LG&E
Energy's Notes to Financial Statements under Item 8 for discussion regarding these legal proceedings.

WESTERN KENTUCKY ENERGY
General

In July 1998 the Company closed the transaction to lease the generating assets of Big Rivers. Under the 25-year
operating lease, WKE operates the operating assets of Big Rivers' coal-fired facilities, a combustion turbine and
operates and maintains the Station Two generating facility of Henderson. The combined generating capacity of
these facilities is approximately 1,700 Mw, net of Henderson's capacity and energy needs from Station Two.
Under the terms of the lease agreement, WKE prepaid $55.9 million for its first two years of lease payments
and will pay $31.0 million for each of the remaining 23 years. In addition, WKE purchased Big Rivers'
inventory, personal property and emission allowances, and made a one-time payment to Big Rivers of $12.1
million.

In related transactions, power is supplied to Big Rivers at contractual prices over the term of the lease to meet
the needs of three member distribution cooperatives and their retail customers, including major western
Kentucky aluminum smelters. The excess generating capacity is available to WKE to market throughout the
region.

Also, as part of the transaction, in July 1998, WKE began advancing Big Rivers $50.0 million over a 24-month
period to help it emerge from bankruptcy. The note will be repaid over a three-year period, beginning August
2000, with interest at 7.165%.

WKE's business is affected by seasonal weather patterns. As a result, operating revenues (and associated
expenses) are not generated evenly throughout the year.
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WKE is considering a merger of its three legal entities, Western Kentucky Energy Corp., WKE Station Two
Inc. and WKE Corp. to consolidate these entities into the surviving entity of Western Kentucky Energy Corp.
Should WKE complete the merger of these entities, WKE anticipates decertifying as an EWG.

Construction Program and Financing

In connection with these transactions, WKE has undertaken to bear certain of the future capital requirements of
these generating assets. WKE's estimates of its construction expenditures can vary substantially due to
numerous items beyond WKE's control, such as economic conditions, construction costs, and new environ-
mental or other governmental laws and regulations. In 1999, gross property additions were $12.2 million.
During 1998 gross property additions amounted to $11.8 million excluding personal property acquired from Big

Rivers. Internally generated funds and intercompany financing from Capital Corp. provided 100% of the
construction expenditures.

Coal Supply

Coal-fired generating units provided 90% of the electric generating capacity controlled by WKE, the remainder
being made up of a combustion turbine peaking unit fueled by fuel oil. Coal is the predominant fuel used by
WKE, with fuel oil being used for peaking capacity. WKE has entered into various multi-year coal supply
agreements with suppliers for coal deliveries for 2000 and beyond. WKE normally augments its coal supply
agreements with spot market purchases. At December 31, 1999, WKE had on hand coal inventory of
approximately 1.5 million tons or a 75-day supply.

WKE expects, for the foreseeable future, to continue purchasing most of its coal, which has a sulfur content in
the 2%-4.5% range, from western Kentucky and southwest Indiana. The abundant supply of this relatively low
priced coal, combined with present and future desulfurization technologies, is expected to enable WKE to
continue to provide adequate electric service in a manner acceptable under existing environmental laws and
regulations.

Coal for WKE's operations are delivered by barge and truck.

The average delivered cost per ton of coal purchased by WKE for 1999 and 1998 respectively was $20.86 and
$20.85.

Environmental Matters

WKE engages in a variety of activities within the jurisdiction of federal, state and local regulatory agencies.
T'hose agencies have issued WKE permits for various activities subject to air quality, water quality and waste
nanagement laws and regulations. During 1999 and 1998, expenditures for pollution control facilities
epresented approximately $1.4 million and $.5 million of WKE's construction expenditures, respectively. See
Note 18 of LG&E Energy's Notes to Financial Statements under Item 8 for a discussion of specific environ-
nental proceedings.

ARGENTINE GAS DISTRIBUTION

jeneral

n February 1997, the Company acquired interests in two Argentine natural gas distribution companies. Capital |
‘orp., through a subsidiary, purchased a controlling interest in Centro and a minority interest in Cuyana.
“entro and Cuyana together serve approximately 732,000 customers in six provinces in Argentina. The
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investment in these companies totaled approximately $140 million. Each of these companies has obtained
FUCO status under the Holding Company Act. Generally, FUCO status exempts these facilities from
application of the Holding Company Act.

In April 1999, the Company acquired an interest in another Argentine natural gas distribution company. Capital
Corp., through a subsidiary, purchased a minority interest in Gas BAN, the second largest gas distribution
company in Argentina. Gas BAN serves approximately 1,188,000 customers in thirty counties in the northern
region of Buenos Aires. The Company's investments in Gas BAN totaled $85.4 million through December 31,
1999.

Gas Operations

Centro's and Cuyana's primary source of gas supply is YPF, S.A., and its primary source of gas transmission is
TGN, S.A. Centro and Cuyana have no underground storage facilities. Gas BAN's primary source of gas
supply is YPF, S.A., and its primary sources of gas transmission are TGS, S.A. and TGN, S.A. Gas BAN has a
shaving plant to cover peaking demand.

The Argentine federal regulator of gas transmission and distribution, Energas, has granted Centro, Cuyana and
GasBAN 35-year concessions to provide gas distribution services in their service territories. The concessions
end in 2028 and each concession contains a 10-year renewal option.

Centro derives approximately 12% of its revenues from electric power plants located in its service territory.
Some of these power plants are state-owned. Centro sells gas to these plants under contracts ranging from two
to 15 years.

Construction Program and Financing

Capital investments for Centro since 1992 have totaled approximately $284 million. Centro's capital
expenditures for 1999 totaled $17 million and were financed through borrowing and internal sources. Centro
will spend approximately $4.5 million in 2000 to expand and maintain its gas distribution network, and it will
finance the expenditures through borrowings and internal sources.

CAPITAL CORP. OTHER
Gas Operations

As previously discussed in item 1 under Discontinuance of Merchant Energy Trading and Sales Business,
effective June 30, 1998, the Company decided to discontinue its merchant energy trading and sales business,
and it decided to sell its natural gas gathering and processing business. Effective June 30, 1999, the Company
decided to retain the natural gas gathering and processing business. For a more detailed discussion of the
discontinuance of the Company's merchant energy trading and sales business, and the decision to retain the
natural gas gathering and processing business, see Discontinued Operations under this Item, and Notes 3, 4 and
18 of LG&E Energy's Notes to Financial Statements under Item 8.

Capital Corp.'s Gas Operations, conducted through various subsidiaries, include: gathering and processing
operations consisting of 1,200 miles of pipeline concentrated in southeastern New Mexico and the Permian
Basin of west Texas; and a 6.0 Bef working gas storage facility connected to the Llano pipeline. For a more
detailed explanation of these assets see Item 2, Properties.

The Llano pipeline has a design capacity of approximately 180,000 Mcf of gas per day and is capable of
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delivering gas to three different interstate pipelines. Capital Corp., through its various subsidiaries, purchases
gas from over 50 producers connected to the Llano pipeline and sells the gas directly to end-user customers or
delivers the gas into one of the interstate pipelines for sale. Also, through its various subsidiaries, Capital Corp.
transports natural gas through the Llano pipeline for third parties and is paid a transportation fee for such /

|
services. An average of approximately 100,000 Mcf of natural gas per day moved through the Llano pipeline in
1999.

The 11 gathering systems owned (seven 100%, one leased and ownership interests ranging from 11% to 50% in
three others) and operated during 1999 gathered approximately 216,500 Mcf of natural gas per day. During
1999, Capital Corp. divested itself of its three partially owned gathering systems.

Connected to the Llano pipeline are two operating natural gas processing facilities capable of processing
approximately 75,000 Mmbtu of natural gas per day. These facilities extract natural gas liquids, including
propane, ethane, butanes and natural gasoline, from the natural gas stream, at which point the mixed stream of

liquids is sold. Approximately 215,000 net gallons per day of natural gas liquids were extracted and sold from
these facilities in 1999.

Also connected to the Llano pipeline is a natural gas storage facility. As noted above, this facility has current
working capacity of approximately 6.0 Bef. Capital Corp., through a subsidiary, offers this storage capacity to

third parties on a fee basis. As of December 31, 1999, storage capacity of approximately 3.0 Bef was leased to
other parties.

The production, transportation and certain sales of natural gas are subject to federal, state or local regulations
which have a significant impact upon Capital Corp.'s energy products and services businesses. Regulation at
the federal level of domestically produced or transported natural gas is administered primarily by the FERC
sursuant to the NGA and the NGPA. Maximum selling prices of certain categories of gas, whether sold in
nterstate or intrastate commerce, previously were regulated pursuant to NGPA. The NGPA established various
sategories of gas and provided for graduated deregulation of price controls of several categories of gas and the
leregulation of sales of certain categories of gas. All price deregulation contemplated under the NGPA has
iready taken place. Subsequently, the Natural Gas Wellhead Decontrol Act of 1989 terminated all NGA and
VGPA regulation of "first sales" of domestic natural gas on January 1, 1993. The sale for resale of certain
\atural gas in interstate commerce is regulated, in part, pursuant to the NGA, which requires certificate and
bandonment authority to initiate and terminate such sales. In addition, natural gas marketed by a Capital Corp.
ubsidiary is usually transported by interstate pipeline companies that are subject to the jurisdiction of the

'ERC. Similarly, some of the transportation and storage services provided by Llano are subject to FERC
sgulation under section 311 of the NGPA. These services are frequently sold to gas distribution companies

1at contract with interstate pipeline companies for transportation from the Llano facility to their respective
arvice areas. Section 311 permits intrastate pipelines under certain circumstances to sell gas to, transport gas
o, or have gas transported by, interstate pipeline companies, and assign contract rights to purchase surplus gas
'om producers to interstate pipeline companies without being regulated as interstate pipelines under the NGA.

apital Corp., through a subsidiary, submitted a rate case for transportation and storage rates to the FERC in
998 which was approved without intervention.

RC - Evans

RC provides specialized equipment and services used in the construction and rehabilitation of gas and oil
msmission pipelines. CRC sells and rents automatic pipeline welding systems, pipe bending equipment, line-
» clamps, pipe coating plants, coating and cleaning equipment, pipeline rehabilitation equipment and lay barge '
pe handling equipment. CRC also provides specialized services including joint coating, cement weighting,
duction and resistance heating and automatic welding systems training and supervision.
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CRC sells its products and services through its salespeople and independent international sales representatives
and distributors covering 70 countries. The company's sales offices are located in Houston, Texas; Tulsa,
Oklahoma; Toms River, New Jersey; Hoevelaken, Netherlands; Edmonton, Alberta; Burnley, England and
Didcot, England.

DISCONTINUED OPERATIONS
General

As previously discussed in item 1 under Discontinuance of Merchant Energy Trading and Sales Business,
effective June 30, 1998, the Company decided to discontinue its merchant energy trading and sales business,
and it decided to sell its natural gas gathering and processing business. Effective June 30, 1999, the Company
decided to retain the natural gas gathering and processing business. For a more detailed discussion of the
discontinuance of the Company's merchant energy trading and sales business, and the decision to retain the
natural gas gathering and processing business, see Discontinued Operations under this Item, and Notes 3, 4 and
18 of LG&E Energy's Notes to Financial Statements under Item 8. In December 1999, LEM, the entity
primarily conducting the discontinued operations activities and formerly an indirect subsidiary of Capital Corp.,
became a direct subsidiary of LG&E Energy.

Product and Services

The merchant energy trading and sales business consisted primarily of a portfolio of energy marketing contracts
entered into in 1996 and 1997, nationwide deal origination and some level of speculative trading activities,
which were not directly supported by the Company's physical assets.

Commitments and Contingencies

For discussions of commitments and contingencies relating to Discontinued Operations, see Note 18 of LG&E
Energy 's Notes to Financial Statements under Item 8.

EMPLOYEES AND LABOR RELATIONS

LG&E Energy and its subsidiaries had 5,836 full-time employees at December 31, 1999, including 2,237 full-
time employees of LG&E and 1,747 full-time employees of KU. At December 31, 1999, LG&E had 1,297
operating, maintenance, and construction employees that were members of IBEW Local 2100. The current three
year contract with the IBEW will expire in November 2001. At December 31, 1999, KU had 239 operating,
maintenance and construction employees who were members of IBEW Local 101 and USWA Local 8686. The
current contract will expire August 1, 2000. At December 31, 1999, WKE had 358 operating, maintenance and
construction employees that were members of the IBEW Local 1701. The current contract will expire September
14, 2001.
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ITEM 2. Properties.

LG&E's power generating system consists of the coal-fired units operated at its three steam generating stations.
Combustion turbines supplement the system during peak or emergency periods. LG&E owns and operates the
following electric generating stations:

Capability
Rating (Kw)
Steam Stations:
Mill Creek - Kosmosdale, KY.
Unit 1 303,000
Unit 2 301,000
Unit 3 386,000
Unit 4 480,000
Total Mill Creek 1,470,000
Cane Run - near Louisville, KY.
Unit 4 155,000
Unit 5 168,000
Unit 6 240,000
Total Cane Run 563,000
Trimble County - Bedford, KY. (a)
Unit | 371,000
Combustion Turbine Generators (Peaking capability):
Zom 16,000
Paddy's Run 43,000
Cane Run 16,000
Waterside 33,000
E.W.Brown (b) 125.000
Total combustion turbine generators 233.000
Total capability rating 2,637,000

(a) Amount shown represents LG&E's 75% interest in Trimble County. See Note 13 of LG&E's Notes
to Financial Statements and Note 19 of LG&E Energy's Notes to Financial Statements, Jointly
Owned Electric Utility Plant, under Item 8 for further discussion on ownership.

(b) Amount shown represents LG&E's 38% interest in Unit 6 and 7 at E.W. Brown. See Notes 12 and
13 of LG&E's Notes to Financial Statements, and Notes 18 and 19 of LG&E Energy's Notes to Fi-
nancial Statements under Item 8 for further discussion on ownership.

/G&E also owns an 80 Mw hydroelectric generating station located in Louisville, operated under license issued
v the FERC.

it December 31, 1999, LG&E's electric transmission system included 21 substations with a total capacity of
pproximately 11,071,700 Kva and approximately 652 structure miles of lines. The electric distribution system
wcluded 84 substations with a total capacity of approximately 3,448,730 Kva, 3,672 structure miles of overhead
nes, 342 miles of underground conduit, and 5,562 miles of underground conductors.

G&E's gas transmission system includes 209 miles of transmission mains, and the gas distribution system
icludes 3,789 miles of distribution mains.
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LG&E operates underground gas storage facilities with a current working gas capacity of approximately 14.6
million Mcf. See Gas Supply under Item 1.

In 1990, LG&E entered into an operating lease for its corporate office building located in downtown Louisville,
Kentucky. The lease is for a period of 15 years and is scheduled to expire June 2005.

Other properties owned by LG&E include office buildings, service centers, warehouses, garages, and other
structures and equipment, the use of which is common to both the electric and gas departments.

The trust indenture securing LG&E's First Mortgage Bonds constitutes a direct first mortgage lien upon much
of the property owned by LG&E.
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KU's power generating system consists of the coal-fired units operated at its five steam generating stations.
Combustion turbines supplement the system during peak or emergency periods. KU owns and operates the
following electric generating stations:

Capability
Rating (Kw)
Steam Stations:
Tyrone - Tyrone, KY.
Unit 1 30,000
Unit 2 33,000
Unit 3 73.000
Total Tyrone 136,000
Green River — South Carroliton, KY.
Unit 1 29,000
Unit 2 30,000
Unit 3 73,000
Unit 4 107.000
Total Green River 239,000
E.W. Brown — Burgin, KY.
Unit 1 106,000
Unit 2 170,000
Unit 3 441.000
Total E.W. Brown 717,000
Pineville — Four Mile, KY.
Unit 3 34,000
Ghent — Ghent, KY.
Unit 1 487,000
Unit 2 497,000
Unit 3 513,000
Unit 4 ) 500,000
Total Ghent 1,997,000
Combustion Turbine Generators (Peaking capability):
E.W. Brown — Burgin, KY.
Unit 6 (a) 102,000
Unit 7 (a) 102,000
Unit 8 135,000
Unit 9 120,000
Unit 10 135,000
Unit 11 122,000
Haefling — Lexington, KY.
Unit 1 59,000
Total combustion turbine generators 775,000
Total capability rating 3,898,000

(a) Amount shown represents the KU's 62% interest in Unit 6 and 7 at E.W. Brown. See Notes 11and
12 of KU's Notes to Financial Statements, and Notes 18 and 19 of LG&E Energy's Notes to Finan-
cial Statements under Item 8 for further discussion on ownership.
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Substantially all properties are subject to the lien of KU's Mortgage Indenture.

KU also owns a 24 Mw hydroelectric generating station located in Burgin, Kentucky, operated under license
issued by the FERC.

At December 31, 1999, KU's electric transmission system included 112 substations with a total capacity of
approximately 14,755,396 Kva and approximately 4,227 structure miles of lines. The electric distribution
system included 438 substations with a total capacity of approximately 5,024,307 Kva, 14,619 structure miles
of lines.

At December 31, 1999, Power Operations owned the percentage indicated of the following joint ventures:

Net

Ownership Capability
Name Interest % Fuel Rating (Mw)
LG&E Westmoreland-Southampton 50 Coal 63
Franklin, Virginia
LG&E Westmoreland-Altavista 50 Coal 63
Altavista, Virginia
LG&E Westmoreland-Hopewell 50 Coal 63
Hopewell, Virginia
Westmoreland-LG&E Partners 50 Coal 165
(Roanoke Valley I)
Weldon, North Carolina
Windpower Partners 1993 L..P. 50 Wind 43
Palm Springs, California :
Windpower Partners 1993 L.P. 50 Wind 25
Buffalo Ridge, Minnesota
Windpower Partners 1994 L.P. 25 Wind 25-35
Culberson County, Texas
Westmoreland-LG&E Partners 50 Coal 44
(Roanoke Valley II)
Weldon, North Carolina
K.W. Tarifa, S.A. 46 Wind 30
Tarifa, Spain
Tenaska Limited Partnerships 5-10 Gas 223-258
Gregory Power Partners 50 Gas 550

Gregory, Texas (under construction)

Power Operations' ownership interests in these projects and the revenues from the sale of electricity and steam
from the projects are pledged as security to the lenders who provided the financing for the project. See Note 18
of LG&E Energy's Notes to Financial Statements under Item 8 for a discussion Power Operations' commitment
and contingencies relating to its joint ventures. Also see Note 9 of LG&E Energy's Notes to Financial
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Statéments under Item 8 for a discussion on investment in unconsolidated ventures.

In March 1999, LG&E-Westmoreland Rensselaer, a California general partnership in which the Company owns
a 50% interest, sold substantially all the assets and major contracts of its 79 Mw gas-fired cogeneration facility |

in Rensselaer, New York, with net proceeds to the Company of approximately $34 million. The sale resulted in
an after-tax gain to the Company of approximately $8.9 million.

Capital Corp., through certain subsidiaries, owns or has an interest in eight gas gathering systems consisting of
1,200 miles of pipeline (of which it owns 100% of four, leases one, and has ownership interests ranging from

11% to 50% in the other three). These systems are located in Texas, New Mexico, Louisiana, Montana and
Oklahoma.

The major gas gathering system is the Llano pipeline, a 730-mile intrastate pipeline and processing system in
southeastern New Mexico with a throughput capacity of 180,000 MCF of gas per day. Capital Corp., through
subsidiaries, owns two gas systems located in Texas. PowerTex Pipeline, a 76-mile pipeline serving the City of
Lubbock, Texas, has a design capacity of 90,000 MCF of gas per day. The Sale Ranch system consists of a
16mmcfd processing plant and approximately 350 miles of gathering pipelines. Through a subsidiary, Capital
Corp. owns majority interest and operates the Sale Ranch system. It also owns, or has interests in, and operates
three natural gas processing plants located in southeastern New Mexico and western Texas with a total design

capacity of 92,000 MCF of gas per day (owns a 100% interest in one of these plants, and majority interests in
the two remaining plants).

Under a 25-year operating lease, WKE operates Big Rivers' coal-fired facilities, a combustion turbine and
operates and maintains the Station Two generating facility of Henderson. The combined generating capacity of
these facilities is approximately 1,700 Mw, net of Henderson's capacity and energy needs from Station Two.

Centro's gas transmission and distribution system includes 6,646 miles of transmission mains and distribution
mains located in Cordoba, Argentina, and neighboring provinces. Cuyana's gas transmission and distribution
system includes approximately 4,899 miles of transmission mains and distribution mains located in Mendoza
drovince, Argentina, and neighboring provinces. Gas BAN's transmission and distribution system includes
11,580 miles of transmission and distribution mains in the northern region of Buenos Aires.

“RC owns a 29-acre equipment yard/manufacturing/maintenance facility and supply warehouse in Tulsa,
Jklahoma and a 9,800 square foot sales office/warehouse/service facility in Edmonton, Canada. The company
eases all other facilities used in its operations, including its corporate offices in Houston, Texas and various
iffice facilities and equipment sites in the United States, United Kingdom and the Netherlands.

.G&E Energy has operating leases for its corporate office space that expire between 2000 and 2012.

TEM 3. Legal Proceedings.

\ates and Regulatory Matters

or a discussion of current regulatory matters, including, among others, a discussion of (a) rate matters related

y the Kentucky Commission's proceeding involving the Company's PBR filings and the KIUC's rate filing, (b)
roceedings before the Kentucky Supreme Court and the Kentucky Commission regarding environmental cost
scovery surcharge refunds, and (c) fuel adjustment clause proceedings before the Kentucky Commission .
sgarding electric line loss refunds, see Rates and Regulation under Item 7 and Notes 2, 6, 18 and 22 of LG&E |
nergy Corp.'s Notes to Financial Statements, Notes 3, 12 and 16 of LG&E's Notes to Financial Statements and
otes 3, 11 and 14 of KU's Notes to Financial Statements under Item 8.
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Performance-Based Ratemaking

In October, 1998, LG&E and KU filed applications with the Kentucky Commission for approval of the PBR
proposal for determining electric rates. In January 2000, the Kentucky Commission issued orders requiring
LG&E and KU to reduce annual base rates by $27.2 and $36.5, respectively, effective March 1, 2000. The
orders also eliminated the temporary effectiveness of the PBR proposal, reinstated the FAC mechanism and
offered the utilities a three year ESM program whereby incremental annual earnings above or below a range of
10.5% to 12.5% would be shared 60% with shareholders and 40% with ratepayers. In January and February
2000, LG&E and KU submitted filings seeking adjustments in the rate reductions and tariffs incorporating the
ESM. See Rates and Regulations under Item 7 and Notes 6 and 22 to LG&E Energy's Notes to Financial
Statements, Notes 3 and 16 to LG&E's Notes to Financial Statements and Notes 3 and 14 to KU's Notes to
Financial Statements.

Fuel Adjustment Clause Proceedings

Pursuant to Kentucky statute, aspects of the Company's utility rates are reviewed through semi-annual FAC
proceedings at the Kentucky Commission. Although the proceedings are routine, some items are noted herein.
Certain intervenors have challenged KU's recovery of certain energy charges for power purchased from
Owensboro Municipal Utilities and requested rate refunds for such amounts. Kentucky Commission orders of
August 1999 and January 2000 have required aggregate refunds totaling approximately $8.4 million for the
periods between November 1996 to October 1999. These orders have been appealed by both KU and the
intervenor group. See also Note 6 to LG&E Energy's Notes to Financial Statements, Note 3 to LG&E's Notes to
Financial Statements and Note 3 to KU's Notes to Financial Statements. See Rates and Regulatory Matters
above regarding further matters arising during LG&E's and KU's FAC proceedings.

Environmental

For a discussion of environmental matters concerning (a) currently proposed reductions in NOx and SO, emis-
sion limits, (b) issues at LG&E's Mill Creek and Cane Run generating plants and LG&E's and KU's manufac-
tured gas plant sites, and (c) other environmental items affecting LG&E Energy and its subsidiaries, see
Environmental Matters under Item 7 and Notes 18 and 22 of LG&E Energy's Notes to Financial Statements,
Notes 12 and 16 of LG&E's Notes to Financial Statements and Notes 11 and 14 of KU's Notes to Financial
Statements under Item 8, respectively.

Southampton

For a discussion of the settlement of certain FERC proceedings and intra-party matters involving the partnership
that owns the Southampton facility, regarding that facility's status as a qualifying facility for 1992, see Note 18
of LG&E Energy Corp.'s Notes to Financial Statements under Item 8.

Roanoke Valley I

WLP is seeking the recovery of capacity payments withheld by VEPCO in respect of the Roanoke Valley I
facility. In January 2000, the Virginia Supreme Court issued an opinion remanding this matter for a second
trial, setting aside an earlier trial court decision which had awarded WLP approximately $19 million plus
interest until paid. See Item 1 and Notes 18 and 22 of LG&E Energy Corp.'s Notes to Financial Statements
under Item 8.

Kenetech Bankruptcy
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In May 1996, Kenetech filed for protection under Chapter 11 of the United States Bankruptcy Code in the
United States Bankruptcy Court in the Northern District of California seeking, among other things, to
restructure certain contractual commitments between Kenetech and its subsidiaries, on one hand, and various
windpower projects located in the U.S. and abroad, on the other hand. Included in these projects are the WPP
93, WPP 94 and Tarifa projects. In April 1999, the Bankruptcy Court approved a final plan of reorganization.
See Note 18 of LG&E Energy Corp.'s Notes to Financial Statements under Item 8 for a further discussion.

Windpower Partners 1994

WPP 94, in which the Company has a 25% interest through indirect subsidiaries, has not made semiannual
payments, since September 1997, to Hancock under certain Notes issued by WPP 94 to Hancock. The parties
are currently in negotiations regarding a restructuring of these obligations. See Note 18 of LG&E Energy
Corp.'s Notes to Financial Statements under Item 8 for a further discussion.

Calgary

In November 1996, LG&E Natural Canada Inc., an indirect subsidiary of the Company, initiated action in the
Court of the Queens Bench of Alberta, Calgary against a former employee as a result of the discovery that the
former employee had engaged in unauthorized transactions. See Note 18 to LG&E Energy's Notes to Financial
Statements, under Item 8 for a further discussion.

Springfield Municipal Contract

In July 1998, LEM, an indirect subsidiary of the Company, filed suit against the CWLP in the United States
District Court for the Western District of Kentucky. In January 2000, LEM reached a settlement with CWLP
pursuant to which CWLP paid LEM approximately $16.6 million. See Note 18 to LG&E Energy's Notes to
Financial Statements under Item 8 for a further discussion.

Oglethorpe Power Contract

In October 1998, LEM initiated an arbitration proceeding against OPC in connection with matters involving
LEM's November 1996 power sales agreement with OPC. In December 1999, the arbitration panel issued an
adverse decision in this proceeding enforcing the contract without modification. In connection therewith, the
Company increased its after-tax loss on disposal of discontinued operations by $175 million. See Note 3 to
LG&E Energy's Notes to Financial Statements under Item 8 for a further discussion.

Other

In the normal course of business, other lawsuits, claims, environmental actions, and other governmental
proceedings arise against LG&E Energy and its subsidiaries, including LG&E and KU. To the extent that
damages are assessed in any of these lawsuits, LG&E Energy, LG&E and KU believe that their insurance
coverage is adequate. Management, after consultation with legal counsel, does not anticipate that liabilities
arising out of other currently pending or threatened lawsuits and claims will have a material adverse effect on
LG&E's Energy's, LG&E's or KU's consolidated financial position or results of operations, respectively.

ITEM 4. Submission of Matters to a Vote of Security Holders.

None.
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Name

Roger W. Hale

Victor A. Staffieri

R. Foster Duncan

Stephen R. Wood

Robert M. Hewett

John R. McCall

Wayne T. Lucas

George W. Basinger

Donald F. Santa, Jr.

Frederick J. Newton 111

S. Bradford Rives

Paul W. Thompson

Rebecca L. Farrar

Wendy C. Heck

Chris Hermann

Executive Officers of LG&E Energy Corp.:

56

44

46

57

53

56

52

54

41

44

41

43

40

46

52

Position

Chairman of the Board
and Chief Executive
Officer

President and Chief
Operating Officer

Executive Vice President
and Chief Financial Officer

Group Executive -
Retail Business

Group Executive -
Regulatory Affairs

Executive Vice President,
General Counsel and
Corporate Secretary

Executive Vice President -
Power Generation

Senior Vice President -
Independent Power
Operations

Senior Vice President -
Strategic Planning

Senior Vice President and
Chief Administrative
Officer

Senior Vice President -
Finance and Business

Development

Senior Vice President -
Energy Services

Senior Vice President -
Distribution Operations

Vice President - Infor-
mation Technology

Vice President, Supply
and Logistics
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Effective Date of
Election to Present
Position

August 17, 1990

February 16, 1999

February 16, 1999

January 1, 2000

January 1, 2000

July 1, 1994

May 4, 1998

May 4, 1998

January 1, 2000

January 2, 1999

February 16, 1999

August 9, 1999

January 1, 2000

February 3, 1998

January 1, 2000



Effective Date of
Election to Present

Name Age Position Position

Charles A. Markel 52 Vice President - January 1, 1993
Finance and Treasurer

Michael D. Robinson 44 Vice President and February 16, 1999
Controller

The present term of office of each of the above executive officers extends to the meeting of the Board of
Directors following the Annual Meeting of Shareholders, scheduled to be held in June 2000.

There are no family relationships between executive officers of the Company or executive officers of its
subsidiaries.

Messrs. Hale, Lucas, Duncan, Wood, Hewett, McCall, Newton, Markel and Robinson, and Ms. Farrar and Ms.
Heck are also executive officers of LG&E and KU. Mr. Hale is Chairman of the Board and Chief Executive
Officer of LG&E and KU; Mr. Lucas is Executive Vice President - Power Generation of LG&E and KU; Mr.
Duncan is Chief Financial Officer of LG&E and KU; Mr. Wood is Group Executive - Retail Business of LG&E
and KU; Mr. Hewett is Group Executive - Regulatory Affairs of LG&E and KU; Mr. McCall is Executive Vice
President, General Counsel and Corporate Secretary of LG&E and KU; Mr. Newton is Senior Vice President
and Chief Administrative Officer of LG&E and KU; Mr, Markel is Treasurer of LG&E and KU; Mr. Robinson
is Vice President and Controller of LG&E and KU; Ms. Farrar is Senior Vice President - Distribution
Operations of LG&E and KU; and Ms. Heck is Vice President - Information Technology of LG&E and KU.
Mr. Hermann is also Vice President, Supply and Logistics of LG&E.

Mr. Hale was President of LG&E Energy from December 1992 to May 1998.

Before he was elected to his current position, Mr. Staffieri was President of LG&E from January 1994 to May
1997; President - Distribution Services of LG&E Energy Corp. from December 1995 to May 1997; Chief

Financial Officer of LG&E Energy Corp. and LG&E from May 1997 to February 1999; and Chief Financial
Officer of KU from May 1998 to February 1999.

Before he was elected to his current position, Mr. Duncan was Vice President and Corporate Treasurer of
Freeport-McMoRan, Inc. and Freeport-McMoRan Copper & Gold Inc. and their affiliates from May 1994 to

January 1998; and Executive Vice President - Planning and Development of LG&E Energy Corp. from January
1998 to February 1999.

3efore he was elected to his current position, Mr. Wood was Executive Vice President and Chief Administra-
ive Officer of LG&E Energy Corp. from January 1994 to May 1997 and President - Distribution Services
Jivision and President - Louisville Gas and Electric Company from May 1997 to December 1999.

3efore he was elected to his current position, Mr. Hewett was Vice President - Regulation and Economic
’lanning of KU from January 1982 to April 1997; Senior Vice President - Customer Service and Marketing of
(U from April 1997 to May 1998; and President of KU from May 1998 to December 1999.

3efore he was elected to his current position, Mr. Lucas was Vice President, Energy Supply of KU from

Jovember 1986 to November 1994; and Senior Vice President, Energy Supply of KU from November 1994 to
Aay 1998.

28




Before he was elected to his current position, Mr. Basinger was Senior Vice President of Operations of LG&E
Power Inc. from November 1994 to August 1996; and Senior Vice President — Power Operations of LG&E
Energy Corp. from August 1996 to May 1998.

Before he was elected to his current position, Mr. Santa was a member of the Federal Energy Regulatory
Commission from May 1993 to August 1997; and Vice President and Deputy General Counsel of LG&E
Energy Corp. from September 1997 to October 1998; and Senior Vice President and Deputy General Counsel of
LG&E Energy Corp. from October 1998 to December 1999.

Before he was elected to his current position, Mr. Newton was Director of Human Resources, Manufacturing
and Engineering at Unilever from October 1993 to July 1995; Senior Director, Human Resources, Supply
Chain, at Unilever from August 1995 to July 1996; Vice President, Human Resources, at Venator Group from
August 1996 to July 1997; Senior Vice President, Human Resources, at Venator Group's Champs Sports
Division from August 1997 to April 1998; and Senior Vice President - Human Resources and Administration of
LG&E Energy Corp., LG&E and KU from May 1998 to January 1999.

Before he was elected to his current position, Mr. Rives was Vice President and Treasurer of LG&E Power Inc.
from June 1994 to March 1995; Vice President, Controller and Treasurer of LG&E Power Inc. from March
1995 to December 1995; Vice President - Finance, Non-Utility Business of LG&E Energy Corp. from January
1996 to March 1996; and Vice President - Finance and Controller of LG&E Energy Corp. from March 1996 to
February 1999.

Before he was elected to his current position, Mr. Thompson was Vice President-Business Development for
LG&E Energy Corp. from July 1994 to September 1996; Vice President, Retail Electric Business for LG&E
from September 1996 to June 1998; Group Vice President for LG&E Energy Marketing, Inc., from June 1998
to August 1999; and Vice President, Retail Electric Business for LG&E from December 1998 to August 1999.

Before she was elected to her current position, Ms. Farrar was General Manager, Gas Operations of South
Carolina Electric and Gas Company from July 1994 to February 1995 and Vice President - Gas Service
Business of LG&E from February 1995 to December 1999.

Before she was elected to her current position, Ms. Heck was Vice President - Information Services of LG&E
from January 1994 to May 1997; and Vice President, Administration, of LG&E Energy Corp. from May 1997
to February 1998.

Before he was elected to his current position, Mr. Hermann was Vice President and General Manager,
Wholesale Electric Business of LG&E from January 1993 to June 1997; Vice President, Business Integration of
LG&E from June 1997 to May 1998; and Vice President, Power Generation and Engineering Services, of
LG&E from May 1998 to December 1999.

Before he was elected to his current position, Mr. Robinson was Controller of KU Energy Corporation from
June 1990 to May 1998; Controller of KU from August 1990 to May 1998, and Vice President and Controller of
LG&E and KU from May 1998 to the present.
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Executive Officers of LG&E:

Effective Date of
Election to Present

Name Age Position Position

Roger W. Hale 56 Chairman of the Board, January 1, 1992
and Chief Executive
Officer

Stephen R. Wood 57 Group Executive - January 1, 2000
Retail Business

Robert M. Hewett 53 Group Executive - January 1, 2000
Regulatory Affairs

R. Foster Duncan 46 Executive Vice President February 16, 1999
and Chief Financial Officer

John R. McCall 56 Executive Vice President, July 1, 1994
General Counsel and
Corporate Secretary

Wayne T. Lucas 52 Executive Vice President-  May 4, 1998
Power Generation

Frederick J. Newton 111 44 Senior Vice President and January 2, 1999
Chief Administrative
Officer

Rebecca L. Farrar 40 Senior Vice President - January 1, 2000
Distribution Operations

Wendy C. Heck 46 Vice President - Infor- February 3, 1998
mation Technology

Chris Hermann 52 Vice President, Supply January 1, 2000
and Logistics

Michael D. Robinson 44 Vice President and May 4, 1998
Controller

Charles A. Markel 52 Treasurer January 1, 1993

he present term of office of each of the above executive officers extends to the meeting of the Board of
iirectors following the Annual Meeting of Shareholders, scheduled to be held in June 2000.

here are no family relationships between executive officers of LG&E.

[essrs. Hale, Lucas, Duncan, Wood, Hewett, McCall, Newton, Markel and Robinson, and Ms. Farrar and Ms.
eck are also executive officers of LG&E Energy Corp. and KU. Mr. Hale is Chairman of the Board and Chief
xecutive Officer of LG&E Energy Corp. and KU; Mr. Lucas is Executive Vice President - Power Generation
"LG&E Energy Corp. and KU; Mr. Duncan is Chief Financial Officer of LG&E Energy Corp. and KU; Mr.
'ood is Group Executive - Retail Business of LG&E Energy Corp. and KU; Mr. Hewett is Group Executive -
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Regulatory Affairs of LG&E Energy Corp. and KU; Mr. McCall is Executive Vice President, General Counsel
and Corporate Secretary of LG&E Energy Corp. and KU; Mr. Newton is Senior Vice President and Chief
Administrative Officer of LG&E Energy Corp. and KU; Mr. Markel is Vice President - Finance and Treasurer
of LG&E Energy Corp. and Treasurer of KU; Mr. Robinson is Vice President and Controller of LG&E Energy
Corp. and KU; Ms. Farrar is Senior Vice President - Distribution Operations of LG&E Energy Corp. and KU;
and Ms. Heck is Vice President - Information Technology of LG&E Energy Corp and KU. Mr. Hermann is
also Vice President, Supply and Logistics of LG&E Energy Corp.

Before he was elected to his current position, Mr. Wood was Executive Vice President and Chief Administra-
tive Officer of LG&E Energy Corp. from January 1994 to May 1997 and President - Distribution Services
Division and President - Louisville Gas and Electric Company from May 1997 to December 1999.

Before he was elected to his current position, Mr. Hewett was Vice President - Regulation and Economic
Planning of KU from January 1982 to April 1997; Senior Vice President - Customer Service and Marketing of
KU from April 1997 to May 1998; and President of KU from May 1998 to December 1999.

Before he was elected to his current position, Mr. Duncan was Vice President and Corporate Treasurer of
Freeport-McMoRan, Inc. and Freeport-McMoRan Copper & Gold Inc. and their affiliates from May 1994 to
January 1998; and Executive Vice President - Planning and Development of LG&E Energy Corp. from January
1998 to February 1999.

Before he was elected to his current position, Mr. Lucas was Vice President, Energy Supply of KU from
November 1986 to November 1994; and Senior Vice President, Energy Supply of KU from November 1994 to
May 1998. :

Before he was elected to his current position, Mr. Newton was Director of Human Resources, Manufacturing
and Engineering at Unilever from October 1993 to July 1995; Senior Director, Human Resources, Supply
Chain, at Unilever from August 1995 to July 1996; Vice President, Human Resources, at Venator Group from
August 1996 to July 1997; Senior Vice President, Human Resources, at Venator Group's Champs Sports
Division from August 1997 to April 1998; and Senior Vice President - Human Resources and Administration of
LG&E Energy Corp., LG&E and KU from May 1998 to January 1999.

Before she was elected to her current position, Ms. Farrar was General Manager, Gas Operations of South
Carolina Electric and Gas Company from July 1994 to February 1995 and Vice President - Gas Service
Business of LG&E from February 1995 to December 1999.

Before she was elected to her current position, Ms. Heck was Vice President - Information Services of LG&E
from January 1994 to May 1997; and Vice President, Administration of LG&E Energy Corp. from May 1997 to
February 1998.

Before he was elected to his current position, Mr. Hermann was Vice President and General Manager,
Wholesale Electric Business of LG&E from January 1993 to June 1997; Vice President, Business Integration of
LG&E from June 1997 to May 1998; and Vice President, Power Generation and Engineering Services, of
LG&E from May 1998 to December 1999.

Before he was elected to his current position, Mr. Robinson was Controller of KU Energy Corporation from
June 1990 to May 1998; and Controller of KU from August 1990 to May 1998.
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Executive Officers of KU:

Effective Date of
Election to Present

Name Age Position Position

Roger W. Hale 56 Chairman of the Board, May 4, 1998
and Chief Executive
Officer

Stephen R. Wood 57 Group Executive - January 1, 2000
Retail Business

Robert M. Hewett 53 Group Executive - January 1, 2000
Regulatory Affairs

Wayne T. Lucas 52 Executive Vice President - May 4, 1998
Power Generation

R. Foster Duncan 46 Executive Vice President February 16, 1999
and Chief Financial Officer

John R. McCall 56 Executive Vice President, May 4, 1998
General Counsel and
Corporate Secretary

Frederick J. Newton 111 44 Senior Vice President and January 2, 1999
Chief Administrative
Officer

Rebecca L. Farrar 40 Senior Vice President - January 1, 2000
Distribution Operations

Wendy C. Heck 46 Vice President - Infor- April 21, 1999
mation Technology

Gary E. Blake 46 Vice President - Sales May 4, 1998
and Service

James J. Ellington 54 Vice President - Power May 4, 1998
Generation

Michael D. Robinson 44 Vice President and May 4, 1998
Controller

Charles A. Markel 52 Treasurer May 4, 1998

Che present term of office of each of the above executive officers extends to the meeting of the Board of
Jirectors following the Annual Meeting of Shareholders, scheduled to be held in June 2000.

(here are no family relationships between executive officers of KU.

vlessrs. Hale, Lucas, Duncan, Wood, Hewett, McCall, Newton, Markel and Robinson, and Ms. Farrar and Ms.
Jeck are also executive officers of LG&E Energy Corp. and LG&E. Mr. Hale is Chairman of the Board and
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Chief Executive Officer of LG&E Energy Corp. and LG&E; Mr. Lucas is Executive Vice President - Power
Generation of LG&E Energy Corp. and LG&E; Mr. Duncan is Chief Financial Officer of LG&E Energy Corp.
and LG&E; Mr. Wood is Group Executive - Retail Business of LG&E Energy Corp. and LG&E; Mr. Hewett is
Group Executive - Regulatory Affairs of LG&E Energy Corp. and LG&E; Mr. McCall is Executive Vice
President, General Counsel and Corporate Secretary of LG&E Energy Corp. and LG&E; Mr. Newton is Senior
Vice President and Chief Administrative Officer of LG&E Energy Corp. and LG&E; Mr. Markel is Vice
President - Finance and Treasurer of LG&E Energy Corp. and Treasurer of LG&E; Mr. Robinson is Vice
President and Controller of LG&E Energy Corp. and LG&E; Ms. Farrar is Senior Vice President - Distribution
Operations of LG&E Energy Corp. and KU; and Ms. Heck is Vice President - Information Technology of
LG&E Energy Corp. and KU.

Before he was elected to his current position, Mr. Hale was Chairman of the Board and Chief Executive Officer
of LG&E Energy Corp. from August 1990 to the present and Chairman of the Board and Chief Executive
Officer of LG&E from January 1992 to the present.

Before he was elected to his current position, Mr. Wood was Executive Vice President and Chief Administra-
tive Officer of LG&E Energy Corp. from January 1994 to May 1997 and President - Distribution Services
Division and President - Louisville Gas and Electric Company from May 1997 to December 1999.

Before he was elected to his current position, Mr. Hewett was Vice President - Regulation and Economic
Planning of KU from January 1982 to April 1997; Senior Vice President - Customer Service and Marketing of
KU from April 1997 to May 1998; and President of KU from May 1998 to December 1999.

Before he was elected to his current position, Mr. Lucas was Vice President, Energy Supply of KU from
November 1986 to November 1994; and Senior Vice President, Energy Supply of KU from November 1994 to
May 1998.

Before he was elected to his current position, Mr. Duncan was Vice President and Corporate Treasurer of
Freeport-McMoRan, Inc. and Freeport-McMoRan Copper & Gold Inc. and their affiliates from May 1994 to
January 1998; and Executive Vice President - Planning and Development of LG&E Energy Corp. from January
1998 to February 1999.

Before he was elected to his current position, Mr. McCall was Executive Vice President, General Counsel and
Corporate Secretary of LG&E Energy Corp. and LG&E from July 1994 to the present.

Before he was elected to his current position, Mr. Newton was Director of Human Resources, Manufacturing
and Engineering at Unilever from October 1993 to July 1995; Senior Director, Human Resources, Supply
Chain, at Unilever from August 1995 to July 1996; Vice President, Human Resources, at Venator Group from
August 1996 to July 1997; Senior Vice President, Human Resources, at Venator Group's Champs Sports
Division from August 1997 to April 1998; and Senior Vice President - Human Resources and Administration of
LG&E Energy Corp., LG&E and KU from May 1998 to January 1999.

Before she was elected to her current position, Ms. Farrar was General Manager, Gas Operations of South
Carolina Electric and Gas Company from July 1994 to February 1995 and Vice President - Gas Service
Business of LG&E from February 1995 to December 1999.

Before she was elected to her current position, Ms. Heck was Vice President - Information Services of LG&E
from January 1994 to May 1997; and Vice President, Administration of LG&E Energy Corp. from May 1997 to
February 1998; and Vice President - Information Technology of LG&E Energy Corp. and LG&E from February
1998 to the present.
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Before he was elected to his current position, Mr. Blake was Vice President - Retail Marketing of KU from
November 1992 to May 1998.

Before he was elected to his current position, Mr. Ellington was Superintendent of KU's Ghent plant from May
1986 to May 1998.

Before he was elected to his current position, Mr. Robinson was Controller of KU Energy Corporation from
June 1990 to May 1998 and Controller of KU from August 1990 to May 1998.

Before he was elected to his current position, Mr. Markel was Vice President - Finance and Treasurer of LG&E
Energy Corp. and Treasurer of LG&E from January 1993 to the present.

PART IL

ITEM 5. Market for the Registrant's Common Equity and Related Stockholder Matters.

LG&E Energy:

LG&E Energy 's Common Stock is listed on the New York and Chicago Stock Exchanges. The ticker symbol
is "LGE." The newspaper stock exchange listings are "LGE Energy" or "LGE EN." The following table gives
information with respect to price ranges, as reported via the "GPC" screen by the Bloomberg L.P. Information
Service as New York Stock Exchange Composite Transactions, and dividends paid for the periods shown
(dividends paid have not been restated to reflect the KU merger).

1999 , 1998
Dividend High Low Dividend High Low
Paid Price Price Paid Price Price
First quarter $.3075 $28.7500  $20.7500 $.2975 $26.4375  $23.0000
Second quarter 3075 23.0000 20.6875 2975 27.7500 24.6875
Third quarter 3075  23.6875 20.6875 2975 27.8750 22.5000
Fourth quarter 3175 23.3125 17.3750 3075 29.3125 26.0625

‘he number of record holders of Common Stock at December 31, 1999, totaled 48,296. The book value of the
‘ompany's Common Stock at December 31, 1999, was $8.80 per share.

G&E:
11 LG&E common stock, 21,294,223 shares, is held by LG&E Energy. Therefore, there is no public market
r LG&E's common stock.

he following table sets forth LG&E's cash distributions on common stock paid to LG&E Energy (in thousands
°$):

1999 1998
First quarter $22,000 $20,000
Second quarter 22,000 19,800
Third quarter 22,000 21,200
Fourth quarter 23,000 22,000

34




KU:
All KU common stock, 37,817,878 shares, is held by LG&E Energy. Therefore, there is no public market for
KU's common stock.

The following table sets forth KU's cash distributions on common stock paid (in thousands of $):

1999 1998
First quarter $18,000 $17,018
Second quarter 18,000 5,673
Third quarter 18,000 17,400
Fourth quarter 19,000 18,000
ITEM 6. Selected Financial Data.
Years Ended December 31

(Thousands of $§ Except per Share Data)

LG&E Energy:
Revenues:

Revenues
Provision for rate refunds
Net revenues

Operating income:
Before non-recurring items
Provision for rate refunds
Merger costs and non-
recurring charges
Operating income

Net income (loss):
Before non-recurring items
Provision for rate refunds
Merger costs and non-
recurring charges
Total continuing
operations
Discontinued operations
Loss on disposal of dis-
continued operations
Cumulative effect of
accounting change
Net income (loss)

Average number of com-
mon shares outstand-
ing (000's)

—
O
\O

$2,714,911
(7.635)
2707276

502,230
(7,635)

494,595

241,953
(5,690)

236,263

(174,212)

$ 62051

129,677

1998 1997
$2,112,246 $1,832,746
(26.000) -
2,086,246 1,832,746
472,561 420,971
(26,000) -
__(65.318) -
381,243 420971
230,617 208,363
(15,556) .
(56.389) -
158,672 208,363
(22,852) (25,367)
(224,148) -
(7.162) -

3 _(95.490) $_182.996
129,679 129,627
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$1,645,719
-L.645.719

384,867

(5.493)
379,374

195,659

(2,400)

193,259
(7,307)

$ 185952

129,450

$1,503,330
(28.300)
1,475,030

349,578
(29,800)

—319.778

176,674
(17,852)

158,822
61

129,261



Years Ended December 31
(Thousands of $ Except per Share Data)

1999 1998 1997 1996 1995
LG&E Energy (cont.):
Basic earnings (loss) per
share of common stock:
Before non-recurring items $1.87 $1.78 $1.61 $1.51 $1.37
Provision for rate refunds (.05) (.12) - - (.14)
Merger costs and non-
recurring charges - (.43) - (.02) -
Other — rounding - _(on) - - -
Total continuing
operations 1.82 1.22 1.61 1.49 1.23
Discontinued operations - 17) (.20) (.05) -
Loss on disposal of dis-
continued operations (1.34) (1.73) - - -
Cumulative effect of
accounting change - _(.06) - - -
Basic earnings
(loss) per share $.48 $(79) $L41 $1.44 $123
Diluted earnings (loss) per
share of common stock:
Before non-recurring items $1.87 $1.77 $1.61 $1.51 $1.37
Provision for rate refunds (.05) (.12) - - (.14)
Merger costs and non-
recurring charges —_— (43) S {.02) -
Total continuing
operations 1.82 1.22 1.61 1.49 1.23
Discontinued operations - 17 (:20) (.05) -
L.oss on disposal of dis-
continued operations (1.39) (1.72) - - -
Cumulative effect of
accounting change - _(.06) - _ —-
Diluted earnings
(loss) per share $.438 $.73) $1.41 $1.44 $1.23
Cash dividends declared per
share of common stock $1.250 $1.240 $1.113 $1.081 $1.050
Payout ratio (from continuing
operations before non-
recurring items) 67.0% 69.7% 69.3% 71.5% 76.5%
Total assets $5,133,757 $4,823,118 $4,620,190 $4,190,249 $4,148,208
Long-term obligations
(including amounts
due within one year) 1,711,225 1,510,775 1,230,711 1,193,229 1,208,846

LG&E Energy's Management's Discussion and Analysis of Results of Operations and Financial Condition and the Notes to
Financial Statements should be read in conjunction with the above information.
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1999
LG&E:
Operating revenues:

Revenues $969,984
Provision for rate refunds (1.735)
Total operating revenues 968,249

Net operating income:
Before unusual items 142,263
Provision for rate refunds (2.172)
Total net operating income 14 1
Net income:
Before unusual items 108,442
Provision for rate refunds (2,172)
Merger costs .

Net income 106,270
Net income available

for common stock 101,769
Total assets 2,171,452
Long-term obligations

(including amounts

due within one year) 626

Years Ended December 31

(Thousands of $)
199 1997
$854,556 $845,543
(4.500) -
850,056 845,543
138,207 148,186
(2.684) -
135,523 148,186
104,381 113,273
(2,684) -
(23.577) -
78,120 113,273
_13,552 _108,688
2,104,637 2,055,641

$821,115

21,11

147,263

147,263

107,941

107.941

103,373

2.0 2

[,
\O
U

$751,763
(28.300)
723.463

138,203
(16.877)
121,326

100,061
(16,877)

83,184

$626,800 $646,800 $646,800 $662,800

LG&E's Management's Discussion and Analysis of Results of Operations and Financial Condition and LG&E's Notes to
Financial Statements should be read in conjunction with the above information.

1999
KU:
Operating revenues:

Revenues $943,210
Provision for rate refund (5.900)
Operating revenues 937,310

Net operating income:

Before unusual items 139,534
Provision for rate refund (3.518)
Operating income 136,016

Net income:

Before unusual items 110,076

Provision for rate refund (3,518)

Merger costs =
Net income _106,558

Years Ended December 31
{Thousands of $)

1998 1997

$831,614 $716,437
(21.500) -
_810.114 116437

138,263 118,408
(12.875) -
125,388

107,303 85,713
(12,875) .
(21,664) -
12,764
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$711,711

ZUL711

117,337

$686,430

=

108,544



Years Ended December 31

(Thousands of $)
1999 1998 1997 1996 1995

Net income available

for common stock 104,302 70,508 83,457 83,907 74,586
Total assets 1,785,090 1,761,201 1,679.880 1,673,055 1,659,988
Long-term obligations

(including amounts

due within one year) $546,330 $546,330 $546,351 $546.373 $545,804

KU's Management's Discussion and Analysis of Results of Operations and Financial Condition and KU's Notes to Finan-
cial Statements should be read in conjunction with the above information.

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

LG&E Energy:

GENERAL

The following discussion and analysis by management focuses on those factors that had a material effect on the
LG&E Energy's financial results of operations and financial condition during 1999, 1998 and 1997 and should
be read in connection with the consolidated financial statements and notes thereto. As set forth in the
liscussion concerning the Discontinuance of the Merchant Energy Trading and Sales Business below, future
financial results from the Company's operations will continue to reflect the results from its portfolio of
nvestments in electric generation, gas distribution and other energy-related businesses in addition to the
inancial results provided by the Company's regulated utilities, LG&E and KU.

some of the following discussion may contain forward-looking statements that are subject to certain risks,
mcertainties and assumptions. Such forward-looking statements are intended to be identified in this document
iy the words "anticipate," "expect," "estimate," "objective,”" "possible," "potential" and similar expressions.
\ctual results may vary materially. Factors that could cause actual results to differ materially include: general
conomic conditions; business and competitive conditions in the energy industry; changes in federal or state
:gislation; unusual weather; actions by state or federal regulatory agencies; and other factors described from
me to time in LG&E Energy's reports to the Securities and Exchange Commission, including Exhibit 99.01 to
G&E Energy's Annual Report on Form 10-K for the year ended December 31, 1998.

{ERGERS AND ACQUISITIONS

n February 28, 2000, the Company announced that its Board of Directors accepted an offer to be acquired by
owerGen for cash of approximately $3.2 billion or $24.85 per share and the assumption of $2.2 billion of the
ompany's debt. Pursuant to the acquisition agreement, among other things, LG&E Energy will become a
holly owned subsidiary of PowerGen and its U.S. headquarters. The Utility Operations of the Company will
tinue their separate identities and serve customers in Kentucky and Virginia under their present names. The
eferred stock and debt securities of the Utility Operations will not be affected by this transaction resulting in
e Utility Operations' obligation to continue to file SEC reports. The acquisition is expected to close later in
100, shortly after all of the conditions to consummation of the acquisition are met. Those conditions include,
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LG&E Energy (cont.):

without limitation, the approval of the holders of a majority of the outstanding shares of common stock of each
of LG&E Energy and PowerGen, the receipt of all necessary governmental approvals and the making of all
necessary governmental filings, including approvals of various regulators in Kentucky and Virginia under state
utility laws, the approval of the FERC under the FPA, the approval of the SEC under the PUHCA of 1935, and
the filing of requisite notifications with the Federal Trade Commission and the Department of Justice under the
Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the expiration of all applicable
waiting periods thereunder. Shareholder meetings to vote upon the approval of the Acquisition are expected to
be held during the second quarter of 2000 for both LG&E Energy and PowerGen. During the first quarter of
2000, the Company expensed approximately $1.0 million relating to the PowerGen transaction. The foregoing
description of the acquisition does not purport to be complete and is qualified in its entirety by reference to
LG&E Energy's current reports on Form 8-K, filed February 29, 2000, with the SEC.

In July 1999, the Company purchased 100% of the outstanding common stock of CRC for initial consideration
of $45.6 million and retirement of approximately $35.3 million in CRC debt. CRC, based in Houston, Texas, is
a provider of specialized equipment and services used in the construction and rehabilitation of gas and oil
transmission pipelines. The purchase agreement provides for future annual earn-out payments to the previous
owners based on CRC's meeting certain financial targets over the period ending March 31, 2002, or, under
certain circumstances, a change in control of LG&E Energy may accelerate the earnout. The agreement capped
the total of these payments at $34.3 million. The Company accounted for the acquisition using the purchase
method and recorded goodwill of approximately $42.1 million. Additional goodwill will be recorded
contingent upon future earn-out payments. Goodwill is being amortized over a period of twenty years.

In March 1999, the Company acquired an indirect 20% ownership interest in Gas BAN, a natural gas
distribution company that serves 1.1 million customers in the northern portion of the province of Buenos Aires,
Argentina. The purchase price totaled $74.3 million, including transaction costs, which has been reflected in
investments in unconsolidated ventures in the accompanying balance sheet. The Company records its share of
earnings using the equity method. The purchase price exceeded the underlying equity in Gas BAN by $13.0
million. The Company allocated this difference to the assets and liabilities acquired based on their preliminary
estimated fair values.

Effective May 4, 1998, following the receipt of all required state and federal regulatory approvals, LG&E
Energy and KU Energy merged, with LG&E Energy as the surviving corporation. The accompanying
consolidated financial statements reflect the accounting for the merger as a pooling of interests and are
presented as if the companies were combined as of the earliest period presented. However, the financial
information is not necessarily indicative of the results of operations, financial position or cash flows that would
have occurred had the merger been consummated for the periods for which it is given effect, nor is it necessarily
indicative of future results of operations, financial position, or cash flows. The financial statements reflect the
conversion of each outstanding share of KU Energy common stock into 1.67 shares of LG&E Energy common
stock. The outstanding preferred stock of LG&E and KU was not affected by the merger. See Note 2 of LG&E
Energy's Notes to Financial Statements under Item 8.

DISCONTINUANCE OF MERCHANT ENERGY TRADING AND SALES BUSINESS

Effective June 30, 1998, the Company discontinued its merchant energy trading and sales business. This
business consisted primarily of a portfolio of energy marketing contracts entered into in 1996 and early 1997,
nationwide deal origination and some level of speculative trading activities, which were not directly supported
by the Company's physical assets. The Company's decision to discontinue these operations was primarily based
on the impact that volatility and rising prices in the power market had on its portfolio of energy marketing
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LG&E Energy (cont.):

contracts. Exiting the merchant energy trading and sales business enabled the Company to focus on optimizing
the value of physical assets it owns or controls, and reduced the earnings impact on continuing operations of (
extreme market volatility in its portfolio of energy marketing contracts. The Company continues to settle '
commitments that obligate it to buy and sell natural gas and electric power. If the Company is unable to dispose
of these commitments or assets it will continue to meet its obligations under the terms of the contracts. The
Company, however, has maintained sufficient market knowledge, risk management skills, technical systems and

experienced personnel to maximize the value of power sales from physical assets it owns or controls, including
LG&E, KU and WKE.

As aresult of the Company's decision to discontinue its merchant energy trading and sales activity, and the
initial decision to sell the associated gas gathering and processing business, the Company recorded an after-tax
loss on disposal of discontinued operations of $225 million in the second quarter of 1998. The loss on disposal
of discontinued operations resulted primarily from several fixed-price energy marketing contracts entered into
in 1996 and early 1997, including the Company's long-term contract with OPC. Other components of the write-
off included costs relating to certain peaking options, goodwill associated with the Company's 1995 purchase of
merchant energy trading and sales operations and exit costs.

At the time the Company decided to discontinue its merchant energy trading and sales business, it also decided
to sell its natural gas gathering and processing business. Effective June 30, 1999, the Company decided to
retain this business. The accompanying financial statements reflect the reclassification of the natural gas
gathering and processing business as continuing operations for all periods presented. Approximately $800,000
of net losses charged to the loss on disposal of discontinued operations was reclassified to continuing operations
in the accompanying income statement in each of 1999 and 1998 related to the natural gas gathering and
processing business. See Note 4 of LG&E Energy's Notes to Financial Statements under Item 8.

In the fourth quarter of 1999, the Company received an adverse decision from the arbitration panel considering
its contract dispute with OPC, which was commenced by the Company in April 1998. As a result of this
adverse decision, higher than anticipated commodity prices, increased load demands, and other factors, the
Company increased its after-tax accrued loss on disposal of discontinued operations by $175 million. The
additional write-off included costs related to the remaining commitments in its portfolio and exit costs expected
to be incurred to serve those commitments. Although the Company used what it believes to be appropriate
estimates for future energy prices, among other factors, to calculate the net realizable value of discontinued
operations, there are inherent limitations in models to accurately predict future commodity prices, load demands
and other events that could impact the amounts recorded by the Company.

Total pretax charges against the accrued loss on disposal of discontinued operations through December 31,
1999, include $251.0 million for commitments prior to disposal, $69.6 million for transaction settlements, $11.1
million for goodwill, and $30.5 million for other exit costs. While the Company has been successful in settling
sortions of its discontinued operations, significant assets, operations and obligations remain. The Company
;ontinues to manage the remaining portfolio and believes it has hedged certain of its future obligations through
various power purchase commitments and planned construction of physical assets. Management cannot predict
he ultimate effectiveness of these hedges.

he pretax net fair value of the remaining commitments as of December 31, 1999, are currently estimated to be
ipproximately $46 million in 2000, $37 million to $54 million each year in 2001 through 2004 and $7 million
n the aggregate thereafter. s

\s of December 31, 1999, the Company's discontinued operations were under various contracts to buy and sell
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power and gas with net notional amounts of 22.1 million Mwh's of power and 44.3 million Mmbtu's of natural
gas with a volumetric weighted-average period of approximately 37 and 44 months, respectively. These
notional amounts are based on estimated loads since various commitments do not include specified firm
volumes. The Company is also under contract to buy or sell coal and SO2 allowances in support of its power
contracts. Notional amounts reflect the nominal volume of transactions included in the Company's price risk
management commitments, but do not reflect actual amounts of cash, financial instruments, or quantities of the
underlying commodity which may ultimately be exchanged between the parties.

As of January 26, 2000, the Company estimates that a $1 change in electricity prices and a 10-cent change in
natural gas prices across all geographic areas and time periods could change the value of the Company's
remaining energy portfolio by approximately $4.9 million. In addition to price risk, the value of the Company's
remaining energy portfolio is subject to operational and event risks including, among others, increases in load
demand, regulatory changes, and forced outages at units providing supply for the Company. As of January 26,
2000, the Company estimates that a 1% change in the forecasted load demand could change the value of the
Company's remaining energy portfolio by $8.2 million. See Notes 3 and 18 of LG&E Energy's Notes to
Financial Statements under Item §.

The Company reclassified its financial statements for prior periods to present the operating results, financial
position and cash flows of these businesses as discontinued operations. See Notes 1 and 3 of LG&E Energy's
Notes to Financial Statements under Item 8 for more information.

RESULTS OF OPERATIONS
Earnings Per Share

Continuing operations for 1999 produced basic earnings per share of $1.82, an increase of 60 cents from $1.22
earned from continuing operations in 1998, after merger-related costs and environmental cost recovery refunds
of approximately 43 cents and 12 cents, respectively. Earnings in both 1999 and 1998 include certain non-
recurring items relating to rate refunds and gains. Excluding the effects of rate refunds in 1999 of 5 cents, and
gains in 1999 and 1998 related to the Company's investment in the Rensselaer power facility of approximately 7
cents and 16 cents, respectively, earnings for 1999 were $1.80 per share compared with $1.61 in 1998, an
increase of 19 cents or 12%. The 19 cents per share increase was primarily driven by the Company's non-utility
operations including its 1999 acquisitions of Gas BAN and CRC, strong sales and excellent operating
performance at WKE, and improved operating results at the Company's other Argentine gas operations. The
Company's utility operations earnings from continuing operations for 1999 and 1998 were approximately the
same.

Continuing operations for 1998 produced basic earnings per share of $1.22, before a decrease of 6 cents due to
cumulative effect of an accounting change, a decrease of 39 cents per share from $1.61 earned from continuing
operations in 1997. Earnings for 1998 include non-recurring charges for merger-related costs and environ-
mental cost recovery refunds of approximately 43 cents and 12 cents, respectively. Excluding these non-
recurring charges, earnings per share from continuing operations for 1998 were $1.78, an increase of 17 cents
over 1997. The 17 cent per share increase resulted from a 10 cent increase in core domestic utility business and
a 14 cent increase in non-utility business, partially offset by an increase in corporate and other expenses of 7
cents. The 1998 non-utility results included 16 cents relating to the Rensselaer power purchase contract
settlement, 3 cents for first-year earnings related to the Big Rivers transactions, 1 cent due to a full year of
operations and an increase in core business of the Company's Argentine operations, partially offset by an
increase in non-utility expenses of 4 cents, primarily related to the loss on disposition of our gas-fired power
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plant in San Miguel, Argentina and, the write-off of our WPP 94 investment.

In the fourth quarter of 1999, the Company increased its after-tax accrued loss on disposal of discontinued
operations by $175 million ($1.35) per share. This increase was triggered by an adverse decision in the
arbitration proceedings with OPC and resulted from higher-than-anticipated commodity prices, increased load
demands and other factors. In June 1998, after the Company's decision to exit the merchant energy trading and
sales business, the Company recorded an after-tax accrual for disposal of discontinued operations of approxi-
mately $224 million ($1.72) and reclassified approximately $23 million ($0.17) of losses due to merchant
energy trading and sales to loss from discontinued operations. See Note 3 of LG&E Energy's Notes to Financial
Statements under Item 8 for a discussion of the Company's losses related to its discontinued operations in 1999
and 1998.

Electric and Gas Utility Results

Revenues

A comparison of utility revenues for the years 1999 and 1998, excluding provisions recorded for rate refunds in
1999 and 1998, with the immediately preceding year reflects both increases and decreases, which have been

segregated by the following principal causes (in thousands of $):

Increase (Decrease) From Prior Period

Electric Revenues Gas Revenues
1999 1998 1999 1998
Retail sales:

Fuel and gas supply adjustments, etc. $ (3,758 $ 4,908 $(24,791) $ (4,393)

Merger surcredit (8,317) (7,501) - -
Demand side management/decoupling (2,985) (6,299) (6,462) (369)

Environmental cost recovery surcharge (2,547) (807) - -

Performance based rate reduction (11,634) - - -
Variation in sales volumes 41.312 52,892 17,779 (42.418)
Total retail sales 12,071 43,193 (13,474) (47,180)

Wholesale sales 215,374 88,851 (602) 8,720
Gas transportation-net - - (575) (71)
Other 764 1.211 685 (935)
Total $228209  §133.255 $(13,966) $(39.466)

llectric revenues increased in 1999 primarily due to wholesale electric sales and increased retail sales volumes,
artially offset by the PBR and merger surcredit bill reductions. Wholesale sales increased in 1999 due to

irger amounts of power available for off-system sales, and an increase in the unit price of electricity sold. Gas
svenues decreased primarily as a result of lower gas supply costs billed to customers through the gas supply

lause, partially offset by increased gas sales in 1999 due to colder weather.

lectric retail sales increased primarily due to the warmer weather in 1998 as compared to 1997. Wholesale
iles increased due to larger amounts of power available for off-system sales, and an increase in the unit price
fthe sales. Gas retail sales decreased from 1997 due to the warmer seasonal weather in 1998. Gas wholesale
les increased to $8.7 million in 1998 from zero in 1997 due to the implementation of LG&E's gas perform-
1ce-based ratemaking mechanism.
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Expenses

Fuel for electric generation and gas supply expenses comprise a large component of the Company's total
operating costs. LG&E's and KU's electric rates contain an FAC and LG&E's gas rates contain a GSC, whereby
increases or decreases in the cost of fuel and gas supply are reflected in LG&E's and KU's rates, subject to
approval by the Kentucky Commission, the Virginia Commission and FERC. In July 1999, the Kentucky
Commission approved LG&E's and KU's joint filing on PBR resulting in the discontinuance of the FAC. In
January 2000, the Kentucky Commission rescinded its approval of LG&E's and KU's joint PBR filing and
ordered the reinstatement of the FAC. See Note 6 for a further discussion of the PBR and the FAC.

Fuel for electric generation increased $6.9 million in 1999 primarily due to an increase in generation to support
increased electric sales at LG&E ($7.4 million) and KU ($5.1 million) offset partially by a lower cost of coal
burned at LG&E ($3.0 million) and at KU ($2.6 million). Fuel for electric generation increased $34.1 million in
1998 primarily due to an increase in generation to support increased electrical sales at KU ($27.3 million) and a
higher cost of coal burned at LG&E ($6.6 million). LG&E's average delivered cost per ton of coal purchased
was $21.49 in 1999, $22.38 in 1998 and $21.66 in 1997. KU's average delivered cost per ton of coal purchased
was $26.65 in 1999, $26.97 in 1998 and $27.97 in 1997.

Power purchased increased $219.9 million (147.3%) in 1999 primarily due to increased purchases to serve
native load customers and off-system sales activity. Power purchased increased $59.5 million in 1998 to
support the increase in wholesale sales and due to increases in the unit price of purchases.

Gas supply expenses decreased $11.1 million (8.9%) in 1999 primarily due to a decrease in cost of net gas supply
($17.1 million), partially offset by an increase in the volume of gas delivered to the distribution system ($6
million). Gas supply expenses decreased $33 million (21%) in 1998 primarily due to a decrease in the volume
of gas delivered to the distribution system. The average unit cost per Mcf of purchased gas was $2.99 in 1999,
$3.05 in 1998 and $3.46 in 1997.

Operation and maintenance expenses decreased $14.3 million (3.3%) in 1999 primarily due to decreased costs
to operate LG&E's electric generating plants ($5.7 million), lower administrative costs at LG&E and KU ($7.0
million) and lower costs to maintain KU's electric generating plants ($3.3 million). Operation and maintenance
expenses increased $14.6 million (3.8%) in 1998 over 1997 because of increased costs to operate and maintain
LG&E's electric generating plants ($8.8 million), amortization of deferred merger costs ($3.8 million), and an
increase in storm damage expenses ($1.4 million).

Depreciation and amortization increased $7.3 million (4.1%) in 1999 because of additional utility plant in
service. Depreciation and amortization increased $2.7 million (1.5%) in 1998 because of additional utility plant
in service.

The companies incurred a pre-tax charge in the second quarter of 1998 for costs associated with the merger of
LG&E Energy and KU Energy of $53.9 million (of this amount, $32.1 million was for LG&E, and $21.8
million was for KU). The amount charged is in excess of the amount permitted to be deferred as a regulatory
asset by the Kentucky Commission.

Interest charges for 1998 decreased $3.9 million (7%) due to the retirement of LG&E's 6.75% Series First
Mortgage Bonds and lower interest rates. LG&E's embedded cost of long-term debt was 5.46% at December
31, 1999 and 5.57% at December 31, 1998. KU's embedded cost of long-term debt was 7.00% at December 31,
1999 and 6.99% at December 31, 1998.
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Variations in income tax expenses are largely attributable to changes in pre-tax income as well as non-
deductible merger expenses.

The rate of inflation may have a significant impact on the Company's utility operations, its ability to control
costs and the need to seek timely and adequate rate adjustments. However, relatively low rates of inflation in
the past few years have moderated the impact on current operating results.

LG&E Capital Corp. and Other Results

Capital Corp., the holding company for all the Company's non-utility investments other than trading operations,
conducts its operations through three principal segments: Power Operations, WKE and Argentine Gas
Distribution. Involvement in these and other non-utility businesses represents the Company's commitment to
understand, respond to, and capitalize on the opportunities presented by an emerging competitive energy
services industry. The Power Operations develop, operate, maintain and own interests in domestic and
international power generation facilities that sell electric and steam energy to utility and industrial customers.
WKE leases and operates the generating facilities of Big Rivers. Argentine Gas Distribution owns interests in
three natural gas distribution companies in Argentina. Capital Corp. and LEM are also engaged in other non-
utility activities including: providing specialized equipment and services used in construction and rehabilitation
of gas and oil transmission pipelines; the gathering, processing, storing and transportation of natural gas;
commercial and retail initiatives designed to assess the energy and utility needs of large commercial and
industrial entities; providing maintenance and repair services for customers' major household appliances; and,
the asset optimization of the Company's generation assets. See Notes 2, 5, 9, 10, 18 and 20 of LG&E Energy's
Notes to Financial Statements under Item 8.

Power Operations
Revenues

Revenues from Power Operations, comprised mainly of contractual revenues from various power plant
operations, were approximately the same for the years 1997 to 1999. See Note 9 of LG&E Energy's Notes to
Financial Statements under Item 8.

Equity in earnings of unconsolidated ventures includes the Company's share of earnings from the ventures in
which it maintains an equity interest, but does not consolidate the results of operations. Equity in earnings for
1999 of $40.9 million was $30.4 million less than 1998, primarily due to transactions recorded by its Rensselaer
venture in 1999 and 1998, including a gain on a power purchase contract settlement in 1998, the sale of the
Company's ownership interest in March, and a full year of earnings in 1998 versus 2 1/2 months in 1999.
Without the Rensselaer transactions in 1999 and 1998, equity in earnings of the Company's other ventures were
approximately the same. Equity in earnings for 1998 were $50.8 million higher (247%) than in 1997 due
primarily to the Rensselaer power purchase contract settlement and an arbitration award received by the
Frederickson, Washington, venture. These increases were partially offset by a write-off of the Company's
investment in a wind power venture. See Notes 9 and 20 of LG&E Energy's Notes to Financial Statements
under [tem 8.

Expenses

Direct costs of revenues are primarily comprised of labor and related expenses associated with the Company 's
operation of various power plants. Direct costs increased by $1.7 million in 1999 to $15.1 million, primarily
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due to development expenses of the Gregory, Texas, project. These costs were approximately the same in 1998
and 1997.

Operation and maintenance expenses were approximately the same for all periods presented. Depreciation and
amortization decreased by $1.7 million in 1999 primarily due to the write-off of certain intangible assets in

1998 after the Rensselaer power purchase contract settlement and the sale of a 114 Mw gas-fired power plant in
San Miguel, Argentina, offset by an additional write-off of intangible assets upon the sale of the Rensselaer
venture in March 1999. Depreciation and amortization increased $3.3 million in 1998 due to the write-off of
certain intangible assets and capitalized interest associated with the sale of the Company's interest in the San
Miguel, Argentina, venture and the closure of the Rensselaer power purchase contract settlement. See Note 9 of
LG&E Energy's Notes to Financial Statements under Item 8.

Western Kentucky Energy

WKE's 1999 results include twelve-months of operations versus 5 1/2 months in 1998, the primary driver in
most year-over-year increases. Total revenues increased by $205.3 million (159%) to $333.8 million due
primarily to a full year of operation in 1999 and higher power sales prices in the summer of 1999. Cost of
revenues increased by $136.6 million (186%) to $209.7 million due primarily to a full year of operation in 1999
and higher purchase power costs. Operations and maintenance expenses increased by $56.3 million (127%) to
$103.1 million primarily due to a full year of operation in 1999 and higher depreciation expenses related to an
increase in capital assets. Net interest expense increased by $1.5 million (58%) to $4.1 million related to the
cost of carrying its debt for a full year.

During WKE's partial year of operations in 1998 it reported a solid performance with revenues of $128.5
million. WKE's cost of revenues, primarily composed of fuel and purchased power expenses, amounted to
$73.1 million for the year. Operation and maintenance expenses of $45.4 million include $12.8 million of rent
expense associated with the lease of Big Rivers' operating facilities. WKE incurred interest expense of
approximately $2.6 million associated with borrowings to fund the initial purchase of certain materials and
supplies from Big Rivers and to prepay the first two years' lease payments totaling $55.9 million. See Note 5 of
LG&E Energy's Notes to Financial Statements under Item 8.

Argentine Gas Distribution

The Company has interests in three Argentine natural gas distribution companies: Centro and Cuyana, both
acquired in February 1997, and Gas BAN acquired in March 1999. Centro is consolidated within the
Company's results while Cuyana's and Gas BAN's results are recorded using the equity method of accounting.
The Company's investments in Argentina continue to contribute to non-utility operations, with Centro's
revenues increasing by $8 million (5%) in 1999 and $21 million (16%) in 1998. The increase in 1999 was
primarily driven by higher per customer consumption as a result of colder than normal weather. 1998's increase
was due to a full year of operations versus 10 1/2 months in 1997, higher per customer consumption and an
increase in the customer base. Centro's operating expenses increased by $.8 million (3%) in 1999 due to higher
consumption. Centro's 1998 operating expenses increased by $2.4 million (8%) due to a full year of operations
in 1998. Equity in earnings for 1999 increased by $6.3 million (253%) due to the Gas BAN acquisition
completed in March 1999. Equity in earnings of Cuyana were approximately the same in all periods presented.
See Notes 2 and 9 of LG&E Energy's Notes to Financial Statements under Item 8.
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Other

The Company has entered into various initiatives to position itself for growth in the energy industry, including:
providing specialized equipment and services used in construction and rehabilitation of gas and oil transmission
pipelines; the gathering, processing, storing and transportation of natural gas; consulting services designed to
assess the energy and utility needs of large commercial and industrial entities; providing maintenance and repair
services for customers' major household appliances; and, the optimizing of the Company's generation assets.
The commercial initiatives represent new businesses and products designed to leverage the Company's existing
assets and experience, and to gain access to new markets. Our retail initiatives enhance value for LG&E's and
KU's customers and are designed to help ensure that LG&E and KU remain the utility of choice within their
respective service areas when a fully competitive industry framework takes shape. These commercial and retail
initiatives have not had a significant impact on the Company's financial position or required significant capital

investment over the last three years. We remain optimistic that these non-traditional ventures will add to our
knowledge base as well as our financial results in the future.

The Company's interest costs increased by $22.7 million (83%) from 1998 to 1999 and $5.0 million (5%) from
1997 to 1998. The 1999 increase was primarily due to the funding of discontinued operations and LG&E
Energy's operating expenses, along with funding the Gas BAN and CRC acquisitions. The increase in 1998 was

orimarily due to the funding of discontinued operations and LG&E Energy's operating expenses. See Notes 2,
3, 7 and 16 of LG&E Energy's Notes to Financial Statements under Item 8.

JQUIDITY AND CAPITAL RESOURCES

(he Company uses net cash generated from its operations and external financing to fund construction of plant
nd equipment, equity investments in energy-related growth or acquisition opportunities, liquidity needs of its
liscontinued energy marketing and trading activities and operating its existing businesses. The Company

elieves that such sources of funds will be sufficient to meet the needs of its business in the foreseeable future.

)perating Activities

‘ash provided by operations was $343.3 million, $209.6 million and $333.7 million in 1999, 1998 and 1997,
sspectively. The 1999 increase was primarily due to an increase in net income, a net decrease in non-cash
icome statement items, including the recording of the reserve on loss on disposal of discontinued operations,
1d a net increase in net current assets, including increases in accounts payable, accrued taxes and interest, and
iaterials and supplies. The 1998 decrease was primarily due to a decrease in net income and an increase in
aterials and supplies, partially offset by a net increase in non-cash income statement items, including the

cording a loss on disposal of discontinued operations and increases in accounts payable and accrued taxes and
terest.

vesting Activities

3&E Energy's primary use of funds continues to be for capital expenditures and investments in subsidiar-
s/unconsolidated ventures. Capital expenditures were $382.6 million, $343.6 million and $225.7 million in
99, 1998 and 1997, respectively. The Company expects its capital expenditures for 2000 and 2001 will total
proximately $850 million, consisting primarily of construction costs associated with installation of low

rogen oxide burner systems for LG&E, KU and WKE as described in the section titled "Environmental
atters."
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Net cash used for investment activities increased by $115.4 million in 1999 compared to 1998. The increase
was primarily due to the acquisition of CRC, the 20% investment in Gas BAN, and an increase in construction
expenditures. This increase was partially offset by proceeds received from the sales of the Company's
ownership interest in Rensselaer and five combustion turbines.

Net cash used for investment activities decreased by $45.5 million in 1998 compared to 1997 primarily due to a
decrease in investment in subsidiaries and unconsolidated ventures partially offset by an increase in construc-
tion expenditures.

Financing Activities

Cash inflows from financing activities were $84.9 million, $111.6 million and $42.8 million in 1999, 1998 and
1997, respectively. In 1999, total debt increased by $284.9 million to $2,160.8 at December 31, 1999. The
increase was primarily due to funding operating expenses, discontinued operations and business development
activities including the acquisitions of CRC and Gas BAN.

As of December 1999, the Company had committed lines of credit aggregating $900.0 million with various
banks. Unused capacity under these lines totaled $395.6 million after considering the commercial paper support
and approximately $51.7 million in letters of credit securing on- and off-balance sheet commitments. The credit
lines will expire at various times from 2000 through 2002. Management expects to renegotiate the lines as they
expire.

The lenders under the credit facilities, the commercial paper facility, the medium-term notes for Capital Corp.
and the lessors of the operating lease for the Monroe plant are entitled to the benefits of a Support Agreement
with LG&E Energy. See Note 18 of LG&E Energy's Notes to Financial Statements under Item 8.

Future Capital Requirements

Future utility capital requirements may be affected in varying degrees by factors such as load growth, changes
in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of
competing electric power generators, changes in environmental regulations and other regulatory requirements.
Other future capital funding requirements are dependent upon the identification of suitable investment and
acquisition opportunities. The Company anticipates funding these investment opportunities through net cash
generated from operations, additional debt or an issuance of preferred stock.
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The Company's debt ratings as of February 16, 2000, were:

Moody's S&P D&P
LG&E
First mortgage bonds Al A+ AA-
Unsecured debt A2 A- A+
Preferred stock a2 BBB+ A
Commercial paper P-1 A-1 D-1
KU
First mortgage bonds Al A+ AA-
Preferred stock a2 BBB+ A
Commercial paper P-1 A-1 D-1
Capital Corp.
Medium-term notes A3 A- A-
Commercial paper P-2 A-1 D-1-

The ratings stated above reflect the downgrades received by the Company following an adverse decision in the
OPC arbitration case, which resulted in an additional $175 million after-tax charge to increase the Company's
discontinued operations reserve, and the PBR-related order received from the Kentucky Commission to reduce
base rates at LG&E and KU by $27.2 million and $36.5 million, respectively. As of March 21, 2000, Moody's,
S&P and D&P had LG&E Energy, LG&E, KU and Capital Corp. on Credit Watch with negative implications.
Based upon the downgrades received the Company's cost of funds could increase by .05% to .12% on short-
term borrowings and .10% on new long-term borrowings. These ratings reflect the views of Moody's, S&P and
D&P. A security rating is not a recommendation to buy, sell or hold securities and is subject to revision or
withdrawal at any time by the rating agency.

Market Risks

LG&E Energy is exposed to market risks in both its regulated and non-utility operations. Both operations are
exposed to market risks from changes in interest rates and commodity prices, while the non-utility operations
are also exposed to changes in foreign exchange rates. To mitigate changes in cash flows attributable to these
exposures, the Company has entered into various derivative instruments. Derivative positions are monitored
using techniques that include market value and sensitivity analysis.

(nterest Rate Sensitivity

['he Company has short-term and long-term variable rate debt obligations outstanding. At December 31, 1999,
he potential change in interest expense associated with a 1% change in base interest rates of the Company's
mswapped debt is estimated at $7.0 million. These swaps hedge specific debt issuance and consistent with
nanagement's designation are accorded hedge accounting treatment.

\s of December 31, 1999, the Company had swaps with a combined notional value of $404 million. LG&E
nd Capital Corp. have entered into $251 million of swaps to exchange their floating-rate interest payments for
ixed interest payments to reduce the impact of interest rate changes on their Pollution Control Bonds and
.ommercial paper program, respectively. LEC and KU have entered into $153 million to convert some of its
ixed rate debt to variable rate debt. As of December 31, 1999, 31% of the outstanding variable interest rate
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borrowings were converted to fixed interest rates, while 11% of the outstanding fixed interest rate borrowings
were converted to floating interest rates through swaps. The potential loss in fair value from these positions
resulting from a hypothetical 1% adverse movement in base interest rates is estimated at $13.1 million as of
December 31, 1999. Changes in the market value of these swaps if held to maturity, as the Company intends to
do, will have no effect on the Company's net income or cash flow. See Note 7 of LG&E Energy's Notes to
Financial Statements under Item 8.

Commodity Price Sensitivity

LG&E and KU have limited exposure to market price volatility in prices of fuel and electricity, as long as cost-
based regulations exist, including the FAC and GSC. WKE is exposed to changes in fuel prices. To mitigate
this risk, WKE has entered into various multi-year fuel supply contracts which expire at various times through
2003 and is also pursuing the use of alternative fuels. Realized gains and losses are recognized in the income
statement as incurred. At December 31, 1999, exposure from these activities was not material to the consoli-
dated financial statements of the Company.

Capital Corp., through its subsidiaries, operates and controls the generating capacity of Big Rivers and
Henderson. Some of the excess capacity generated by these assets is currently being marketed by WKE. To
mitigate residual risks relative to the movements in electricity prices, WKE has entered into primarily fixed-
priced contracts for the purchase and sale of electricity through the wholesale electricity market. Realized gains
and losses are recognized in the income statement as incurred. At December 31, 1999, exposure from these
activities was not material to the consolidated financial statements of the Company.

The Company's discontinued merchant energy trading and sales business has exposure to market volatility in
electricity prices and load requirements. See Discontinuance of Merchant Energy Trading and Sales Business
under Management's Discussion and Analysis and Note 3 of LG&E Energy's Notes to Financial Statements
under Item 8.

Exchange Rate Sensitivity

The Company has investments in Argentina, Canada, Spain and the UK that are not hedged. The Company
relies on the Argentine peso's currency peg to the U.S. dollar to mitigate currency risk attributable to its
Argentine investments and views its investments in Canada, Spain and the UK as too small to cost-effectively
hedge. A 10% decline in the December 31, 1999 exchange rate for the Argentine peso, the Canadian dollar,
British pound sterling and the Spanish peseta (versus the U.S. dollar) would not have a material effect on
income from continuing operations.

YEAR 2000 COMPUTER SOFTWARE ISSUE
Result of Year 2000 Preparation

The remediation efforts of the Company in preparing for potential Year 2000 computer problems were
successful and resulted in the Company incurring no material disruptions in services or operations. To the
extent, if any, certain third parties such as interconnected utilities, key customers or suppliers still face potential
Year 2000 disruptions due to incomplete remediation, the Company may still retain risk related to Year 2000
issues. The Company is not presently aware of any such situations and does not anticipate such events will
have a material effect on the Company's financial condition or results of operations.
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Cost of Year 2000 Issues

The Company's system modification costs related to the Year 2000 issue were expensed as incurred, with new
system installations being capitalized pursuant to generally accepted accounting principles. See Note 1 of
LG&E Energy's Notes to Financial Statements under Item 8. Through December 1999, the Company had
incurred approximately $26.7 million in capital and operating costs in connection with the Year 2000 issue.

RATES AND REGULATION

LG&E and KU are subject to the jurisdiction of the Kentucky Commission in virtually all matters related to
electric and gas utility regulation, and as such, their accounting is subject to SFAS No. 71, Accounting for the
Effects of Certain Types of Regulation. KU is also subject to the jurisdiction of the Virginia Commission and
FERC. Given LG&E's and KU's competitive position in the market and the status of regulation in the states of
Kentucky and Virginia, neither LG&E nor KU has plans or intentions to discontinue its application of SFAS
No. 71. See Note 6 of LG&E Energy's Notes to Financial Statements under Item 8.

Environmental Cost Recovery

In August 1994 and May 1995, respectively, KU and LG&E implemented an ECR surcharge. The Kentucky
Commission's order approving the surcharge for KU as well as the constitutionality of the surcharge was
challenged by certain intervenors in Franklin Circuit Court. Decisions of the Circuit Court and the Kentucky
Court of Appeals in July 1995 and December 1997, respectively, upheld the constitutionality of the ECR statute
but differed on a claim of retroactive recovery of certain amounts. Based on these decisions, the Kentucky

Commission ordered that certain surcharge revenues collected by LG&E and KU be subject to refund pending
final determination of all appeals.

(In December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the
surcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
ECR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for

-evenues collected for such pre-1993 environmental projects. Accordingly, the Company recorded a provision
‘or rate refunds of $26 million in December 1998.

[he parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
Centucky Commission in August 1999. This Final Order resulted in the reversal of approximately $0.9 million
f the provision for rate refunds established by KU and LG&E in December 1998. The refund is being applied
o customers' bills during the twelve-month period beginning October 1999.

‘uture Rate Regulation

n October 1998, LG&E and KU filed applications with the Kentucky Commission for approval of a new
nethod of determining electric rates that sought to provide financial incentives for LG&E and KU to further
educe customers' rates. The filing was made pursuant to the September 1997 Kentucky Commission order
pproving the merger of LG&E Energy and KU Energy, wherein the Kentucky Commission directed LG&E
nd KU to indicate whether they desired to remain under traditional rate of return regulation or commence non-
-aditional regulation. The proposed ratemaking method, known as PBR, included financial incentives for
G&E and KU to reduce fuel costs and increase generating efficiency, and to share any resulting savings with
ustomers. Additionally, the PBR proposal provided for financial penalties and rewards to assure continued
igh quality service and reliability.
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In April 1999, LG&E and KU filed a joint agreement among the companies and the Kentucky Attorney General
to adopt the PBR plan subject to certain amendments. The amended filing included requested Kentucky
Commission approval of a five-year rate reduction plan which proposed to reduce the electric rates of LG&E
and KU by $20 million in the first year (beginning July 1999), and by $8 million annually through June 2004.
The proposed amended plan also included establishment of a $6 million program for low-income customer
assistance as well as extension for one additional year of both the rate cap proposal and merger savings surcredit
established in the original merger plan of LG&E and KU. Under the rate cap proposal, the companies agreed,
in the absence of extraordinary circumstances, not to increase base electric rates for five years following the
merger and LG&E also agreed to refrain from filing for an increase in natural gas rates through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC
requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on
LG&E's and KU's amended PBR plans and the KIUC rate reduction petitions in August and September 1999.
Legal briefs of the parties were filed with the Kentucky Commission in October 1999. KIUC's position called
for annual revenue reductions for LG&E and KU of $69.6 million and $61.5 million, respectively.

In January 2000, the Kentucky Commission issued Orders for LG&E and KU in the subject cases. The
Kentucky Commission ruled that LG&E and KU should reduce base rates by $27.2 million and $36.5 million,
respectively, effective with bills rendered beginning March 1, 2000. The Kentucky Commission eliminated the
utilities' proposal to operate under its PBR plan and reinstated the FAC mechanism effective March 1, 2000.
The Kentucky Commission offered the utilities the opportunity to operate under an ESM for the next three
years. Under this mechanism, incremental annual earnings for each utility resulting in a rate of return either
above or below a range of 10.5% to 12.5% would be shared 60% with shareholders and 40% with ratepayers.

Later in January 2000, the utilities filed motions for correction to the January 2000 orders for computational and
other errors made in the Kentucky Commission's orders which produced overstatements in the base rate
reductions to LG&E and KU of $1.1 million and $7.7 million, respectively. The utilities also filed motions for
reconsideration with the Kentucky Commission on a number of items in the case in late January. Certain
intervening parties in the proceedings have also filed motions for reconsideration asserting, among other things,
that the Kentucky Commission understated the amount of base rate reductions. In February 2000, LG&E and
KU accepted the Kentucky Commission's proposed ESM and filed an ESM tariff which contained detailed
provisions for operation of the ESM rates. Management cannot predict final outcome of these matters before
the Kentucky Commission or the timing in which resolution of these matters will ultimately be reached.

Other Rate Matters

LG&E's rates contain a DSM provision. The provision includes a rate mechanism that provides concurrent
recovery of DSM costs and provides an incentive for implementing DSM programs. This program had allowed
LG&E to recover revenues from lost sales associated with the DSM program (decoupling), but in 1998, LG&E
and customer interest groups requested an end to the decoupling rate mechanism. In September 1998, the
Kentucky Commission accepted LG&E's modified tariff discontinuing the decoupling mechanism effective as
of June 1, 1998.

Since October 1997, LG&E has implemented an experimental performance-based ratemaking mechanism
related to gas procurement activities and off-system gas sales only. During the three-year test period beginning
October 1997, rate adjustments related to this mechanism are being determined for each 12-month period
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beginning November 1 and ending October 31. During the first two years of the mechanism ended October 31,
1999 and 1998, LG&E recorded $2.2 million and $3.5 million, respectively, for its share of reduced gas costs.
These amounts are billed to customers through the gas supply clause.

Prior to implementation of the PBR in July 1999, and following its termination in March 2000, LG&E and KU
employed an FAC mechanism, which under Kentucky law allowed the utilities to recover from customers the
actual fuel costs associated with retail electric sales. In February 1999, LG&E received orders from the
Kentucky Commission requiring a refund to retail electric customers of approximately $3.9 million resulting
from reviews of the FAC from November 1994 through April 1998, of which $1.9 million was refunded in
April 1999 for the period beginning November 1994 and ending October 1996. The orders changed the utilities'
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC. LG&E requested that the Kentucky Commission grant rehearing on the February orders, and
further requested that the Kentucky Commission stay the refund requirement until it could rule on the rehearing
request. The Kentucky Commission granted the request for a stay, and in March 1999 granted rehearing on the
appropriate line loss factor associated with off-system sales for the 18-month period ended April 1998. The
Kentucky Commission also granted rehearing on the KIUC's request for rehearing on the Kentucky Commis-
sion's determination that it lacked authority to require the utilities to pay interest on the refund amounts. The
Kentucky Commission conducted a hearing on the rehearing issues and issued a final ruling in December 1999,
The Kentucky Commission agreed with LG&E 's position on the appropriate loss factor to use in the FAC
computation and reduced the refund level for the 18-month period under review to approximately $800,000.
LG&E implemented the refund with billings beginning in the month of January 2000. LG&E and KIUC have
each filed separate appeals from the Kentucky Commission's February 1999 orders with the Franklin Circuit
Court. A decision on the appeals by the Court is expected in 2000.

In July 1999, the Kentucky Commission issued a series of orders requiring KU to refund approximately $10.1
million resulting from reviews of the FAC from November 1994 to October 1998. The orders changed KU's
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC, and KU's method for computing system line losses for the purpose of calculating the system
sales component of the FAC charge. At KU's request, in July 1999, the Kentucky Commission stayed the
-efund requirement pending the Kentucky Commission's final determination of any rehearing request that KU
nay file. In August 1999, KU filed its request for rehearing of the July orders.

n August 1999, the Kentucky Commission issued a Final Order in the KU proceedings, agreeing, in part, with
{U's arguments outlined in its Petition for Rehearing. While the Kentucky Commission confirmed that KU
hould change its method of computing the fuel costs associated with electric line losses, it agreed with KU that
he line loss percentage should be based on KU's actual line losses incurred in making off-system sales rather
aan the percentage used in its Open Access Transmission Tariff. The Kentucky Commission also upheld its
revious ruling concerning the computation of system line losses in the calculation of the FAC. The net effect
f the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million from the original
rder amount of $10.1 million. In August 1999, LG&E and KU each recorded its estimated share of

aticipated FAC refunds of $8.7 million. KU began implementing the refund in October and will continue the
:fund through September 2000. Both KU and the KIUC have appealed the Order to the Franklin Circuit Court.
. decision is not expected on the appeal until later in 2000.

G&E intends to file before the end of the first quarter an application with the Kentucky Commission for

ithority to increase its natural gas rates in order to recoup higher costs for providing natural gas distribution
rvices. LG&E expects implementation before the end of 2000.
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Kentucky PSC Administrative Case for Affiliate Transactions

In December 1997, the Kentucky Commission opened Administrative Case No. 369 to consider Kentucky
Commission policy regarding cost allocations, affiliate transactions and codes of conduct governing the
relationship between utilities and their non-utility operations and affiliates. The Kentucky Commission intends
to address two major areas in the proceedings: the tools and conditions needed to prevent cost shifting and
cross-subsidization between regulated and non-utility operations; and whether a code of conduct should be
established to assure that non-utility segments of the holding company are not engaged in practices that could
result in unfair competition caused by cost shifting from the non-utility affiliate to the utility. In September
1998, the Kentucky Commission issued a draft code of conduct and cost allocation guidelines. In January 1999,
the Company, as well as all parties to the proceeding, filed comments on the Kentucky Commission draft
proposals. In December 1999, the Kentucky Commission issued guidelines on cost allocation and held a
hearing in January 2000, on the draft code of conduct. Management does not expect the ultimate resolution of
this matter to have a material adverse effect on the Company's financial position or results of operations.

Environmental Matters

The Act imposed stringent new SO2 and NOx emission limits on electric generating units. LG&E previously
had installed scrubbers on all of its generating units, while KU met its Phase I SO2 requirements primarily
through installation of a scrubber on Ghent Unit 1. The Company's combined strategy for Phase II, commenc-
ing January 1, 2000, is to use accumulated emissions allowances to delay additional capital expenditures and
may also include fuel switching or the installation of additional scrubbers. LG&E, KU, and WKE met the NOx
emission requirements of the Act through installation of low-NOx burner systems. The Company's compliance
plans are subject to many factors including developments in the emission allowance and fuel markets, future
regulatory and legislative initiatives, and advances in clean air control technology. The Company will continue
to monitor these developments to ensure that its environmental obligations are met in the most efficient and
cost-¢ffective manner.

In September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
in NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
22 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as
it deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
emissions to 0.15 1b./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
petitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
reductions from a number of specifically named electric generating units including all LG&E and KU stations
in the eastern half of Kentucky. Additional petitions currently pending before EPA may potentially result in
orders encompassing the remaining KU and WKE stations. Several states, various labor and industry groups,
and individual companies have appealed both EPA rulings to the U.S. Court of Appeals for the Washington
D.C. Circuit. Management is currently unable to determine the outcome or exact impact of this matter until
such time as the courts rule on the pending legal challenges and the states implement the final regulatory
mandate. However, if the 0.15 Ib. target is ultimately imposed, LG&E, KU, and WKE and the independent
power projects in which the Company has an interest will be required to incur significant capital expenditures
and increased operation and maintenance costs for additional controls.

Subject to further study, analysis, and the outcome of pending litigation against the EPA, the Company
estimates that it may incur approximate capital costs for NOx compliance ranging from $300 million to reduce
emissions to the level of .25 1b./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to
$550 million to reduce emissions to the level of .15 1b./Mmbtu (current EPA regulations). These costs would
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generally be incurred beginning in 2000. The Company believes its costs in this regard to be comparable to
those of similarly situated utilities with like generation assets. LG&E and KU anticipate that such capital and
operating costs are the type of costs that are eligible for recovery from customers under their environmental
surcharge mechanisms and believe that a significant portion of such costs could be recovered. However,
Kentucky Commission approval is necessary and there can be no guarantee of recovery.

The Company is also addressing other air quality issues. First, the Company is monitoring the status of EPA's
revised NAAQS for ozone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the
final rule and directed EPA to undertake additional rulemaking efforts. The Company continues to monitor
EPA actions to challenge that ruling. Second, the Company was notified by regulatory agencies that the Cane
Run Station may be the source of a potential exceedance of the NAAQS that could require the Company to
incur additional capital expenditures or accept certain emissions limitations. After reviewing additional
modeling information submitted by the Company, in January 2000, EPA concluded that the Cane Run Station
does not contribute to any potential NAAQS exceedance and that no further action is required from the
Company. Third, the Company is working with regulatory authorities to review the effectiveness of remedial
measures aimed at controlling particulate emissions from its Mill Creek Station. The Company previously

settled a number of property damage claims from adjacent residents and completed significant plant modifica-
tions as part of its ongoing capital construction program.

The Company owns or formerly owned several properties which contained past MGP operations. Various
contaminants are typically found at such former MGP sites and environmental remediation measures are
frequently required. The Company has completed the cleanup of a site owned by KU and reached agreements
for other parties to assume cleanup responsibility for two other sites formerly owned by LG&E. In addition, the
Company recently reached an agreement with the Kentucky Division of Waste Management with respect to a
third LG&E-owned site in which the Company committed to impose certain property restrictions and conduct
additional monitoring in lieu of a cleanup. Based on currently available information, management estimates
that it will incur additional MGP costs of less than $500,000. Accordingly, an accrual of $500,000 has been
‘ecorded in the accompanying financial statements. With respect to other former MGP sites no longer owned

1y the Company, the Company is unable to determine what, if any, additional exposure or liability it may have
1s it lacks complete information on current site conditions.

n October 1999, approximately 38,000 gallons of diesel fuel leaked from a cracked valve in an underground
sipeline at KU's E.W. Brown Station. Under the oversight of EPA and state officials, the Company commenced
mmediate spill containment and recovery measures which prevented the spill from reaching the Kentucky

ltiver. The Company ultimately recovered approximately 34,000 gallons of diesel fuel. In November 1999, the
lentucky Division of Water issued a notice of violation for the incident. The Company is currently negotiating
vith the state in an effort to reach a complete resolution of this matter. To date the Company has incurred costs
f approximately $1 million. The Company does not expect to incur any material additional amounts.

ee Note 18 of LG&E Energy's Notes to Financial Statements under Item 8 for an additional discussion of the
‘ompany's environmental issues.

ublic Utilities Regulatory Policies Act

roposals have been introduced in Congress to repeal all or portions of the PURPA. PURPA and its imple-
ienting regulations require, among other things, that electric utilities purchase electricity generated by
aalifying cogeneration facilities at a price based on the purchasing utility's avoided costs. The Company is the
wtial owner and contractual operator of several qualifying cogeneration facilities. While the Company
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supports the repeal of PURPA, the Company intends to oppose any efforts to nullify existing contracts between
electric utilities and qualifying cogeneration facilities. The Company has been involved in proceedings before
FERC regarding its Southampton cogeneration facility and is in litigation with the purchasing utility of the
energy from its Roanoke Valley I cogeneration facility. See Note 18 of LG&E Energy's Notes to Financial
Statements under Item 8.

IMPACT OF NON-UTILITY BUSINESSES

The Company expects to continue investing in non-utility projects, including domestic and international power
production, gas distribution projects and other energy-related businesses, as described in the sections titled
LG&E Capital Corp. and Other Results, and Future Capital Requirements. The non-utility projects in which the
Company has invested carry a higher level of risk than LG&E's or KU's traditional utility businesses. Current
investments in non-utility projects are subject to competition, operating risks, dependence on certain suppliers
and customers, environmental and energy regulations, as well as political and currency risks. In addition,
significant expenses may be incurred for projects pursued by the Company that do not materialize. The
aggregate effect of these factors creates the potential for more volatility in the non-utility component of the
Company's earnings. Also, the Company may seek opportunities to divest certain of its existing non-utility
assets under suitable market conditions. Accordingly, the historical operating results of the Company's non-
utility businesses may not necessarily be indicative of future operating results.

FUTURE OUTLOOK
Competition and Customer Choice

LG&E Energy has moved aggressively over the past decade to be positioned for, and to help promote the
energy industry's shift to customer choice and a competitive market for energy services. Specifically, the
Company has taken many steps to prepare for the expected increase in competition in its regulated and non-
utility energy services businesses, including support for performance-based ratemaking structures, aggressive
cost reduction activities; strategic acquisitions, dispositions and growth initiatives; write-offs of previously
deferred expenses; an increase in focus on commercial and industrial customers; an increase in employee
training; and necessary corporate and business unit realignments. The Company continues to be active in the
national debate surrounding the restructuring of the energy industry and the move toward a competitive, market-
based environment. LG&E Energy has urged Congress to set a specific date for a complete transition to a
competitive market, one that will quickly and efficiently bring the benefits associated with customer choice.
LG&E Energy has previously advocated the implementation of this transition by January 1, 2001, and now
recommends adoption of federal legislation specifying a date certain and appropriate transition regulations
implementing deregulation.

In December 1997, the Kentucky Commission issued a set of principles which was intended to serve as its
guide in consideration of issues relating to industry restructuring. Among the issues addressed by these
principles are: consumer protection and benefit, system reliability, universal service, environmental responsibil-
ity, cost allocation, stranded costs and codes of conduct. During 1998, the Kentucky Commission and a task
force of the Kentucky General Assembly each conducted proceedings, including meetings with representatives
of utilities, consumers, state agencies and other groups in Kentucky, to discuss the possible structure and effects
of energy industry restructuring in Kentucky.

In November 1999, the task force issued a report to the Governor of Kentucky and a legislative agency
recommending no general electric industry restructuring actions during the 2000 legislative session.
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Thus, at the time of this report, neither the Kentucky General Assembly nor the Kentucky Commission has
adopted or approved a plan or timetable for retail electric industry competition in Kentucky. The nature or

timing of the ultimate legislative or regulatory actions regarding industry restructuring and their impact on the
Company, which may be significant, cannot currently be predicted.

LG&E:
GENERAL

The following discussion and analysis by management focuses on those factors that had a material effect on

LG&E's financial results of operations and financial condition during 1999, 1998, and 1997 and should be read in
connection with the financial statements and notes thereto.

Some of the following discussion may contain forward-looking statements that are subject to certain risks,
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this document by
the words "anticipate," "expect,” "estimate," "objective," "possible," "potential" and similar expressions. Actual
results may vary materially. Factors that could cause actual results to differ materially include: general economic
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation;
unusual weather; actions by state or federal regulatory agencies; and other factors described from time to time in
Louisville Gas and Electric Company's reports to the Securities and Exchange Commission, and Exhibit No. 99.01
to LG&E Energy's annual report on Form 10-K for the year ended December 31, 1998.

MERGER

Effective May 4, 1998, following the receipt of all required state and federal regulatory approvals, LG&E
Energy and KU Energy merged, with LG&E Energy as the surviving corporation. The outstanding preferred

stock of LG&E, a subsidiary of LG&E Energy, was not affected by the merger. See Note 2 of LG&E's Notes to
Financial Statements under Item 8.

RESULTS OF OPERATIONS

Jet Income

.G&E's net income increased $28.2 million for 1999, as compared to 1998, primarily due to non-recurring
harges in 1998 for merger-related expenses of $23.6 million, after tax. Excluding these non-recurring charges,
iet income increased $4.6 million. This increase is mainly due to higher electric revenues, lower administrative

osts and operating expenses at the electric generating stations, partially offset by higher maintenance expenses
t the electric generating stations.

let income decreased $35.2 million for 1998, as compared to 1997, primarily due to non-recurring charges for
rerger-related expenses and the ECR refund of $23.6 million and $2.7 million, after tax, respectively.
xcluding these non-recurring charges, net income decreased $8.9 million. This decrease is mainly due to

igher operating expenses at the electric generating stations and lower gas sales, partially offset by increased
lectric sales.

evenues

comparison of operating revenues for the years 1999 and 1998, excluding the provisions recorded for refunds
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in 1999 and in 1998, with the immediately preceding year reflects both increases and decreases, which have
~ been segregated by the following principal causes (in thousands of $):

Increase (Decrease) From Prior Period

Electric Revenues Gas Revenues
Cause 1999 1998 1999 1998
Retail sales:
Fuel and gas supply adjustments, efc. $ (2,014) $ 3,750 $ (24,791) $ (4,393)
Merger surcredit (4,194) (3,466) - -
Performance based rate reduction (6,076) - - -
Demand side management/decoupling (2,985) (6,299) (6,462) (369)
Environmental cost recovery surcharge (570) (260) - -
Variation in sales volumes 22.009 27,051 17,779 (42.418)
Total retail sales 6,170 20,776 (13,474)  (47,180)
Wholesale sales 121,996 28,398 (602) 8,720
Gas transportation-net - - (575) (71)
Other 1,228 (695) 685 (935)
Total $129,394 $48.479 $(13.966) $(39,466)

Electric revenues increased in 1999 primarily due to wholesale electric sales and higher levels of retail sales
volumes, partially offset by the PBR and merger surcredit bill reductions. Wholesale sales increased in 1999
due to large amounts of power available. Gas revenues decreased primarily as a result of lower gas supply costs
billed to customers through the gas supply clause, partially offset by increased gas sales in 1999 due to colder
weather.

Electric retail sales increased primarily due to the warmer weather in 1998 as compared to 1997. Wholesale
sales increased due to larger amounts of power available for off-system sales, an increase in the unit price of the
sales and sales to KU of $11.6 million due to economic dispatch following the merger in May 1998 of LG&E
Energy and KU Energy. Gas retail sales decreased from 1997 due to the warmer weather in 1998. Gas
wholesale sales increased to $8.7 million in 1998 from zero in 1997 due to the implementation of LG&E's gas
performance-based ratemaking mechanism. See Note 3 of LG&E's Notes to Financial Statements under Item 8.

Expenses

Fuel for electric generation and gas supply expenses comprises a large component of LG&E's total operating
costs. LG&E's electric rates contain an FAC and gas rates contain a GSC, whereby increases or decreases in the
cost of fuel and gas supply are reflected in base rates, subject to approval by the Kentucky Commission. In July
1999, the Kentucky Commission approved LG&E's filing on PBR resulting in the discontinuance of the FAC.
In January 2000, the Kentucky Commission rescinded its approval of LG&E's PBR filing and ordered the
reinstatement of the FAC. See Note 3 of LG&E's Notes to Financial Statements under Item 8 for a further
discussion of the PBR and the FAC.

Fuel for electric generation increased $4.4 million (2.9%) in 1999 because of an increase in generation to
support increased electric sales ($7.4 million), offset partially by a lower cost of coal burned ($3 million). Fuel
expenses incurred in 1998 increased $5.2 million (3.5%) because of higher cost of coal burned ($6.6 million),
partially offset by a decrease in generation ($1.4 million). The average delivered cost per ton of coal purchased
was $21.49 in 1999, $22.38 in 1998, and $21.66 in 1997.
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Power purchased increased $119.4 million (238%) in 1999 primarily due to increased purchases to serve native
load customers during the summer months and off-system sales activity. Power purchased increased $32.9
million (191%) in 1998 to support the increase in wholesale sales and increased purchases from KU of $16
million as a result of economic dispatch following the merger of the two companies in May 1998.

Gas supply expenses decreased $11.1 million (8.9%) in 1999 primarily due to a decrease in cost of net gas
supply ($17.1 million), partially offset by an increase in the volume of gas delivered to the distribution system
($6 million). Gas supply expenses decreased $33 million (21%) in 1998 primarily due to a decrease in the

volume of gas delivered to the distribution system. The average unit cost per Mcf of purchased gas was $2.99
in 1999, $3.05 in 1998 and $3.46 in 1997.

Operation expenses decreased $8.9 million (5.4%) in 1999 primarily due to decreased costs to operate the
electric generating plants ($5.7 million) and lower administrative costs ($4.6 million). Operation expenses
increased $12.8 million (8.5%) in 1998 over 1997 because of increased costs to operate electric generating

plants ($6.6 million), amortization of deferred merger costs ($1.8 million), and an increase in storm damage
expenses ($1.4 million).

Maintenance expenses for 1999 increased $5.3 million (10.1%) primarily due to increases in scheduled outages
at the Mill Creek generating station units 3 and 4, and the Cane Run generating station units 4 and 6 ($2.4
million) and increased forced outages at Mill Creek units 1 and 4 and Cane Run unit 5 ($3.9 million). In 1998
maintenance expenses increased $5.2 million (10.9%) as compared to 1997 primarily because of an increase in

scheduled outages and general repairs at the electric generating plants ($2.2 million) and an increase in storm
damage expenses ($1.4 million).

Depreciation and amortization increased $4 million (4.3%) in 1999 over 1998 due to additional utility plant in
service. Depreciation and amortization for 1998 were approximately the same as in 1997.

JG&E incurred a pre-tax charge in the second quarter of 1998 for costs associated with the merger of LG&E
inergy and KU Energy of $32.1 million. The corresponding tax benefit of $8.5 million is recorded in other
ncome and (deductions). The amount charged is in excess of the amount permitted to be deferred as a

egulatory asset by the Kentucky Commission. See Note 2 of LG&E's Notes to Financial Statements under
tem 8.

aterest charges for 1999 increased $1.6 million (4.5%) due to short term borrowings and interest on debt to
ssociated companies ($2.5 million), partially offset by lower interest rates on variable rate debt ($.6 million).
iterest charges for 1998 decreased $2.9 million (7.3%) due to the retirement of LG&E's 6.75% Series First
fortgage Bonds and lower variable interest rates. The embedded cost of long-term debt was 5.46% at

lecember 31, 1999, and 5.57% at December 31, 1998. See Note 10 of LG&E's Notes to Financial Statements
ader Item 8.

ariations in income tax expenses are largely attributable to changes in pre-tax income as well as non-
:ductible merger expenses.

1e rate of inflation may have a significant impact on LG&E's operations, its ability to control costs and the

ed to seek timely and adequate rate adjustments. However, relatively low rates of inflation in the past few
ars have moderated the impact on current operating results.
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LIQUIDITY AND CAPITAL RESOURCES

LG&E uses net cash generated from its operations and external financing to fund construction of plant and
equipment and the payment of dividends. L.G&E believes that such sources of funds will be sufficient to meet
the needs of its business in the foreseeable future.

Operating Activities

Cash provided by operations was $180.5 million, $225.7 million and $185.0 million in 1999, 1998 and 1997,
respectively. The 1999 decrease resulted from a net decrease in non-cash income statement items and a net

decrease in net current assets, including decreases in accounts payable and accrued taxes. The 1998 increase
was primarily due to an increase in current assets, including increases in accounts payable and accrued taxes.

Investing Activities

LG&E's primary use of funds continues to be for capital expenditures and the payment of dividends. Capital
expenditures were $195 million, $138 million and $111 million in 1999, 1998 and 1997, respectively. LG&E
expects its capital expenditures for 2000 and 2001 will total approximately $401 million which consists
primarily of construction estimates associated with installation of low nitrogen oxide burner systems as
described in the section titled "Environmental Matters."

Net cash used for investment activities increased by $47.2 million in 1999 compared to 1998 and increased $10
million in 1998 compared to 1997 primarily due to increased construction expenditures in both periods.

Financing Activities

Cash inflow from financing activities in 1999 was $26.7 million and cash outflows for 1998 and 1997 were
$107.6 million and $64.5 million, respectively. In 1999, total debt increased by $120.1 million to $746.9
million at December 31, 1999. The increase was primarily due to funding operating expenses and construction
expenditures.

As of December 1999, LG&E had committed credit facility aggregating $200.0 miilion with various banks.
Unused capacity under these lines were approximately $90 million after considering the commercial paper
support. The credit facility will expire in 2001 and management expects to renegotiate the credit facility at that
time.

Future Capital Requirements

Future utility requirements may be affected in varying degrees by factors such as load growth, changes in
construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of competing
electric power generators, changes in environmental regulations and other regulatory requirements. LG&E
anticipates to fund its requirements through additional operating cash flow, debt or an issuance of preferred
cstock.
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LG&E's debt ratings as of February 16, 2000, were:

Moody's S&P D&P
First mortgage bonds Al A+ AA-
Unsecured debt A2 A- At
Preferred stock a2 BBB+ A
Commercial paper P-1 A-1 D-1

The ratings stated above reflect the downgrades received following an order from the Kentucky Commission to
reduce base rates at LG&E by $27.2 million. As of March 21, 2000, Moody's, S&P and D&P had LG&E on
Credit Watch with negative implications. Based upon the downgrades received LG&E's cost of funds could
increase by .05% to .12% on short-term borrowings and .10% on new long-term borrowings. These ratings
reflect the views of Moody's, S&P and D&P. A security rating is not a recommendation to buy, sell or hold
securities and is subject to revision or withdrawal at any time by the rating agency.

Market Risks

LG&E is exposed to market risks from changes in interest rates and commodity prices. To mitigate changes in
cash flows attributable to these exposures, LG&E has entered into various derivative instruments. Derivative
positions are monitored using techniques that include market value and sensitivity analysis.

[nterest Rate Sensitivity

LG&E has short-term and long-term variable rate debt obligations outstanding. At December 31, 1999, the

sotential change in interest expense associated with a 1% change in base interest rates of LG&E's unswapped
lebt is estimated at $1.0 million.

nterest rate swaps are used to hedge LG&E's underlying variable rate debt obligations. These swaps hedge
ipecific debt issuance and consistent with management's designation are accorded hedge accounting treatment.

\s of December 31, 1999, LG&E had swaps with a combined notional value of $151 million. The swaps
xchange floating-rate interest payments for fixed interest payments to reduce the impact of interest rate
hanges on LG&E's Pollution Control Bonds. As of December 31, 1999, 61% of the outstanding variable
aterest rate borrowings were converted to fixed interest rates through swaps. The potential loss in fair value
rom these positions resulting from a hypothetical 1% adverse movement in base interest rates is estimated at
2.1 million as of December 31, 1999. Changes in the market value of these swaps if held to maturity, as

G&E intends to do, will have no effect on LG&E's net income or cash flow. See Note 4 of LG&E's Notes to
inancial Statements under Item 8.

'ommodity Price Sensitivity

G&E has limited exposure to market price volatility in prices of fuel and electricity, as long as cost-based
igulations exist, including the FAC and GSC.
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YEAR 2000 COMPUTER SOFTWARE ISSUE
Result of Year 2000 Preparation

The remediation efforts of LG&E in preparing for potential Year 2000 computer problems were successful and
resulted in LG&E incurring no material disruptions in services or operations of any sort. To the extent, if any,
certain third parties such as interconnected utilities, key customers or suppliers still face Year 2000 disruptions
due to incomplete remediation, LG&E may still retain risk related to Year 2000 issues. LG&E is not presently
aware of any such situations and does not anticipate such events will have a material effect on LG&E's financial
condition or results of operations.

Cost of Year 2000 Issues

LG&E's system modification costs related to the Year 2000 issue were expensed as incurred, while new system
installations are being capitalized pursuant to generally accepted accounting principles. See Note 1 of LG&E's
Notes to Financial Statements under Item 8. Through December 1999, LG&E incurred approximately $18.6
million in capital and operating costs in connection with the Year 2000 issue.

RATES AND REGULATION

LG&E is subject to the jurisdiction of the Kentucky Commission in virtually all matters related to electric and
gas utility regulation, and as such, their accounting is subject to SFAS No. 71, Accounting for the Effects of
Certain Types of Regulation. Given LG&E's competitive position in the market and the status of regulation in
the states of Kentucky LG&E has no plans or intentions to discontinue its application of SFAS No. 71. See
Note 3 of LG&E's Notes to Financial Statements under Item 8.

Environmental Cost Recovery

In May 1995, LG&E implemented an ECR surcharge. The Kentucky Commission's order approving the
surcharge as well as the constitutionality of the surcharge was challenged by certain intervenors in Franklin
Circuit Court. Decisions of the Circuit Court and the Kentucky Court of Appeals in July 1995 and December
1997, respectively, upheld the constitutionality of the ECR statute but differed on a claim of retroactive
recovery of certain amounts. Based on these decisions, the Kentucky Commission ordered that certain
surcharge revenues collected by LG&E be subject to refund pending final determination of all appeals.

In December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the
surcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
ECR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for
revenues collected for such pre-1993 environmental projects. Accordingly, LG&E recorded a provision for rate
refunds of $4.5 million in December 1998.

The parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
Kentucky Commission in August 1999. This Final Order resulted in the additional accrual of approximately
$0.6 million to what had been recorded in December 1998. The refund is being applied to customers' bills
during the twelve-month period beginning October 1999.
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Future Rate Regulation

In October 1998, LG&E filed an application with the Kentucky Commission for approval of a new method of
determining electric rates that sought to provide financial incentives for LG&E to further reduce customers'
rates. The filing was made pursuant to the September 1997 Kentucky Commission order approving the merger
of LG&E Energy and KU Energy, wherein the Kentucky Commission directed LG&E to indicate whether they
desired to remain under traditional rate of return regulation or commence non-traditional regulation. The
proposed ratemaking method, known as PBR, included financial incentives for LG&E to reduce fuel costs and
increase generating efficiency, and to share any resulting savings with customers. Additionally, the PBR
proposal provided for financial penalties and rewards to assure continued high quality service and reliability.

In April 1999, LG&E filed a joint agreement with KU and the Kentucky Attorney General to adopt the PBR
plan subject to certain amendments. The amended filing included requested Kentucky Commission approval of
a five-year rate reduction plan which proposed to reduce the electric rates of LG&E by $9.4 million in the first
year (beginning July 1999), and by $3.8 million annually through June 2004. The proposed amended plan also
included establishment of a $2.8 million program for low-income customer assistance as well as extension for
one additional year of both the rate cap proposal and merger savings surcredit established in the original merger
plan of LG&E and KU. Under the rate cap proposal, LG&E agreed, in the absence of extraordinary circum-
stances, not to increase base electric rates for five years following the merger and LG&E also agreed to refrain
from filing for an increase in natural gas rates through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC

requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on

LG&E's amended PBR plan and the KIUC rate reduction petitions in August and September 1999. Legal briefs
of the parties were filed with the Kentucky Commission in October 1999. KIUC's position called for annual
revenue reductions for LG&E of $69.6 million.

In January 2000, the Kentucky Commission issued Orders for LG&E in the subject cases. The Kentucky
Commission ruled that LG&E should reduce base rates by $27.2 million effective with bills rendered beginning
March 1, 2000. The Kentucky Commission eliminated LG&E's proposal to operate under its PBR plan and
reinstated the fuel adjustment clause mechanism effective March 1, 2000. The Kentucky Commission offered
LG&E the opportunity to operate under an ESM for the next three years. Under this mechanism, incremental
annual earnings resulting in a rate of return either above or below a range of 10.5% to 12.5% would be shared
60% with shareholders and 40% with ratepayers.

Later in January 2000, LG&E filed motions for correction to the January 2000 orders for computational and
other errors made in the Kentucky Commission's orders which produced overstatements in the base rate
reductions to LG&E of $1.1 million. LG&E also filed motions for reconsideration with the Kentucky
Commission on a number of items in the case in late January. Certain intervening parties in the proceedings
have also filed motions for reconsideration asserting, among other things, that the Kentucky Commission
understated the amount of base rate reductions. In February 2000, LG&E accepted the Kentucky Commission's
proposed ESM and filed an ESM tariff which contained detailed provisions for operation of the ESM rates.
Management cannot predict final outcome of these matters before the Kentucky Commission or the timing in
which resolution of these matters will ultimately be reached.
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Other Rate Matters

LG&E's rates contain a DSM provision. The provision includes a rate mechanism that provides concurrent
recovery of DSM costs and provides an incentive for implementing DSM programs. This program had allowed
LG&E to recover revenues from lost sales associated with the DSM program (decoupling), but in 1998, LG&E
and customer interest groups requested an end to the decoupling rate mechanism. In September 1998, the
Kentucky Commission accepted LG&E's modified tariff discontinuing the decoupling mechanism effective as
of June 1, 1998.

Since October 1997, LG&E has implemented an experimental performance-based ratemaking mechanism
related to gas procurement activities and off-system gas sales only. During the three-year test period beginning
October 1997, rate adjustments related to this mechanism will be determined for each 12-month period
beginning November 1 and ending October 31. During the first two years of the mechanism ended October 31,
1999 and 1998, LG&E recorded $2.2 million and $3.5 million, respectively, for its share of reduced gas costs.
These amounts are billed to customers through the gas supply clause.

Prior to implementation of the PBR in July 1999, and following its termination in March 2000, LG&E
employed an FAC mechanism, which under Kentucky law allowed LG&E to recover from customers, the actual
fuel costs associated with retail electric sales. In February 1999, LG&E received orders from the Kentucky
Commission requiring a refund to retail electric customers of approximately $3.9 million resulting from reviews
of the FAC from November 1994 through April 1998, of which $1.9 million was refunded in April 1999 for the
period beginning November 1994 and ending October 1996. The orders changed LG&E's method of computing
fuel costs associated with electric line losses on off-system sales appropriate for recovery through the FAC.
LG&E requested that the Kentucky Commission grant rehearing on the February orders, and further requested
that the Kentucky Commission stay the refund requirement until it could rule on the rehearing request. The
Kentucky Commission granted the request for a stay, and in March 1999 granted rehearing on the appropriate
line loss factor associated with off-system sales for the 18-month period ended April 1998. The Kentucky
Commission also granted rehearing on the KIUC's request for rehearing on the Kentucky Commission's
determination that it lacked authority to require the utilities to pay interest on the refund amounts. The
Kentucky Commission conducted a hearing on the rehearing issues and issued a final ruling in December 1999.
The Kentucky Commission agreed with LG&E 's position on the appropriate loss factor to use in the FAC
computation and reduced the refund level for the 18-month period under review to approximately $800,000.
LG&E enacted the refund with billings in the month of January 2000. LG&E and KIUC have each filed
separate appeals from the Kentucky Commission's February 1999 orders with the Franklin Circuit Court. A
decision on the appeals by the Court is expected in 2000.

LG&E intends to file before the end of the first quarter an application with the Kentucky Commission for
authority to increase its natural gas rates in order to recoup higher costs for providing natural gas distribution
services. LG&E expects implementation before the end of 2000.

Kentucky PSC Administrative Case for Affiliate Transactions

In December 1997, the Kentucky Commission opened Administrative Case No. 369 to consider Kentucky
Commission policy regarding cost allocations, affiliate transactions and codes of conduct governing the
relationship between utilities and their non-utility operations and affiliates. The Kentucky Commission intends
to address two major areas in the proceedings: the tools and conditions needed to prevent cost shifting and
cross-subsidization between regulated and non-utility operations; and whether a code of conduct should be
established to assure that non-utility segments of the holding company are not engaged in practices that could
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result in unfair competition caused by cost shifting from the non-utility affiliate to the utility. In September
1998, the Kentucky Commission issued a draft code of conduct and cost allocation guidelines. In January 1999,
LG&E, as well as all parties to the proceeding, filed comments on the Kentucky Commission draft proposals.

In December 1999, the Kentucky Commission issued guidelines on cost allocation and held a hearing in
January 2000, on the draft code of conduct. Management does not expect the ultimate resolution of this matter
to have a material adverse effect on LG&E's financial position or results of operations.

Environmental Matters

The Act imposed stringent new SO2 and NOx emission limits on electric generating units. LG&E previously
had installed scrubbers on all of its generating units. LG&E's strategy for Phase II, commencing January 1,
2000, is to use accumulated emissions allowances to delay additional capital expenditures and may also include
fuel switching or the installation of additional scrubbers. LG&E met the NOx emission requirements of the Act
through installation of low-NOx burner systems. LG&E's compliance plans are subject to many factors
including developments in the emission allowance and fuel markets, future regulatory and legislative initiatives,
and advances in clean air control technology. LG&E will continue to monitor these developments to ensure that
its environmental obligations are met in the most efficient and cost-effective manner.

In September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
in NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
22 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as
it deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
emissions to 0.15 Ib./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
setitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
‘eductions from a number of specifically named electric generating units including all LG&E stations. Several
itates, various labor and industry groups, and individual companies have appealed both EPA rulings to the U.S.
Court of Appeals for the Washington D.C. Circuit. Management is currently unable to determine the outcome
r exact impact of this matter until such time as the courts rule on the pending legal challenges and the states
mplement the final regulatory mandate. However, if the 0.15 Ib. target is ultimately imposed, LG&E will be

equired to incur significant capital expenditures and increased operation and maintenance costs for additional
ontrols.

'ubject to further study, analysis, and the outcome of pending litigation against the EPA, LG&E estimates that

. may incur approximate capital costs for NOx compliance ranging from $65 million to reduce emissions to the
svel of .25 1b./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $165 million to
:duce emissions to the level of .15 Ib./Mmbtu (current EPA regulations). These costs would generally be
wcurred beginning in 2000. LG&E believes its costs in this regard to be comparable to those of similarly
tuated utilities with like generation assets. LG&E anticipates that such capital and operating costs are the type
f costs that are eligible for recovery from customers under their environmental surcharge mechanisms and

slieve that a significant portion of such costs could be recovered. However, Kentucky Commission approval is
scessary and there can be no guarantee of recovery.

G&E is also addressing other air quality issues. First, LG&E is monitoring the status of EPA's revised
AAQS for ozone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the final rule
d directed EPA to undertake additional rulemaking efforts. LG&E continues to monitor EPA actions to

allenge that ruling. Second, LG&E was notified by regulatory agencies that the Cane Run Station may be the |

urce of a potential exceedance of the NAAQS that could require LG&E to incur additional capital expendi-
res or accept certain emissions limitations. After reviewing additional modeling information submitted by
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LG&E, in January 2000, EPA concluded that the Cane Run Station does not contribute to any potential NAAQS
exceedance and that no further action is required from LG&E. Third, LG&E is working with regulatory
authorities to review the effectiveness of remedial measures aimed at controlling particulate emissions from its
Mill Creek Station. LG&E previously settled a number of property damage claims from adjacent residents and
completed significant plant modifications as part of its ongoing capital construction program.

LG&E owns or formerly owned three properties which contained past MGP operations. Various contaminants
are typically found at such former MGP sites and environmental remediation measures are frequently required.
LG&E has reached agreements for other parties to assume cleanup responsibility for two other sites it formerly
owned. In addition, LG&E recently reached an agreement with the Kentucky Division of Waste Management
with respect to a third LG&E-owned site in which LG&E committed to impose certain property restrictions and
conduct additional monitoring in lieu of a cleanup. Based on currently available information, management
estimates that it will incur additional MGP costs of less than $500,000. Accordingly, an accrual of $500,000
has been recorded in the accompanying financial statements.

See Note 12 of LG&E's Notes to Financial Statements under Item 8 for an additional discussion of environ-
mental issues.

FUTURE OUTLOOK
Competition and Customer Choice

LG&E has moved aggressively over the past decade to be positioned for, and to help promote, the energy
industry's shift to customer choice and a competitive market for energy services. Specifically, LG&E has taken
many steps to prepare for the expected increase in competition in its business, including support for perform-
ance-based ratemaking structures, aggressive cost reduction activities; strategic acquisitions, dispositions and
growth initiatives; write-offs of previously deferred expenses; an increase in focus on commercial and industrial
customers; an increase in employee training; and necessary corporate and business unit realignments. LG&E
continues to be active in the national debate surrounding the restructuring of the energy industry and the move
toward a competitive, market-based environment. LG&E has urged Congress to set a specific date for a
complete transition to a competitive market, one that will quickly and efficiently bring the benefits associated
with customer choice. LG&E has previously advocated the implementation of this transition by January 1,
2001, and now recommends adoption of federal legislation specifying a date certain and appropriate transition
regulations implementing deregulation.

In December 1997, the Kentucky Commission issued a set of principles which was intended to serve as its
guide in consideration of issues relating to industry restructuring. Among the issues addressed by these
principles are: consumer protection and benefit, system reliability, universal service, environmental responsibil-
ity, cost allocation, stranded costs and codes of conduct. During 1998, the Kentucky Commission and a task
force of the Kentucky General Assembly had each initiated proceedings, including meetings with representa-
tives of utilities, consumers, state agencies and other groups in Kentucky, to discuss the possible structure and
effects of energy industry restructuring in Kentucky.

In November 1999, the task force issued a report to the Governor of Kentucky and a legislative agency
recommending no general electric industry restructuring actions during the 2000 legislative session.

Thus, at the time of this report, neither the Kentucky General Assembly nor the Kentucky Commission has
adopted or approved a plan or timetable for retail electric industry competition in Kentucky. The nature or
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timing of the ultimate legislative or regulatory actions regarding industry restructuring and their impact on
LG&E, which may be significant, cannot currently be predicted.

KU

GENERAL

The following discussion and analysis by management focuses on those factors that had a material effect on KU's
financial results of operations and financial condition during 1999, 1998, and 1997 and should be read in
connection with the financial statements and notes thereto.

Some of the following discussion may contain forward-looking statements that are subject to certain risks,
uncertainties and assumptions. Such forward-looking statements are intended to be identified in this document by
the words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual
results may vary materially. Factors that could cause actual results to differ materially include: general economic
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation;
unusual weather; actions by state or federal regulatory agencies; and other factors described from time to time in

KU's reports to the Securities and Exchange Commission, and Exhibit No. 99.01 to LG&E Energy's annual report
on Form 10-K for the year ended December 31, 1998.

MERGER

iffective May 4, 1998, following the receipt of all required state and federal regulatory approvals, LG&E
inergy and KU Energy merged, with LG&E Energy as the surviving corporation. The outstanding preferred

tock of KU, a subsidiary of KU Energy before the merger, was not affected by the merger. See Note 2 of KU's
Jotes to Financial Statements under Item 8.

LESULTS OF OPERATIONS

et Income

{U's net income increased $33.8 million for 1999, as compared to 1998, primarily due to non-recurring charges
11998 for merger-related expenses and environmental cost recovery refund of $21.5 million and $12.9 million,
fter tax, respectively, offset by net rate refunds incurred in 1999 of $3.5 million, after tax. Excluding these
on-recurring charges, net income increased $2.9 million. This increase was due to higher retail electric and

ff-system sales results, and lower operation and maintenance costs, offset by higher purchased power expenses
ir the year.

U's net income decreased $12.9 million for 1998 as compared to 1997, primarily due to non-recurring charges
t merger-related expenses and environmental cost recovery refund of $21.5 million and $12.9 million, after
x, respectively. Excluding these non-recurring charges, net income increased $21.5 million. The increase is

ainly due to higher residential sales, commercial sales, industrial sales and sales for resale caused by the
armer weather and increased marketing efforts.

venues

comparison of operating revenues for the years 1999 and 1998, excluding the provision for rate refunds for
: ECR refund and the FAC refund previously recovered from customers, $5.9 million in 1999 and $21.5

66




KU (cont.):

million in 1998, with the immediately preceding year reflects both increases and decreases which have been
segregated by the following principal causes (in thousands of $):

Increase (Decrease)
From Prior Period
Cause 1999 1998
Retail sales:
Fuel clause adjustments, etc. $ (1,749 $ 1,158
Merger surcredit (4,123) (4,035)
Environmental cost recovery surcharge (1,977) (547)
Performance based rate reduction (5,558) -
Variation in sales volumes 19.303 25.841
Total retail sales 5,901 22,417
Wholesale sales 106,160 90,253
Other (465) 2.507
Total $111,596 $115.177

The increase in sales for resale in 1999 was primarily due to more aggressive marketing efforts.

Retail sales increased in 1998 due to increases in residential and commercial sales primarily attributable to
warmer weather experienced in the second and third quarters. The increase in sales for resale was primarily due
to more aggressive marketing efforts, increases in the unit price of the sales, efficiencies achieved from
coordinated dispatch of a larger available pool of generation following completion of the merger, and sales to
LG&E of $16 million due to economic dispatch following the merger in May 1998 of LG&E Energy and KU
Energy.

Provision for rate refund reflects a net charge in revenues during 1999 of $5.9 million for the refund of costs
previously recovered from customers under the fuel adjustment clause and the environmental cost recovery
mechanism. Provision for rate refund reflects a charge in revenues during 1998 of $21.5 million for the refund
of environmental costs previously recovered from customers. See Note 3 of KU's Notes to Financial Statements
under Item 8.

Expenses

Fuel for electric generation comprises a large component of KU's total operating expenses. KU's Kentucky
jurisdictional electric rates were subject to a FAC whereby increases or decreases would be reflected in retail
rates, subject to the approval of the Kentucky Commission. Effective July 2, 1999 the FAC was discontinued
and replaced with an amended electric PBR. In January 2000, the Kentucky Commission rescinded its approval
of KU's PBR filing and ordered the reinstatement of the FAC. See Note 3 of KU's Notes to Financial
Statements under Item 8 for a further discussion of the PBR and the FAC. KU's wholesale and Virginia
jurisdictional electric rates contain a fuel adjustment clause whereby increases or decreases in the cost of fuel
are reflected in rates, subject to the approval of the Virginia Commission and the FERC.

Fuel for electric generation increased $2.5 million (1%) in 1999 because of an increase in generation ($5.1
million), partially offset by a decrease in the cost of coal burned ($2.6 million). Fuel for electric generation
increased $29 million (13%) in 1998 because of an increase in generation ($26.2 million) and an increase in the
cost of coal burned ($2.8 million). KU's average delivered cost per ton of coal purchased was $26.65 in 1999,
$26.97 in 1998 and $27.97 in 1997.
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Power purchased increased $115.7 million in 1999 primarily to support the aforementioned sales for resale.
Power purchased expense increased $54 million (75%) in 1998 because of a 67% increase in megawatt-hour
purchases which was primarily attributable to increased marketing efforts and purchases from LG&E of $11.6
million as a result of economic dispatch following the merger of the two companies in May 1998.

Maintenance expense decreased $6.3 million (10%) in 1999 due to decreases in maintenance at the steam

generating plants and the transmission and distribution systems. Maintenance for 1998 was flat as compared to
1997.

Depreciation and amortization increased $3.3 million (3.8%) in 1999 and $2.5 million (1.5%) in 1998 because
of additional utility plant in service in both years.

Merger costs to achieve reflects the one-time charge during 1998 of $21.7 million (the corresponding tax
benefit of $.2 million is recorded in other income and (deductions) for merger related expenses as discussed in
Note 2 of KU's Notes to Financial Statements under Item 8).

KU's embedded cost of long-term debt was 7.00% at December 31, 1999, and 6.99% at December 31, 1998.
See Note 10 of KU's Notes to Financial Statements under Item 8.

Variations in income tax expense are largely attributable to changes in pre-tax income as well as non-deductible
merger expenses.

The rate of inflation may have a significant impact on KU's utility operations, its ability to control costs and the
1eed to seek timely and adequate rate adjustments. However, relatively low rates of inflation in the past few
rears have moderated the impact on current operating results.

IQUIDITY AND CAPITAL RESOURCES

CU uses net cash generated from its operations and external financing to fund construction of plant and

:quipment and the payment of dividends. KU believes that such sources of funds will be sufficient to meet the
ieeds of its business in the foreseeable future.

Jperating Activities

“ash provided by operations was $204.2 million, $239.4 million and $178.9 million in 1999, 1998 and 1997,
espectively. The 1999 decrease of resulted from an increase in net income and a net decrease in net current
ssets, including decreases in accounts receivable, accounts payable, accrued taxes and provision for rate
sfunds. The 1998 increase was primarily due to an increase in current assets, including increases in accounts
ayable, accrued taxes and provision for rate refunds, partially offset by an increase in accounts receivable.

westing Activities

U's primary use of funds continues to be for capital expenditures and the payment of dividends. Capital
kpenditures were $181 million, $92 million and $94 million in 1999, 1998 and 1997, respectively. The $89
illion increase in 1999 capital expenditures was primarily due to the purchase of a 62% interest in the two
»mbustion turbines. KU expects its capital expenditures for 2000 and 2001 will total approximately $324
illion which consists primarily of construction costs associated with installation of low nitrogen oxide burner
rstems as described in the section titled "Environmental Matters."
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Net cash used for investment activities increased by $89.3 million in 1999 compared to 1998 and increased $2.1
million in 1998 compared to 1997 primarily due to increased construction expenditures in both periods.

Future Capital Requirements

Future utility requirements may be affected in varying degrees by factors such as load growth, changes in
construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of competing
electric power generators, changes in environmental regulations and other regulatory requirements. KU
anticipates to fund its requirements through additional operating cash flow, debt or an issuance of preferred
stock.

Financing Activities
Cash outflows from financing activities were $75.2 million, $94.0 million and $89.4 million, in 1999, 1998 and
1997, respectively. In 1999, there was no increase in total debt, balance as of December 31, 1999 remained

$546.3 million.

KU's debt ratings as of February 16, 2000, were:

Moody's S&P D&P
First mortgage bonds Al A+ AA-
Preferred stock a2 BBB+ A
Commercial paper P-1 A-1 D-1

The ratings stated above reflect the downgrades received following the PBR-related order from the Kentucky
Commission to reduce base rates at KU by $36.5 million. As of March 21, 2000, Moody's, S&P and D&P had
KU on Credit Watch with negative implications. Based upon the downgrades received KU's cost of funds could
increase by .05% to .12% on short-term borrowings and .10% on new long-term borrowings. These ratings
reflect the views of Moody's, S&P and D&P. A security rating is not a recommendation to buy, sell or hold
securities and is subject to revision or withdrawal at any time by the rating agency.

Market Risks

KU is exposed to market risks from changes in interest rates and commodity prices. To mitigate changes in
cash flows attributable to these exposures, KU has entered into various derivative instruments. Derivative
positions are monitored using techniques that include market value and sensitivity analysis.

Interest Rate Sensitivity

KU has long-term variable rate debt obligations outstanding. At December 31, 1999, the potential change in
interest expense associated with a 1% change in base interest rates of KU's unswapped debt is estimated at $1.0
million. These swaps hedge specific debt issuance and consistent with management's designation are accorded
hedge accounting treatment.

As of December 31, 1999, KU has a swap with a notional value of $53 million. The swaps exchange fixed-rate

interest payments for floating interest payments on KU's 7.92% Series P Pollution Control Bond. The potential
loss in fair value from these positions resulting from a hypothetical 1% adverse movement in base interest rates
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is estimated at $3.7 million as of December 31, 1999. Changes in the market value of these swaps if held to

maturity, as KU intends to do, will have no effect on KU's net income or cash flow. See Note 4 of KU's Notes
to Financial Statements under Item 8.

Commodity Price Sensitivity

KU has limited exposure to market price volatility in prices of fuel and electricity, as long as cost-based
regulations exist, including the FAC.

YEAR 2000 COMPUTER SOFTWARE ISSUE

Result of Year 2000 Preparation

The remediation efforts of KU in preparing for potential Year 2000 computer problems were successful and
resulted in KU incurring no material disruptions in services or operations of any sort. To the extent, if any,
certain third parties such as interconnected utilities, key customers or suppliers still face Year 2000 disruptions
due to incomplete remediation, KU may still retain risk related to Year 2000 issues. KU is not presently aware

of any such situations and does not anticipate such events will have a material effect on KU's financial condition
or results of operations.

Cost of Year 2000 Issues

KU's system modification costs related to the Year 2000 issue were expensed as incurred, while new system
installations are being capitalized pursuant to generally accepted accounting principles. See Note 1 of KU's
Notes to Financial Statements under Item 8. Through December 1999, KU incurred approximately $5.1 million
in capital and operating costs in connection with the Year 2000 issue.

RATES AND REGULATION

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission and FERC in virtually
il matters related to electric utility regulation, and as such, its accounting is subject to SFAS No. 71,
dccounting for the Effects of Certain Types of Regulation. Given KU's competitive position in the market and
he status of regulation in the states of Kentucky and Virginia, KU no plans or intentions to discontinue its
ipplication of SFAS No. 71. See Note 6 of LG&E Energy's Notes to Financial Statements under Item 8.

invironmental Cost Recovery

n August 1994, KU implemented an ECR surcharge. The Kentucky Commission's order approving the
urcharge as well as the constitutionality of the surcharge was challenged by certain intervenors in Franklin
“ircuit Court. Decisions of the Circuit Court and the Kentucky Court of Appeals in July 1995 and December
997, respectively, upheld the constitutionality of the ECR statute but differed on a claim of retroactive
ecovery of certain amounts. Based on these decisions, the Kentucky Commission ordered that certain
urcharge revenues collected by KU be subject to refund pending final determination of all appeals.

n December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the
urcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
ICR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for
evenues collected for such pre-1993 environmental projects. Accordingly, KU recorded a provision for rate
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refund of $21.5 million in December 1998.

The parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
Kentucky Commission in August 1999. This Final Order resulted in a reduction of approximately $1.5 million
to the accrual that had been recorded in December 1998. The refund is being applied to customers' bills during
the twelve-month period beginning October 1999.

Future Rate Regulation

In October 1998, KU filed an application with the Kentucky Commission for approval of a new method of
determining electric rates that sought to provide financial incentives for KU to further reduce customers' rates.
The filing was made pursuant to the September 1997 Kentucky Commission order approving the merger of
LG&E Energy and KU Energy, wherein the Kentucky Commission directed KU to indicate whether they
desired to remain under traditional rate of return regulation or commence non-traditional regulation. The
proposed ratemaking method, known as PBR, included financial incentives for KU to reduce fuel costs and
increase generating efficiency, and to share any resulting savings with customers. Additionally, the PBR
proposal provided for financial penalties and rewards to assure continued high quality service and reliability.

In April 1999, KU filed a joint agreement with LG&E and the Kentucky Attorney General to adopt the PBR
plan subject to certain amendments. The amended filing included requested Kentucky Commission approval of
a five-year rate reduction plan which proposed to reduce the electric rates of KU by $10.6 million in the first
year (beginning July 1999), and by $4.2 million annually through June 2004. The proposed amended plan also
included establishment of a $3.2 million program for low-income customer assistance as well as extension for
one additional year of both the rate cap proposal and merger savings surcredit established in the original merger
plan of LG&E Energy and KU Energy. Under the rate cap proposal, KU agreed, in the absence of extraordinary
circumstances, not to increase base electric rates for five years following the merger through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC
requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on
KU's amended PBR plans and the KIUC rate reduction petitions in August and September 1999. Legal briefs of
the parties were filed with the Kentucky Commission in October 1999. KIUC's position called for annual
revenue reductions for KU of $61.5 million.

In January 2000, the Kentucky Commission issued Orders for KU in the subject cases. The Kentucky
Commission ruled that KU should reduce base rates by $36.5 million effective with bills rendered beginning
March 1, 2000. The Kentucky Commission eliminated KU's proposal to operate under its PBR plan and
reinstated the FAC mechanism effective March 1, 2000. The Kentucky Commission offered KU the
opportunity to operate under an ESM for the next three years. Under this mechanism, incremental annual
earnings for KU resulting in a rate of return either above or below a range of 10.5% to 12.5% would be shared
60% with shareholders and 40% with ratepayers.

Later in January 2000, KU filed motions for correction to the January 2000 orders for computational and other
errors made in the Kentucky Commission's orders which produced overstatements in the base rate reductions to
KU of $7.7 million. KU also filed motions for reconsideration with the Kentucky Commission on a number of
items in the case in late January. Certain intervening parties in the proceedings have also filed motions for
reconsideration asserting, among other things, that the Kentucky Commission understated the amount of base
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rate reductions. In February 2000, KU accepted the Kentucky Commission's opportunity to use an ESM by
filing an ESM tariff which contains the provisions operating under such mechanism. Management cannot

predict final outcome of these matters before the Kentucky Commission or the timing in which resolution of
these matters will ultimately be reached.

Other Rate Matters

Prior to implementation of the PBR in July 1999, and following its termination in March 2000, KU employed
an FAC mechanism, which under Kentucky law allowed the utilities to recover from customers the actual fuel
costs associated with retail electric sales.

In July 1999, the Kentucky Commission issued a series of orders requiring KU to refund approximately $10.1
million resulting from reviews of the FAC from November 1994 to October 1998. The orders changed KU's
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC, and KU's method for computing system line losses for the purpose of calculating the system
sales component of the FAC charge. At KU's request, in July 1999, the Kentucky Commission stayed the
refund requirement pending the Kentucky Commission's final determination of any rehearing request that KU
may file. In August 1999, KU filed its request for rehearing of the July orders.

In August 1999, the Kentucky Commission issued a Final Order in the KU proceedings, agreeing, in part, with
KU's arguments outlined in its Petition for Rehearing. While the Kentucky Commission confirmed that KU
should change its method of computing the fuel costs associated with electric line losses, it agreed with KU that
the line loss percentage should be based on KU's actual line losses incurred in making off-system sales rather
than the percentage used in its Open Access Transmission Tariff. The Kentucky Commission also upheld its
previous ruling concerning the computation of system line losses in the calculation of the FAC. The net effect
of the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million from the original
Order amount of $10.1 million. In August 1999, KU recorded its estimated share of anticipated FAC refunds of
$7.7 million. KU began implementing the refund in October and will continue the refund through September
2000. Both KU and the KIUC have appealed the Order to the Franklin Circuit Court. A decision is not
:xpected on the appeal until later in 2000.

Centucky PSC Administrative Case for Affiliate Transactions

n December 1997, the Kentucky Commission opened Administrative Case No. 369 to consider Kentucky
~ommission policy regarding cost allocations, affiliate transactions and codes of conduct governing the
elationship between utilities and their non-utility operations and affiliates. The Kentucky Commission intends
0 address two major areas in the proceedings: the tools and conditions needed to prevent cost shifting and
ross-subsidization between regulated and non-utility operations; and whether a code of conduct should be
stablished to assure that non-utility segments of the holding company are not engaged in practices that could
esult in unfair competition caused by cost shifting from the non-utility affiliate to the utility. In September
998, the Kentucky Commission issued a draft code of conduct and cost allocation guidelines. In January 1999,
.U, as well as all parties to the proceeding, filed comments on the Kentucky Commission draft proposals. In
Jecember 1999, the Kentucky Commission issued guidelines on cost allocation and held a hearing in January
000, on the draft code of conduct. Management does not expect the ultimate resolution of this matter to have a
1aterial adverse effect on KU's financial position or results of operations.
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Environmental Matters

The Act imposed stringent new SO2 and NOx emission limits on electric generating units. KU met its Phase 1
SO2 requirements primarily through installation of a scrubber on Ghent Unit 1. KU's strategy for Phase II,
commencing January 1, 2000, is to use accumulated emissions allowances to delay additional capital
expenditures and may also include fuel switching or the installation of additional scrubbers. KU met the NOx
emission requirements of the Act through installation of low-NOx burner systems. KU's compliance plans are
subject to many factors including developments in the emission allowance and fuel markets, future regulatory
and legislative initiatives, and advances in clean air control technology. KU will continue to monitor these
developments to ensure that its environmental obligations are met in the most efficient and cost-effective
manner.

In September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
in NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
22 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as
it deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
emissions to 0.15 1b./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
petitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
reductions from a number of specifically named electric generating units including all KU stations in the eastern
half of Kentucky. Several states, various labor and industry groups, and individual companies have appealed
both EPA rulings to the U.S. Court of Appeals for the Washington D.C. Circuit. Management is currently
unable to determine the outcome or exact impact of this matter until such time as the courts rule on the pending
legal challenges and the states implement the final regulatory mandate. However, if the 0.15 1b. target is
ultimately imposed, KU will be required to incur significant capital expenditures and increased operation and
maintenance costs for additional controls.

Subject to further study, analysis, and the outcome of pending litigation against the EPA, KU estimates that it
may incur capital costs for NOx compliance ranging from $126 million to reduce emissions to the level of .25
1b./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $168 million to reduce
emissions to the level of .15 Ib./Mmbtu (current EPA regulations). These costs would generally be incurred
beginning in 2000. KU believes its costs in this regard to be comparable to those of similarly situated utilities
with like generation assets. KU anticipates that such capital and operating costs are the type of costs that are
eligible for recovery from customers under its environmental surcharge mechanisms and believe that a
significant portion of such costs could be recovered. However, Kentucky Commission approval is necessary
and there can be no guarantee of recovery.

KU owns or formerly owned several properties which contained past MGP operations. Various contaminants
are typically found at such former MGP sites and environmental remediation measures are frequently required.
KU has completed the cleanup of a site owned by KU. With respect to other former MGP sites no longer
owned by KU, KU is unable to determine what, if any, additional exposure or liability it may have as it lacks
complete information on current site conditions.

In October 1999, approximately 38,000 gallons of diesel fuel leaked from a cracked valve in an underground
pipeline at KU's E.-W. Brown Station. Under the oversight of EPA and state officials, KU commenced
immediate spill containment and recovery measures which prevented the spill from reaching the Kentucky
River. KU ultimately recovered approximately 34,000 gallons of diesel fuel. In November 1999, the Kentucky
Division of Water issued a notice of violation for the incident. KU is currently negotiating with the state in an
effort to reach a complete resolution of this matter. To date KU has incurred costs of approximately $1 million.
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The Company does not expect to incur any material additional amounts.

KU is monitoring the status of EPA's revised NAAQS for ozone and particulate matter. In May 1999, the
Washington D.C. Circuit remanded the final rule and directed EPA to undertake additional rulemaking efforts.
KU continues to monitor EPA actions to challenge that ruling.

See Note 11 of KU's Notes to Financial Statements under Item 8 for an additional discussion of environmental
issues.

FUTURE OUTLOOK
Competition and Customer Choice

LG&E Energy has moved aggressively over the past decade to be positioned for, and to help promote the
energy industry's shift to customer choice and a competitive market for energy services. Specifically, LG&E
Energy has taken many steps to prepare for the expected increase in competition in its business, including
support for PBR structures, aggressive cost reduction activities; strategic acquisitions, dispositions and growth
initiatives; write-offs of previously deferred expenses; an increase in focus on commercial and industrial
customers; an increase in employee training; and necessary corporate and business unit realignments. LG&E
Energy continues to be active in the national debate surrounding the restructuring of the energy industry and the
move toward a competitive, market-based environment. LG&E Energy has urged Congress to set a specific
date for a complete transition to a competitive market, one that will quickly and efficiently bring the benefits
associated with customer choice. LG&E Energy has previously advocated the implementation of this transition
by January 1, 2001, and now recommends adoption of federal legislation specifying a date certain and
appropriate transition regulations implementing deregulation.

In December 1997, the Kentucky Commission issued a set of principles which was intended to serve as its
guide in consideration of issues relating to industry restructuring. Among the issues addressed by these
principles are: consumer protection and benefit, system reliability, universal service, environmental responsibil-
ity, cost allocation, stranded costs and codes of conduct. During 1998, the Kentucky Commission and a task
force of the Kentucky General Assembly each initiated proceedings, including meetings with representatives of
atilities, consumers, state agencies and other groups in Kentucky, to discuss the possible structure and effects of
energy industry restructuring in Kentucky.

n November 1999, the task force issued a report to the Governor of Kentucky and a legislative agency
‘ecommending no general electric industry restructuring actions during the 2000 legislative session.

Thus, at the time of this report, neither the Kentucky General Assembly nor the Kentucky Commission has
wdopted or approved a plan or timetable for retail electric industry competition in Kentucky. The nature or
iming of the ultimate legislative or regulatory actions regarding industry restructuring and their impact on KU,
vhich may be significant, cannot currently be predicted.

TEM 7A. Quantitative and Qualitative Disclosure About Market Risk.

jee LG&E Energy's, LG&E's and KU's Management's Discussion and Analysis of Results of Operations and
‘inancial Condition, Market Risks, under Item 7.
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ITEM 8. Financial Statements and Supplementary Data.

LG&E Energy Corp. and Subsidiaries
Consolidated Statements of Income
(Thousands of $ Except Per Share Data)

REVENUES:

Electric tility (NOIE 1).ucccreerirreenrcmisneecscnissrenineessessssssessssssssssassesans
Gas utility (NOTE 1) .ccrivcrreiiicceceitireconiiis st ssnese s snstnsesssnsnas
International and nON-ULIlILY ........coccoveieiciniii
Provision for rate refunds (NOE 6) ......ccvceveeriieccnnnsioninieenncerennnnnns

NEETEVEINUES ..eoereerirriennisiisiiissasseisenssinssmnsessessssssssanssssesssssasssesssnssses

OPERATING EXPENSES:
Operation and maintenance:

Fuel and power purchased .........ccooievveveimnineinscisinnconee st
GaS SUPPLY EXPERSES ....cvvmirinreiirsrcisrisitnsisesss sttt
Utility operation and maintenance..........vevvereuerssmeersanscessisessesssnens
International and non-utility operation and maintenance ...........ccceeeene.
Depreciation and amMOrtization ...........cewmeeessernemrsinecis s

Merger costs (Note 2}...ooorerneceeinernnannnn
Total operating expenses

Equity in earnings of unconsolidated ventures (NOte 9)........c..corvvmivrnnncn.
OPERATING INCOME ...t scese st sersestsn s sessassnnaresssessessenses
Other income and (deductions) (Note 14) ...c.occcvirinncnnnnninicrnneccniniennn,
Interest charges and preferred dividends ...,
MINOFILY ILEIESL...vcecuiriiuircicnicriniir e s e ettt s
Income from continuing operations, before income taxes...........ococeenveneas

Income taxes (NOLE 13) ..c.oormrririrrecieeirserciesini et ene s s saes

Income from coOntinuing OPerations.........c.corerirresernriesnesssmersneceorsesrasecsnes

Loss from discontinued operations, net of income tax benefit

of $15,008 and $16,622 (Notes 1,3 and 4).....cocccrmereveverenrnrnnnssesnnsene

Loss on disposal of discontinued operations, net of income

tax benefit of $104,716 and $123,905 (Notes 3 and 4).......oecveeereernenne

Income (loss) before cumulative effect of change in

2CCOUNLINE PrINCIPIE c.cvcercrniiri e

Cumulative effect of change in accounting for start-up

costs, net of income tax benefit of $5,061 (Note 1)...eveerrremneeicriiienene

NET INCOME (LOSS) .ottt csnesessns

1999

$1,693,033
177,579
844,299

(1.635)
2.707.276

1,101,054
330,172
418,510
193,344
219,318

2.262.398

49,717
494,595
19,305
132,066
12,047
369,787
133.524

236,263

(174.212)
62,051

3§ 62,051

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended December 31

1998

$1,464,824
191,545
455,877

(26.000)
2.086.246

640,438
294,880
432,763
138,952
206,450
— 65318
1.778.801
73.798
381,243
8,100
109,389
10,453
269,501
110,829

158,672

(22,852)

224,148)

(88,328)

(1.162)
$ (95.490)

1997

$1,331,569
231,011
270,166

1.832.746

442,949
314,425
415,882
67,565
193,891
1434712
22937
420,971
21,683
104,427
9.035
329,192
120,829

208,363

(25,367)

182,996




LG&E Energy Corp. and Subsidiaries
Consolidated Statements of Income (cont.)
(Thousands of $ Except Per Share Data)

Years Ended December 31
1999 1998 1997
Average common shares outstanding .......ccoueecererereecrenesensicnessnnessesnsessenens 129,677 129,679 129,627
Earnings (loss) per share of common stock - basic:
Continuing OPETAtiONS ........covceerrerurerirererirererrtrestsessesssssssnsnsssassesesesasasssases $1.82 $1.22 $1.61
Loss from discontinued operations - (17) (-20)
Loss on disposal of discontinued operations .......c.c.cconvemrrierrenrievesnscerasienns (1.34) (1.73) -
Cumulative effect of accounting change .........c.ccoceevvveseceevcieenceseseescens - (.06) -
TOMAL et s ettt b et e eaa st et $ 48 3079 $1.41
Earnings (loss) per share of common stock - diluted:
ContinUing OPETALIONS ......ccrcerresiresrmeiiesinmessrssssesinssseeecscsaesassasserssssssassssns $1.82 $1.22 $1.61
Loss from discontinued Operations..........cococveceencviernnrnennscsieinreessesssssens - (17 (.20)
Loss on disposal of discontinued operations ............cccoevrerencrnnrncecneeneen (1.34) (1.72) -
Cumulative effect of accounting change ......ccooeevevevcvvevcirncivceneiececrsnereens - (.06) -
TOLAL  .oon. cere cerereenietrstnsuasaasensemrs e e stsm st es e ebeaesn e et e s e e s vesranseaeraereennerras $ .48 $(73) $1.41
Consolidated Statements of Comprehensive Income
(Thousands of $)
Years Ended December 31
1999 1998 1997
NEt INCOME (LOSS) wucueerrcreeceritrenttet et ese e ese s esesessessaeseseoeesssasssassnrensran - $62,051 $(95,490) $182,996
Unrealized holding losses on available-for-sale securities
arising during the period........coeeiiccrnnnccniiernect e (403) (168) (567)
Reclassification adjustment for realized gains and (losses) on
available-for-sale securities included in net income.........ccccovveminannne. (294) 123 337
Other comprehensive 105 before tax .........cooovivceinrvicccevncecnecninenennecrcnnnes (697) (45) {230)
ncome tax (expense) benefit related to items of other
COMPTERENSIVE INCOME ..ottt essseeene 264 (3) 293
>omprehensive inCOmMe (1085) «.....ivvvnrimvimmicriiincs e - $61.618 $(95,540) $183,059
Consolidated Statements of Retained Earnings
(Thousands of $)
Years Ended December 31
1999 1998 1997
AlaNCce JANUATY L......cccoiimivieirriniceciceeese et sans st sresesre st eesannesenes $466,279 $722,584 $683,962
dd et IMCOME (LOSS) .vovveerererernieiarirerreserecrranrsrsnsersrsansssessssnesessesnsasssasasssess 62,051 (95,490) 182,996
educt: Cash dividends declared on common stock
($1.250 per share in 1999, $1.240 per share in 1998,
and $1.113 per share in 1997)......ovvereecercenerrerrecennerereneenens (162,096) (160,815) (144,366)
OHBEL «...erercecererrenreeeeecssreeseresesssenesseseassessmsasaresssssssessnacssnssenssessas —— - - - (8)
AANCE DECEMDET 31...uviiieeererrrietine e srcaeesernessstesesesieser e ssasasssarenees $366,234 $466,279 $722,584

1€ accompanying notes are an integral part of these consolidated financial statements.
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LG&E Energy Corp. and Subsidiaries

Consolidated Balance Sheets

(Thousands of $)

ASSETS:
Current assets:
Cash and temporary ¢ash IVESHRENLS .........ccccovnecrinmrecisnennessssicoeesressersrmsmsnssssnens
Marketable securities (NOLE 11) ..ccorveriiimiccnneieierscnse s et anses
Accounts receivable - less reserve of $8,285 in 1999 and $10,532 in 1998 .............
Materials and supplies - primarily at average cost:
Fuel (predominantly coal)........oeorverveicvcnnmiinnienineseeenenn st inenens
Gas stored UNderground.........occviiininrinnerneein et
1137 OO OO
Net assets of discontinued operations (Notes 1 and 3) .......cuvvmvernnvesiencennnisneneinne
Prepayments and OHEr .........ccovreveeeinenniesnincscsssissnsrsseresenssssensasssesssnsnsasnassssensses
TOtA] CUITENE ASSELS ..everreereerrrerrrrieerersenresessesrsascsserssssssssnsssesnsssnoreastssmesesnssnsansass

Utility plant:
At original COSt (NOE 1).evuimemucmiiiiircciiire i ettt saansens
Less: reserve for depreciation.......ovcvvrnrvenncnmieniienre e s sssenesesnses
Net Uity PIANL.......oocecreeereri ettt s s se e ansa s e nennens

Other property and investments - less reserve:
Investments in unconsolidated ventures (Notes 9 and 10).......ccovvenineiinninnnninne
Non-utility property and plant, net (Notes 1 and 2)
OFHEL  ceor e ereente e sree et s anse s e r s e b e e va s ne
Total other property and INVESLMENLS .....co.covvireireimiiienerniins e saercssennnens

Deferred debits and other assets:
Regulatory assets (NOE 6).....cevveriiiererenirirsinresisssesere s sssnesesesestsnsesnssesesasss
Goodwill, NEt (NOLE 2)....cocririiriceiieiimrnecie e ea s st st ne e aa e
OINET oot cevreerreiiietessestosteresseesrsressseessresssesestassnsesassessnesntnnsssessansaseersimesseensaseassneons
Total deferred debits and other assets..........ccceceeoreveeiirtrcmnecenrtenerese e
TOTA ASSELS...cveieeeeieeeeereessvnssssessssenssersemsassnesseessaesssasantasenntnssstersansssinsnanessan

CAPITAL AND LIABILITIES:

Current liabilities:
Current portion of long-term debt (NOte 16) .....cvverrrerimniveiniiecneeenns e
Notes payable (NOE 17)..ccooiimrrcomrieninietiiscessmne sttt ennoens
AccoUnS PaYable ...t e
Net liabilities of discontinued operations (Notes 1 and 3)........ccovevenrvrevrcsvencnerennnes
Taxes and INTErest CCIUSM......cveevveeieererirrierres et s e s e esas s s esvennanees
Common dividends declared .......c.....ccvveerecemnreinniinecnsnne s sieneerreeennes
Provision for rate refunds..........ccceeu...n.
Customer deposits rereeasereneas
OhET  .eoes ceevrerrercreen et reseene st e e et ennenesssnssscnsnns

Total current liabilities

Long-term debt (NOLE 16)...ccriiiceriirnrireresr et

Deferred credits and other liabilities:
Accumulated deferred income taxes (Notes 1 and 13) ......ccovenvvirerescnnsreiinenseencens
Investment tax credit, in process of amortization ...
Accumulated provision for pensions and related benefit (Note 12).......coccoevvvirnnen
Regulatory liability (INOE 6).....cccurrimrcieenirmriiisreereeisecennns s st ssn e
1011 7= (O O P U O U RS
Total deferred credits and other labilities .........covevreerenereenccnrcinecineerceieneans

Minority interest (NOE 2).....cecveueiriiccuirrerrerreeriecnsrisetecsssene st s sss st snessssssassnnnanns
Cumulative preferred StOCK .....vvviivieircr et st
Commitments and contingencies (Note 18)

COMIMON EQUILY ..cevovemenirercrviiorsssriesersisersssestosesssssssessnasessesassstse et a e saneasssssssasasssentssanasaseas

Total capital and Habilities...........ccecrerimisiiiinriiirnrs s

The accompanying notes are an integral part of these consolidated financial statements.
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5,916,905
2,503.851
3.413.054

249,455
477,442
25.596
752,493

54,476
74,398
133,617
262.491

$5.133.757

$ 411,810
449,578
220,460
158,222

72,674
41,172
29,529
17,838
87.628
1,488,911

1,299,415

585,880
85,328
101,090
104,795
81.267
958.860

109,952
135,328

1,141,291
$5,133,757

December 31
1998

$ 105,604

5,581,667
2.352.306
3229361

167,878
447,372
117,321
—132.571

65,871
36,906
111.375
214,152

$4,823,118

365,135
254,225

102,228
39,876
34,761
17,404

37954

851.583

1,510,775

568,103
93,844
120,233
110,081
82.916
975171

107,815
136,530

1,241.238
$4.823,118



LG&E Energy Corp. and Subsidiaries
Consolidated Statements of Cash Flows

he accompanying notes are an integral part of these consolidated financial statements.
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(Thousands of $)
Years Ended December 31
1999 1998 1997
CASH FLOWS FROM OPERATING ACTIVITIES:
NEt IICOME (L0SS)--ucuvrerereererirerneiaraesesessareassassarssssrentossressasssassssassassaesees $ 62,051 3 (95,490) $ 182,996
Items not requiring cash currently:
Depreciation and amortization...........c.vceerreevereninessuseeessseeresssssssanns 219,318 206,450 193,891
Deferred income taxes - NEL.....c..coiereimerrnrrcercirenierenasveeessesssennens 12,041 (30,924) 11,974
Investment tax Credit = MEL ........coveeveveeirreererecrricrrrerieerescsnsessneeasaens (8,016) (8,087) (8,276)
Undistributed earnings of unconsolidated ventures ...........cccccccrueeee (21,651) (18,833) (2,326)
Loss from discontinued operations (Notes 1 and 3).........ccceceruennnee - 22,852 25,367
Loss on disposal of discontinued
operations (NOLE 3) .oivi ettt 174,212 224,148 -
Cumulative effect of change in accounting
principle (NOte 1) nsseenreres - 7,162 -
ORET .. ettt aen st ers e st a st st sseemesa st sanen 17,978 21,838 14,213
Change in certain net current assets:
Accounts reCeiVabIe....cccorv it (1,204) (36,331) (22,371)
Materials and SUPPLIES ......ccovvvrveiiiiiiiiesiincsnnie s (21,009) (45,894) (8,704)
Net assets of discontinued operations (Notes 1 and 3)........cccceeneeeee (13,723) (156,662) (7,196)
Provision for rate refunds .........cocvcenieveenennrcnniencsiescscsesenens (5,232) 21,513 (4,263)
Accounts payable. ... (41,550) 100,341 (2,400)
Accrued taxes and INTETEST .....ccvvieeviieir e iierrereeentisesesesesenveseesesssnees (28,912) 57,216 5,859
CUSTOMET dEPOSILS......ceereiriiecrenrrateceeertaneeienaevevtnesnensesesssessensasseasrves 434 1,609 2,392
Prepayments and Other.......o.oocveeeerverreeenmreesesertaeenaesersesssnssesssenes (4,374) (25,303) (960)
OFHET.. cet ettt sttt sa e e va st s asat e s ee s e aa b bse s ettt sansen 2,965 (35.978) (46.458)
Net cash flows from operating activities........cccoceervrercaernrnernennes 343.328 209.627 333.738
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases Of SECUITLIES.....cccceeverrrirrrrsneisreeeresreseseesnaseesessanseosessassnsssanssses (1,645) (18,421) (21,526)
Proceeds from sales of SECUTILIES........c.ccvveeeerverinrrieeriirirraritinerenseaeerenaes 11,747 19,995 5,030
Construction eXpenditires.........cvveecreesreeecrennsniescvineesnssesneessesnesensens (382,631) (343,628) (225,7114)
Investment in subsidiaries net of cash and
temporary cash investments acquired (Note 2)......ccoeevceccinnnncne (39,693) - (81,719)
Investments in unconsolidated ventures (Notes 2 and 9).........ccccccceennne. (85,768) (1,010) (48,665)
Proceeds from sale of investment in affiliate
and sale of leveraged leases (Notes 9 and 10) ..cccvcevveveneevicnrencnrennnnne 55,569 16,000 -
Net cash flows used for investing activities .......c..ccccverecennrcnennae (442.421) (327.064) (372.594)
“ASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of medium-term notes (Notes 16 and 17) ....ccccoeveeervrerrennvncnee 200,020 300,000 -
Issuance of long-term debt ........cc.o.oimcmveericeecinree v era s eereas - - 69,776
Retirement of long-term debt (Notes 2 and 16)........ccoceecnivnvncvinnnens (35,288) (20,042) (71,714)
ShOTt-term DOITOWIIES. .....covvvcierirrrereereerrascaassassessesensssasssasseseessesasssases 4,973,725 6,751,089 3,871,905
Repayment of short-term BOITOWINES ......cccocovvevireeriniereverrensensseneisenes (4,891,553) {6,776,845) (3,690,321)
Issuance of preferred StOCK ........coccuerceericrncrirnier st - - 3,025
Redemption of preferred stock (1,202) (1,823) -
Issuance of common stock...............c.e.... - - 3,781
Payment of common dividends (160,800) (140,731) (143.647)
Net cash flows from financing activities........c.ccoecreeiercernenencnns 84.902 111.648 42.805
‘hange in cash and temporary cash INVeStNENts .........cocecevevrorncscreserererennas (14,191) (5,789) 3,949
ieginning cash and temporary cash investments ...........cccucerireeennaresnne . 105,604 111,393 107.444
nding cash and temporary cash investments ..........cccceruvecereeceernveerirnennns $ 91413 $ 105,604 $ 111,393
upplemental disclosures of cash flow information:
Cash paid during the year for:
TNCOME tAXES o.evvererearreeneeererersnnereesseesenan $ 29,968 $ 55513 $ 82,662
Interest on borrowed money 115,446 96,356 93,451




LG&E Energy Corp. and Subsidiaries
Consolidated Statements of Capitalization

(Thousands of $)
1999
COMMON EQUITY:
Common stock, without par value -
Authorized 300,000,000 shares, outstanding
129,677,030 shares (NOLE 15)..c.cecrriiemrereenmerreenstsiracsinessssersissssseisssssserensssnssssssensas $ 777,013
ComMON SEOCK EXPENSE ....curucricereencerisisisesesnecasaesssanierssesssssssssssasns st erssnbnsnssssnssssssssssns (1,690)
Unrealized gain (loss) on marketable securities, net of income
taxes (benefit) of ($170) in 1999 and $94 in 1998 (Note 11) ..cerrrrrrerrccnrnrcnnnn (266)
Retained BAIMINES .c.voveererrnriirererere e encsuersseessertsassine s s sn s s as e s sas e s ras s sbebanennas 366.234
Total COMMOR EQUILY .....vcveveerercrereririareeresiacessisssist s aem s a e s e bs s sns e s et svasanas 1,141,291
CUMULATIVE PREFERRED STOCK (Note 15):
Shares Current
Outstanding Redemption Price
Cumulative and redeemable on 30 days notice by Louisville Gas
and Electric Company:
$25 par value, 1,720,000 shares authorized -
5% SETIES ueerererecreeeerenseseressaerisessessssanessssssasons 860,287 $28.00 21,507
Without par value, 6,750,000 shares authorized -
AUCHON TBLE ...cectrececeeierrcrn et eenisaenene 500,000 100.00 50,000
$5.875 SEIIES cvvreeeecerrerreererrrnseee s 250,000 104.70 25,000
Preferred StOCK €XPENSE... .ottt (1,179)
Total LG&E cumulative preferred stock ... _.95.328
Cumulative and redeemable on 30 days notice by Kentucky Utilities Company:
Without par value, 5,300,000 shares authorized - _
4.75% series, $100 stated value..........coceereeenneene 200,000 $101.00 20,000
6.53% series, $100 stated value.......c..ocveeveevvereenee 200,000 Not redeemable 20.000
Total KU cumulative preferred Stock........oovuereeemiereinnniinncncrinncittsece e, 40,000
$10 nominal value, 102,089 shares authorized and outstanding,
(net of shares owned by affiliates) variable rate and
redeemable by Inversora de Gas del Centro (Note 15) ...cvrvrivereniienencnicnniinnnnnns -
Total cumulative preferred Stock ... 135,328
LONG-TERM DEBT (Note 16):
Louisville Gas and Electric Company:
First mortgage bonds -
Series due July 1, 2002, 7.5%..cccovecenrremmieireisinereisicessrnesesesstn s nesnssssssnsassssseasas 20,000
Series due August 15, 2003, 6% ......ccccvnvevrnirmrinnince e 42,600
Pollution control series:
P due JUNE 15, 2015, 7.45% .cvvvrurevrnnrerstrecceninisessesiessansssssssssssssasessnassssesnsrssasnass 25,000
Q due November 1, 2020, 7.625% 83,335
R due November 1, 2020, 6.55% ...ccervecemreeccersennnnnsnns 41,665
S due September 1, 2017, variable 31,000
T due September 1, 2017, variable 60,000

U due August 15,2013, variable........c.oooreeemiiincnie e 35,200

V due August 15, 2019, 5.625% 102,000
W due October 15, 2020, 5.45% 26,000
X due April 15, 2023, 5.90% ....c..ccorircmearrrermrrrenrisesssssenseststsssnessssssssssesssnsssssesess 40,000

Total first MOTtZAZE DONAS ......cocvverirerrcnirrinnrs ettt se s 506,800

The accompanying notes are an integral part of these consolidated financial statements,
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December 31
1998

$ 776,328
(1.536)

167
466,279
1,241,238

1.202

136,530

20,000
42,600

25,000
83,335
41,665
31,000
60,000
35,200
102,000
26,000
40.000
._506.800



LG&E Energy Corp. and Subsidiaries
Consolidated Statements of Capitalization (cont.)

(Thousands of $)
December 31
1999 1998
Pollution control bonds (unsecured) -
Jefferson County Series due September 1, 2026, variable.......... 22,500 22,500
Trimble County Series due September 1, 2026, variable............ 27,500 27,500
Jefferson County Series due November 1, 2027, variable........... 35,000 35,000
Trimble County Series due November 1, 2027, variable............ 35,000 35.000
Total unsecured poilution control bonds.........cococeciireernnecininnrcserivenenserenseans 120,000 120,000
Total LG&E bonds outstanding ........c.cceceveereererenmsenresessessnvnresesessessessessnsens 626.800 626.800
Kentucky Utilities Company:
Series Q, due June 15, 2000, 5.95%6 ..cccceerorrnirrecercrecniste e s seesesreassans e s saaeseaen 61,500 61,500
Series Q, due June 15, 2003, 6.32%........ 62,000 62,000
Series S, due January 15, 2006, 5.99% 36,000 36,000
Series P, due May 15, 2007, 7.92%...c..ccoevrevecerrerererenreecereeennes 53,000 53,000
Series R, due June 1, 2025, 7.55%.......ccccovrverreecenrnrsannescesesessans 50,000 50,000
Series P, due May 15, 2027, 8.55% c.ccuvnvivenreeirrrneresresreveissessessrssesssesessssasssssannas 33,000 33,000
Pollution Control Series:
Series 7, due May 1, 2010, 7.375%0 covcvcvreeerciriicriereinessseereseresarssssnsssrnssssssassons 4,000 4,000
Series 8, due September 15, 2016, 7.45% 96,000 96,000
Series 1B, due February 1, 2018, 6.25%.......ccueeccncrecnimrreneecsenonsecssresmsssesensessens 20,930 20,930
Series 2B, due February 1, 2018, 6.25%...ccccecvuvevecrerrineiecieeevneseeesesaneressasveensen 2,400 2,400
Series 3B, due February 1, 2018, 6.25%.....cccccvvtvviecreciecrenresnesessessnesessnesnssrsassnas 7,200 7,200
Series 4B, due February 1, 2018, 6.25% . cccccovvevreererrerrrereeeerssesenssesnasessessanssrsnnns 7,400 7,400
Series 7, due May 1, 2020, 7.60% .....covvveecrerrccerererninreenensesnssesssesssssesasrnssnsensens 8,900 8,900
Series 9, due December 1, 2023, 5.75% .vvvecieveevereimrriserisseissnseressrssesesesssssssssies 50,000 50,000
Series 10, due November 1, 2024, variable.........cocvvieeeevuerreecerrrecreeserinsrenans 54.000 54.000
Total KU bonds outsStanding ..........covcevevimvrcenvernenenniencsnsecssnecsesesesescessannee .. 546.330 546,330
LG&E Capital Corp.:
Argentine negotiable obligations, due August 2001, 10.5%.......ccocceenreccnrenrnenenenenenn 37,782 37,645
Note payable, due May 2003, 6.75%..c...cvevnvinerenirrinienisioncsseeeseesisssesenssssmessnsrenes 313 -
Medium term notes, due September 7, 2000, variable ..........coevrreeeieircvennicrecscnrnnnenns 50,000 -
Medium term notes, due May 1, 2004, 6.205%.......cc.ccecereereracencenersersersrrrmmserssesressesssnas 150,000 -
Medium term notes, due January 15, 2008, 6.46%0.....ccccueveerrerrvencreenrennremseesssasreessssrnas 150,000 150,000
Medium term notes, due November 1, 2011, 5.75% v.cvvereerreereeeierneecvrsseseesvesseessvensens 150.000 150,000
Total Capital Corp. bonds outstanding.........c.ccoceeeereecrrinnertiirrenseeseassassarens 538.095 337.645
Total bonds OULSTANAING ......cvcreriieireeenr et eevassrsseseessarstvsaseessesssssensenes 1,711,225 1,510,775
Less current portion of long-term debt ..ot 411,810 . -
Long-erm debt ... e s 1,299.415 1,510,775
Total CapitaliZAtiOn ..........cccuiiiinimnreenecers ettt s eseesst s et esste sre et ssme st saenas $2.576,034 $ 2,888,543

“he accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 - Summary of Significant Accounting Policies

Basis of Presentation. Effective May 4, 1998, following the receipt of all required state and federal regulatory
approvals, LG&E Energy and KU Energy merged, with LG&E Energy as the surviving corporation. The
accompanying consolidated financial statements reflect the accounting for the merger as a pooling of interests
and are presented as if the companies were combined as of the earliest period presented. However, the financial
information is not necessarily indicative of the results of operations, financial position or cash flows that would
have occurred had the merger been consummated for the periods for which it is given effect, nor is it necessarily
indicative of future results of operations, financial position, or cash flows. The financial statements reflect the
conversion of each outstanding share of KU Energy common stock into 1.67 shares of LG&E Energy common
stock. The outstanding preferred stock of LG&E, a subsidiary of LG&E Energy, and KU, a subsidiary of KU
Energy, were not affected by the Merger.

Effective June 30, 1998, the Company discontinued its merchant energy trading and sales business and
announced its plans to sell its natural gas gathering and processing business. In 1999 the Company chose to
retain the natural gas gathering and processing business. Accordingly, the accompanying financial statements
reflect the merchant energy trading and sales business as discontinued operations and the natural gas and
processing business as continuing operations for all periods presented. See Note 3, Discontinued Operations
and Note 4, Gas Facilities Business.

The consolidated financial statements include the accounts of LG&E Energy, LG&E, Capital Corp., KU, LEM
and their respective wholly owned subsidiaries, collectively referred to herein as the Company.

LG&E Energy's operations include utility operations and non-utility operations. Capital Corp. has various
subsidiaries referred to in these financial statements, including LP1, LII, WKE, and CRC.

All significant intercompany items and transactions have been eliminated from the consolidated financial
statements. Certain reclassification entries have been made to the 1998 and 1997 financial statements to
conform to the 1999 presentation with no impact on previously reported net income. The Company is exempt
from regulation as a registered holding company under PUHCA.

Cash and Temporary Cash Investments. The Company considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents. Temporary cash investments are
carried at cost, which approximates fair value.

Gas Stored Underground. The costs of utility natural gas inventories are included in gas stored underground
in the balance sheets as of December 31, 1999 and 1998. Utility gas inventories were $38.8 million and $33.5
million at December 31, 1999 and 1998, respectively. LG&E accounts for gas inventories using the average-
cost method. Non-utility gas inventories as of December 31, 1999 and 1998 were $10.2 million and $5.8
million, respectively.

Utility Plant. LG&E's and KU's utility plant is stated at original cost, which includes payroll-related costs such
as taxes, fringe benefits, and administrative and general costs. Construction work in progress has been included
in the rate base for determining retail customer rates. Neither LG&E nor KU has recorded any significant
allowance for funds used during construction.

The cost of utility plant retired or disposed of in the normal course of business is deducted from utility plant
accounts and such cost, plus removal expense less salvage value, is charged to the reserve for depreciation.
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When complete operating units are disposed of, appropriate adjustments are made to the reserve for deprecia-
tion, and gains and losses, if any, are recognized.

Depreciation and Amortization. Ultility depreciation is provided on the straight-line method over the

estimated service lives of depreciable plant. The amounts provided for LG&E were 3.4% in 1999, 1998 and
1997. The amounts provided for KU were 3.5% in 1999, 1998 and 1997.

Depreciation of non-utility plant and equipment is based on the straight-line method over periods ranging from
3 to 40 years for domestic operations. Intangible assets and goodwill have been allocated to the subsidiaries'
lines of business and are being amortized over periods ranging up to 25 years.

Financial Instruments. The Company uses over-the-counter interest-rate swap agreements to hedge its
exposure to interest rates. The Company also uses exchange-traded U.S. Treasury note and bond futures to
hedge its exposure to fluctuations in the value of its investments in the preferred stocks of other companies.

Gains and losses on interest-rate swaps used to hedge interest rate risk are reflected in interest charges monthly.

Gains and losses on U.S. Treasury note and bond futures used to hedge investments in preferred stocks are
initially deferred and classified as unrealized losses on marketable securities in common equity and then

charged or credited to other income and deductions when the securities are sold. See Note 7, Financial
Instruments.

In connection with the Company's marketing of power from owned or controlled generation assets, exchange
traded futures are used to hedge its exposure to price risk. The Company also uses financial instruments
associated with its discontinued merchant energy trading and sales business, the financial impact of which is
included in discontinued operations. See Note 3, Discontinued Operations.

Debt Expense. Utility debt expense is amortized over the lives of the related bond issues, consistent with
‘egulatory practices.

Deferred Income Taxes. Deferred income taxes have been provided for all material book-tax temporary
lifferences.

nvestment Tax Credits. Investment tax credits resulted from provisions of the tax law that permitted a
eduction of the Company's tax liability based on credits for certain construction expenditures. Deferred

avestment tax credits are being amortized to income over the estimated lives of the related property that gave
ise to the credits.

‘ommon Stock. On May 4, 1998, 63,149,394 shares were issued to shareholders of KU Energy to effect the
werger, and the KU Energy shares were retired. Prior period shares, dividends and earnings per share of
ommon stock have been restated to reflect the exchange of KU Energy's shares for shares of LG&E Energy.
liluted earnings per share reflects the potential dilution that could occur if securities or other contracts to issue
»mmon stock under the Company's Omnibus Long-Term Incentive Plan and Stock Option Plan for Non-

mployee Directors resulted in the issuance of common stock that then shared in the earnings of the Company.
ee Note 15 for more information about these plans.

evenue Recognition. Utility revenues are recorded based on service rendered to customers through month-
id. LG&E and KU accrue estimates for unbilled revenues from each meter reading date to the end of the
:counting period. The unbilled revenue estimates included in accounts receivable for both LG&E and KU at
ecember 31, 1999 and 1998, were approximately $60.7 million and $54.7 million, respectively. Under an
reement approved by the Kentucky Commission in 1994, LG&E implemented a demand-side management
ogram, including a "decoupling mechanism" which allowed LG&E to recover a predetermined level of
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revenue on electric and gas residential sales. In 1998, the decoupling mechanism was suspended. See Note 6,
Utility Rates and Regulatory Matters.

Fuel and Gas Costs. The cost of fuel for electric generation is charged to expense as used, and the cost of gas
supply is charged to expense as delivered to the distribution system. LG&E implemented a Kentucky
Commission-approved experimental performance-based ratemaking mechanism related to gas procurement and
off-system gas sales activity in October 1997. See Note 6, Utility Rates and Regulatory Matters.

Management's Use of Estimates. The preparation of financial statements in conformity with generally

accepted accounting principles requires management to make estimates and assumptions that affect the reported
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
See Note 18, Commitments and Contingencies, for a further discussion.

New Accounting Pronouncements. During 1999 and 1998, the following accounting pronouncements were
issued that affect the Company:

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, establishes accounting and
reporting standards requiring that every derivative instrument (including certain derivative instruments
embedded in other contracts) be recorded on the balance sheet as either an asset or a liability measured at its fair
value. SFAS No. 133 requires that changes in the derivative's fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative's
gains and losses to offset related results on the hedged item in the income statement, and requires that the
Company must formally document, designate, and assess the effectiveness of transactions that receive hedge
accounting. The Company has not yet quantified all the effects of adopting SFAS No. 133 on the financial
statements. However, SFAS No. 133 could increase the volatility in earnings and other comprehensive income.
The effect of this statement will be recorded in cumulative effect of change in accounting when adopted. SFAS
No. 137, Accounting for Derivative Instruments and Hedging Activities -- Deferral of the Effective Date of
SFAS No. 133, deferred the effective date of SFAS No. 133 until January 1, 2001.

EITF No. 98-10, Accounting for Energy Trading and Risk Management Activities was adopted effective January
1, 1999. The pronouncement requires that energy trading contracts to be marked to market on the balance

sheet, with the gains and losses shown net in the income statement. EITF No. 98-10 more broadly defines what
represents energy trading to include economic activities related to physical assets which were not previously
marked to market by established industry practice. Adoption of EITF No. 98-10 did not have a material impact
on the Company's consolidated results of operations or financial position.

SOP 98-5, Reporting on the Costs of Start-Up Activities and 98-1, Accounting for the Costs of Computer
Softiware Developed or Obtained for Internal Use. SOP 98-5, adopted as of January 1, 1998, requires
companies to expense the costs of start-up activities as incurred. The statement also requires certain previously
capitalized costs to be charged to expense at the time of adoption as a cumulative effect of a change in
accounting principle. The Company had previously capitalized start-up costs related to its investments in
various unconsolidated ventures and other non-utility businesses. The cumulative effect of adoption resulted in
a $7.2 million after-tax charge. The effect of this change on 1998 income before cumulative effect of changes
in accounting principles was not significant. SOP 98-1, adopted as of January 1, 1998, clarifies the criteria for
capital or expense treatment of costs incurred by an enterprise to develop or obtain computer software to be
used in its internal operations. The statement does not change treatment of costs incurred in connection with
correcting computer programs to properly process the millennium change to the Year 2000, which were
expensed as incurred. Adoption of SOP 98-1 did not have a material effect on the Company's financial
statements.
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Note 2 - Mergers and Acquisitions

CRC-Evans. In July 1999, the Company purchased 100% of the outstanding common stock of CRC for initial
consideration of $45.6 million and retirement of approximately $35.3 million in debt. CRC, based in Houston,
Texas, is a provider of specialized equipment and services used in the construction and rehabilitation of gas and
oil transmission pipelines. The purchase agreement provides for future annual earn-out payments to the
previous owners based on CRC's meeting certain financial targets over the period ending March 31, 2002. The
agreement caps the total of these payments at $34.3 million.

The purchase consideration was paid 55% in cash and 45% in LG&E Energy common stock. LG&E Energy
will repurchase common stock from time to time in the open market or through privately negotiated transactions
in amounts equal to the stock portions of the initial and subsequent earn-out payments. During the third quarter
1999, the Company purchased approximately 935,000 shares in this regard and completed the initial purchase
installment.

The Company accounted for the acquisition using the purchase method and recorded goodwill of approximately
$42.1 million. Additional goodwill will be recorded contingent upon future earn-out payments. Goodwill is

being amortized over a period of twenty years.

The preliminary fair values of the net assets acquired follow (in thousands of $):

Assets $123.444
Liabilities 78.899
Cash paid, excluding transaction costs 44,545
Cash and cash equivalents acquired 5,943
Net cash paid, excluding transaction costs 38,602
Transaction costs 1,091
Net cash paid $ 39,693

The Company's pro forma results of operations for 1999 and 1998 follow (in thousands of $, except earnings
per share). The results for each period assume the Company acquired CRC at the beginning of the period.

1999 1998
Revenues $2,746,477 $2,181,034
Net income (loss) 60,607 (77,934)
Earnings (loss) per share (basic and diluted) A7 (-60)

T'hese unaudited pro forma results have been prepared for comparative purposes only and include certain
idjustments, such as additional amortization expense as a result of recorded goodwill and increased interest
:xpense on borrowings used to finance the acquisition. The pro forma amounts presented do not purport to be
ndicative of the results of operations that would have actually occurred had the combination taken place as of
lanuary 1, 1998, nor are such amounts necessarily indicative of results that may occur in future periods.

Argentine Gas Distribution Companies. In March 1999, the Company acquired an indirect 20% ownership
nterest in Gas BAN, a natural gas distribution company that serves 1.1 million customers in the northern
rortion of the province of Buenos Aires, Argentina. The purchase price totaled $74.3 million, including
ransaction costs, which has been reflected in investments in unconsolidated ventures in the accompanying
ralance sheet. The Company accounted for the acquisition using the purchase method, and it records its share
f earnings using the equity method. The purchase price exceeded the underlying equity in Gas BAN by $13.0
aillion. The Company allocated this difference to the assets and liabilities acquired based on their preliminary
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estimated fair values. In the fourth quarter of 1999, the Company made an additional net investment in Gas
BAN of approximately $11.1 million. These funds were used by the Company's Argentine holding company to
repay its debt.

In February 1997, the Company acquired interests in two Argentine natural gas distribution companies for $140
million, plus transaction-related costs and expenses. The Company acquired a controlling interest in Centro and
a combined 14.4% interest in Cuyana. The Company accounted for both acquisitions using the purchase
method. The Company allocated substantially all of the excess of the purchase price over the underlying equity
of Centro and Cuyana to property and equipment.

The fair values of the Centro and Cuyana net assets acquired follow (in thousands of §):

Assets $330,215
Liabilities 86,455
Minority interests 103.916
Cash paid, excluding transaction costs 139,844
Cash and cash equivalents acquired 16,453
Net cash paid, excluding transaction costs 123,391
Transaction costs 1.202
Net cash paid $124,593

Centro's revenues, cost of revenues and operating expenses since the date of acquisition are classified as
components of international and non-utility in the income statement. The earnings of Cuyana are included in
Equity in earnings of unconsolidated ventures. The Company includes Centro's property and equipment in
Non-utility property and plant, net, in its balance sheet, and it includes its investment in Cuyana in Investments
in unconsolidated ventures. Portions of Centro not owned directly or indirectly by the Company are reported as
minority interests in the financial statements.

Liabilities assumed in the purchase included negotiable obligations issued by Centro with a face amount of $38
million. The obligations mature in August 2001, pay interest at 10.5% of face value and are classified as long-
term debt.

KU Energy Corporation. LG&E Energy and KU Energy merged on May 4, 1998, with LG&E Energy as the
surviving corporation. As a result of the merger, the Company, which is the parent of LG&E, became the
parent company of KU. The operating utility subsidiaries (LG&E and KU) have continued to maintain their
separate corporate identities and serve customers in Kentucky and Virginia under their present names. LG&E
Energy has estimated approximately $760 million in gross non-fuel savings over a ten-year period following the
merger. Costs to achieve these savings of $103.9 million were recorded in the second quarter of 1998, $38.6
million of which were initially deferred and are being amortized over a five-year period pursuant to regulatory
orders. Primary components of the merger costs were separation benefits, relocation costs, and transaction fees,
the majority of which were paid by December 31, 1998. The Company, LG&E and KU expensed the remaining
costs associated with the merger ($65.3 million) in the second quarter of 1998. In regulatory filings associated
with approval of the merger, LG&E and KU committed not to seek increases in existing base rates and
proposed reductions in their retail customers' bills in amounts based on one-half of the savings, net of the
deferred and amortized amount, over a five-year period. The preferred stock and debt securities of the
operating utility subsidiaries were not affected by the merger. The non-utility subsidiaries of KU Energy have
become subsidiaries of Capital Corp.

Pursuant to the merger, in accordance with the terms of the merger agreement, each outstanding share KU

Energy Common Stock together with the associated KU Energy stock purchase rights, was converted into 1.67
shares LG&E Energy Common Stock, together with the associated LG&E Energy stock purchase rights.
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Immediately preceding the merger, there were 66,527,636 shares of LG&E Energy common stock outstanding,
and 37,817,517 shares of KU Energy common stock outstanding. Based on such capitalization, immediately
following the merger, 51.3% of the outstanding LG&E Energy common stock was owned by the shareholders
of LG&E Energy prior to the merger and 48.7% was owned by former KU Energy shareholders.

LG&E Energy, as the parent of LG&E and KU, continues to be an exempt holding company under PUHCA.

Management has accounted for the merger as a pooling of interests and as a tax-free reorganization under the
Internal Revenue Code.

In the application filed with the Kentucky Commission, the utilities proposed that 50% of the net non-fuel cost
savings estimated to be achieved from the merger, less $38.6 million or 50% of the originally estimated costs to
achieve such savings, be applied to reduce customer rates through a surcredit on customers' bills and the
remaining 50% be retained by the companies. The Kentucky Commission approved the surcredit and allocated
the customer savings 53% to KU and 47% to LG&E. The surcredit will be about 2% of customer bills over the
next five years and will amount to approximately $55 million in net non-fuel savings to LG&E customers and
approximately $63 million in net non-fuel savings to KU customers. Any fuel cost savings are passed to

Kentucky customers through the companies' fuel adjustment clauses. See Note 6 for more information about
LG&E's and KU's rates and regulatory matters.

Note 3 - Discontinued Operations

Effective June 30, 1998, the Company discontinued its merchant energy trading and sales business. This
business consisted primarily of a portfolio of energy marketing contracts entered into in 1996 and early 1997,
nationwide deal origination and some level of speculative trading activities, which were not directly supported
by the Company's physical assets. The Company's decision to discontinue these operations was primarily based
on the impact that volatility and rising prices in the power market had on its portfolio of energy marketing
sontracts. Exiting the merchant energy trading and sales business enabled the Company to focus on optimizing
he value of physical assets it owns or controls, and reduced the earnings impact on continuing operations of
:xtreme market volatility in its portfolio of energy marketing contracts. The Company continues to settle
:ommitments that obligate it to buy and sell natural gas and electric power. If the Company is unable to dispose
f these commitments or assets it will continue to meet its obligations under the terms of the contracts. The
~ompany, however, has maintained sufficient market knowledge, risk management skills, technical systems and

xperienced personnel to maximize the value of power sales from physical assets it owns or controls, including
G&E, KU and WKE.

\s a result of the Company's decision to discontinue its merchant energy trading and sales activity, and the
itial decision to sell the associated gas gathering and processing business, the Company recorded an after-tax
»ss on disposal of discontinued operations of $225 million in the second quarter of 1998. The loss on disposal
f discontinued operations resulted primarily from several fixed-price energy marketing contracts entered into
11996 and early 1997, including the Company's long-term contract with OPC. Other components of the write-

ff included costs relating to certain peaking options, goodwill associated with the Company's 1995 purchase of
ierchant energy trading and sales operations and exit costs.

t the time the Company decided to discontinue its merchant energy trading and sales business, it also decided
+ sell its natural gas gathering and processing business. Effective June 30, 1999, the Company decided to
tain this business. The accompanying financial statements reflect the reclassification of the natural gas
ithering and processing business as continuing operations for all periods presented. Approximately $800,000
“net losses charged to the loss on disposal of discontinued operations was reclassified to continuing operations |

the accompanying income statement in each of 1999 and 1998 related to the natural gas gathering and
ocessing business. See Note 4 below.
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In the fourth quarter of 1999, the Company received an adverse decision from the arbitration panel considering
its contract dispute with OPC, which was commenced by the Company in April 1998. As a result of this
adverse decision, higher than anticipated commodity prices, increased load demands, and other factors, the
Company increased its after-tax accrued loss on disposal of discontinued operations by $175 million. The
additional write-off included costs related to the remaining commitments in its portfolio and exit costs expected
to be incurred to serve those commitments. Although the Company used what it believes to be appropriate
estimates for future energy prices, among other factors, to calculate the net realizable value of discontinued
operations, there are inherent limitations in models to accurately predict future commodity prices, load demands
and other events that could impact the amounts recorded by the Company.

Actual operating results for each of the last three years ended December 31 for the discontinued merchant
energy trading and sales business, follow (in thousands of §).

1999 1998 1997
Revenues $ 747,983 $3,755,187 $ 3,147,484
Loss before taxes (175,940) (167,109) (41,989)
Net loss (70,905) (109,431) (25,367)

Net (liabilities) assets of the merchant energy trading and sales business at December 31, follow (in thousands

of §).

1999 1998

Cash and temporary cash investments $ - $ 4,671
Accounts receivable 36,558 70,775
Price risk management assets, net 29,576 98,885
Non-utility property and plant, net - 2,037
Accounts payable and accruals (25,233) (58,526)
Price risk management liabilities, net (10,262) (32,693)
Other assets and liabilities, net (18.163) 37.451
Net assets before accrued loss on disposal of dis-

continned operations 12,476 122,600
Accrued loss on disposal of discontinued operations,

net of income tax benefit of $109,503 and $74,297 170.698 119,381
Net assets (liabilities) of discontinued operations 222 $ 3219

Total pretax charges against the accrued loss on disposal of discontinued operations through December 31,
1999, include $251.0 million for commitments prior to disposal, $69.6 million for transaction settlements, $11.1
million for goodwill, and $30.5 million for other exit costs. While the Company has been successful in settling
portions of its discontinued operations, significant assets, operations and obligations remain. The Company
continues to manage the remaining portfolio and believes it has hedged certain of its future obligations through
various power purchase commitments and planned construction of physical assets. Management cannot predict
the ultimate effectiveness of these hedges.

The pretax net fair value of the remaining commitments as of December 31, 1999, are currently estimated to be

approximately $46 million in 2000, $37 million to $54 million each year in 2001 through 2004 and $7 million
in the aggregate thereafter.
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As of December 31, 1999, the Company's discontinued operations were under various contracts to buy and sell
power and gas with net notional amounts of 22.1 million Mwh's of power and 44.3 million Mmbtu's of natural
gas with a volumetric weighted-average period of approximately 37 and 44 months, respectively. These
notional amounts are based on estimated loads since various commitments do not include specified firm
volumes. The Company is also under contract to buy or sell coal and SO2 allowances in support of its power
contracts. Notional amounts reflect the nominal volume of transactions included in the Company's price risk
management commitments, but do not reflect actual amounts of cash, financial instruments, or quantities of the
underlying commodity which may ultimately be exchanged between the parties.

As of January 26, 2000, the Company estimates that a $1 change in electricity prices and a 10-cent change in
natural gas prices across all geographic areas and time periods could change the value of the Company's
remaining energy portfolio by approximately $4.9 million. In addition to price risk, the value of the Company's
remaining energy portfolio is subject to operational and event risks including, among others, increases in load
demand, regulatory changes, and forced outages at units providing supply for the Company. As of January 26,
2000, the Company estimates that a 1% change in the forecasted load demand could change the value of the
Company's remaining energy portfolio by $8.2 million.

The Company's discontinued operations maintain policies intended to minimize credit risk and revalue credit
exposures daily to monitor compliance with those policies. As of December 31, 1999, over 97% of the
Company's price risk management commitments were with counterparties rated BBB equivalent or better. As
of December 31, 1999, six counterparties represented 90% of the Company's price risk management commit-
ments.

Note 4 —~ Gas Facilities Business

In June 1999, the Company reclassified its natural gas gathering and processing business to continuing
operations from discontinued operations. The Company chose to retain rather than dispose of this business at
the end of the one-year period established by accounting standards because of management's expectation of
more favorable future natural gas and natural gas liquids prices and the related impact on this business. The
Company has reflected the operating results and net assets of the natural gas gathering and processing business
as continuing operations in the accompanying financial statements for all periods presented.

Operating results for the natural gas gathering and processing business follow (in thousands of $):

Three Six

Months Months

Ended Ended

Mar. 31, Dec. 31,

1999 1998

Revenues $33,302 $ 48,942
Net loss (788) (852)
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Net assets at December 31 follow (in thousands of $):

199 1998
Cash and temporary cash investments $ 12,073 $ -
Accounts receivable 24,622 7,425
Non-utility property and plant, net 146,958 161,473
Accounts payable and accruals (6,274) (6,148)
Goodwill and other assets and liabilities, net (29.018) (22.318)
Net assets $ 148,361 $140432

No loss on disposal of the net assets of the natural gas gathering and processing business was included because
the Company assumed it would sell these assets for an amount at least equal to book value. It also included an
after-tax reserve of approximately $1.6 million for estimated losses from operations of the natural gas gathering
and processing business through the date of disposal. Since this amount equaled the estimated losses from
operations included in the original accrued loss on disposal of discontinued operations, no reversal of the
accrued loss was included in income for 1999. The Company has recorded no impairment losses related to the
net assets of its natural gas gathering and processing business.

Note 5 - Big Rivers Electric Corporation Lease

In July 1998, the Company closed the transaction to lease the generating assets of Big Rivers. Under the 25-
year operating lease, WKE operates Big Rivers' coal-fired facilities, a combustion turbine and operates and
maintains the Station Two generating facility of Henderson. The combined generating capacity of these
facilities is approximately 1,700 Mw, net of Henderson's capacity and energy needs from Station Two. WKE
prepaid $55.9 million for its first two years of lease payments. Lease expense for 1999 and 1998 was $27.9
million and $12.8 million, respectively. See Note 18, Commitments and Contingencies, for further discussion.

In related transactions, power is supplied to Big Rivers at contractual prices over the term of the lease to meet
the needs of three-member distribution cooperatives and their retail customers, including major western
Kentucky aluminum smelters. Excess generating capacity is available to WKE to market throughout the region.
In connection with these transactions, WKE has undertaken to bear certain of the future capital requirements of
those generating assets, certain defined environmental compliance costs and other obligations.

In July 1998, as part of the deal structure with Big Rivers, WKE began advancing Big Rivers $50 million over a

24-month period to help it emerge from bankruptcy. The note will be repaid over a three-year period, beginning
August 2000, with interest at 7.165%.
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Note 6 - Utility Rates and Regulatory Matters

Accounting for the regulated utility business conforms with generally accepted accounting principles as applied
to regulated public utilities and as prescribed by FERC, the Kentucky Commission and the Virginia Commis-
sion. LG&E and KU are subject to SFAS No. 71, Accounting for the Effects of Certain Types of Regulation.
Under SFAS No. 71, certain costs that would otherwise be charged to expense are deferred as regulatory assets
based on expected recovery from customers in future rates. Likewise, certain credits that would otherwise be
reflected as income are deferred as regulatory liabilities based on expected flowback to customers in future
rates. LG&E's and KU's current or expected recovery of deferred costs and expected flowback of deferred
credits is generally based on specific ratemaking decisions or precedent for each item. The following regulatory
assets and liabilities were included in the consolidated balance sheets as of December 31 (in thousands of $):

1999 1998
Unamortized loss on bonds $ 24,150 $ 26,302
Merger costs 27,026 34,749
Manufactured gas sites 2,185 3,684
Other 1,115 1.136
Total regulatory assets 54,476 65,871
Deferred income taxes — net (99,759) (109,411)
Other (5.036) (670)
Total regulatory liabilities (104.79%) _(110.081)
Regulatory liabilities - net 3 (50319) $ (44210)

Environmental Cost Recovery. In August 1994 and May 1995, respectively, KU and LG&E implemented an
ECR surcharge. The Kentucky Commission's order approving the surcharge for KU as well as the constitution-
ality of the surcharge was challenged by certain intervenors in Franklin Circuit Court. Decisions of the Circuit
Court and the Kentucky Court of Appeals in July 1995 and December 1997, respectively, upheld the
sonstitutionality of the ECR statute but differed on a claim of retroactive recovery of certain amounts. Based on
hese decisions, the Kentucky Commission ordered that certain surcharge revenues collected by LG&E and KU
se subject to refund pending final determination of all appeals.

n December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the
wrcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
iCR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for
evenues collected for such pre-1993 environmental projects. Accordingly, the Company recorded a provision
or rate refunds of $26 million in December 1998.

“he parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
{entucky Commission in August 1999. This Final Order resulted in the reversal of approximately $0.9 million
f the provision for rate refunds established by KU and LG&E in December 1998. The refund is being applied
> customers' bills during the twelve-month period beginning October 1999.

'uture Rate Regulation. In October 1998, LG&E and KU filed applications with the Kentucky Commission
or approval of a new method of determining electric rates that sought to provide financial incentives for LG&E
nd KU to further reduce customers' rates. The filing was made pursuant to the September 1997 Kentucky
‘ommission order approving the merger of LG&E Energy and KU Energy, wherein the Kentucky Commission
irected LG&E and KU to indicate whether they desired to remain under traditional rate of return regulation or
ommence non-traditional regulation. The proposed ratemaking method, known as PBR, included financial
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incentives for LG&E and KU to reduce fuel costs and increase generating efficiency, and to share any resulting
savings with customers. Additionally, the PBR proposal provided for financial penalties and rewards to assure
continued high quality service and reliability.

In April 1999, LG&E and KU filed a joint agreement among the companies and the Kentucky Attorney General
to adopt the PBR plan subject to certain amendments. The amended filing included requested Kentucky
Commission approval of a five-year rate reduction plan which proposed to reduce the electric rates of LG&E
and KU by $20 million in the first year (beginning July 1999), and by $8 million annually through June 2004.
The proposed amended plan also included establishment of a $6 million program for low-income customer
assistance as well as extension for one additional year of both the rate cap proposal and merger savings surcredit
established in the original merger plan of LG&E and KU. Under the rate cap proposal, the companies agreed,
in the absence of extraordinary circumstances, not to increase base electric rates for five years following the
merger and LG&E also agreed to refrain from filing for an increase in natural gas rates through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC
requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on
LG&E's and KU's amended PBR plans and the KIUC rate reduction petitions in August and September 1999.
Legal briefs of the parties were filed with the Kentucky Commission in October 1999. KIUC's position called
for annual revenue reductions for LG&E and KU of $69.6 million and $61.5 million, respectively.

In January 2000, the Kentucky Commission issued Orders for LG&E and KU in the subject cases. The
Kentucky Commission ruled that LG&E and KU should reduce base rates by $27.2 million and $36.5 million,
respectively, effective with bills rendered beginning March 1, 2000. The Kentucky Commission eliminated the
utilities' proposal to operate under its PBR plan and reinstated the FAC mechanism effective March 1, 2000.
The Kentucky Commission offered the utilities the opportunity to operate under an ESM for the next three
years. Under this mechanism, incremental annual earnings for each utility resulting in a rate of return either
above or below a range of 10.5% to 12.5% would be shared 60% with shareholders and 40% with ratepayers.

Later in January 2000, the utilities filed motions for correction to the January 2000 orders for computational and
other errors made in the Kentucky Commission's orders which produced overstatements in the base rate
reductions to LG&E and KU of $1.1 million and $7.7 million, respectively. The utilities also filed motions for
reconsideration with the Kentucky Commission on a number of items in the case in late January. Certain
intervening parties in the proceedings have also filed motions for reconsideration asserting, among other things,
that the Kentucky Commission understated the amount of base rate reductions.

Other Rate Matters. LG&E's rates contain a DSM provision. The provision includes a rate mechanism that
provides concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. This
program had allowed LG&E to recover revenues from lost sales associated with the DSM program (decoup-
ling), but in 1998, LG&E and customer interest groups requested an end to the decoupling rate mechanism. In
September 1998, the Kentucky Commission accepted LG&E's modified tariff discontinuing the decoupling
mechanism effective as of June 1, 1998.

Since October 1997, LG&E has implemented an experimental performance-based ratemaking mechanism
related to gas procurement activities and off-system gas sales only. During the three-year test period beginning
October 1997, rate adjustments related to this mechanism are being determined for each 12-month period
beginning November 1 and ending October 31. During the first two years of the mechanism ended October 31,
1999 and 1998, LG&E recorded $2.2 million and $3.5 million, respectively, for its share of reduced gas costs.
These amounts are billed to customers through the gas supply clause.
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Prior to implementation of the PBR in July 1999, and following its termination in March 2000, LG&E and KU
employed an FAC mechanism, which under Kentucky law allowed the utilities to recover from customers the
actual fuel costs associated with retail electric sales. In February 1999, LG&E received orders from the
Kentucky Commission requiring a refund to retail electric customers of approximately $3.9 million resulting
from reviews of the FAC from November 1994 through April 1998, of which $1.9 million was refunded in
April 1999 for the period beginning November 1994 and ending October 1996. The orders changed the utilities'
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC. LG&E requested that the Kentucky Commission grant rehearing on the February orders, and
further requested that the Kentucky Commission stay the refund requirement until it could rule on the rehearing
request. The Kentucky Commission granted the request for a stay, and in March 1999 granted rehearing on the
appropriate line loss factor associated with off-system sales for the 18-month period ended April 1998. The
Kentucky Commission also granted rehearing on the KIUC's request for rehearing on the Kentucky Commis-
sion's determination that it lacked authority to require the utilities to pay interest on the refund amounts. The
Kentucky Commission conducted a hearing on the rehearing issues and issued a final ruling in December 1999.
The Kentucky Commission agreed with LG&E 's position on the appropriate loss factor to use in the FAC
computation and reduced the refund level for the 18-month period under review to approximately $800,000.
LG&E implemented the refund with billings beginning in the month of January 2000. LG&E and KIUC have
each filed separate appeals from the Kentucky Commission's February 1999 orders with the Franklin Circuit
Court. A decision on the appeals by the Court is expected in 2000.

In July 1999, the Kentucky Commission issued a series of orders requiring KU to refund approximately $10.1
million resulting from reviews of the FAC from November 1994 to October 1998. The orders changed KU's
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC, and KU's method for computing system line losses for the purpose of calculating the system
sales component of the FAC charge. At KU's request, in July 1999, the Kentucky Commission stayed the
refund requirement pending the Kentucky Commission's final determination of any rehearing request that KU
may file. In August 1999, KU filed its request for rehearing of the July orders.

[n August 1999, the Kentucky Commission issued a Final Order in the KU proceedings, agreeing, in part, with
KU's arguments outlined in its Petition for Rehearing. While the Kentucky Commission confirmed that KU
should change its method of computing the fuel costs associated with electric line losses, it agreed with KU that
the line loss percentage should be based on KU's actual line losses incurred in making off-system sales rather
‘han the percentage used in its Open Access Transmission Tariff. The Kentucky Commission also upheld its
srevious ruling concerning the computation of system line losses in the calculation of the FAC. The net effect
»f the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million from the original
Jrder amount of $10.1 million. In August 1999, LG&E and KU each recorded its estimated share of
wticipated FAC refunds of $8.7 million. KU began implementing the refund in October and will continue the
efund through September 2000. Both KU and the KIUC have appealed the Order to the Franklin Circuit Court.
A decision is not expected on the appeal until later in 2000.

.G&E intends to file before the end of the first quarter an application with the Kentucky Commission for
withority to increase its natural gas rates in order to recoup higher costs for providing natural gas distribution
ervices. LG&E expects implementation before the end of 2000.

Centucky PSC Administrative Case for Affiliate Transactions. In December 1997, the Kentucky
~ommission opened Administrative Case No. 369 to consider Kentucky Commission policy regarding cost
Hocations, affiliate transactions and codes of conduct governing the relationship between utilities and their
on-utility operations and affiliates. The Kentucky Commission intends to address two major areas in the
roceedings: the tools and conditions needed to prevent cost shifting and cross-subsidization between regulated
nd non-utility operations; and whether a code of conduct should be established to assure that non-utility
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segments of the holding company are not engaged in practices that could result in unfair competition caused by
cost shifting from the non-utility affiliate to the utility. In September 1998, the Kentucky Commission issued a
draft code of conduct and cost allocation guidelines. In January 1999, the Company, as well as all parties to the
proceeding, filed comments on the Kentucky Commission draft proposals. In December 1999, the Kentucky
Commission issued guidelines on cost allocation and held a hearing in January 2000, on the draft code of
conduct. Management does not expect the ultimate resolution of this matter to have a material adverse effect on
the Company's financial position or results of operations.

Note 7 - Financial Instruments
The cost and estimated fair values of the Company's non-trading financial instruments (excluding the fair values

of the Company's price risk management assets and liabilities) as of December 31, 1999 and 1998 follow (in
thousands of $):

1999 1998
Fair Fair
Cost Value Cost Value
Marketable securities $ 10,562 $ 10,126 $ 20,601 $ 20,862
Long-term investments -
Not practicable to estimate
fair value 2,269 2,269 2,527 2,527
Preferred stock subject
to mandatory redemption 25,000 24,861 25,000 26,413
Long-term debt (including
current portion) 1,711,225 1,690,752 1,510,775 1,576,502
U.S. Treasury note and
bond futures - 142 - 87
Interest rate swaps - (2,138) - (9,527)

All of the above valuations reflect prices quoted by exchanges except for the swaps and the long-term
investments. The fair values of the swaps reflect price quotes from dealers or amounts calculated using
accepted pricing models. The fair values of the long-term investments reflect cost, since the Company cannot
reasonably estimate fair value.

Interest Rate Swaps. The Company enters into interest rate swap agreements to exchange fixed and variable
interest rate payment obligations without the exchange of underlying principal amounts. As of December 31,
1999 and 1998, the Company was party to various interest rate swaps with aggregate notional amounts of
$487.3 million and $349.3 million, respectively. Under swap agreements the Company paid fixed rates
averaging 4.53% and 4.55% and received variable rates of averaging 5.61% and 4.42% at December 31, 1999
and 1998, respectively. The Company also paid variable rates averaging 6.46% and received fixed rates
averaging 7.13% at December 31, 1999. The swaps mature on dates ranging from 2000 to 2025.

At December 31, 1999, the Company held U.S. Treasury note and bond futures contracts with notional amounts
totaling $6.1 million. These contracts are used to hedge price risk associated with certain marketable securities
and mature in March 2000.

Note 8 - Concentrations of Credit and Other Risk

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of
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customers or counterparties that have similar economic or industry characteristics that would cause their ability
to meet contractual obligations to be similarly affected by changes in economic or other conditions.

LG&E's customer receivables and gas and electric revenues arise from deliveries of natural gas to approxi-
mately 295,000 customers and electricity to approximately 366,000 customers in Louisville and adjacent areas
in Kentucky. KU's customer receivables and revenues arise from deliveries of electricity to about 458,000
customers in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern
and western Kentucky and to about 29,000 customers in five counties in southwestern Virginia. For the year

ended December 31, 1999, 91% of total utility revenue was derived from electric operations and 9% from gas
operations.

The financial position and results of operations of the domestic unconsolidated ventures are substantially
dependent upon the continuation of long-term power sales contracts with purchasing utilities. The Argentine
natural gas distribution companies serve approximately 1.9 million customers in seven provinces in Argentina.
WKE's receivables and revenues arise from the deliveries of electricity and generating capacity to Big Rivers
for distribution to its three member distribution cooperatives and other major wholesale customers. CRC has a
concentration of customers in the oil and gas pipeline construction industry, which experiences cyclical
fluctuations, and its receivables are collateralized on a limited basis with negotiable letters of credit. Ten of

CRC's customers were responsible for 50% of its revenues for the period July 1, 1999, through December 31,
1999.

In August 1999, KU and their employees represented by IBEW Local 101 and USWA Local 8686, which
represents approximately 14% of KU's workforce, entered into a one-year collective bargaining agreement. In
December 1998, LG&E and IBEW Local 2100 employees, which represent approximately 60% of LG&E's
workforce, entered into a three-year collective bargaining agreement. In September 1998, WKE and IBEW
Local 1701 employees entered into a three-year collective bargaining agreement. CRC contracts with
:mployees represented by applicable locals of the LIU and the UAJ-APPI on a project basis.

Note 9 - Investments in Unconsolidated Ventures

Che Company's investments in unconsolidated ventures reflect interests in domestic and foreign electric power

mnd steam producing plants and two of the Argentine gas distribution companies. These investments are
iccounted for using the equity method.
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The fuel type, ownership percentages and carrying amounts of the unconsolidated ventures as of December 31,
1999, are summarized as follows (in thousands of $):

Carrying
Fuel Type % Owned Amount
LG&E Westmoreland - Southampton Coal 50 $ 15,466
LG&E Westmoreland - Altavista Coal 50 14,345
LG&E Westmoreland - Hopewell Coal 50 12,737
Westmoreland - LG&E Partners - Roanoke Valley Coal 50 25,196
Electric Energy, Inc. (Note 18) Coal 20 2,123
LG&E Power Gregory (under construction) Gas 50 (450)
Distribuidora de Gas Cuyana (Note 2) Gas 14 42,675
Gas Natural BAN, S.A. (Note 2) Gas 20 92,231
Tenaska Limited Partnerships Gas 5-10 5,842
CEC-APL L.P, Gas 49 9,138
Windpower Partners 1994 Wind 25 -
Windpower Partners 1993 Wind 50 22,158
KW Tarifa, S.A. Wind 46 7.994
Total $249 455

The Company's carrying amount exceeded the underlying equity in unconsolidated ventures by $39.8 million
and $33.3 million at December 31, 1999 and 1998, respectively. This difference, which is being amortized,
represents adjustments to reflect the fair value of the underlying net assets acquired and related goodwill.

In March 1999, LG&E-Westmoreland Rensselaer, a California general partnership in which the Company owns
a 50% interest, sold substantially all the assets and major contracts of its 79 Mw gas-fired cogeneration facility
in Rensselaer, New York, with net proceeds to the Company of approximately $34 million. The sale resulted in
an after-tax gain to the Company of approximately $8.9 million.

In January 1999, a final order was entered in the bankruptcy proceedings involving Westmoreland Coal
Company and certain of its subsidiaries, including Westmoreland Energy, Inc., the parent of various entities that
are partners with company subsidiaries in five of the independent generating facilities. However, none of the
partnerships and no partner of the current partnerships has been under bankruptcy court protection, nor were
these partnerships in a default occasioned under the project loan documents.

With respect to the Wind projects listed above, certain of the Company's partners (or affiliates of such partners)
are in bankruptcy proceedings. During the third quarter of 1998, the Company wrote off its aggregate
remaining investment in Windpower Partners 1994 of $3.8 million. During 1999, the Wind projects received
certain amounts in connection with such bankruptcy proceedings. See Note 18, Commitments and Contingen-
cies.

In November 1998, the Company received approximately $8.5 million in connection with an arbitration
proceeding concerning a former PPA between Tenaska Washington Partners II, L.P. and the BPA. The
Company has a 10% interest in this partnership, which owned a partially constructed facility in Frederickson,
Washington. This facility was transferred to the BPA following payment of the award.

In June 1998, the partnership that owns the Rensselaer facility, along with 14 other independent power
producers, participated in the consummation of a MRA with NIMO. As part of the MRA, the partnership
restructured its power purchase agreement with NIMO and entered into a new multi-year agreement with the
utility. Concurrent with the MRA, the Company reached a settlement with other parties to retain a 50%
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ownership in the Rensselaer facility. As a result of these transactions, the Company recorded a $21 million, net
after-tax gain in 1998.

In June 1998, the Company sold half of its interest in the Gregory, Texas, project and became a 50% partner in

the 550 Mw gas-fired project. The project is currently under construction and anticipated to become operational |
in mid-2000. See Note 18, Commitments and Contingencies.

In February 1998, the Company sold its indirect, one-third interest in the company which owned and operated

the San Miguel, Argentina generating facility for a price of $16 million. The sale resulted in a $2.8 million pre-
tax charge to 1998 earnings.

Note 10 - Leveraged Leases

During 1999, all of the Company's leveraged leases in which Capital Corp. owned an equity interest expired.
The lessees who leased five of the turbines exercised their options to purchase resulting in pre-tax gains totaling
$3.1 million. The lessee who leased the remaining three turbines allowed its leases to terminate and Capital
Corp. is investigating options on the future use of these turbines. The carrying value of Capital Corp.'s
investment in the three remaining turbines totals $9.1 million, and the Company has reclassified this amount to
Investment in Unconsolidated Ventures at December 31, 1999. See Note 9, Investment in Unconsolidated
Ventures and Note 18, Commitments and Contingencies.

The following is a summary of the components of Capital Corp.'s net investment in leveraged leases at
December 31, 1998 (in thousands of $):

Rents receivable (net of nonrecourse debt) $ 1,556
Estimated residual value of leased property 32,707
Less: unearned and deferred income 3.319
Investment in leveraged leases 30,944
Less: accumulated deferred income taxes 7301
Net investment in leveraged leases $23,643

see Note 14, Other Income and Deductions for income from leveraged leases.

Vote 11 - Marketable Securities

“he Company's marketable securities have been determined to be "available-for-sale" under the provisions of
iFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. Proceeds from sales of
vailable-for-sale securities in 1999 were approximately $11.7 million, which resulted in realized gains of
pproximately $.7 million and losses of approximately $.2 million, calculated using the specific identification
1ethod. Proceeds from sales of available-for-sale securities in 1998 were $20 million, which resulted in
:alized gains of approximately $.2 million and losses of approximately $.7 million.

96




Approximate cost, fair value and other required information pertaining to the Company's available-for-sale
securities by major security type, as of December 31, 1999 and 1998, follow (in thousands of $):

Fixed
Equity Income Total
1999:
Cost $7,529 $3,033 $10,562
Unrealized gains 170 3 173
Unrealized losses _{498) _(11b (609)
Fair values $7,201 $2.925 $10,126
Fair values:
No maturity $7,201 $ - $ 7,201
Contractual maturities:
Less than one year - 2,134 2,134
One to five years - 631 631
Five to ten years - 160 160
Total fair values $7.201 $2.925 $10.126
1998:
Cost $6,467 $14,134 $20,601
Unrealized gains 545 40 585
Unrealized losses _(196) (128) (324)
Fair values 36,816 $14,046 $20,862
Fair values:
No maturity $6,816 $ 178 $ 6,994
Contractual maturities:
Less than one year - 8,301 8,301
One to five years - 3,861 3,861
Over ten years — - 1.706 1.706
Total fair values $6,816 $14,046 $20,862
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Note 12 - Pension Plans and Retirement Benefits

Pension Plans and Retirement Benefits. LG&E Energy Corp. sponsors several qualified and non-qualified
pension plans and other postretirement benefit plans for its employees. The following tables provide a
reconciliation of the changes in the plans' benefit obligations and fair value of assets over the three-year period
ending December 31, 1999, and a statement of the funded status as of December 31 for each of the last three
years (in thousands of $):

1999 1998 1997
Pension Plans:
Change in benefit obligation ,
Benefit obligation at beginning of year $ 558,641 $499,143 $432,551
Service cost 13,761 14,242 12,675
Interest cost 37,749 35,715 32,927
Plan amendments (2,31 6,377 3,143
Acquisitions/divestitures - (2,243) -
Curtailment (gain) or loss - (364) -
Special termination benefits - 23,965 -
Benefits paid (28,475) (23,823) (22,114)
Actuarial (gain) or loss (57.951) 5.629 39.961
Benefit obligation at end of year $521.414 $558.,641 $499.143
Change in plan assets
Fair value of plan assets at beginning of year $ 550,711 $501,361 $432,612
Actual return on plan assets 102,824 70,631 81,645
Employer contributions 19,484 2,638 10,101
Benefits paid (28,475) (23,823) (22,114)
Administrative expenses {2.329) (96) {883)
Fair value of plan assets at end of year $642215 $550,711 $501,361
Reconciliation of funded status
Funded status $ 120,801 $ (7,930) $ 2218
Unrecognized actuarial (gain) or loss (200,620) (96,368) (79,891)
Unrecognized transition (asset) or obligation (7,839) (9,059) (10,358)
Unrecognized prior service cost . 40916 47,286 48,064
Net amount recognized at year-end 3 (46,742) 3 (66,071) $(39.967)
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Other Benefits;

Change in benefit obligation
Benefit obligation at beginning of year $127,593 $115,894 $106,743
Service cost 3,040 2,870 2,633
Interest cost 7,248 8,255 7,860
Plan amendments (22,236) 613 -
Acquisitions/divestitures - 2,283 -
Curtailment (gain) or loss - 3,584 -
Special termination benefits - 2,855 -
Benefits paid (7,709) (5,260) (6,648)
Actuarial (gain) or loss (6.599) (3.501) 5,306
Benefit obligation at end of year $101.337 $127,593 $115.894

Change in plan assets
Fair value of plan assets at beginning of year $30,484 $22,192 $15,568
Actual return on plan assets 7,221 5,313 3,649
Employer contributions 8,650 7,056 7,577
Benefits paid (6,458) (4,077 (4.602)
Fair value of plan assets at end of year $39.897 $30,484 $22,192

Reconciliation of funded status
Funded status $(61,441) $ (97,109) $ (93,702)
Unrecognized actuarial (gain) or loss (31,838) (20,115) (16,730)
Unrecognized transition (asset) or obligation 38,183 63,834 70,230
Unrecognized prior service cost 4291 _._3.572 __ 3456
Net amount recognized at year-end $(50.805) $(49.818) $ (36,746)

There are no plan assets in the nonqualified plan due to the nature of the plan.

The following tables provide the amounts recognized in the balance sheet and information for plans with benefit
obligations in excess of plan assets as of December 31, 1999, 1998 and 1997 (in thousands of $):

1999 1998 1997
Pension Plans:
Amounts recognized in the consolidated
balance sheet consisted of:
Accrued benefit liability $(56,757) $(67,126) $ (40,296)
Intangible asset 301 426 281
Prepaid benefit cost 6,471 - -
Other (300) 706 710
Net amount recognized at year-end 3 (50,285) $(65,994) $(39.305)
Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation (1) $159,131 $163,722 $138,492
Accumulated benefit obligation (2) 11,249 142,941 11,879
Fair value of plan assets (1) 141,346 111,914 102,775

(1) All years include LG&E's non-union plan, LG&E Energy's plan and the Company's unfunded SERPs. 1999 and
1998 also include WKE's union plan.

(2) All years include the Company's SERPs plus in 1999 WKE's union plan and in 1998 LG&E's non-union plan,
LG&E Energy's plan and WKE's union plan.
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1999 1998 1997
Other Benefits:
Amounts recognized in the consolidated
balance sheet consisted of:
Accrued benefit liability $ (50,805) $(49,818) $ (36,746)
Other - (4.421) (4.166)
Net amount recognized at year-end $ (50.805) $(54,239) $(40.912)
Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation $101,337 $127,593 $115,894
Fair value of plan assets 44 499 30,484 22,192
The following table provides the components of net periodic benefit cost for the plans for 1999, 1998 and 1997
(in thousands of $):
1999 1998 1997
Pension Plans;
Components of net periodic benefit cost
Service cost $ 13,761 $ 14,242 $ 12,675
Interest cost 37,749 35,715 32,927
Expected return on plan assets (51,435) (42,278) (35,511)
Amortization of prior service cost 4,059 4,421 4,133
Amortization of transition (asset) or obligation (1,220) (1,224) (1,229)
Recognized actuarial (gain) or loss (2.759) (2,248) (2.854)
Net periodic benefit cost § 155 $ 8628 3 10,141
[
Special charges 2
Curtajlment gain $ - $ (2,204) $ - |
Prior service cost recognized - 2,015 -
Special termination benefits - 23.965 _ -
Total charges $§ - $ 23,776 s -
Other Benefits:
Components of net periodic benefit cost
Service cost $ 3,040 $ 2,870 $ 2,633
Interest cost 7,248 8,255 7,860
Expected return on plan assets (2,302) (1,722) (1,204)
Amortization of prior service cost 473 373 332
Amortization of transition (asset) or obligation 2,937 4,621 4,682
Recognized actuarial (gain) or loss (700) 467 (810) |
Net periodic benefit cost $ 10,696 $ 13,930 $ 13,493 '
Special charges
Curtailment loss $ - $ 2,243 $ -
Special termination benefits - 2,853 -
Total ¢harges I $ 5,098 3 -

Jn May 4, 1998, LG&E Energy and KU Energy merged, with LG&E Energy as the surviving corporation. At
he time of the merger KU Energy had both qualified and nonqualified pension plans. During 1998, the
“ompany invested approximately $24.0 million in special termination benefits as a result of its early retirement
rogram offered to eligible employees post-merger. In May 1997, $4.7 million in lump sum payments were
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made to retired employees of KU Energy due to a change-in-control provision in the Supplemental Security
Plan of the Merger Agreement.

The assumptions used in the measurement of the Company's pension benefit obligation are shown in the
following table:

1999 1998 1997

Weighted-average assumptions as of December 31
Discount rate 8.00% 7.00% 7.00%
Expected long-term rate of return on plan assets (1) 9.50%  8.25%-8.50% 8.25%-8.50%
Rate of compensation increase (2) 5.00% 3.50%-4.00% 2.00%-4.00%

(1) All plans used 8.50% for 1998 and 1997 except KU's.
(2) All plans used 4.00% for 1998 and 1997 except LG&E's union plan which used 3.50% for 1998 and 2.00% for 1997.

For measurement purposes, a 7.00% annual increase in the per capita cost of covered health care benefits was
assumed for 2000. The rate was assumed to decrease gradually to 4.75% for 2005 and remain at that level
thereafter.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.
A 1% change in assumed health care cost trend rates would have the following effects (in thousands of §):

1% Decrease 1% Increase
Effect on total of service and interest cost components for 1999 $ (535 $ 621
Effect on year-end 1999 postretirement benefit obligations (5,319) 6,123

Thrift Savings Plans. The Company has thrift savings plans under section 401(k) of the Internal Revenue
Code. Under these plans, eligible employees may defer and contribute to the plans a portion of current
compensation in order to provide future retirement benefits. The Company makes contributions to the plans by
matching a portion of the employee's contributions. The costs of this matching were approximately $6.4
million, $6.0 million and $4.7 million for 1999, 1998 and 1997, respectively.

Note 13 - Income Taxes

Components of income tax expense are shown in the table below (in thousands of $):

1999 1998 1997

Included in Income Taxes:
Current - federal $ 91,825 $113,990 $ 88,531
- foreign 15,160 12,208 9,055
- state 22,514 23,642 19,545
Deferred - federal - net 7,173 (25,657) 10,435
- state ~ net 4,868 (5,267) 1,539
Deferred investment tax credit - - 102
Amortization of investment tax credit (8,016) (8,087) (8.378)
Total $133,524 $110.829 $120.829
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Net deferred tax liabilities resulting from book-tax temporary differences are shown below (in thousands of $):

1999 1998
Deferred tax liabilities:
Depreciation and other
plant-related items $716,064 $683,023
Other liabilities 44,117 39,550
760.181 122,573
Deferred tax assets:
Investment tax credit 34,642 37,878
Income taxes due to customers 39,300 43,021
Deferred income 11,294 11,626
Accrued liabilities not currently
deductible and other 89,065 61945
174,301 154.470
Net deferred income tax liability $585,880 $568.103

At December 31, 1999, there were $89.9 million of net operating loss carryforwards related to discontinued
operations. These carryforwards, which expire in 2000 through 2009, are subject to an annual limitation of
approximately $6 million under provisions of the Internal Revenue Code, and realization is dependent upon
generating sufficient taxable income prior to their expiration. At December 31, 1999 and 1998, the Company
recorded valuation allowances related to these deferred tax assets of $22.8 million and $25.6 million,
respectively. Unamortized goodwill will be reduced if unrecorded net operating loss carryforwards are realized.

A reconciliation of differences between the statutory U.S. federal income tax rate and the Company's effective
income tax rate as a percentage of income from continuing operations before income taxes and preferred
dividends follows:

1999 1998 1997
Statutory federal income tax rate 35.0% 35.0% 35.0%
State income taxes net of federal benefit 49 44 3.9
Effect of foreign operations including foreign tax credit 9 1.8 1.1
Investment and other tax credits (3.9) 3.6) 3.0
Nondeductible merger expenses - 4.7 -
Other differences - net (1.4) (2.2) (0.9
Effective income tax rate 35.5% 40.1% 36.0%
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Note 14 - Other Income and Deductions

Other income and deductions consisted of the following at December 31 (in thousands of $):

1999 1998 1997
Income from leveraged leases $ 3,205 $ 4,273 $ 3,974
Interest and dividend income 9,803 10,552 10,159
Gains (losses) on disposals - net 3,801 (4,942) 7,083
Other 2.496 (1.783) 467
Total other income and (deductions) $19.305 $ 8,100 $21,683

Note 15 - Capital Stock

Changes in shares of common stock outstanding are shown in the table below (in thousands). The amounts in
the table have been restated to reflect the merger-related exchange of 1.67 shares of LG&E Energy common
stock for each share of KU Energy common stock.

1998

Pt
Ned
O
et
\O
~

Outstanding January 1 129,677 129,683 129,497
Issues under the Employee

Common Stock Purchase

Plan ($1,613) - - 77
Issues under the Omnibus

Long-Term Incentive Plan

($2,195) - - 109
Merger-related buy-back of

fractional shares - (6) -
Outstanding December 31 129,677 129,677 29.68

The Company's shareholders approved an increase in the Company's authorized shares of common stock from
125.0 million to 300.0 million in October 1997 in conjunction with the proposed merger with KU Energy. This
increase was effective at the consummation of the merger on May 4, 1998.

The Company has an Omnibus Long-Term Incentive Plan, under which nonqualified stock options, perform-
ance units and stock appreciation rights have been granted to key personnel. Pursuant to an amendment
approved by the Company's shareholders in April 1999, a total of approximately 6.5 million shares, including
prior issuances, of common stock may be issued under the plan. Performance units are paid out on a three-year
rolling basis in 50% stock and 50% cash based on Company performance. Directors of the Company receive
stock options pursuant to the Stock Option Plan for Non-Employee Directors. A total of 500,000 shares of
common stock may be issued under this plan. Each option entitles the holder to acquire one share of the
Company's stock no earlier than one year from the date granted. The options are granted at market value and
generally expire 10 years from the date granted. In October 1997, the Company announced a repurchase
program authorizing the repurchase of up to 1.0 million shares of its common stock to be used for, among other
things, benefit and compensation plans, including the Long-Term Plan, and has funded the plans via open
market purchases since that date. The Company also repurchased approximately 935,000 shares during 1999 in
connection with the funding of its acquisition of CRC.

103



A summary of the status of the Company's nonqualified stock options follows:

Outstanding Exercisable

Weighted- Weighted-

Average Average

Options Price Options Price

As of December 31, 1996 864,344 19.57 443,074 18.09
Options granted and

exercisable 394,945 24.15 352,966 21.22

Options exercised (87,568) 18.97 (87,568) 18.97

Options cancelled (77.100) 23.04 - -

As of December 31, 1997 1,094,621 21.01 708,472 19.54
Options granted and

exercisable 901,588 24.19 437,373 24.19

Options exercised (153,456) 20.42 (153,456) 20.42

Options cancelled (100,284) 23.05 - -

As of December 31, 1998 1,742,469 22.60 992,389 21.46
Options granted and

exercisable 660,641 25.75 732,080 24.11

Options exercised (20,341) 20.89 (20,341) 20.89

Options cancelled (56.481) 24.36 (28.628) 23.58

As of December 31, 1999 2,326,288 $23.46 1,675,500 $22.59

Common stock equivalents resulting from the options granted under both the Long-Term Plan and the Directors' ’,
Plan would not have a material dilutive effect on reported earnings per share. 5

The Company has a Shareholders' Rights Plan designed to protect shareholders' interests in the event the
Company is ever confronted with an unfair or inadequate acquisition proposal. Pursuant to the plan, each share
of common stock has one-third of a "right" entitling the holder to purchase from the Company one one-
hundredth of a share of new preferred stock of the Company under certain circumstances. The holders of the
rights will, under certain conditions, also be entitled to purchase either shares of common stock of LG&E
Energy or common stock of the acquirer at a reduced percentage of market value. The rights will expire on
December 19, 2000.

[n December 1997, Inversora, a subsidiary of the Company that holds part of the Company's interest in Centro,
issued 302,364 shares of preferred stock to unaffiliated parties. The stock has a nominal value of $10 per share
and a variable dividend consisting of 5% of Inversora's annual net income. Inversora can redeem the shares at
the nominal value upon shareholder approval. During 1998, Inversora redeemed 200,275 shares of preferred
stock. During 1999, Inversora redeemed the remaining 102,089 shares.
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Note 16 - Long-Term Debt

Long-term debt and the current portion of long-term debt, summarized below (in thousands of $), consists
primarily of first mortgage bonds and pollution control bonds issued by LG&E and KU, and medium-term notes
issued by Capital Corp. Interest rates and maturities in the table below are for the amounts outstanding at
December 31, 1999.

Weighted

Average
Stated Interest Principal
Interest Rates Rate Maturities Amounts
LG&E 5.45%-7.63% 6.44% 2002 -2023 $ 380,600
KU 5.75% - 8.55% 7.02% 2003 - 2027 430,830
Capital Corp. 5.75% - 10.5% 6.48% 2001 - 2011 487.985
Total long-term debt 6.65% $1,299.415
LG&E (pollution control bonds) Variable 3.67% 2013 -2027 $ 246,200
KU (pollution control bonds) Variable 5.40% 2024 54,000
KU (first mortgage bond) 5.95% 5.95% 2000 61,500
Capital Corp. (medium-term notes) Variable 6.48% 2000 50.110

Total current portion of

long-term debt 6.15% $ 411,810

Under the provisions for LG&E's and KU's variable-rate pollution control bonds, the bonds are subject to tender
for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain
events, causing the bonds to be classified as current portion of long-term debt. The average annualized interest
rate for these bonds were 3.98% and 3.35% for LG&E's and KU's bonds, respectively.

Maturities of long-term debt outstanding (principal amounts stated in thousands of $) at December 31, 1999, are
summarized below.

2001 $ 37873
2002 20,091
2003 . 104,623
2004 150,000
2005 -
Thereafter 986.828
Total $1.299415

In December 1999, LG&E notified bondholders of its intent to exercise its call option on its $20.0 million
7.50% First Mortgage Bonds due July 1, 2002. The bonds were redeemed in January 2000 utilizing proceeds
from the issuance of commercial paper.

In May 1999, Capital Corp. issued $150 million of medium-term notes due May 2004 with an effective rate of
6.13%.

In September 1999, Capital Corp. issued $50.0 million of floating-rate notes under its medium-note program
that mature in September 2000. The notes bear interest at a rate of one-month LIBOR plus 10 basis points.

In November 1998, Capital Corp. issued $150 million of Reset Put Securities due 2011 with an effective rate of
5.4% through October 2001. As of November 1, 2001, the securities will be subject to automatic purchase by a
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remarketing agent and either the interest rate will be reset or the bonds will be repurchased by Capital Corp.

In June 1998, $20 million of LG&E's First Mortgage Bonds matured and were retired.

In February 1998, Capital Corp. issued $150 million of medium-term notes due in January 2008, with an
effective rate of 6.82%.

Annual requirements for the sinking funds of LG&E's First Mortgage Bonds (other than the First Mortgage
Bonds issued in connection with certain Pollution Control Bonds) are the amounts necessary to redeem 1% of
the highest principal amount of each series of bonds at any time outstanding. Property additions (166 2/3% of
principal amounts of bonds otherwise required to be so redeemed) have been applied in lieu of cash.

Substantially all of LG&E's and KU's utility plants are pledged as security for its First Mortgage Bonds.
LG&E's indenture, as supplemented, provides in substance that, under certain specified conditions, portions of

retained earnings will not be available for the payment of dividends on common stock. No portion of retained
earnings is presently restricted by this provision.

Note 17 - Notes Payable

Capital Corp. had outstanding commercial paper of $329.5 million at December 31, 1999, at a weighted-

average interest rate of 5.97%. Capital Corp. had notes payable of $365.1 million at December 31, 1998, ata
weighted-average interest rate of 5.19%.

LG&E's short-term financing requirements are satisfied through the sale of commercial paper. LG&E had
outstanding commercial paper of $120.1 million at December 31, 1999, at a weighted-average interest rate of
6.02%. LG&E had no short-term borrowings at December 31, 1998.

KU's short-term financing requirements are satisfied through the sale of commercial paper. KU had no short-
term borrowings at December 31, 1999, and 1998.

At December 31, 1999, the Companies had lines of credit in place totaling $900 million ($200 million for
LG&E and $700 million for Capital Corp.) for which they pay commitment or facility fees. The LG&E credit
Facility provides support of commercial paper borrowings. The Capital Corp. facility provides for short-term
yorrowing, letter of credit issuance, and support of commercial-paper borrowings. Unused capacity under these
ines totaled $395.6 million after considering the commercial paper support and approximately $51.7 million in
etters of credit securing on- and off-balance sheet commitments. The Capital Corp. and LG&E credit lines will
:xpire at various times from 2000 through 2002. Management expects to renegotiate these lines when they
xpire. The KU credit facilities that provided for short-term borrowing and support of commercial paper
rorrowing expired on December 31, 1999.

“he lenders under the credit facilities, commercial paper program, and medium-term notes for Capital Corp. are
ntitled to the benefits of a Support Agreement with LG&E Energy. The Support Agreement states, in
ubstance, that LG&E Energy will provide Capital Corp. with the necessary funds and financial support to meet
1eir obligations under the credit facilities, commercial paper program, and medium-term notes.

[ote 18 - Commitments and Contingencies

‘onstruction Program

he Company had commitments, primarily in connection with the construction program of LG&E and KU,
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aggregating approximately $28 million at December 31, 1999. LG&E's construction expenditures for 2000 and
2001 are estimated to total approximately $401 million. KU's construction expenditures for the same period are
estimated to total approximately $324 million. Non-utility construction expenditures for the same two-year
period are estimated to be $123 million.

Letters of Credit

Capital Corp. has provided letters of credit issued to third parties to secure certain off-balance sheet obligations
(including contingent obligations) of its subsidiaries. The letters of credit securing such obligations totaled
approximately $27.9 million and $30.7 million at December 31, 1999 and 1998, respectively. These letters of
credit are subject to Support Agreements as more fully described in Note 17, Notes Payable.

Capital Corp. has provided a guarantee of a lease obligation to a third party. The obligation totaled $4.9 million
and $7.6 million at December 31, 1999 and 1998, respectively.

Projects

Springfield Municipal Contract. In January 2000, LEM reached a settlement with CWLP regarding a suit
previously pending before the United States District Court for the Western District of Kentucky. Pursuant to
the settlement, CWLP paid LEM approximately $16.6 million, $4.0 million less than expected. The dispute
involved CWLP's 1998 failure to sell electric energy to LEM pursuant to an existing contract between the
parties.

Monroe Project. In 1999, a subsidiary of the Company entered into an operating lease wherein it agreed to
lease three combustion turbines and related facilities to be installed and constructed at a 450 Mw natural gas-
fired merchant power generation plant being developed by the Company in Monroe, Georgia. The lease has a
five year term, but no rent is payable until the turbines have been completed and installed, currently anticipated
in June 2001. At the end of the lease term, the Company may purchase the leased assets or assist the lessor in
selling them. If the assets are sold, the Company is obligated to make up any deficiency between the lease
balance and the proceeds subject to a cap. The total value of assets under the lease is expected to be approxi-
mately $175 million.

Texas Project. In October 1999, a subsidiary of the Company entered into an initial agreement to purchase six
natural gas combustion turbines and is negotiating terms of a definitive agreement. In connection therewith, the
Company is pursuing initial development of a possible 1,600 Mw generation facility in Anderson County,
Texas. Should the plant be developed as presently planned, the aggregate cost is estimated to be approximately
$790 million, portions of which may be independently financed or shared with eventual outside partners.

Roanoke Valley I. The Company owns a 50% interest in WLP, the owner of the Roanoke Valley I facility
which sells electric power to VEPCO pursuant to a PPA. From May 1994 through December 1999, VEPCO
withheld approximately $19.8 million of capacity payments during periods of forced outages. In October 1994,
WLP filed a complaint against VEPCO seeking damages related to the withholding of such payments. In June
1997, the Virginia Supreme Court reversed a lower court ruling granting summary judgment in favor of
VEPCO and remanded the case for a trial which occurred in October 1998. In November 1998, the Circuit
Court for the City of Richmond, Virginia issued a decision awarding WLP approximately $19 million, plus
interest until paid, and ruled WLP was entitled to receive future capacity payments for eligible forced outages
during the remainder of the PPA term. In January 1999, VEPCO filed a notice of appeal to the Supreme Court
of Virginia regarding the Circuit Court decision. Appellate briefs were filed by the parties during1999 and a
hearing was held in January 2000. A decision is anticipated in the first half of 2000. Pending resolution of all
appeals by VEPCO, the Company has not recognized any income on its 50% portion of the capacity payments
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being withheld by VEPCO. In the Company's opinion, WLP is entitled to recover the withheld capacity
payments, as well as the future capacity payments during forced outages. The Company does not expect the

ultimate resolution of this matter to have a material adverse effect on its results of operations or financial
condition.

Southampten. In October 1998, LG&E-Westmoreland Southampton and VEPCO entered into a settlement
agreement which resolved issues pending before the FERC regarding the status of the Southampton as a QF
under PURPA for the year 1992, including the possible payment of FERC-ordered refunds by Southampton of
capacity payments previously received from VEPCO for such year. The settlement, which has been approved
by the FERC, provides for, among other items, payments by Southampton to VEPCO of $1 million annually for
the years 1999-2001, followed by a reduction in capacity payments from VEPCO to Southampton by $500,000
annually for the years 2002-2008. Following 2008, VEPCO may elect to terminate its power purchases from
Southampton or continue to receive the annual reduction in capacity payments for the remainder of the power
purchase agreement. The Company has also been notified that its partners in the Southampton partnership are
disputing their responsibilities for their share of the refunds and are asserting that the Company should bear full
responsibility for such amounts. In December 1999, the Company settled with one of its partners regarding its
claims and is currently negotiating these matters with the remaining partner. The Company does not believe
that the disputes with its partners, including the settlement already achieved with the one partner, will have a
material adverse effect on its results of operations or financial condition.

Gregory Project. In June 1998, LPI entered into a partnership with Columbia Electric Corporation for the
development of a natural gas-fired cogeneration project in Gregory, Texas, providing electricity and steam
equivalent of 550 Mw. Initial construction commenced in August 1998 and non-recourse financing for a
majority of the construction and other costs was obtained in November 1998. The project will sell steam and a
portion of its electric output to Reynolds Metals Company. A medium-term fixed-price contract has also been
entered into with a third party for a portion of the remaining electric output. The project is expected to begin
commercial operation in the summer of 2000 at an anticipated total project cost of approximately $240 million.

The Company's equity contribution is expected to be approximately $30 to $35 million in connection with its
50% interest in the project.

Windpower Partners 1994. WPP 94 is a windpower generation facility in Texas, in which the Company has a
25% interest. Since September 1997 WPP 94 has not made its semiannual payments, due in March and
September each year, to Hancock under certain Notes issued by WPP 94 to Hancock. WPP 94 and Hancock
1ave entered into cash sweep and standstill agreements, with the standstill term currently extended through
March 2001, regarding the Notes and are presently engaged in discussions concerning a possible restructuring
f WPP 94's debt obligations. Because of the continuing nature of the negotiations, the Company is not able to
redict the outcome of this event. The Company wrote off its aggregate investment in WPP94 in 1998 and does

10t expect the ultimate resolution of this matter to have a material effect on its results of operations or financial
:ondition.

{enetech Bankruptcy. In May 1996, Kenetech filed in the United States Bankruptcy Court in the Northern
Jistrict of California for protection under Chapter 11 of the United States Bankruptcy Code seeking, among
tther things, to restructure certain contractual commitments between Kenetech and its subsidiaries, and various
vindpower projects located in the U.S. and abroad. Included in these projects are the WPP 93, WPP 94 and
‘arifa wind projects in which the Company has invested, collectively, approximately $31 million. As part of
1e bankruptcy proceeding, Kenetech is also seeking to void certain warranty commitments made to the owners
f those projects with respect to the operation and output of the facilities, and the repair and replacement of the
rindpower generation equipment located there. In January 1997, the projects filed their respective breach of
ontract and other claims against Kenetech in the bankruptcy proceeding. In April 1999, the Bankruptcy Court
pproved a final plan of reorganization. Three initial distributions pursuant to the Plan were made during 1999
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of which the Company's share was approximately $7.45 million, which funds were primarily used directly by
the projects to pay unpaid interest and principal on debt of the projects and legal fees. The WPP93 and WPP94
projects are discussing a restructuring of their debt with their creditors, including certain revisions to ownership
structure and operating arrangements. Final bankruptcy plan distributions and completion of the project
restructurings are currently anticipated during the second quarter of 2000. While the Company is unable to
predict the outcome of these events, it does not expect the ultimate resolution of the bankruptcy or the
restructurings to have a material adverse effect on its results of operations or financial condition.

Calgary. In November 1996, LG&E Natural Canada Inc., a subsidiary of LEM, initiated action in the Court of
the Queens Bench of Alberta, Calgary against a former employee. An amended statement of claim was filed in
the Calgary action in December 1996, naming additional parties. These lawsuits were filed as a result of LEM's
discovery in the fourth quarter of 1996 that the former employee had engaged in unauthorized transactions.
Counterclaims have been filed seeking damages of approximately $40 million for, among other things,
defamation and breach of contract. In the second quarter of 1997, the Company received an insurance
settlement of $7.6 million (net of expenses) related to the losses. Discovery proceedings in this action have
continued during 1999. The Company does not expect the ultimate resolution of this matter to have a material
adverse effect on its results of operations or financial condition.

Operating Leases

The Company leases office space, office equipment and vehicles and accounts for these leases as operating
leases. See also Note 5 for discussion of the Big Rivers Electric Corporation operating lease. Total lease
expense for 1999, 1998 and 1997, was $37.1 million, $21.7 million and $6.7 million, respectively. The future
minimum annual lease payments under lease agreements for years subsequent to December 31, 1999, are as
follows (in thousands of $):

2000 $ 19,574
2001 42,735
2002 47,605
2003 46,896
2004 216,448
Thereafter 593.028
Total $966,286

Future minimum annual lease payments have been reduced by rental payments to be received from noncancel-
able subleases of approximately $1.9 million in 2000, and $1.3 million in 2001.

In December 1999, LG&E and KU entered into an 18-year cross-border lease of its two combustion turbines
recently installed at KU's Brown facility. The utilities' obligations were defeased upon consummation of the
cross-border lease. The transaction produced a pre-tax gain of approximately $3.1 million which has been
deferred pending resolution of rate treatment by the Kentucky Commission.

LG&E Power Monroe LLC, a subsidiary of Capital Corp., entered into a five-year operating lease expiring on
December 31, 2004, to finance the purchase and construction of a 450-Mw gas-fired peaking facility in Monroe,
Georgia. No lease payments are due during construction and payments will be based on commercial paper rates
upon completion of the plant. Currently, the plant is expected to be completed by mid-2001. The cost of the
leased assets is expected to total approximately $175 million.

109



Environmental

The Act imposed stringent new SO2 and NOx emission limits on electric generating units. LG&E previously
had installed scrubbers on all of its generating units, while KU met its Phase I SO2 requirements primarily
through installation of a scrubber on Ghent Unit 1. The Company's combined strategy for Phase II, commenc-
ing January 1, 2000, is to use accumulated emissions allowances to delay additional capital expenditures and
may also include fuel switching or the installation of additional scrubbers. LG&E, KU, and WKE met the NOx
emission requirements of the Act through installation of low-NOx burner systems. The Company's compliance
plans are subject to many factors including developments in the emission allowance and fuel markets, future
regulatory and legislative initiatives, and advances in clean air control technology. The Company will continue
to monitor these developments to ensure that its environmental obligations are met in the most efficient and
cost-effective manner.

In September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
in NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
22 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as
it deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
emissions to 0.15 Ib./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
petitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
reductions from a number of specifically named electric generating units including all LG&E and KU stations
in the eastern half of Kentucky. Additional petitions currently pending before EPA may potentially result in
orders encompassing the remaining KU and WKE stations. Several states, various labor and industry groups,
and individual companies have appealed both EPA rulings to the U.S. Court of Appeals for the Washington
D.C. Circuit. Management is currently unable to determine the outcome or exact impact of this matter until
such time as the courts rule on the pending legal challenges and the states implement the final regulatory
mandate. However, if the 0.15 1b. target is ultimately imposed, LG&E, KU, and WKE and the independent
power projects in which the Company has an interest will be required to incur significant capital expenditures
and increased operation and maintenance costs for additional controls.

Subject to further study, analysis, and the outcome of pending litigation against the EPA, the Company
estimates that it may incur approximate capital costs for NOx compliance ranging from $300 million to reduce
emissions to the level of 0.25 1b./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to
$550 million to reduce emissions to the level of 0.15 Ib./Mmbtu (current EPA regulations). These costs would
generally be incurred beginning in 2000. The Company believes its costs in this regard to be comparable to
those of similarly situated utilities with like generation assets. LG&E and KU anticipate that such capital and
operating costs are the type of costs that are eligible for recovery from customers under their environmental
surcharge mechanisms and believe that a significant portion of such costs could be recovered. However,
Kentucky Commission approval is necessary and there can be no guarantee of recovery.

The Company is also addressing other air quality issues. First, the Company is monitoring the status of EPA's
revised NAAQS for ozone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the
final rule and directed EPA to undertake additional rulemaking efforts. The Company continues to monitor
EPA actions to challenge that ruling. Second, the Company was notified by regulatory agencies that the Cane
Run Station may be the source of a potential exceedance of the NAAQS that could require the Company to
incur additional capital expenditures or accept certain emissions limitations. After reviewing additional
modeling information submitted by the Company, in January 2000, EPA concluded that the Cane Run Station
oes not contribute to any potential NAAQS exceedance and that no further action is required from the
Company. Third, the Company is working with regulatory authorities to review the effectiveness of remedial
neasures aimed at controlling particulate emissions from its Mill Creek Station. The Company previously
settled a number of property damage claims from adjacent residents and completed significant plant modifica-
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tions as part of its ongoing capital construction program.

The Company owns or formerly owned several properties which contained past MGP operations. Various
contaminants are typically found at such former MGP sites and environmental remediation measures are
frequently required. The Company has completed the cleanup of a site owned by KU and reached agreements
for other parties to assume cleanup responsibility for two other sites formerly owned by LG&E. In addition, the
Company recently reached an agreement with the Kentucky Division of Waste Management with respect to a
third LG&E-owned site in which the Company committed to impose certain property restrictions and conduct
additional monitoring in lieu of a cleanup. Based on currently available information, management estimates
that it will incur additional MGP costs of less than $500,000. Accordingly, an accrual of $500,000 has been
recorded in the accompanying financial statements. With respect to other former MGP sites no longer owned
by the Company, the Company is unable to determine what, if any, additional exposure or liability it may have
as it lacks complete information on current site conditions.

In October 1999, approximately 38,000 gallons of diesel fuel leaked from a cracked valve in an underground
pipeline at KU's E.W. Brown Station. Under the oversight of EPA and state officials, the Company commenced
immediate spill containment and recovery measures which prevented the spill from reaching the Kentucky
River. The Company ultimately recovered approximately 34,000 gallons of diesel fuel. In November 1999, the
Kentucky Division of Water issued a notice of violation for the incident. The Company is currently negotiating
with the state in an effort to reach a complete resolution of this matter. To date the Company has incurred costs
of approximately $1 million. The Company does not expect to incur any material additional amounts.

Purchased Power

KU has purchase power arrangements with OMU, EEI and other parties. Under the OMU agreement, which
expires on January 1, 2020, KU purchases all of the output of a 400-Mw generating station not required by
OMU. The amount of purchased power available to KU during 2000-2004, which is expected to be approxi-
mately 7% of KU's total kWh requirements, is dependent upon a number of factors including the units'
availability, maintenance schedules, fuel costs and OMU requirements. Payments are based on the total costs of
the station allocated per terms of the OMU agreement, which generally follows delivered kWh. Included in the
total costs is KU's proportionate share of debt service requirements on $172 million of OMU bonds outstanding
at December 31, 1999. The debt service is allocated to KU based on its annual allocated share of capacity,
which averaged approximately 46% in 1999.

KU has a 20% equity ownership in EEI, which is accounted for on the equity method of accounting. KU's
entitlement is 20% of the available capacity of a 1,000 Mw station. Payments are based on the total costs of the
station allocated per terms of an agreement among the owners, which generally follows delivered kWh. See
Note 9.

KU has several other contracts for purchased power during 2000 - 2004 of various Mw capacities and for
varying periods with a maximum entitlement at any time of 62 Mw.
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The estimated future minimum annual payments under purchased power agreements for the five years ended
December 31, 2004, are as follows (in thousands of $):

2000 $ 28,765
2001 31,495
2002 30,683
2003 30,947
2004 31.155
Total $153,045

Note 19 - Jointly Owned Electric Utility Plant

LG&E owns a 75% undivided interest in Trimble County Unit 1. Accounting for the 75% portion of the Unit,
which the Kentucky Commission has allowed to be reflected in customer rates, is similar to LG&E's accounting
for other wholly owned utility plants.

Of the remaining 25% of the Unit, IMEA owns a 12.12% undivided interest, and IMPA owns a 12.88%
undivided interest. Each is responsible for its proportionate ownership share of fuel cost, operation and

maintenance expenses, and incremental assets.

The following data represents shares of the jointly owned property:

Trimble County

LG&E IMPA IMEA Total
Ownership interest 75% 12.88% 12.12% 100%
Mw capacity 371.25 63.75 60.00 495.00
(in thousands of $):
Cost $546,497
Accumulated depreciation 140,972
Net book value $405,525

Construction work in progress
(included above) $673

Note 20 - Segments of Business and Related Information
ffective December 31, 1998, the Company adopted SFAS No. 131, Disclosure About Segments of an
Enterprise and Related Information. The Company's principal business segments consist of LG&E's regulated

slectric and gas utility operations, KU's regulated electric utility operations and its non-utility operations,
ncluding its Power Operations, WKE, Argentine gas distribution and other.
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The All Other category consists of elimination entries, adjustments and other corporate. The Company does not
allocate all expenses from corporate to reportable segments. International long-lived assets consist of the long-
lived assets of the Argentine gas distribution companies, the Company's investment in the San Miguel project in
Argentina (sold in February 1999), and its investment in the Tarifa project in Spain. The Company acquired its
interest in Gas BAN in March 1999, and it acquired its interests in Centro and Cuyana in February 1997.
Financial data for business segments, revenues by product, and long-lived assets by geographic area follow (in
thousands of $):

Utility Operations Non-Utility Operations
Inde- Argentine Elim
pendent Western Gas Adj.
LG&E LG&E KU Power Kentucky Distri- and Consol-
Year Electric Gas Electric  Operations Energy bution Other Corp. idated
1999
Revenues $ 790,670 $177,579 § 937,310 $ 24713 $333,785 $156,249  § 329,552 $(42,582) $2,707,276
Depreciation and amortization 83,619 13,602 89,922 2,893 3,850 9,964 14,081 1,387 219,318
Interest income 2,898 536 5,001 10,297 1,326 - 10,746 (21,001) 9,803
Interest expense 35,384 6,427 41,860 - 5,429 16,315 44,399 (17,748) 132,066
Equity in unconsolidated ventures - - - 40,897 - 8,820 - - 49,717
Income taxes 57,389 891 58,019 21,388 4,041 10,943 (9,281) (9,866) 133,524
Income (loss) from continuing
operations 100,598 1L171 104,302 20,475 13,385 12,173 (2,266) (13,575) 236,263
Total assets 1,821,849 349,604 1,785,090 98,327 188,421 437,764 403,851 48,851 5,133,757
Construction expenditures 160,844 33,800 181,341 669 12,227 28,343 86,756 (121,349) 382,631
Utility Operations Non-Utility Operations
Inde- Argentine Elim.
pendent Western Gas Adj.
LG&E LG&E KU Power Kentucky Distri- and Consol-
Year Electric Gas Electric  Operations Energy bution Other Corp idated
1998
Revenues $ 658,510 $191,545 $ 810,114 $ 24,157 $128,519 $ 148,162 $ 155,039 $(29,800) $2,086,246
Depreciation and amortization 79,867 13,312 86,657 4,633 1,345 8,973 10,792 871 206,450
Interest income 3,672 679 1,811 5,025 18 2,313 14,734 (17,700) 10,552
Interest expense 34,221 6,668 40,896 6 2,631 12,581 27,694 (15,308) 109,389
Equity in unconsolidated ventures - - - 71,297 - 2,501 - - 73,798
Merger costs 32,073 - 21,830 - - - - 11415 65,318
Income taxes 48,415 (152) 49,444 24,432 2,442 10,030 (6,315) (17,467) 110,829
Income (loss) from continuing
operations 71,536 2,016 70,508 41,608 3,592 5,752 (9,802) (26,538) 158,672
Total assets 1,734,221 332,789 1,746,209 163,663 176,166 346,305 175,661 148,104 4,823,118
Construction expenditures 105,837 32,509 91,992 4,242 17,549 14,977 70,892 5,630 343,628
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Year

1997

Revenues

Depreciation and amortization
Interest income

Interest expense

Equity in unconsolidated ventures
Income taxes

Income (loss) from continuing
operations

Total assets

Construction expenditures

Revenue By Product:

Year
1999
1998

1997

Utility Operations

Non-Utility Operations

Long-Lived Assets By Geographic Area:

1999

{998

1997

Inde-

pendent

LG&E LG&E KU Power
Electric Gas Electric  Operations
$ 615,159 $231,011 $ 716410 $ 19,622
79,958 13,062 84,111 1,287
5,400 953 1,673 2,321
37,236 6,539 41,955 -
- - - 20,526
61,426 4,667 47,789 10,154
104,349 4,339 83,457 17,795
1,728,761 325,864 1,676,436 214,952
81,713 29,180 94,006 45
Asset-Based

Retail Retail Energy
Electric Gas  Marketing
$1,220,048 $333,828 $826,446
1,189,185 339,707 390,567
1,173,275 358,193 158,294
Domestic

$4,011,839

3,876,640

3,647,358
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Westemn
Kentucky
Energy

Other
$326,954
166,787

142,984

Inter-
national

$416,199
299 444

360,106

Argentine Elim.
Gas Adj.
Distri- and
bution Other Corp.
$127,182 $ 123,362 $ -
7,569 7,426 478
1,697 7,836 (9.721)
10,472 16,819 (8,594)
2,411 - -
7,264 613 (11,084)
4,860 (138) (6,299)
340,144 76,287 257,746
4,369 15,730 671
Totals
$2,707,276
2,086,246
1,832,746
Totals
$4,428,038
4,176,084
4,007,464

Consol-
idated

$1,832,746
193,891
10,159
104,427
22,937

120,829

208,363
4,620,190

225,714




Note 21 - Selected Quarterly Data (Unaudited)

Selected financial data for the four quarters of 1999 and 1998 are shown below. Because of seasonal
fluctuations in temperature and other factors, results for quarters may fluctuate throughout the year.

(Thousands of $ except per share data) Quarters Ended

March June September December
1999
Revenues $ 599,265 $ 623,657 $ 865,390 $618,964
Operating income 117,364 111,689 172,163 93,379

Net income (loss):

Continuing operations 56,779 49,965 87,166 42,353
Gain (loss) on disposal of
discontinued operations 788 - - (175.000)
Total 57,567 49,965 87,166 (132,647)

Earnings per share of common

stock (basic and diluted):
Continuing operations A4 .39 .67 .33
Gain on disposal of discon-

tinued operations - - - (1.35)

Total 44 39 .67 (1.02)

1998
Revenues $ 480,564 $472,188 $629,176 $504,318
Operating income 94,669 73,534 157,361 55,679

Net income (loss):

Continuing operations 46,218 13,003 78,854 20,597
Discontinued operations (3,050) (19,802) - -
Gain (loss) on disposal of dis-
continued operations - (225,000) 658 194
Cumulative effect of account-
ing change (7.162) - - -
Total 36,006 (231,799) 79,512 20,791

Earnings per share of common

stock (basic and diluted):
Continuing operations 36 .10 61 .16
Discontinued operations (.02) (.16) - -
Loss on disposal of discon-

tinued operations - (1.73) - -
Cumulative effect of account-

ing change (.06) —_— —_— —_—

Total 28 (1.79) 61 .16
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Note 22 — Subsequent Events

On February 28, 2000, the Company announced that its Board of Directors accepted an offer to be acquired by
PowerGen for cash of approximately $3.2 billion or $24.85 per share and the assumption of $2.2 billion of the
Company's debt. Pursuant to the acquisition agreement, among other things, LG&E Energy will become a
wholly owned subsidiary of PowerGen and its U.S. headquarters. The Utility Operations of the Company will
continue their separate identities and serve customers in Kentucky and Virginia under their present names. The
preferred stock and debt securities of the Utility Operations will not be affected by this transaction resulting in
the Utility Operations' obligation to continue to file SEC reports. The acquisition is expected to close 9 to 12
months from the announcement, shortly after all of the conditions to consummation of the acquisition are met.
Those conditions include, without limitation, the approval of the holders of a majority of the outstanding shares
of common stock of each of LG&E Energy and PowerGen, the receipt of all necessary governmental approvals
and the making of all necessary governmental filings, including approvals of various regulators in Kentucky and
Virginia under state utility laws, the approval of the FERC under the FPA, the approval of the SEC under the
PUHCA of 1935, and the filing of requisite notifications with the Federal Trade Commission and the
Department of Justice under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the
expiration of all applicable waiting periods thereunder. Shareholder meetings to vote upon the approval of the
acquisition are expected to be held during the second quarter of 2000 for both LG&E Energy and PowerGen.
During the first quarter of 2000, the Company expensed approximately $1.0 million relating to the PowerGen
transaction. The foregoing description of the acquisition does not purport to be complete and is qualified in its
entirety by reference to LG&E Energy's current reports on Form 8-K, filed February 29, 2000, with the SEC.

On March 3, 2000, the U.S. Court of Appeals for the Washington D.C. Circuit issued a final opinion upholding
the NOx SIP call rule requiring electric generating units to reduce their NOx emissions to 0.15 Ib./Mmbtu by
May 2003. Some of the litigants will likely seek further judicial review of the ruling.

In March 2000, the Virginia Supreme Court, remanded the Company's case against VEPCO, pertaining to
capacity payments withheld from its Roanoke Valley I joint venture, for a new trial. Since the Company has not

recognized any revenue in its financial statements the remand to the trial court will have no adverse effect on the
Company's financial results.

[n the first quarter of 2000, the Company will take a restructuring charge of approximately $15 million pre-tax
relating to the reduction of approximately 250 positions and the integration of LG&E's and KU's operations,
including combining retail gas and electric operations, consolidation of customer service centers and the
‘edesigning various other processes.

[he Kentucky Commission responded to the motions filed by the utilities for computational and other errors

nade in Orders received on base rate reductions in February 2000 by reducing KU's annual revenue reductions
»y $2.5 million and granting rehearings for LG&E and KU on other issues.
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LG&E Energy Corp.
REPORT OF MANAGEMENT

The management of LG&E Energy Corp. and subsidiaries is responsible for the preparation and integrity of the
consolidated financial statements and related information included in this Annual Report. These statements
have been prepared in accordance with generally accepted accounting principles applied on a consistent basis
and, necessarily, include amounts that reflect the best estimates and judgment of management.

The Company's financial statements have been audited by Arthur Andersen LLP, independent public
accountants. Management has made available to Arthur Andersen LLP all the Company's financial records and
related data as well as the minutes of shareholders' and directors' meetings. Management has established and
maintains a system of internal controls that provides reasonable assurance that transactions are completed in
accordance with management's authorization, that assets are safeguarded and that financial statements are
prepared in conformity with generally accepted accounting principles. Management believes that an adequate
system of internal controls is maintained through the selection and training of personnel, appropriate division of
responsibility, establishment and communication of policies and procedures and by regular reviews of internal
accounting controls by the Company's internal auditors. Management reviews and modifies its system of
internal controls in light of changes in conditions and operations, as well as in response to recommendations
from the internal auditors. These recommendations for the year ended December 31, 1999, did not identify any
material weaknesses in the design and operation of the Company's internal control structure.

The Audit Committee of the Board of Directors is composed entirely of outside directors. In carrying out its
oversight role for the financial reporting and internal controls of the Company, the Audit Committee meets
regularly with the Company's independent public accountants, internal auditors and management. The Audit
Committee reviews the results of the independent accountants' audit of the consolidated financial statements and
their audit procedures, and discusses the adequacy of internal accounting controls. The Audit Committee also
approves the annual internal auditing program and reviews the activities and results of the internal auditing
function. Both the independent public accountants and the internal auditors have access to the Audit Committee
at any time.

LG&E Energy Corp. and subsidiaries maintain and internally communicate a written code of business conduct

that addresses, among other items, potential conflicts of interest, compliance with laws, including those relating
to financial disclosure and the confidentiality of proprietary information.
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LG&E Energy Corp. and Subsidiaries
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of LG&E Energy Corp.:

We have audited the accompanying consolidated balance sheets and statements of capitalization of LG&E
Energy Corp. (a Kentucky corporation) and subsidiaries as of December 31, 1999 and 1998, and the related
consolidated statements of income, retained earnings, cash flows and comprehensive income for each of the
three years in the period ended December 31, 1999. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of LG&E Energy Corp. and subsidiaries as of December 31, 1999 and 1998, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 1999, in
conformity with accounting principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The schedule listed under Item 14(a)2 is presented for purposes of complying with the Securities and Exchange
Commission's rules and is not part of the basic financial statements. This schedule has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, fairly states in all
material respects the financial data required to be set forth therein in relation to the basic financial statements
taken as a whole.

Louisville, Kentucky ‘ Arthur Andersen LLP
January 26, 2000 (Except with respect

to the matters discussed in Note 22, as

to which the date is March 3, 2000.)
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Louisville Gas and Electric Company
Statements of Income

(Thousands of $)
Years Ended December 31
1999 1998
OPERATING REVENUES:
EIECITIC ... veveeriereereessaneessessesennssnesessseseenssssnsssscssarasssssesssnesnssnessersssssssssns $ 792,405 $ 663,011
GBS.veve ees eetererevesseseessessessestssnaraesse st erana et et et e AR e ea s e e s bt s e R e nRR R s e 177,579 191,545
Provision for rate refunds (NOte 3).......coevevrmeeminiriiinnnncnccisineseens (1.735) (4,500)
Net operating revenues (NOte 1) .......ccoomemrnreseeramnrinreensesnsssssssnns 968,249 850,056
OPERATING EXPENSES:
Fuel for electric Zeneration...........ccoovvcveviiinrismerennniceinnoevessssseeas 159,129 154,683
Power purchased..........cvvcvemirmceeneniiicnninn s ssssesnes 169,573 50,176
(Gas SUPPLY EXPENSES......cvvvuvmiricririieternemessrsserert st e nss saa s nanneneseansasens 114,745 125,894
Other Operation EXPEIISES .......ccuviriecvireisermimsmssasssarstsrenssstssssasnsessssssnnes 154,667 163,584
MEINTENANCE ..vvveerreiireeecrinrrerirstesessesanesssanmsessssssseeseruersaessensasessersessnsssnes 58,119 52,786
Depreciation and amortization...........coeervereevrersrserssnissinninensssesesences 97,221 93,178
Federal and state income taxes (NOte 8).....cococvviimvincniccniiinninnnseneneenes 57,774 56,307
Property and Other taXES .....cveeiiiimiiirinrene sttt s eesenes 16,930 17.925
Total operating EXPenSES .........covvevrereernveniversssneesssssirsansssssresseses 828.158 714,533
Net Operating iNCOME ........ceeririiiiniiiiniireestrnssesssssessessessresrassssseseessssnsenns 140,091 135,523
Merger COStS (NOLE 2)...ccciivrimrrrriiriiniirresneesssansesssn s s esessesesscnenns - 32,072
Other income and (deductions) (Not€ 9) ........coocvrmirmrmnicnenineccenreeienenens 4,141 10,991
INEEIESt CRATEES ..cvievreicrecriiiir et eb s e 37.962 36.322
INEL INCOIMIE v.vcviveevervessereereereersersssnesnesssssensssessesansesstostsnsssessesmasssesssonsssssnnons 106,270 78,120
Preferred stock dividends .....ooeeecevveceieecieceerececireee et 4,501 4,568
Net income available for common StocK .......oocceeevveminiiinncniiniienneeesennns $101,769 $ 73,552
Statements of Retained Earnings
(Thousands of $)
Years Ended December 31
1999 1998
Balance JAnUATY L.....coeecrncnernnristeeeicsesssssesenstss e et sssrersssnsssesssssaseas $247.462 $258,910
Add NEL INCOMIE ..oveverenrererieerverernrreeneesesestenesseesnaessensstssseeesarssstossumsnnsessrsasss 106,270 78,120
353,732 337.030
Deduct: Cash dividends declared on stock:
5% cumulative preferred..........ccovercvniincnnciiomiiineenennns 1,075 1,075
Auction rate cumulative preferred .........ccooreeevivnneenesiesinns 1,957 2,024
$5.875 cumulative preferred ......c.ccovvmerniiinicnininninecceinnnns 1,469 1,469
COMIMON ....ueeereveienrecreesereeesssssesessnesesessemsassssssstssasssssessonsesssss 90,000 85,000
94,501 89.568
Balance December 3 1.t $259.231 $247.462

The accompanying notes are an integral part of these financial statements.
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1997

$ 614,532
231,011

845.543

-697.351
148,186
4,27’;
—.39.190
113,273
4.585

$108,688



Net income available for common stock..........

Louisville Gas and Electric Company
Statements of Comprehensive Income

Unrealized holding losses on available-for-sale securities

arising during the period.......c.cocooeveeernnne.

Reclassification adjustment for realized gains on

available-for-sale securities included in net income

Other comprehensive income (loss) before tax

Income tax (expense) benefit related to items of other

comprehensive iNCOme ..........oouvereeeccnaes

Comprehensive iNCOME ...c.ovvievererreeceneenereenians

The accompanying notes are an integral part of these financial statements.
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(Thousands of $)
Years Ended December 31 \
1999 1998 1997

............................................ $ 101,769 $ 73,552 $108,688
............................................ (402) (14) (426)

............................... - - 188
............................................ (402) (14) (238)
............................................ 163 (18) 119
............................................ $ 101,530 $ 73,520 $108,569




Louisville Gas and Electric Company

Balance Sheets
(Thousands of $)

ASSETS:

Utility plant, at original cost:
EIBCITIC ..o wvteiiiineere ettt st ees s ms st ses b anas et s b e e st
GAS e e e s s e e e R s e s a e b et

Less: reserve for depreciation.........ccueveeceenreerinercnniciniiintnr e ssressssesensaen

Construction WOork In ProOgress.. .

Other property and investments - 1€55 IESEIVE .......ccoveeernmeriirierieseree e

Current assets:
Cash and temporary cash investments
Marketable securities (Note 6) .........ovcreeeees
Accounts receivable - less reserve of $1, 233 in 1999 and $1,399in 1998 ...............
Materials and supplies - at average cost:
Fuel (predominantly coal)
Gas stored underground.............o......
10,11 1= OO
Prepayments and Other ... s

Deferred debits and other assets:
Unamortized debt EXPENSE.......ccouvieecirieeerrcerimentesenisis s eseneness s ssse st sssssensaes
Regulatory assets (NOLE 3)....ccvvreirirncrenecencre et enas st ssanseesasscsnssosssanns
OFHET e ettt sttt et b bR s e e bRt s R R bR b

CAPITAL AND LIABILITIES:

Capitalization (see statements of capitalization):
COMIMON EQUILY ...veveereereenireeresieresieesntseeescrnsseisstesesssnssssressserserssssessnssnsaessonsnnaassssasses
Cumulative preferred stock
Long-term debt (Note 10)...cc.conemrecvenccciniiinnciincnnirennas

Current liabilities:

Current portion of long-term debt .........covveiiiniviiiieen e
NOLES PAYADIE ..ottt recense st rr e st rab et b s n s ene s st st sasn st aren bbb
ACCOUNES PAYADIE ....ooeeereeriireecreeeeeer e

Provision for rate refunds
Dividends declared................

Accrued taxes ......coeeveeveeereeen

Accrued interest...........ccveneenne

OHNEE et e s e e e re e e e s s arer s s resnsasessn s ner e vaeeanasaaeassnsrnarenrensenranrereann

Deferred credits and other liabilities:
Accumulated deferred income taxes (Notes 1 and 8) .......cccoccervvmmmmevrveecnncecicnnnnn.
Investment tax credit, in process of amortization ..........cocoveevnviiniininncnnne.
Accumulated provision for pensions and related benefits (Note 7).......ccovvevnvence.
Customers' advances for CONStrUCHON .......occervricreiriinnnes s
Regulatory lHability (NOTE 3)....ccovcvieinireerriime et sssnsensen s sssene
L0 T 1 L= OO O OO U O UU TSSOSO

Commitments and contingencies (Note 12)

The accompanying notes are an integral part of these financial statements.
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1999

$2,396,707
365,128
141.009
2,902,844
1,215,032
1,687,812
162.995
1,850,807

1,224

54,761
6,936
113,859

17,350
38,780
35,010

2,775
269.471

5,607
31,443
12.900
49.950

2 452

$ 683,376
95,328
380,600
1,159,304

246,200
120,097
113,008

15,725
561,252

255,910
67,253
38,431
11,104
58,726
19.472

450,896

$2.171,452

December 31

$2,268,860

31,730
17,851
142,580

23,993
33,485
33,103

2,285

285,027

5,919
37,643
_.22.878
66.440

$2,104,637

$ 671,846
95,328
626.800
1,393.974

133,673
13,261
23,168
31,929

8,038
15,242
225,311

254,589
71,542
59,529
10,848
63,529
25315

485.352

$2,104,637



Louisville Gas and Electric Company
Statements of Cash Flows

(Thousands of $)

CASH FLOWS FROM OPERATING ACTIVITIES:
INEL INCOMIE cevvvrertiterreeaeerreeireeinsessstaotisanssserssassresassnsostsassnnassannssassssrise
Items not requiring cash currently:
Depreciation and amortization............occevvrnresmvnvesnncscnnenies
Deferred income taxes - net
Investment tax credit = BEL ........coovveemverereiieresiresirsenec s cretss et

Change in certain net current assets:
Accounts receivable.......o.oiven i
Materials and SUPPLES ....c.coveeeverrerentnctnire e
Accounts payable...........occovcreninna,
Provision for rate refunds
ACCTUBH TAXES ovovvevvereeireriresineesecaseesassnrssssesssesesossssssasesssssessssaessassens

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases Of SEOUNILIES. ......cceeevrierirrrenreemverreersteseeeeesnssceressaeseesnsesnsasases
Proceeds from sales of securities
Construction expenditires ........cooeerieeeereesinreninnniiisnaessntes e
Net cash flows from investing activities ......cccoovvcevrineniiiniincienans

CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term BOITOWINE .....cciieeiierecccneennrreeeserisestee st rscs e e esanssesereane
Issuance of first mortgage bonds and pollution control bonds ...............
Retirement of first mortgage bonds and pollution control bonds ...........
Payment of dividends .........ccocvereevvreiincnnniner et ssssananss
Net cash flows from financing activities ........ccoeveviiciiiinciinens

Change in cash and temporary cash investments ..........ccccuvvivveecmrnecnenarennn
Cash and temporary cash investments at beginning of year.............cceeeeee
Cash and temporary cash investments at end of year ..o,
Supplemental disclosures of cash flow information:
Cash paid during the year for:
TOCOMIE LAXES «.oveeseeneneircrveiirecesiecssessssersstssmssesissses s ss s saresessanesasarses

Interest on borrowed MONEY ......coeevreeceenrerinrceeer et

The accompanying notes are an integral part of these financial statements.
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1999

$ 106,270

97,221

(5.279)

(4,289)
6,924

28,721
(559)
(20,665)
(4,299)
(8,170)
1,227
(7)
(16,602)
180,493

(1,144)

11,662
(194,644)
(184.126)

120,097

(93.433)
26,664

$ 76,761
33,507

Years Ended December 31

1998 1997

$ 78,120 $ 113,273
93,178 93,020
2,747 (3,495)
(4,258) (4,240)
5,534 4,640
(17,708) (9,728)
423 (8,492)
34,779 1,416
13 (4,263)
13,206 6,741
22 (1,978)

976 1,333
18,679 (3,188)
225,711 185.039
(17,397) (18,529)
18,841 2,544
(138.345) (110.893)
(136.901) (126.878)
- 69,776
(20,000) (71,693)
(87.552) (62.564)
(107.552) (64.481)
(18,742) (6,320)
50,472 56,792

3 31,730 $ 50472
$ 40,334 $ 63,421
34,245 39,582




Louisville Gas and Electric Company
Statements of Capitalization

(Thousands of $)
December 31
1999 1998
COMMON EQUITY:
Common stock, without par value -

Authorized 75,000,000 shares, outstanding 21,294,223 shares ..........ccoreveevnerivcoene $ 425,170 $ 425,170
CommON SEOCK EXPENSE .......cccerrrieriirrercnir it er s s rs s e st aanas (836) (836)
Unrealized gain (loss) on marketable securities, net of income

taxes ($128) in 1999 and $34 in 1998 (NOTE 6) .....ccvevcrvrrmrierncieecesee e (189) 50
Retained CaImiMEs ...cooveeurerereeeierenetinrisens st nas st r s s s e sna s sssenssnsbssss s savassasssnenaas 259,231 247.462

__683.376 671.846
CUMULATIVE PREFERRED STOCK:
Redeemable on 30 days notice by LG&E
Shares Current
Qutstanding Redemption Price
$25 par value, 1,720,000 shares authorized -

S5Y0 SEIIES .eevererereerreresnnnremreeseruescancsssnnsosssesns 860,287 $28.00 21,507 21,507
Without par value, 6,750,000 shares authorized -

AUCHON TALE .vveevenertrerernreceeere e ceeesesnnss e snssnaas 500,000 100.00 50,000 50,000

$5.875 SEIIES covevereeerurrreerrnseneneesrraeseeessssrasieseenas 250,000 104.70 25,000 25,000
Preferred StoCK EXPENSE.......oueeeeceeiiiinmiiiriii st ns e s s s e e s nas (1.179) (1,179)

95,328 95,328
LONG-TERM DEBT (Note 10):
First mortgage bonds -

Series due July 1, 2002, 7 1/2%....ccomiimimnneiiinriieensssnse s eseessesessassans 20,000 20,000

Series due AUgUSE 15, 2003, 6% .....covevcoreiiimiciiiiniireinieienesiniesnnsr s s sassneas 42,600 42,600

Pollution control series:

P due June 15, 2015, 7.45% ..cuuvieeecnrereeccereericeseneenssissesnssescsseesessossmnsseenssssssennans 25,000 25,000
Q due November 1, 2020, 7 5/8%.....ccommiimrmriieniesieitsieeisneseesecnsssssnnsessnsevanes 83,335 83,335
R due November 1, 2020, 6.55%0 ..c..cocrvrrrrrmnerresiirmnescneseeesnussesssnsassssessrenns 41,665 41,665
S due September 1, 2017, variable.........cooueimniirnssiinreiessn e 31,000 31,000
T due September 1, 2017, variable ..., 60,000 60,000
U due August 15, 2013, variable........c.cciieniimnnisinisniniercreercsnsenreccrsesenesnnns 35,200 35,200
V due August 15,2019, 5 5/8% ....ccccrrrriinecirireneresesesemiistvessssse s sesne s 102,000 102,000
W due October 15, 2020, 5.45% 26,000 26,000
X due April 15,2023, 5.90% .....cocvenriciirenane 40.000 40.000

Total first Mortgage BOndS ..........ccovereirivnieereinicinesineese e e 506,800 506,800

Pollution control bonds (unsecured) -

Jefferson County Series due September 1, 2026, variable ..........cocevrivecviieninnnne, 22,500 22,500

Trimble County Series due September 1, 2026, variable...........ocoverrereerimnisnreninns 27,500 27,500

Jefferson County Series due November 1, 2027, variable ...........ooevvvvvncivveirunnnas 35,000 35,000

Trimble County Series due November 1, 2027, variable...........c.coevevevennvrrennnnrnnee, 35.000 35,000

Total unsecured pollution control bonds........ceoveeennie 120,000 120,000

Total bonds OUSIANAING........cov et ierineeite st eas s ey ebs e v nes 626,800 626,800

Less current portion of Jong-1erm debt ...........eveeeeceernecemccemmerinreerrsesissesssssaseesssesens ..246.200 -

LONE-EIN AEBL c..eeeeceeisteeerecrerenr e cnsrssss s st ss s as s s s 380.600 626.800

Total capitaliZzation ............ceeeeivermirniiniirn e ettt $1,159,304 31,393,974

The accompanying notes are an integral part of these financial statements.
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Louisville Gas and Electric Company
Notes to Financial Statements

Note 1 - Summary of Significant Accounting Policies

LG&E is a subsidiary of LG&E Energy. LG&E is a regulated public utility that is engaged in the generation,
transmission, distribution, and sale of electric energy and the storage, distribution, and sale of natural gas in
Louisville and adjacent areas in Kentucky. LG&E Energy is an exempt energy services holding company with

wholly-owned subsidiaries consisting of LG&E, KU, Capital Corp., and LEM. All of the LG&E's Common
Stock is held by LG&E Energy.

Utility Plant. LG&E's plant is stated at original cost, which includes payroll-related costs such as taxes, fringe
benefits, and administrative and general costs. Construction work in progress has been included in the rate base for
determining retail customer rates. LG&E has not recorded any allowance for funds used during construction.

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such
cost, plus removal expense less salvage value, is charged to the reserve for depreciation. When complete operating

units are disposed of, appropriate adjustments are made to the reserve for depreciation and gains and losses, if any,
are recognized.

Depreciation. Depreciation is provided on the straight-line method over the estimated service lives of depreciable
plant. The amounts provided for 1999 were 3.4% (3.2% electric, 3.2% gas, and 7.1% common); for 1998 were
3.4% (3.2% electric, 3.4% gas, and 7.4% common); and for 1997 were 3.4% (3.2% electric, 3.3% gas, and 6%
common) of average depreciable plant.

Cash and Temporary Cash Investments. LG&E considers all highly liquid debt instruments purchased with a
maturity of three months or less to be cash equivalents. Temporary cash investments are carried at cost, which
approximates fair value.

Gas Stored Underground. Gas inventories of $38.8 million and $33.5 million at December 31, 1999 and 1998,

respectively, are included in gas stored underground in the balance sheet. The inventory is accounted for using the
wverage-cost method.

Financial Instruments. LG&E uses over-the-counter interest-rate swap agreements to hedge its exposure to
luctuations in the interest rates it pays on variable-rate debt. LG&E also uses exchange-traded U.S. Treasury
10te and bond futures to hedge its exposure to fluctuations in the value of its investments in the preferred stocks
f other companies. Gains and losses on interest-rate swaps used to hedge interest rate risk are reflected in
nterest charges monthly. Gains and losses on U.S. Treasury note and bond futures used to hedge investments

n preferred stocks are initially deferred and classified as unrealized losses on marketable securities in common

quity and then charged or credited to other income and deductions when the securities are sold. See Note 4,
inancial Instruments.

n connection with LG&E's marketing of power from owned generation assets, exchange traded futures are used
» hedge its exposure to price risk. Gains and losses on these futures contracts are reflected in other income and
eductions, but are immaterial to LG&E's results of operations. At December 31, 1999, the value of these

1tures contracts was not material to LG&E's financial position.

lebt Expense. Debt expense is amortized over the lives of the related bond issues, consistent with regulatory
ractices.
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Deferred Income Taxes. Deferred income taxes have been provided for all material book-tax temporary
differences.

Investment Tax Credits. Investment tax credits resulted from provisions of the tax law that permitted a reduction
of LG&E's tax liability based on credits for certain construction expenditures. Deferred investment tax credits are
being amortized to income over the estimated lives of the related property that gave rise to the credits.

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. LG&E
accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period. The
unbilled revenue estimates included in accounts receivable for LG&E at December 31, 1999 and 1998, were
approximately $31.1 million and $25.1 million, respectively. Under an agreement approved by the Kentucky
Commission in 1994, LG&E implemented a demand side management program, including a "decoupling
mechanism" which allowed LG&E to recover a predetermined level of revenue on electric and gas residential sales.
In 1998, the decoupling mechanism was suspended. See Note 3, Rates and Regulatory Matters.

Fuel and Gas Costs. The cost of fuel for electric generation is charged to expense as used, and the cost of gas
supply is charged to expense as delivered to the distribution system. LG&E implemented a Kentucky Commis-
sion-approved experimental performance-based ratemaking mechanism related to gas procurement and off-
system gas sales activity in October 1997. See Note 3, Rates and Regulatory Matters.

Management's Use of Estimates. The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that affect the reported
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
See Note 12, Commitments and Contingencies, for a further discussion.

New Accounting Pronouncements. During 1999 and 1998, the following accounting pronouncements were
issued that affect LG&E:

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, establishes accounting and
reporting standards requiring that every derivative instrument (including certain derivative instruments
embedded in other contracts) be recorded on the balance sheet as either an asset or a liability measured at its fair
value. SFAS No. 133 requires that changes in the derivative's fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative's
gains and losses to offset related results on the hedged item in the income statement, and requires that LG&E
must formally document, designate, and assess the effectiveness of transactions that receive hedge accounting.
LG&E has not yet quantified all the effects of adopting SFAS No. 133 on the financial statements. However,
SFAS No. 133 could increase the volatility in earnings and other comprehensive income. The effect of this
statement will be recorded in cumulative effect of change in accounting when adopted. SFAS No. 137,
Accounting for Derivative Instruments and Hedging Activities -- Deferral of the Effective Date of SFAS No.

133, deferred the effective date of SFAS No. 133 until January 1, 2001.

EITF No. 98-10, Accounting for Energy Trading and Risk Management Activities was adopted effective January
1, 1999. The pronouncement requires that energy trading contracts to be marked to market on the balance

sheet, with the gains and losses shown net in the income statement. EITF No. 98-10 more broadly defines what
represents energy trading to include economic activities related to physical assets which were not previously
marked to market by established industry practice. Adoption of EITF No. 98-10 did not have a material impact
on LG&E's consolidated results of operations or financial position.

SOP 98-1, Accounting for the‘ Costs of Computer Software Developed or Obtained for Internal Use. Adopted
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as of January 1, 1998, SOP 98-1 clarifies the criteria for capital or expense treatment of costs incurred by an
enterprise to develop or obtain computer software to be used in its internal operations. The statement does not
change treatment of costs incurred in connection with correcting computer programs to properly process the
millennium change to the Year 2000, which were expensed as incurred. Adoption of SOP 98-1 did not have a
material effect on LG&E's financial statements.

Note 2 - Merger

LG&E Energy and KU Energy merged on May 4, 1998, with LG&E Energy as the surviving corporation. As a
result of the merger, the LG&E Energy, which is the parent of LG&E, became the parent company of KU. The
operating utility subsidiaries (LG&E and KU) have continued to maintain their separate corporate identities and
serve customers in Kentucky and Virginia under their present names. LG&E Energy has estimated approxi-
mately $760 million in gross non-fuel savings over a ten-year period following the merger. Costs to achieve
these savings for LG&E of $50.2 million were recorded in the second quarter of 1998, $18.1 million of which
were initially deferred and are being amortized over a five-year period pursuant to regulatory orders. Primary
components of the merger costs were separation benefits, relocation costs, and transaction fees, the majority of
which were paid by December 31, 1998. LG&E expensed the remaining costs associated with the merger
($32.1 million) in the second quarter of 1998. In regulatory filings associated with approval of the merger,
LG&E committed not to seek increases in existing base rates and proposed reductions in their retail customers'
bills in amounts based on one-half of the savings, net of the deferred and amortized amount, over a five-year
period. The preferred stock and debt securities of LG&E were not affected by the merger.

LG&E Energy, as the parent of LG&E and KU, continues to be an exempt holding company under PUHCA.
Management has accounted for the merger as a pooling of interests and as a tax-free reorganization under the
Internal Revenue Code.

[n the application filed with the Kentucky Commission, the utilities proposed that 50% of the net non-fuel cost
savings estimated to be achieved from the merger, less $18.1 million or 50% of the originally estimated costs to
achieve such savings, be applied to reduce customer rates through a surcredit on customers' bills and the
-emaining 50% be retained by the companies. The Kentucky Commission approved the surcredit and allocated
he customer savings 53% to KU and 47% to LG&E. The surcredit will be about 2% of customer bills over the
1ext five years and will amount to approximately $55 million in net non-fuel savings to LG&E. Any fuel cost
;avings are passed to Kentucky customers through the companies' fuel adjustment clauses. See Note 3 for more
nformation about LG&E's rates and regulatory matters.
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Note 3 - Rates and Regulatory Matters

Accounting for the regulated utility business conforms with generally accepted accounting principles as applied
to regulated public utilities and as prescribed by FERC and the Kentucky Commission. LG&E is subject to
SFAS No. 71, Accounting for the Effects of Certain Types of Regulation. Under SFAS No. 71, certain costs that
would otherwise be charged to expense are deferred as regulatory assets based on expected recovery from
customers in future rates. Likewise, certain credits that would otherwise be reflected as income are deferred as
regulatory liabilities based on expected flowback to customers in future rates. LG&E's current or expected
recovery of deferred costs and expected flowback of deferred credits is generally based on specific ratemaking
decisions or precedent for each item. The following regulatory assets and liabilities were included in LG&E's
balance sheets as of December 31 (in thousands of §):

1999 1998
Unamortized loss on bonds $ 16,556 $ 17,627
Merger costs 12,702 16,332
Manufactured gas sites 2,185 3.684
Total regulatory assets 31,443 _37.643
Deferred income taxes - net (56,767) (63,529)
Deferred net gain (1,959) -
Total regulatory liabilities (58.726) (63.529
Regulatory liabilities - net $(27,283) $(25.886)

Environmental Cost Recovery. In May 1995, LG&E implemented an ECR surcharge. The Kentucky
Commission's order approving the surcharge for KU as well as the constitutionality of the surcharge was
challenged by certain intervenors in Franklin Circuit Court. Decisions of the Circuit Court and the Kentucky
Court of Appeals in July 1995 and December 1997, respectively, upheld the constitutionality of the ECR statute
but differed on a claim of retroactive recovery of certain amounts. Based on these decisions, the Kentucky
Commission ordered that certain surcharge revenues collected by LG&E be subject to refund pending final
determination of all appeals.

In December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the
surcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
ECR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for
revenues collected for such pre-1993 environmental projects. Accordingly, LG&E recorded a provision for rate
refunds of $4.5 million in December 1998.

The parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
Kentucky Commission in August 1999. This Final Order resulted in the additional accrual of approximately $.6
million to what had been recorded in December 1998. The refund is being applied to customers' bills during the
twelve-month period beginning October 1999.

Future Rate Regulation. In October 1998, LG&E filed an application with the Kentucky Commission for
approval of a new method of determining electric rates that sought to provide continued financial incentives for
LG&E to further reduce customers' rates. The filing was made pursuant to the September 1997 Kentucky
Commission order approving the merger of LG&E Energy and KU Energy, wherein the Kentucky Commission
directed LG&E to indicate whether they desired to remain under traditional rate of return regulation or
commence non-traditional regulation. The proposed ratemaking method, known as PBR, included financial
incentives for LG&E to reduce fuel costs and increase generating efficiency, and to share any resulting savings
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with customers. Additionally, the PBR proposal provided for financial penalties and rewards to assure
continued high quality service and reliability.

In April 1999, LG&E filed a joint agreement with KU and the Kentucky Attorney General to adopt the PBR
plan subject to certain amendments. The amended filing included requested Kentucky Commission approval of
a five-year rate reduction plan which proposed to reduce the electric rates of LG&E by $9.4 million in the first
year (beginning July 1999), and by $3.8 million annually through June 2004. The proposed amended plan also
included establishment by LG&E of a $2.8 million program for low-income customer assistance as well as
extension for one additional year of both the rate cap proposal and merger savings surcredit established in the
original merger plan of LG&E and KU. Under the rate cap proposal LG&E agreed, in the absence of
extraordinary circumstances, not to increase base electric rates for five years following the merger and LG&E
also agreed to refrain from filing for an increase in natural gas rates through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC
requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on
LG&E's amended PBR plan and the KIUC rate reduction petitions in August and September 1999. Legal briefs

of the parties were filed with the Kentucky Commission in October 1999. KIUC's position called for annual
revenue reductions for LG&E of $69.6 million.

In January 2000, the Kentucky Commission issued an Order for LG&E in the subject cases. The Kentucky
Commission ruled that LG&E should reduce base rates by $27.2 million effective with bills rendered beginning
March 1, 2000. The Kentucky Commission eliminated the proposal to operate under its PBR plan and
reinstated the fuel adjustment clause mechanism effective March 1, 2000. The Kentucky Commission offered
LG&E the opportunity to operate under an ESM for the next three years. Under this mechanism, incremental

annual earnings resulting in a rate of return either above or below a range of 10.5% to 12.5% would be shared
60% with shareholders and 40% with ratepayers.

Later in January 2000, LG&E filed motions for correction to the January 2000 orders for computational and
other errors made in the Kentucky Commission's orders which produced overstatements in the base rate
reductions to LG&E of $1.1 million. LG&E also filed motions for reconsideration with the Kentucky
Commission on a number of items in the case in late January. Certain intervening parties in the proceedings

1ave also filed motions for reconsideration asserting, among other things, that the Kentucky Commission
iderstated the amount of base rate reductions.

Jther Rate Matters. LG&E's rates contain a DSM provision. The provision includes a rate mechanism that
yrovides concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. This
yrogram had allowed LG&E to recover revenues from lost sales associated with the DSM program (decoup-
ing), but in 1998, LG&E and customer interest groups requested an end to the decoupling rate mechanism. In

september 1998, the Kentucky Commission accepted LG&E's modified tariff discontinuing the decoupling
nechanism effective as of June 1, 1998.

iince October 1997, LG&E has implemented an experimental performance-based ratemaking mechanism
elated to gas procurement activities and off-system gas sales only. During the three-year test period beginning
)ctober 1997, rate adjustments related to this mechanism will be determined for each 12-month period
eginning November 1 and ending October 31. During the first two years of the mechanism ended October 31,
999 and 1998, LG&E recorded $2.2 million and $3.5 million, respectively, for its share of reduced gas costs.
hese amounts are billed to customers through the gas supply clause.
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Prior to implementation of the PBR in July 1999, and following its termination in March 2000, LG&E
employed a FAC mechanism, which under Kentucky law allowed LG&E to recover from customers, the actual
fuel costs associated with retail electric sales. In February 1999, LG&E received orders from the Kentucky
Commission requiring a refund to retail electric customers of approximately $3.9 million resulting from reviews
of the FAC from November 1994 through April 1998, of which $1.9 million was refunded in April 1999 for the
period beginning November 1994 and ending October 1996. The orders changed LG&E's method of computing
fuel costs associated with electric line losses on off-system sales appropriate for recovery through the FAC.
LG&E requested that the Kentucky Commission grant rehearing on the February orders, and further requested
that the Kentucky Commission stay the refund requirement until it could rule on the rehearing request. The
Kentucky Commission granted the request for a stay, and in March 1999 granted rehearing on the appropriate
line loss factor associated with off-system sales for the 18-month period ended April 1998. The Kentucky
Commission also granted rehearing on the KIUC's request for rehearing on the Kentucky Commission's
determination that it lacked authority to require LG&E to pay interest on the refund amounts. The Kentucky
Commission conducted a hearing on the rehearing issues and issued a final ruling in December 1999. The
Kentucky Commission agreed with LG&E 's position on the appropriate loss factor to use in the FAC
computation and reduced the refund level for the 18-month period under review to approximately $800,000.
LG&E implemented the refund with billings in the month of January 2000. LG&E has filed an appeal from the
Kentucky Commission's February 1999 orders with the Franklin Circuit Court. A decision on the appeals by
the Court is expected in 2000.

LG&E intends to file before the end of the first quarter an application with the Kentucky Commission for
authority to increase its natural gas rates in order to recoup higher costs for providing natural gas distribution
services. LG&E expects implementation before the end of 2000.

Kentucky PSC Administrative Case for Affiliate Transactions. In December 1997, the Kentucky
Commission opened Administrative Case No. 369 to consider Kentucky Commission policy regarding cost
allocations, affiliate transactions and codes of conduct governing the relationship between utilities and their
non-utility operations and affiliates. The Kentucky Commission intends to address two major areas in the
proceedings: the tools and conditions needed to prevent cost shifting and cross-subsidization between regulated
and non-utility operations; and whether a code of conduct should be established to assure that non-utility
segments of the holding company are not engaged in practices that could result in unfair competition caused by
cost shifting from the non-utility affiliate to the utility. In September 1998, the Kentucky Commission issued a
draft code of conduct and cost allocation guidelines. In January 1999, LG&E, as well as all parties to the
proceeding, filed comments on the Kentucky Commission draft proposals. In December 1999, the Kentucky
Commission issued guidelines on cost allocation and held a hearing in January 2000, on the draft code of
conduct. Management does not expect the ultimate resolution of this matter to have a material adverse effect on
LG&E's financial position or results of operations.
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Note 4 - Financial Instruments

The cost and estimated fair values of LG&E's non-trading financial instruments as of December 31, 1999 and 1998
follow (in thousands of $):

1999 1998
Fair Fair
Cost Value Cost Value
Marketable securities $ 7,253 $ 6,936 $ 17,767 $ 17,851
Long-term investments -
Not practicable to estimate
fair value 746 746 748 748
Preferred stock subject
to mandatory redemption 25,000 24,861 25,000 26,413
Long-term debt (including
current portion) 626,800 623,498 626,800 648,603
U.S. Treasury note and
bond futures - 81 - (50)
Interest-rate swaps - 1,666 - (7,378)

All of the above valuations reflect prices quoted by exchanges except for the swaps and the long-term investments.
The fair values of the swaps reflect price quotes from dealers or amounts calculated using accepted pricing models.
The fair values of the long-term investments reflect cost, since LG&E cannot reasonably estimate fair value.

Interest Rate Swaps. LG&E enters into interest rate swap agreements to exchange variable interest rate
payments obligations without the exchange of underlying principal amounts. As of December 31, 1999 and
1998, LG&E was party to various interest rate swaps with aggregate notional amounts of $234.3 million and
$249.3 million, respectively. Under swap agreements LG&E paid fixed rates averaging 3.80% and 3.89% and

received variable rates of averaging 5.46% and 4.00% at December 31, 1999 and 1998, respectively. The swaps
mature on dates ranging from 2001 to 2020.

At December 31, 1999, LG&E held U.S. Treasury note and bond futures contracts with notional amounts totaling

$3.5 million. These contracts are used to hedge price risk associated with certain marketable securities and mature
in March 2000.

Note 5 - Concentrations of Credit and Other Risk

Zredit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to
serform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of

:ustomers or counterparties that have similar economic or industry characteristics that would cause their ability to ’
neet contractual obligations to be similarly affected by changes in economic or other conditions.

AG&E's customer receivables and gas and electric revenues arise from deliveries of natural gas to approximately
195,000 customers and electricity to approximately 366,000 customers in Louisville and adjacent areas in

lentucky. For the year ended December 31, 1999, 82% of total revenue was derived from electric operations and
8% from gas operations.

n December 1998, LG&E and IBEW Local 2100 employees, which represent approximately 60% of LG&E's
jorkforce, entered into a three-year collective bargaining agreement.
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Note 6 - Marketable Securities

LG&E's marketable securities have been determined to be "available-for-sale" under the provisions of SFAS

No. 115, Accounting for Certain Investments in Debt and Equity Securities. Proceeds from sales of available-
for-sale securities in 1999 were approximately $11.7 million, which resulted in an immaterial net realized gain,
calculated using the specific identification method. Proceeds from sales of available-for-sale securities in 1998
were approximately $18.8 million, which resulted in immaterial realized gains and losses.

Approximate cost, fair value, and other required information pertaining to LG&E's available-for-sale securities by
major security type, as of December 31, 1999 and 1998, follow (in thousands of $):

Fixed
Equity Income Total
1999:
Cost $4,385 $2,868 $7,253
Unrealized gains 90 3 93
Unrealized losses _(304) _(106) _(410)
Fair values $4,171 $2,765 $6.936
Fair values:
No maturity $4,171 $ - $4,171
Contractual maturities:
Less than one year - 2,134 2,134
One to five years - 631 631
Total fair values $4.171 $2,765 $6.936
1998:
Cost $3,798 $13,969 $17,767
Unrealized gains 276 31 307
Unrealized losses (95) _.(128) (223)
Fair values $3.979 $13.872 $17.851
Fair values:
No maturity $3,979 $ 178 $ 4,157
Contractual maturities:
Less than one year - 8,301 8,301
One to five years - 3,861 3,861
Over ten years - 1,532 1,532
Total fair values $3,979 $13.872 $17.851
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Note 7 - Pension Plans and Retirement Benefits

Pension Plans. LG&E sponsors several qualified and non-qualified pension plans and other postretirement
benefit plans for its employees. The following tables provide a reconciliation of the changes in the plans'
benefit obligations and fair value of assets over the three-year period ending December 31, 1999, and a
statement of the funded status as of December 31 for each of the last three years (in thousands of $):

1999 1998 1997
Pension Plans;
Change in benefit obligation
Benefit obligation at beginning of year $311,935 $274,095 $229,349
Service cost 5,005 6,333 5,214
Interest cost 21,014 19,873 17,629
Plan amendments (2,397) 3,724 3,085
Curtailment (gain) or loss - (2,218) -
Special termination benefits - 18,295 -
Benefits paid (15,471) (10,866) (8,735)
Actuarial (gain) or loss _(36.819) 2.699 27.553
Benefit obligation at end of year $283.267 $311,935 $274,095
Change in plan assets
Fair value of plan assets at beginning of year $308,660 $280,238 $238,026
Actual return on plan assets 51,995 38,913 46,078
Employer contributions 14911 375 4,869
Benefits paid (15.471) (10.866) (8.735)
Fair value of plan assets at end of year $360,095 $308,660 $280,238
Reconciliation of funded status
Funded status $ 76,828 $ (3,275) $ 6,143
Unrecognized actuarial (gain) or loss (126,554) (72,037) (61,720)
Unrecognized transition (asset) or obligation (6,965) (8,076) (9,188)
Unrecognized prior service cost 35,588 41.447 43,518
Net amount recognized at end of year $(21,103) $(41941) $(21,247)
Other Benefits:
Change in benefit obligation
Benefit obligation at beginning of year $44,964 $43,373 $39,951
Service cost 1,205 761 746
Interest cost 3,270 2,946 2,942
Plan amendments 2,377 599 -
Curtailment (gain) or loss - 344 -
Special termination benefits - 2,855 -
Benefits paid (3,050) (2,634) (2,604)
Actuarial (gain) or loss _(3.769) (3.280) 2,338
Benefit obligation at end of year $44,997 $44,964 $43,373
Change in plan assets
Fair value of plan assets at beginning of year $ 6,062 $ 4,384 $ 2,284
Actual return on plan assets 1,776 199 80
Employer contributions 4,681 3,207 3,696
Benefits paid (1.993) (1,728) (1.676)
Fair value of plan assets at end of year $10.526 $ 6,062 § 4384
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1999 1998 1997

Reconciliation of funded status

Funded status $(34,471) $(38,902) $(38,989)
Unrecognized actuarial (gain) or loss (1,638) (285) 2,901
Unrecognized transition (asset) or obligation 14,489 18,080 20,053
Unrecognized prior service cost 4.292 3.519 3.410
Net amount recognized at end of year $(17,328) $(17,588) $(12,625)

There are no plan assets in the nonqualified plan due to the nature of the plan.

The following tables provide the amounts recognized in the balance sheet and information for plans with benefit
obligations in excess of plan assets as of December 31, 1999, 1998 and 1997 (in thousands of $):

1999 1998 1997
Pension Plans:
Amounts recognized in the balance sheet
consisted of:
Prepaid benefits cost $ 6,466 $ - $ -
Accrued benefit liability (27,569) (41,977) (21,317)
Intangible asset - 36 - 70
Net amount recognized at year-end $(21,103) $ (41,941) $(21,247)
Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation (1) $139,491 $148,005 $121,902
Accumulated benefit obligation (2) 4,327 131,430 4,179
Fair value of plan assets (1) 133,336 107,988 99,151

(1) All years include non-union plan and unfunded SERPs.
(2) 1998 includes non-union plan and SERPs. 1999 and 1997 include SERPs only.

Other Benefits:
Amounts recognized in the balance sheet
consisted of:

Accrued benefit liability $(17,328) $(17.588) $ (12.625)

Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation $44,997 $44,964 $43,373
Fair value of plan assets 13,074 6,062 4,384
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The following table provides the components of net periodic benefit cost for the plans for 1999, 1998 and 1997
(in thousands of $):

1999 1998 1997
Pension Plans:
Components of net periodic benefit cost
Service cost $ 5,005 $ 6,333 $ 5,214
Interest cost 21,014 19,873 17,629
Expected return on plan assets : (28,946) (23,701) (19,849)
Amortization of prior service cost 3,462 3,882 3,708
Amortization of transition (asset) or obligation (1,112) (1,112) (1,112)
Recognized actuarial (gain) or loss (2.621) (2.248) (2.866)
Net periodic benefit cost $(3,198) $ 3,027 $ 2724
Special charges
Curtailment gain $ - $ (2,168) $ -
Prior service cost recognized - 1,914 -
Special termination benefits - 18,295 =
Total charges s - $18,041 s -
Other Benefits:
Components of net periodic benefit cost
Service cost $ 1,205 $ 761 $ 746
Interest cost 3,270 2,946 2,942
Expected return on plan assets (401) (296) (1s51)
Amortization of prior service cost 473 367 328
Amortization of transition (asset) or obligation 1,114 1,315 1,337
Recognized actuarial gain (183) —— -
Net periodic benefit cost $5.478 $5,093 $5.202
Special charges
Curtailment loss $ - $ 1,005 $ -
Prior service cost recognized - 124 -
Special termination benefits - 2,855 -
Total charges 3 - $3984 $ -

On May 4, 1998, LG&E Energy and KU Energy merged, with LG&E Energy as the surviving corporation.
Juring 1998, LG&E invested approximately $18 million in special termination benefits as a result of its early
etirement program offered to eligible employees post-merger.

(he assumptions used in the measurement of LG&E's pension benefit obligation are shown in the following
able:

1999 1998 1997
Weighted-average assumptions as of December 31:
Discount rate 8.00% 7.00% 7.00%
Expected long-term rate of return on plan assets 9.50% 8.50% 8.50%
Rate of compensation increase 5.00%  3.50%-4.00% 2.00%-4.00%

or measurement purposes, a 7.00% annual increase in the per capita cost of covered health care benefits was
ssumed for 2000. The rate was assumed to decrease gradually to 4.75% for 2005 and remain at that level
1ereafter.
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Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.
A 1% change in assumed health care cost trend rates would have the following effects (in thousands of §):

1% Decrease 1% Increase
Effect on total of service and interest cost components for 1999 $ (150) $ 176
Effect on year-end 1999 postretirement benefit obligations (1,189) 1,358

Thrift Savings Plans. LG&E has a thrift savings plan under section 401(k) of the Internal Revenue Code. Under
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to
provide future retirement benefits. LG&E makes contributions to the plan by matching a portion of the employee
contributions. The costs were approximately $2.7 million, $2.4 million, and $1.8 million for 1999, 1998, and 1997,
respectively.

Note 8 - Income Taxes

Components of income tax expense are shown in the table below (in thousands of §):

1999 1998 1997
Included in operating expenses:
Current - federal $53,981 $45,716 $57,590
- state 13,680 11,895 14,593
Deferred - federal - net (4,818) 2,276 (4,565)
- state - net (780) 678 703
Deferred investment tax credit - 55 102
Amortization of investment tax credit (4,289) (4,313) (4.342)
Total 57.774 56,307 64.081
Included in other income and (deductions):
Current - federal 217 660 1,484
- federal - merger costs - (6,758) -
~ state (30) 6 161
- state - merger costs - (1,737) -
Deferred - federal - net 254 (165) 292
- state - net 65 (42) 75
Total __..506 (8.036) 2,012
Total income tax expense $58,280 $48.271 366,093
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Net deferred tax liabilities resulting from book-tax temporary differences are shown below (in thousands of $):

1999 1998
Deferred tax liabilities:
Depreciation and other
plant-related items $321,889 $323,869
Other liabilities 5,324 9.644
327.213 333.513
Deferred tax assets:
Investment tax credit 27,145 28.876
Income taxes due to customers 22,588 25,447
Pension overfunding 2,193 2,099
Accrued liabilities not currently
deductible and other 19377 22,502
71.303 78.924
Net deferred income tax liability $255.910 $254.589

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

1999 1998 1997
Statutory federal income tax rate 35.0% 35.0% 35.0%
State income taxes net of federal benefit 51 5.5 5.7
Amortization of investment tax credit 2.8) 3.9 2.4
Nondeductible merger expenses - 24 -
Other differences - net (1.9) (1.3) (1.5)
Effective income tax rate 354% 38.2% 36.8%

Note 9 - Other Income and Deductions

Other income and deductions consisted of the following at December 31 (in thousands of $):

1999 1998 1997
Interest and dividend income $ 4,086 $ 4,245 $4,786
Interest on income tax settlement - - 1,446
Gain on sale of stock options - - 1,794
Gains (losses) on fixed asset disposal 2,394 530 77
Donations (102) (168) (147)
Income taxes and other 2,237) (2,111) (3,679)
Incormne tax benefit on merger costs - 8.495 -
Total other income and deductions $4,141 $10,991 $4277
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Note 10 - First Mortgage Bonds and Pollution Control Bonds

Long-term debt and the current portion of long-term debt, summarized below (in thousands of $), consists
primarily of first mortgage bonds and pollution control bonds. Interest rates and maturities in the table below
are for the amounts outstanding at December 31, 1999.

Weighted
Average
Stated Interest Principal
Interest Rates Rate Maturities Amounts
Noncurrent portion 5.45% - 7.63% 6.44% 2002 - 2023 $380,600
Current portion (pollution
control bonds) Variable 3.67% 2013 -2027 246,200

Under the provisions for LG&E's variable-rate pollution control bonds, the bonds are subject to tender for
purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events,
causing the bonds to be classified as current portion of long-term debt. The average annualized interest rate for
these bonds were 3.98%.

Maturities of LG&E's first mortgage bonds and pollution control bonds (principal amounts stated in thousands
of $) at December 31, 1999, are summarized below.

2001 $ -
2002 . 20,000
2003 42,600
2004 -
2005 -
Thereafter 318,000
Total $380,600

In December 1999, LG&E notified bondholders of its intent to exercise its call option on its $20.0 million
7.50% First Mortgage Bonds due July 1, 2002. The bonds were redeemed in January 2000 utilizing proceeds
from issuance of commercial paper.

In June 1998, $20 million of LG&E's First Mortgage Bonds matured and were retired.

Annual requirements for the sinking funds of LG&E's First Mortgage Bonds (other than the First Mortgage
Bonds issued in connection with certain Pollution Control Bonds) are the amounts necessary to redeem 1% of
the highest principal amount of each series of bonds at any time outstanding. Property additions (166 2/3% of
principal amounts of bonds otherwise required to be so redeemed) have been applied in lieu of cash.

Substantially all of LG&E's utility plants are pledged as security for its first mortgage bonds. LG&E's
indenture, as supplemented, provides in substance that, under certain specified conditions, portions of retained
earnings will not be available for the payment of dividends on common stock. No portion of retained earnings
is presently restricted by this provision.

Note 11 - Notes Payable
LG&E's short-term financing requirements are satisfied through the sale of commercial paper. LG&E had

outstanding commercial paper of $120.1 million at December 31, 1999, at a weighted-average interest rate of
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6.02%. LG&E had no short-term borrowings at December 31, 1998.

At December 31, 1999, LG&E had unused lines of credit of $200 million, for which it pays commitment fees. The

credit facility provides support of commercial paper borrowings. The credit lines are scheduled to expire in 2001.
Management expects to renegotiate these lines when they expire.

Note 12 - Commitments and Contingencies

Construction Program. LG&E had commitments in connection with its construction program aggregating

approximately $14.5 million at December 31, 1999. Construction expenditures for the years 2000 and 2001 are
estimated to total approximately $401 million.

Operating Lease. LG&E leases office space and accounts for all of its office space leases as operating leases.
Total lease expense for 1999, 1998, and 1997, less amounts contributed by the parent company, was $1.5 million,
$1.6 million, and $1.8 million, respectively. The future minimum annual lease payments under lease agreements
for years subsequent to December 31, 1999, are as follows (in thousands of $):

2000 $ 3,321
2001 3,654
2002 3,594
2003 3,507
2004 3,507
Thereafter 1,754
Total $19,337

In December 1999, LG&E and KU entered into an 18-year cross-border lease of its two jointly owned
combustion turbines recently installed at KU's Brown facility. LG&E's obligation was defeased upon
consummation of the cross-border lease. The transaction produced a pre-tax gain of approximately $1.2 million
which has been deferred pending resolution of rate treatment by the Kentucky Commission.

Environmental. The Act imposed stringent new SO2 and NOx emission limits on electric generating units.
LG&E previously had installed scrubbers on all of its generating units. LG&E's strategy for Phase 11,
sommencing January 1, 2000, is to use accumulated emissions allowances to delay additional capital
:xpenditures and may also include fuel switching or the installation of additional scrubbers. LG&E met the
NOx emission requirements of the Act through installation of low-NOx burner systems. LG&E's compliance
slans are subject to many factors including developments in the emission allowance and fuel markets, future
egulatory and legislative initiatives, and advances in clean air control technology. LG&E will continue to

nonitor these developments to ensure that its environmental obligations are met in the most efficient and cost-
iffective manner.

n September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
n NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
2 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as

t deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
missions to 0.15 Ib./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
etitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
eductions from a number of specifically named electric generating units including all LG&E stations. Several
tates, various labor and industry groups, and individual companies have appealed both EPA rulings to the U.S.
‘ourt of Appeals for the Washington D.C. Circuit. Management is currently unable to determine the outcome

r exact impact of this matter until such time as the courts rule on the pending legal challenges and the states
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implement the final regulatory mandate. However, if the 0.15 Ib. target is ultimately imposed, LG&E will be
required to incur significant capital expenditures and increased operation and maintenance costs for additional
controls.

Subject to further study, analysis, and the outcome of pending litigation against the EPA, LG&E estimates that
it may incur capital costs for NOx compliance ranging from $65 million to reduce emissions to the level of 0.25
1b./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $165 million to reduce
emissions to the level of 0.15 1b./Mmbtu (current EPA regulations). These costs would generally be incurred
beginning in 2000. LG&E believes its costs in this regard to be comparable to those of similarly situated
utilities with like generation assets. LG&E anticipates that such capital and operating costs are the type of costs
that are eligible for recovery from customers under their environmental surcharge mechanisms and believe that
a significant portion of such costs could be recovered. However, Kentucky Commission approval is necessary
and there can be no guarantee of recovery.

L.G&E is also addressing other air quality issues. First, LG&E is monitoring the status of EPA's revised
NAAQS for ozone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the final rule
and directed EPA to undertake additional rulemaking efforts. LG&E continues to monitor EPA actions to
challenge that ruling. Second, LG&E was notified by regulatory agencies that the Cane Run Station may be the
source of a potential exceedance of the NAAQS that could require LG&E to incur additional capital expendi-
tures or accept certain emissions limitations. After reviewing additional modeling information submitted by
LG&E, in January 2000, EPA concluded that the Cane Run Station does not contribute to any potential NAAQS
exceedance and that no further action is required from LG&E. Third, LG&E is working with regulatory
authorities to review the effectiveness of remedial measures aimed at controlling particulate emissions from its
Mill Creek Station. LG&E previously settled a number of property damage claims from adjacent residents and
completed significant plant modifications as part of its ongoing capital construction program.

LG&E owns or formerly owned three properties which contained past MGP operations. Various contaminants
are typically found at such former MGP sites and environmental remediation measures are frequently required.
LG&E has reached agreements for other parties to assume cleanup responsibility for two sites it formerly
owned. In addition, LG&E recently reached an agreement with the Kentucky Division of Waste Management
with respect to a third LG&E-owned site in which LG&E committed to impose certain property restrictions and
conduct additional monitoring in lieu of a cleanup. Based on currently available information, management
estimates that it will incur additional MGP costs of less than $500,000. Accordingly, an accrual of $500,000
has been recorded in the accompanying financial statements.

Note 13 - Jointly Owned Electric Utility Plant

LG&E owns a 75% undivided interest in Trimble County Unit 1. Accounting for the 75% portion of the Unit,
which the Kentucky Commission has allowed to be reflected in customer rates, is similar to LG&E's accounting for
other wholly owned utility plants.

Of the remaining 25% of the Unit, IMEA owns a 12.12% undivided interest, and IMPA owns a 12.88%

undivided interest. Each is responsible for its proportionate ownership share of fuel cost, operation and
maintenance expenses, and incremental assets.
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The following data represent shares of the jointly owned property:

Trimble County

LG&E IMPA IMEA Total
Ownership interest 75% 12.88% 12.12% 100%
Mw capacity 371.25 63.75 60.00 495.00
(in thousands of $):
Cost $546,497
Accumulated depreciation 140,972
Net book value $405,525

Construction work in progress
(included above) $673

In July 1999, following approval from the Kentucky Commission, LG&E purchased for $45.7 million a 38%
interest in two 164.5 Mw natural gas turbines installed at KU's E.W. Brown facility (Units 6 and 7) from
Capital Corp.

Note 14 - Segments of Business and Related Information

Effective December 31, 1998, LG&E adopted SFAS No. 131, Disclosure About Segments of an Enterprise and
Related Information. LG&E is a regulated public utility engaged in the generation, transmission, distribution, and
sale of electricity and the storage, distribution, and sale of natural gas. Financial data for business segments,
follow (in thousands of $):

Electric Gas Total
1999
Operating revenues $ 790,670(a) $177,579 $ 968,249
Depreciation and amortization 83,619 13,602 97,221
Interest income 3,435 651 4,086
Interest expense 31,558 6,404 37,962
Operating income taxes 56,383 891 57,774
Net income u 104,853 1,417 106,270
Total assets 1,775,498 395,954 2,171,452
Construction expenditures 160,844 33,800 194,644
1998
Operating revenues $ 658,511(b) $191,545 $ 850,056
Depreciation and amortization 79,866 13,312 93,178
Interest income 3,566 679 4,245
Interest expense 30,389 5,933 36,322
Merger costs 32,072 - 32,072
Operating income taxes 56,401 (94) 56,307
Net income 75,368 2,752 78,120
Total assets 1,727,463 377,174 2,104,637
Construction expenditures 105,836 32,509 138,345
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Electric Gas Total

1997

Operating revenues $ 614,532 $231,011 $ 845,543
Depreciation and amortization 79,958 13,062 93,020
Interest income 5,279 953 6,232
Interest expense 33,349 5,841 39,190
Operating income taxes 59,415 4,666 64,081
Net income 108,236 5,037 113,273
Total assets 1,677,278 378,363 2,055,641
Construction expenditures 81,713 29,180 110,893

(a) Net of provision for rate refund of $1.7 million.
(b) Net of provision for rate refund of $4.5 million.

Note 15 - Selected Quarterly Data (Unaudited)

Selected financial data for the four quarters of 1999 and 1998 are shown below. Because of seasonal fluctuations in
temperature and other factors, results for quarters may fluctuate throughout the year.

Quarters Ended
March June September December
(Thousands of $)
1999
Operating revenues $226,620 $214,097 $296,395 $231,137
Net operating income 27,016 30,596 51,036 31,443
Net income 18,916 22,040 41,704 23,610
Net income available
for common stock 17,826 20,954 (a) 40,614 22,375 (b)
1998
Operating revenues $233,344 $201,389 $229,885 $185,438
Net operating income 32,326 33,629 53,420 16,148
Net income 23,399 21 44,861 9,839
Net income (loss) available
for common stock 22,276 (1,122) 43,726 8,672

(a) The increase of $22.1 million compared to June 1998 was due to a non-recurring after-tax charge of $23.6 million
from merger-related expenses.

(b) The increase of $13.7 million compared to December 1998 was primarily due to a non-recurring charge to refund
certain amounts collected under the ECR and colder weather in 1999.

Note 16 — Subsequent Events

On February 28, 2000, LG&E Energy announced that its Board of Directors accepted an offer to be acquired by
PowerGen for cash of approximately $3.2 billion or $24.85 per share and the assumption of $2.2 billion of
LG&E Energy's debt. Pursuant to the acquisition agreement, among other things, LG&E Energy will become a
wholly owned subsidiary of PowerGen and its U.S. headquarters. The Utility Operations of the Company will
continue their separate identities and serve customers in Kentucky and Virginia under their present names. The
preferred stock and debt securities of the Utility Operations will not be affected by this transaction resulting in
the Utility Operations' obligation to continue to file SEC reports. The acquisition is expected to close 9 to 12
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months from the announcement, shortly after all of the conditions to consummation of the acquisition are met.
Those conditions include, without limitation, the approval of the holders of a majority of the outstanding shares
of common stock of each of LG&E Energy and PowerGen, the receipt of all necessary governmental approvals
and the making of all necessary governmental filings, including approvals of various regulators in Kentucky and
Virginia under state utility laws, the approval of the FERC under the Federal Power Act, the approval of the \
SEC under the Public Utility Holding Company Act of 1935, and the filing of requisite notifications with the
Federal Trade Commission and the Department of Justice under the Hart-Scott-Rodino Antitrust Improvements
Act of 1976, as amended, and the expiration of all applicable waiting periods thereunder. Shareholder meetings
to vote upon the approval of the acquisition are expected to be held during the second quarter of 2000 for both
LG&E Energy and PowerGen. During the first quarter of 2000, the Company expensed approximately $1.0
million relating to the PowerGen transaction. The foregoing description of the acquisition does not purport to

be complete and is qualified in its entirety by reference to LG&E Energy's current reports on Form 8-K, filed
February 29, 2000, with the SEC.

On March 3, 2000, the U.S. Court of Appeals for the Washington D.C. Circuit issued a final opinion upholding
the NOx SIP call rule requiring electric generating units to reduce their NOx emissions to 0.15 Ib./Mmbtu by
May 2003. Some of the litigants will likely seek further judicial review of the ruling.

In the first quarter of 2000, LG&E will take a restructuring charge relating to the reduction of positions and the
integration of LG&E's and KU's operations, including combining retail gas and electric operations, consolida-

tion of customer service centers and the redesigning various other processes.

The Kentucky Commission responded to the motions filed by LG&E for computational and other errors made
in Orders received on base rate reductions in February 2000 by granting rehearings for LG&E on various issues.
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Louisville Gas and Electric Company
REPORT OF MANAGEMENT

The management of Louisville Gas and Electric Company is responsible for the preparation and integrity of the
financial statements and related information included in this Annual Report. These statements have been prepared
in accordance with generally accepted accounting principles applied on a consistent basis and, necessarily, include
amounts that reflect the best estimates and judgment of management.

LG&E's financial statements have been audited by Arthur Andersen LLP, independent public accountants.
Management has made available to Arthur Andersen LLP all LG&E's financial records and related data as well as
the minutes of shareholders' and directors' meetings. Management has established and maintains a system of
internal controls that provides reasonable assurance that transactions are completed in accordance with
management's authorization, that assets are safeguarded and that financial statements are prepared in conformity
with generally accepted accounting principles. Management believes that an adequate system of internal controls is
maintained through the selection and training of personnel, appropriate division of responsibility, establishment and
communication of policies and procedures and by regular reviews of internal accounting controls by LG&E's
internal auditors. Management reviews and modifies its system of internal controls in light of changes in
conditions and operations, as well as in response to recommendations from the internal auditors. These
recommendations for the year ended December 31, 1999, did not identify any material weaknesses in the design
and operation of LG&E's internal control structure.

The Audit Committee of the Board of Directors is composed entirely of outside directors. In carrying out its
oversight role for the financial reporting and internal controls of LG&E, the Audit Committee meets regularly with
LGé&E's independent public accountants, internal auditors and management. The Audit Committee reviews the
results of the independent accountants' audit of the financial statements and their audit procedures, and discusses
the adequacy of internal accounting controls. The Audit Committee also approves the annual internal auditing
program and reviews the activities and results of the internal auditing function. Both the independent public
accountants and the internal auditors have access to the Audit Committee at any time.

Louisville Gas and Electric Company maintains and internally communicates a written code of business conduct

that addresses, among other items, potential conflicts of interest, compliance with laws, including those relating to
financial disclosure and the confidentiality of proprietary information.
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Louisville Gas and Electric Company
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of Louisville Gas and Electric Company:

We have audited the accompanying balance sheets and statements of capitalization of Louisville Gas and Electric
Company (a Kentucky corporation and a wholly-owned subsidiary of LG&E Energy Corp.) as of December 31,
1999 and 1998, and the related statements of income, retained earnings, cash flows and comprehensive income for
each of the three years in the period ended December 31, 1999. These financial statements are the responsibility of
LG&E's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Louisville Gas and Electric Company as of December 31, 1999 and 1998, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 1999, in conformity with
accounting principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The schedule listed under Item 14(a)2 is presented for purposes of complying with the Securities and Exchange
Commission's rules and is not part of the basic financial statements. This schedule has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, fairly states in all
material respects the financial data required to be set forth therein in relation to the basic financial statements
taken as a whole.

Louisville, Kentucky Arthur Andersen LLP
January 26, 2000 (Except with respect

0 the matters discussed in Note 16, as

o which the date is March 3, 2000.)
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Kentucky Utilities Company
Statements of Income

(Thousands of $)
1999
OPERATING REVENUES:
EIECtric (INOE 1) ceurrrreereecireescrennseeeennsasssnses s sreessenesssnsasessensuessanesns $943.210
Provision for rate refunds (Note 3) (5.900)
Total Operating rEVENUES.......ccoviinveirintrrnicsitetsse st esssnaens 937.310
OPERATING EXPENSES:
Fuel, principally coal, used in generation...........coovvevvvinmnncneinncincnrenens 219,883
Power purchased.........ccceneveiinceiecnineeinienn. 242,315
Other operation €XPenses .........ccevevumssersesnereress 116,521
MaAIENANCE ..ocveerireeerereerenrtieensemeeseesecssrnesrenss 57,318
Depreciation and amortization 89,922
Federal and state income taxes (NOE 7).....covecerrerrieneninnesesrennscessenniens 60,380
Property and other taxes ........cccoovermvrncrenninennes 14.955
Total operating expenses 801.294
Net operating iNCOME ........ceerecrccrmiritincci et s ssenes 136,016
Merger COSES (NOLE 2)....ureeeiecriitiecscsiieeercecereiss s ese e s sennns -
Interest and dividend income (INOE 8) ...vvveeeerrecoreccrismimrreneerssetsesaseanes 4,293
Other income and (deductions) (NOte 8) c...coeervveermrcriicnieiiicecineniinns 5,144
INLETESE CHATEES...cereectirrarrreeeestterecesste st eesresssasssrissnesessstsreesresnssnnanesas 38.895
NEL INCOMIE «e.vvieeveeeereeraeesirvesnressaserensessrsssssesssneessessrasanaassessassnsensasnssssnssnseess 106,558
Preferred StOCK divIAENS .........oocovmmereciricveeieeneceererceereresarnesnsesessnssessnenns 2256
Net income available for common Stock ........ocinivenninnircnenne $104.302

Statements of Retained Earnings

(Thousands of $)
1999
Balance JANUATY L....ccorvereicnenretiensccrses et sesssssssssssasesaveves $299,167
Add DL INCOIME ..eeeieereirieicereeeverineseeecresseesassensrrassseesstssansassessessssnessesossnns 106,558
405,725
Deduct: Cash dividends declared on stock:
4.75% cumulative preferred 950
6.53% cumulative preferred 1,306
COMUNOI ......oeeeeveeeerrrerrnsseenatesserssessescosesssssssnssstrssssssssasssssevaes 73,999
76,2535
Balance December 31.......ccviieriernrirnseire e rertenee e s resseessansnees $329.470

The accompanying notes are an integral part of these financial statements.
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Years Ended December 31
1998 1997
$ 831,614 $ 716,437
(21.500) -
810,114 716,437
217,401 188,439
126,584 72,542
121,275 120,951
63,608 64,990
86,657 84,111
53,256 51,690
15.945 15.306
684,726 598.029
125,388 118,408
21,830 -
1,811 1,673
6,035 5,330
38.640 39,698
72,764 85,713
2.256 2,256
$ 70,508 3 83457
Years Ended December 31
1998 1997
$304,750 $287.852
72.764 85.713
377,514 373,565
950 950
1,306 1,306
76.091 66.559
78.347 68.815
$299,167 $304,750



Kentucky Utilities Company
Balance Sheets
(Thousands of $)

ASSETS:
Utility plant, at original cost (Note 1)
Less: reserve for depreciation........c.ovreviinicineicimmrsnsc st s

Construction WOTK inl PIOZTESS ......c.ccreiiiinierectrscinisistireseseinssstsnsssnssesnssssssssessssessssesesas

Other property and investments - [ESS TESEIVE ....couerrmcreriesiiviersniesiesis e rssans

Current assets:
Cash and temporary cash INVEStMENts ........covcvvrivnererieieicninc e scans
Accounts receivable - less reserve of
$800 in 1999 and $520 i1 1998 .......cooevrievrienirnicirs e
Materials and supplies - at average cost:
Fuel (predominantly COal).........cceceurirmeresieccencninsesenisimsiineesisusssssssssssssnsssssanass

Prepayments and OIHET ...t rsabe st s aasst s s snanens

Deferred debits and other assets:
Unamortized debt eXPense.......ococurvinncenminnnincniin s ssssssssssssssensssseses
Regulatory assets (NOLE 3)...c.cuecereiriiiiintisneciienies s sesstansasasasssssssssanans
OLNEE  ceone ittt e rireesrus s stes et esaesa s s s sae e st aa e saas e s b e sesressaeateabensanaesas b e bereaens

CAPITAL AND LIABILITIES:

Capitalization (see statements of capitalization):
COMIMOB EQUILY 1eeoevneticerrcrrreererernessesasssessssssssiietssrenssssssssssssssssnsssssnsssssssnsensasensss
Cumulative preferred StOCK ......coovriicceiinninictcircinecnrcnreis s e serenssss s
Long-term debt (INOTE 9).....ccoirrreecriitir et ceiscesreries et s st st et st s erassnssssenas

Current liabilities:

Current portion of long-term debt (INOte 9) ..o
Accounts payable .........cococcervriniennincnnneneena

Provision for rate refunds
Dividends declared ........oc.oveeevvericrveninseverseesresseesinsesesseeserens
Accrued taxes .....ocoeeeereennnn.

Accrued interest
ONEE  cvers cecveeervrereeieersnteriiesasensesereessesaansesusssesesrmestnetinsesssnsesovasasnneennssessssontnanesasisass

Deferred credits and other liabilities:
Accumulated deferred income taxes (Notes 1 and 7) ....ccvvcvvvreernesnnicscninicssnniennns
Investment tax credit, in process of amortization ..........ouccecvvvvvcriieannnes
Accumulated provision for pensions and related benefits (Note 6)........coocccvirvcnnnns
Customers' advances fOr CORSIUCHON ...c...ccveririeccimsrnriniiinsnerisinesserssssstessessnsesneas
Regulatory liability (INOIE 3)......cccriierereiernre et erss s snemsss s ensneneas
Other ... covecrvniennanee . eerreeseearetanent s et ne s e s s st

“ommitments and contingencies (Note 11)

“he accompanying notes are an integral part of these financial statements.

146

1999

$2,744,380
1,288,819
1,455,561
106686
1.562.247

14,349

6,793
88,549

30,225
26,213

3.743

155,523

4,827
23,033
25111
52971

$1,785,000

$ 637,015
40,000
430,830
1,107.845

115,500
116,546
20,567
19,150
10,502
7,329
18,617
308.211

243,620
18,575
48,285

1,174
46,069

11311

369.034
$1,785.090

December 31
1998

$2,602,167
1,208,183
1,393,984

83.361

~1.477.345
14,238

58,949
106,125

23,927
24,2438

3.055

216,304

5,227
28,228
19.859
53.314

$1.761,201

$ 606,713
40,000
546,330
1,193,043

110,268
21,500
18,183
16,733

8,110
20,971
195.770

244,493
22,302
52,287

1,264
46,552

5.490

_372.388

$1,761.201




Kentucky Utilities Company
Statements of Cash Flows

(Thousands of §)
1999
CASH FLOWS FROM OPERATING ACTIVITIES:
NELINCOMIE «.eevrvveirieeserescervesesseseesesesesesa st eressssasseasssansasstsuscsrssenes $ 106,558
Items not requiring cash currently:
Depreciation and amortization..........cceevcereneersnssrnsinisesssnnnsnesee e 89,922
Deferred income taxes = Net.......ccourercrerinrsessnsesuminsnessseensinessessssnnns (3,763)
Investment tax credit - NEt ......cocereeimencncinirnree e (3,727)
Change in certain net current assets:
Accounts reCeivable.........occecieeieniireree e 17,576
Materials and SUPPLES ......corvvevrrrriniin it (8,263)
Accounts payable......c.oieinninceenns 6,514
Provision for rate refunds (933)
ACCIUEd tAXES ..vecverrrenrerereenesneeienesennserenernessees (6,231)
ACCIUE INLETESL ....c.vveerererrerceeeree e eensissessesissneees (781)
Prepayments and other (3,042)
OLRET.. c.vv cerereceeserere st ssen et s tes e sessess s sas e sas sk sbebare e snassns et srnses 10.346
Net cash flows from operating activities ........ccccocreermieinvinervesnneeannns 204.176
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from insurance reimbursement.........covveeeeveeeenescenensinerssnieens 206
Construction eXpenditures ........ccouccirinirieieeniennsesss s nnees (181.341)
Net cash flows used for investing activities........ccoreeevrirenircsiniancnnn, (181.135)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term BOITOWINES...e..cccoorreircerriviririsie et ssssnasnas -
Repayments of short-term borrowings ........oeeovveemrennescenienenrscsnnenicnnnnns -
Repayment of long-term debt ... -
Payment of dividends ..., (75.197)
Net cash flows from financing activities (75,197)
Change in cash and temporary cash inVestments ........ccovevenieecceserensnnnee (52,156)
Beginning cash and temporary cash investments .........ccocoveeeccieerneiiiincas 58.949
Ending cash and temporary cash inVestments .........ccoveimneiniennncenninnne $ 6793
Supplemental disclosures of cash flow information:
Cash paid during the year for:
INICOMIE tAXES .c.nevvevirerrorrirvesrecsrrerensesersesaronsessasmrasessesesasssnsssmssssassnees $ 71,258
Interest on borrowed MONEY .......covvmreiemirersunessenrrresresesisssesessnenes 35,508

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

147

Years Ended December 31
1998 1997
$ 72,764 $ 85713
86,657 84,111
(2,437) 4,606
(3,829) (4,036)
'(31,482) 280
3,272 1,104
71,162 4,807
21,500 -
9,260 2,090
(173) 235
(53) 1,922
12,776 (1.943)
239.417 178,889
179 4,270
(91.992) (94.006)
(91.813) (89.736)
381,500 2,645,500
(415,100) (2,666,100)
(42) 21
(60.347) (68.815)
(93.989) (89.436)
53,615 (283)
5,334 5.617
$ 58949 § 5334
$ 46,490 $ 44,857
36,008 37,053



Kentucky Utilities Company
Statements of Capitalization
(Thousands of $)

COMMON EQUITY:
Common stock, without par value -

outstanding 37,817,878 SNares........ccocvcervverorvcrcnreieisiiresr et ressseeereen
RetAINEd BAIMIES ..o oeerrcuieeaccsvnioncseeessontrtstesstesssasssresessssssssrsssesessessssrssssssesstssesssssosessarns
OhEE.. covet et st es et st s et e bbb s a s nns

CUMULATIVE PREFERRED STOCK:
Cumulative and redeemable on 30 days notice by KU:

Shares Current

Outstanding Redemption Price

Without par value, 5,300,000 shares authorized -
4.75% series, $100 stated value...........cc.ccun....... 200,000 $101.00

6.53% series, $100 stated value.......ccccovevvennen.n.. 200,000 Not redeemable

LONG-TERM DEBT - first mortgage bonds (Note 9):
Q due June 15, 2000, 5.95%.......coceu....
Q due June 15, 2003, 6.32%.......cccuruerreneenns
S due January 15, 2006, 5.99%
P due May 15, 2007, 7.92%
RAue JUNE 1, 2025, 7.55%0 cuvicreireiericiriineeieeeseseseresaeesnesessssesesssesnsesssessnessnsansn
P due May 15, 2027, 8.55%
Pollution control series:
1B due February 1, 2018, 6.25%0 ....oueuecieeeiieeieeeeeereeeeeseeeseravesasesssessassesnssssssnesseseens
2B due February 1, 2018, 6.25% .ccuumvveiiereeereeriseeeee e seestreeesteeesseeansesesessnessssesssssesan
3B due February 1, 2018, 6.25% ...c.eeueeecevineeiiereeireeseceeeeeeseesssessesmessesesseesesssseassseseen
4B due February 1, 2018, 6.25%0 ..cvuieeecrieeieeeeireeeeeeeseeeereesesesecemsessessssssssasanes
7, due May 1, 2010, 7.375%0.ucceirrereencreieneseerteresssseesessesssssasessessssessse st sseemssnestenns
7, due May 1, 2020, 7.60%....................
8, due September 15, 2016, 7.45%
9, due December 1, 2023, 5.75% ccceeurevereereseeereaan
10, due November 1, 2024, variable...........ccocueereeeeeeeeeeeeeeeeeereensesssssssesssssssnsenes

Total bonds QULSEANAING.........ceeruieierrei et see s rereresesre et et sereenesenen
Less current portion of long-term debt ...........ccocooveceeireneeieee e seire s resesenens
LONGACII AEbE ...ttt st s e s nine
Total capitalization ..ot et as et asr s rresaseee

'he accompanying notes are an integral part of these financial statements.
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1999

$ 308,140
329,470

(595)

_637.015

20,000
20,000

40.000

61,500
62,000
36,000
53,000
50,000
33,000

20,930
2,400
7,200
7,400
4,000
8,900

96,000
50,000
54,000

546,330
115,500

430,830

December 31

1998

$ 308,140

20,000
20,000

_40.000

61,500
62,000
36,000
53,000
50,000
33,000

7,400
4,000
8,900
96,000
50,000
54,000

546,330

546330
$1,193.043




Kentucky Utilities Company
Notes to Financial Statements

Note 1 - Summary of Significant Accounting Policies

KU is a subsidiary of LG&E Energy. KU is a regulated public utility that is engaged in the generation, transmis-
sion, distribution, and sale of electric energy. LG&E Energy is an exempt energy services holding company with
wholly-owned subsidiaries consisting of LG&E, KU, Capital Corp., and LEM. All of the KU's Common Stock
is held by LG&E Energy.

Certain reclassification entries have been made to the 1998 and 1997 financial statements to conform to the
1999 presentation with no impact on previously reported net income.

Cash and Temporary Cash Investments. KU considers all highly liquid debt instruments purchased with a
maturity of three months or less to be cash equivalents. Temporary cash investments are carried at cost, which
approximates fair value.

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe
benefits, and administrative and general costs. Construction work in progress has been included in the rate base for
determining retail customer rates. KU has not recorded any allowance for funds used during construction.

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such
cost, plus removal expense less salvage value, is charged to the reserve for depreciation. When complete operating
units are disposed of, appropriate adjustments are made to the reserve for depreciation and gains and losses, if any,
are recognized.

Depreciation and amortization. Depreciation is provided on the straight-line method over the estimated
service lives of depreciable plant. The amounts provided for KU approximated 3.5% in 1999, 1998 and 1997.

Financial Instruments. KU uses over-the-counter interest-rate swap agreements to hedge its exposure to
interest rates. Gains and losses on interest-rate swaps used to hedge interest rate risk are reflected in interest
charges monthly. See Note 4, Financial Instruments.

Debt Expense. Debt expense is amortized over the lives of the related bond issues, consistent with regulatory
practices.

Deferred Income Taxes. Deferred income taxes have been provided for all material book-tax temporary
differences.

Investment Tax Credits. Investment tax credits resulted from provisions of the tax law that permitted a reduction
of KU's tax liability based on credits for certain construction expenditures. Deferred investment tax credits are
being amortized to income over the estimated lives of the related property that gave rise to the credits.

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU
accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period. The
unbilled revenue estimates included in accounts receivable for KU equaled approximately $29.6 million at
December 31, 1999 and 1998.

Fuel Costs. The cost of fuel for electric generation is charged to expense as used.
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five-year period. The preferred stock and debt securities of KU were not affected by the merger.

LG&E Energy, as the parent of LG&E and KU, continues to be an exempt holding company under PUHCA.
Management has accounted for the merger as a pooling of interests and as a tax-free reorganization under the
Internal Revenue Code.

In the application filed with the Kentucky Commission, the utilities proposed that 50% of the net non-fuel cost
savings estimated to be achieved from the merger, less $38.6 million or 50% of the originally estimated costs to
achieve such savings, be applied to reduce customer rates through a surcredit on customers' bills and the
remaining 50% be retained by the companies. The Kentucky Commission approved the surcredit and allocated
the customer savings 53% to KU and 47% to LG&E. The surcredit will be about 2% of customer bills over the
next five years and will amount to approximately $63 million in net non-fuel savings to KU. Any fuel cost
savings are passed to Kentucky customers through the companies' fuel adjustment clauses. See Note 3 for more
information about KU's rates and regulatory matters.

Note 3 - Utility Rates and Regulatory Matters

Accounting for the regulated utility business conforms with generally accepted accounting principles as applied
to regulated public utilities and as prescribed by FERC, the Kentucky Commission and the Virginia Commis-
sion. KU is subject to SFAS No. 71, Accounting for the Effects of Certain Types of Regulation. Under SFAS
No. 71, certain costs that would otherwise be charged to expense are deferred as regulatory assets based on
expected recovery from customers in future rates. Likewise, certain credits that would otherwise be reflected as
income are deferred as regulatory liabilities based on expected flowback to customers in future rates. KU's
current or expected recovery of deferred costs and expected flowback of deferred credits is generally based on
specific ratemaking decisions or precedent for each item. The following regulatory assets and liabilities were
included in KU's balance sheets as of December 31 (in thousands of $):

1999 1998
Unamortized loss on bonds $ 7,594 $ 8,675
Merger costs 14,324 18,417
Other 1115 1,136
Total regulatory assets 23.033 28.228
Deferred income taxes - net (42,992) (45,382)
Other (3.077) (670)
Total regulatory liabilities (46.069) (46.552)
Regulatory liabilities - net $(23.036) $(18,324)

Environmental Cost Recovery. In August 1994 KU implemented an ECR surcharge. The Kentucky
Commission's order approving the surcharge for KU as well as the constitutionality of the surcharge was
challenged by certain intervenors in Franklin Circuit Court. Decisions of the Circuit Court and the Kentucky
Court of Appeals in July 1995 and December 1997, respectively, upheld the constitutionality of the ECR statute
but differed on a claim of retroactive recovery of certain amounts. Based on these decisions, the Kentucky
Commission ordered that certain surcharge revenues collected by KU be subject to refund pending final
letermination of all appeals.

(n December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the

surcharge statute but denied recovery of costs associated with pre-1993 environmental projects through the
ECR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for
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revenues collected for such pre-1993 environmental projects. Accordingly, KU recorded a provision for rate
refund of $21.5 million in December 1998.

The parties to the proceedings reached a settlement agreement that was approved in a Final Order issued by the
Kentucky Commission in August 1999. This Final Order resulted in the reversal of approximately $1.5 million
of the provision for rate refunds established by KU in December 1998. The refund is being applied to
customers' bills during the twelve-month period beginning October 1999.

Future Rate Regulation. In October 1998, KU filed an application with the Kentucky Commission for
approval of a new method of determining electric rates that sought to provide financial incentives for KU to
further reduce customers' rates. The filing was made pursuant to the September 1997 Kentucky Commission
order approving the merger of LG&E Energy and KU Energy, wherein the Kentucky Commission directed
LG&E and KU to indicate whether they desired to remain under traditional rate of return regulation or
commence non-traditional regulation. The proposed ratemaking method, known as PBR, included financial
incentives for KU to reduce fuel costs and increase generating efficiency, and to share any resulting savings
with customers. Additionally, the PBR proposal provided for financial penalties and rewards to assure
continued high quality service and reliability.

In April 1999, KU filed a joint agreement with LG&E and the Kentucky Attorney General to adopt the PBR
plan subject to certain amendments. The amended filing included requested Kentucky Commission approval of
a five-year rate reduction plan which proposed to reduce the electric rates of KU by $10.6 million in the first
year (beginning July 1999), and by $4.2 million annually through June 2004. The proposed amended plan also
included establishment by KU of a $3.2 million program for low-income customer assistance as well as
extension for one additional year of both the rate cap proposal and merger savings surcredit established in the
original merger plan of LG&E and KU. Under the rate cap proposal KU agreed, in the absence of extraordinary
circumstances, not to increase base electric rates for five years following the merger and LG&E also agreed to
refrain from filing for an increase in natural gas rates through June 2004.

In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR plan, effective
July 1999, and subject to modification. The Kentucky Commission also consolidated into the continuing PBR
proceedings an earlier March 1999, rate complaint by a group of industrial intervenors, KIUC, in which KIUC
requested significant reductions in electric rates. Hearings were conducted before the Kentucky Commission on
LG&E's and KU's amended PBR plans and the KIUC rate reduction petitions in August and September 1999.
Legal briefs of the parties were filed with the Kentucky Commission in October 1999. KIUC's position called
for annual revenue reductions for KU of $61.5 million.

In January 2000, the Kentucky Commission issued Orders for KU in the subject cases. The Kentucky
Commission ruled that KU should reduce base rates by $36.5 million effective with bills rendered beginning
March 1, 2000. The Kentucky Commission eliminated proposal to operate under its PBR plan and reinstated
the FAC mechanism effective March 1, 2000. The Kentucky Commission offered KU the opportunity to
operate under an ESM for the next three years. Under this mechanism, incremental annual earnings for each
utility resulting in a rate of return either above or below a range of 10.5% to 12.5% would be shared 60% with
shareholders and 40% with ratepayers.

Later in January 2000, KU filed motions for correction to the January 2000 orders for computational and other
errors made in the Kentucky Commission's orders which produced overstatements in the base rate reductions to
KU of $7.7 million. KU also filed motions for reconsideration with the Kentucky Commission on a number of
items in the case in late January. Certain intervening parties in the proceedings have also filed motions for
reconsideration asserting, among other things, that the Kentucky Commission understated the amount of base
rate reductions.
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Other Rate Matters. Prior to implementation of the PBR in July 1999, and following its termination in March
2000, KU employed an FAC mechanism, which under Kentucky law allowed the utilities to recover from
customers the actual fuel costs associated with retail electric sales.

In July 1999, the Kentucky Commission issued a series of orders requiring KU to refund approximately $10.1
million resulting from reviews of the FAC from November 1994 to October 1998. The orders changed KU's
method of computing fuel costs associated with electric line losses on off-system sales appropriate for recovery
through the FAC, and KU's method for computing system line losses for the purpose of calculating the system
sales component of the FAC charge. AtKU's request, in July 1999, the Kentucky Commission stayed the
refund requirement pending the Kentucky Commission's final determination of any rehearing request that KU
may file. In August 1999, KU filed its request for rehearing of the July orders.

In August 1999, the Kentucky Commission issued a Final Order in the KU proceedings, agreeing, in part, with
KU's arguments outlined in its Petition for Rehearing. While the Kentucky Commission confirmed that KU
should change its method of computing the fuel costs associated with electric line losses, it agreed with KU that
the line loss percentage should be based on KU's actual line losses incurred in making off-system sales rather
than the percentage used in its Open Access Transmission Tariff. The Kentucky Commission also upheld its
previous ruling concerning the computation of system line losses in the calculation of the FAC. The net effect
of the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million from the original
Order amount of $10.1 million. In August 1999, KU recorded its estimated share of anticipated FAC refunds of
$7.7 million. KU began implementing the refund in October and will continue the refund through September
2000. Both KU and the KIUC have appealed the Order to the Franklin Circuit Court. A decision is not
expected on the appeal until later in 2000.

Kentucky PSC Administrative Case for Affiliate Transactions. In December 1997, the Kentucky
Commission opened Administrative Case No. 369 to consider Kentucky Commission policy regarding cost
illocations, affiliate transactions and codes of conduct governing the relationship between utilities and their
10n-utility operations and affiliates. The Kentucky Commission intends to address two major areas in the
yroceedings: the tools and conditions needed to prevent cost shifting and cross-subsidization between regulated
mnd non-utility operations; and whether a code of conduct should be established to assure that non-utility
iegments of the holding company are not engaged in practices that could result in unfair competition caused by
'ost shifting from the non-utility affiliate to the utility. In September 1998, the Kentucky Commission issued a
lraft code of conduct and cost allocation guidelines. In January 1999, KU, as well as all parties to the
roceeding, filed comments on the Kentucky Commission draft proposals. In December 1999, the Kentucky
“ommission issued guidelines on cost allocation and held a hearing in January 2000, on the draft code of
onduct. Management does not expect the ultimate resolution of this matter to have a material adverse effect on
1e Company's financial position or results of operations.
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Note 4 - Financial Instruments

The cost and estimated fair values of the KU's non-trading financial instruments as of December 31, 1999 and
1998 follow (in thousands of $):

1999 1998
Fair Fair
Cost Value Cost Value
Long-term debt (including
current portion) $546,330 $542,242 $546,330 $587,245
Interest-rate swaps - (1,951) - -

All of the above valuations reflect prices quoted by exchanges except for the swaps. The fair values of the swaps
reflect price quotes from dealers or amounts calculated using accepted pricing models.

Interest Rate Swap. KU entered into an interest rate swap agreement to exchange fixed interest rate payment
obligations for variable interest rate payments without the exchange of underlying principal amounts. As of
December 31, 1999, KU was party to an interest rate swap with a notional amount of $53.0 million. Under the
swap agreement KU received a fixed rate of 7.92% and paid a variable rate of 7.90% at December 31, 1999.
The swap matures in 2004.

Note 5 - Concentrations of Credit and Other Risk

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of
customers or counterparties that have similar economic or industry characteristics that would cause their ability
to meet contractual obligations to be similarly affected by changes in economic or other conditions.

KU's customer receivables and revenues arise from deliveries of electricity to about 458,000 customers in over
600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and western
Kentucky and to about 29,000 customers in five counties in southwestern Virginia. For the year ended
December 31, 1999, 100% of total utility revenue was derived from electric operations.

In August 1999, KU and their employees represented by IBEW Local 101 and USWA Local 8686, which
represents approximately 14% of KU's workforce, entered into a one-year collective bargaining agreement.
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Note 6 - Pension Plans and Retirement Benefits

Pension Plans. KU sponsors qualified and non-qualified pension plans and other postretirement benefit plans
for its employees. The following tables provide a reconciliation of the changes in the plans' benefit obligations
and fair value of assets over the three-year period ending December 31, 1999, and a statement of the funded
status as of December 31 for each of the last three years (in thousands of $):

1999 1998 1997
Pension Plans:
Change in benefit obligation
Benefit obligation at beginning of year $233,288 $214,657 $194,874
Service cost 6,210 6,672 6,728
Interest cost 15,564 15,043 14,680
Plan amendment - 2,226 -
Acquisitions/divestitures - (2,243) -
Curtailment (gain) or loss - 1,901 -
Special termination benefits - 5,427 -
Benefits paid (12,822) (12,762) (13,313)
Actuarial (gain) or loss (22.612) 2.367 11,688
Benefit obligation at end of year $219.628 $233.288 $214.657
Change in plan assets
Fair value of plan assets at beginning of year $238,124 $217,500 $191,879
Actual return on plan assets 49,883 31,209 35,066
Employer contributions - 2,273 4,750
Benefits paid (12,822) (12,762) (13,314)
Administrative expenses (1,076) . (96) (882)
Fair value of plan assets at end of year $274.109 $238,124 $217,499
Reconciliation of funded status
Funded status $ 54,481 $ 4,835 $ 2,843
Unrecognized actuarial (gain) or loss (74,579) (26,487) (19,552)
Unrecognized transition (asset) or obligation (988) (1,128) (1,350)
Unrecognized prior service cost 3.564 4,943 3.635
Net amount recognized at year-end $(17,522) $(17,837) $(14.424)
Other Benefits:
Change in benefit obligation
Benefit obligation at beginning of year $ 79,650 $72,139 $66,519
Service cost 1,596 2,012 1,853
Interest cost 3,837 5,207 4,895
Plan amendments (24,488) - -
Curtailment (gain) or loss - 3,240 -
Special termination benefits - - (4,038)
Benefits paid (4,646) (2,617) -
Actuarial (gain) or loss _(1.748) (331) 2.910
Benefit obligation at end of year $54.201 $ 79.650 $72,139
Change in plan assets
Fair value of plan assets at beginning of year $ 24,337 $17,763 $ 13,270
Actual return on plan assets 7,612 5,117 3,569
Employer contributions 3,520 3,805 3,848
Benefits paid (4.459) (2,348 (2.924)
Fair value of plan assets at end of year $31,010 $24337 $17,763
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1999 1998 1997

Reconciliation of funded status

Funded status $(23,191) $(55,313) $(54,376)
Unrecognized actuarial (gain) or loss (31,266) (19,944) (19,697)
Unrecognized transition (asset) or obligation 23.694 45,701 50,118
Net amount recognized at year-end $(30,763) $(29,556) 23,955

There are no plan assets in the non-qualified plan due to the nature of the plan.

The following tables provide the amounts recognized in the balance sheet and information for plans with benefit
obligations in excess of plan assets as of December 31, 1999, 1998 and 1997 (in thousands of $):

1999 1998 1997
Pension Plans:
Amounts recognized in the balance sheet
consisted of:
Accrued benefit liability $(17,522) $(17,837) $(14,424)
Other - (22) — -
Net amount recognized at year-end 17,522 $(17,859) $(14.429)
Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation $ 1,132 $ 2,300 $ 6,199
Accumulated benefit obligation 40 99 3,975
Other Benefits:
Amounts recognized in the balance sheet
consisted of:
Accrued benefit liability $ (30,763) $(29,556) $ (23,955)
Other - (2.817) (2,955)
Net amount recognized at year-end $ (30,763) $(32.373) $(26910)
Additional year-end information for plans with
benefit obligations in excess of plan assets:
Projected benefit obligation $ 54,201 $ 79,650 $72,139
Fair value of plan assets 31,010 24,337 17,763
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The following table provides the components of net periodic benefit cost for the plans for 1999, 1998 and 1997
(in thousands of $):

1999 1998 1997 |
Pension Plans:
Components of net periodic benefit cost
Service cost $ 6,211 $ 6,673 $ 6,728
Interest cost 15,564 15,043 14,680
Expected return on plan assets (21,957) (18,264) (15,427)
Amortization of transition (asset) or obligation (141) 435 354
Amortization of prior service cost 410 (146) (150)
Amortization of net (gain) loss (319) (151) (26)
Net periodic benefit cost $ (232 $ 3.590 $ 6,159
Special charges
Prior service cost recognized $ - $ 67 $ -
Special termination benefits - 5.427 -
Total charges 3 - $ 5.494 5 -
Other Benefits;
Components of net periodic benefit cost
Service cost $ 1,596 $ 2,012 $ 1,853
Interest cost 3,837 5,207 4,895
Expected return on plan assets (1,897) (1,424) (1,051)
Amortization of transition (asset) or obligation 1,823 3,303 3,341
Amortization of net (gain) loss (443) (536) (812)
Net periodic benefit cost $ 4914 3 8562 $ 8226
Special charges
Curtailment loss 3 - $ _1.114 5 -

On May 4, 1998 LG&E Energy and KU Energy merged, with LG&E Energy as the surviving corporation. At
he time of the merger KU had both qualified and nonqualified pension plans. Under the provisions of the
Supplemental Security Plan (SERP), the Merger Agreement constituted a change-in-control which required that
1 lump sum present value payment be made out of KU's SERP to retired employees entitled to retirement

senefits on the date of the Merger Agreement. In May 1997, $4.7 million in lump sum payments were made to
hese retired employees.

iffective May 4, 1998, due to the change in control, the present value balance of KU's SERP of $4.9 million
vas transferred and allocated between LG&E Energy's Nonqualified Savings Plan and KU's Nonqualified
savings plan of $2.2 million and $2.7 million, respectively. The plan is an unfunded, pretax deferred
ompensation program which provides officers and senior managers of KU the opportunity to defer earnings
bove the qualified savings plan limits. As an "Unfunded" plan the money is not specifically invested or
ecured and future distributions will be made from the general assets of KU. Currently interest is credited ata
ate equal to the average yield on five-year Treasury notes.

Juring 1998, KU invested approximately $6.6 million in special termination benefits as a result of its early
stirement program offered to eligible employees post-merger.

.U provides nonpension postretirement benefits for eligible retired employees.
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The assumptions used in the measurement of the KU's benefit obligation are shown in the following table:

1999 1998 1997

Weighted-average assumptions as of December 31:
Discount rate 8.00% 7.00% 7.75%
Expected long-term rate of return on plan assets 9.50% 8.25% 8.25%
Rate of compensation increase 5.00% 4.00% 4.75%

For measurement purposes, a 7.00% annual increase in the per capita cost of covered health care benefits was
assumed for 2000. The rate was assumed to decrease gradually to 4.75% for 2005 and remain at that level
thereafter.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.
A 1% change in assumed health care cost trend rates would have the following effects (in thousands of $):

1% Decrease 1% Increase
Effect on total of service and interest cost components for 1999 $ (366) $ 423
Effect on year-end 1999 postretirement benefit obligations (4,029) 4,650

Thrift Savings Plans. KU has a thrift savings plan under section 401(k) of the Internal Revenue Code. Under the
plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to provide
future retirement benefits. KU makes contributions to the plan by matching a portion of the employee contributions.
The costs of this matching were approximately $2.3 million for 1999 and $2.2 million for each of 1998 and 1997.

Note 7 - Income Taxes

Components of income tax expense are shown in the table below (in thousands of $):

1999 1998 1997
Included in operating expenses:
Current - federal $50,969 $46,321 $39,353
- state ‘ 13,459 10,245 8,964
Deferred - federal - net (4,833) (3,186) 1,996
- state - net 785 (124) 1,377
Total 60,380 53,256 51,690
Included in other income and (deductions):
Current - federal 1,028 (617) (853)
- state 54 237 (246)
Deferred - federal - net 182 694 975
- state - net 102 178 258
Amortization of investment tax credit (3.727) (3.829) (4,036)
Total (2,361) (3.811) (3.902)
Total income tax expense $58.019 $49,445 $47.788
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Net deferred tax liabilities resulting from book-tax temporary differences are shown below (in thousands of $):

1999 1998
Deferred tax liabilities:
Depreciation and other
plani-related items $313,202 $289,147
Other liabilities 11.286 5598
324.488 294,745
Deferred tax assets:
Investment tax credit 7,497 9,001
Income taxes due to customers 16,712 17,574
Accrued liabilities not currently
deductible and other 5,797 6,162
Less: amounts included in
current assets 50,862 17.515
80.868 50,252
Net deferred income tax liability $243.620 $244,493

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

1999 1998 1997 |
Statutory federal income tax rate 35.0% 35.0% 35.0%
State income taxes net of federal benefit 5.7 54 5.0
Amortization of investment tax credit 2.9) 3.1 (3.0)
Nondeductible merger expenses <. 6.4 -
Other differences - net (2.3 2.2 (1.2)
Effective income tax rate 35.3% 41.5% 35.8%

Note 8 - Other Income and Deductions

Other income and deductions consisted of the following at December 31 (in thousands of $):

1999 1998 1997
Equity in earnings - subsidiary company $2334 $ 2,167 $ 2,480
Interest and dividend income 4,293 1,811 1,673 \
Gains (losses) on fixed asset disposal 759 272 412 [
Donations (107) (453) (388) |
Income taxes and other 2158 4,049 2.826
Net other income $9.437 $7.846 $7,003
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Note 9 - First Mortgage Bonds and Pollution Control Bonds

Long-term debt and the current portion of long-term debt, summarized below in thousands, consists primarily of
first mortgage bonds and pollution control bonds. Interest rates and maturities in the table below are for the
amounts outstanding at December 31, 1999.

Stated interest rates 5.75% - 8.55%
Weighted-average interest rate 7.02%
Maturities 2003 - 2027
Noncurrent portion at December 31, 1999 $430,830
Current portion at December 31, 1999 $115,500

Under the provisions for KU's variable-rate pollution control bonds, the bonds are subject to tender for purchase
at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events, causing
the bonds to be classified as current portion of long-term debt. The average annualized interest rate for these
bonds were 3.35% for KU's bonds.

Maturities of KU's first mortgage bonds and pollution control bonds (principal amounts stated in thousands of
$) at December 31, 1999, are summarized below.

2001 $ -
2002

2003 62,000
2004 -
2005 -
Thereafter 368.830
Total $430,830

Substantially all of KU's utility plant is pledged as security for its First Mortgage Bonds.
Note 10 - Notes Payable

KU's short-term financing requirements are satisfied through the sale of commercial paper. KU had no short-
term borrowings at December 31, 1999, and 1998.

The KU credit facilities that provided for short-term borrowing and support of commercial paper borrowing
expired on December 31, 1999.

Note 11 - Commitments and Contingencies

Construction Program. KU had $13.8 million of commitments in connection with its construction program at
December 31, 1999. Construction expenditures for the years 2000 and 2001 are estimated to total approximately
$324 million.

Operating Leases. KU leases office space, office equipment, and vehicles. KU accounts for these leases as
operating leases. Total lease expense for 1999, 1998, and 1997, was $1.7 million, $1.9 million, and $1.8
million, respectively.

In December 1999, LG&E and KU entered into an 18-year cross-border lease of its two jointly owned

combustion turbines recently installed at KU's Brown facility. KU's obligation was defeased upon consumma-
tion of the cross-border lease. The transaction produced a pre-tax gain of approximately $1.9 million which has

160



been deferred pending resolution of rate treatment by the Kentucky Commission.

Environmental. The Act imposed stringent new SO2 and NOx emission limits on electric generating units.
KU met its Phase I SO2 requirements primarily through installation of a scrubber on Ghent Unit 1. KU's
strategy for Phase II, commencing January 1, 2000, is to use accumulated emissions allowances to delay
additional capital expenditures and may also include fuel switching or the installation of additional scrubbers.
KU met the NOx emission requirements of the Act through installation of low-NOx burner systems. KU's
compliance plans are subject to many factors including developments in the emission allowance and fuel
markets, future regulatory and legislative initiatives, and advances in clean air control technology. KU will
continue to monitor these developments to ensure that its environmental obligations are met in the most
efficient and cost-effective manner.

In September 1998, the EPA announced its final "NOx SIP call" rule requiring significant additional reductions
in NOx emissions by May 2003, in order to mitigate alleged ozone transport to the Northeast. While each of the
22 states covered by the rule is free to allocate its assigned NOx reductions among various emissions sectors as
it deems appropriate, the regulation may ultimately require electric generating units to reduce their NOx
emissions to 0.15 1b./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to
petitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx
reductions from a number of specifically named electric generating units including all KU stations in the eastern
half of Kentucky. Additional petitions currently pending before EPA may potentially result in orders
encompassing the remaining KU stations. Several states, various labor and industry groups, and individual
companies have appealed both EPA rulings to the U.S. Court of Appeals for the Washington D.C. Circuit.
Management is currently unable to determine the outcome or exact impact of this matter until such time as the
courts rule on the pending legal challenges and the states implement the final regulatory mandate. However, if
the 0.15 1b. target is ultimately imposed, KU will be required to incur significant capital expenditures and
increased operation and maintenance costs for additional controls.

Subject to further study, analysis, and the outcome of pending litigation against the EPA, KU estimates that it
may incur approximate capital costs for NOx compliance ranging from $126 million to reduce emissions to the
level of .25 Ib./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $168 million to
reduce emissions to the level of .15 1b./Mmbtu (current EPA regulations). These costs would generally be
incurred beginning in 2000. KU believes its costs in this regard to be comparable to those of similarly situated
utilities with like generation assets. KU anticipates that such capital and operating costs are the type of costs
‘hat are eligible for recovery from customers under its environmental surcharge mechanisms and believe that a
significant portion of such costs could be recovered. However, Kentucky Commission approval is necessary
ind there can be no guarantee of recovery.

<U is also addressing other air quality issues. First, KU is monitoring the status of EPA's revised NAAQS for
yzone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the final rule and directed
ZPA to undertake additional rulemaking efforts. KU continues to monitor EPA actions to challenge that ruling.

CU owns or formerly owned several properties which contained past MGP operations. Various contaminants
ire typically found at such former MGP sites and environmental remediation measures are frequently required.
CU has completed the cleanup of a site owned by KU. With respect to other former MGP sites no longer
rwned by KU, KU is unable to determine what, if any, additional exposure or liability it may have as it lacks
:omplete information on current site conditions.

n October 1999, approximately 38,000 gallons of diesel fuel leaked from a cracked valve in an underground

ripeline at KU's E.W. Brown Station. Under the oversight of EPA and state officials, KU commenced
mmediate spill containment and recovery measures which prevented the spill from reaching the Kentucky
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River. KU ultimately recovered approximately 34,000 gallons of diesel fuel. In November 1999, the Kentucky
Division of Water issued a notice of violation for the incident. KU is currently negotiating with the state in an
effort to reach a complete resolution of this matter. To date KU has incurred costs of approximately $1 million.
The Company does not expect to incur any material additional amounts.

Purchased Power. KU has purchase power arrangements with OMU, EEI and other parties. Under the OMU
agreement, which expires on January 1, 2020, KU purchases all of the output of a 400-Mw generating station
not required by OMU. The amount of purchased power available to KU during 2000-2004, which is expected
to be approximately 7% of KU's total kWh requirements, is dependent upon a number of factors including the
units' availability, maintenance schedules, fuel costs and OMU requirements. Payments are based on the total
costs of the station allocated per terms of the OMU agreement, which generally follows delivered kWh.
Included in the total costs is KU's proportionate share of debt service requirements on $172 million of OMU
bonds outstanding at December 31, 1999. The debt service is allocated to KU based on its annual allocated
share of capacity, which averaged approximately 46% in 1999.

KU has a 20% equity ownership in EEI, which is accounted for on the equity method of accounting. KU's
entitlement is 20% of the available capacity of a 1,000 Mw station. Payments are based on the total costs of the
station allocated per terms of an agreement among the owners, which generally follows delivered kWh.

KU has several other contracts for purchased power during 2000 - 2004 of various Mw capacities and for
varying periods with a maximum entitlement at any time of 62 Mw.

The estimated future minimum annual payments under purchased power agreements for the five years ended
December 31, 2004, are as follows (in thousands of $):

2000 $ 28,765
2001 31,495
2002 30,683
2003 30,947
2004 31.155
Total $153,045

Note 12 — Jointly Owned Electric Utility Plant
In July 1999, following approval from the Kentucky Commission, KU purchased for $76.7 million a 62%

interest in two 164.5 Mw natural gas turbines installed at the E.W. Brown facility (Units 6 and 7) from Capital
Corp.
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Note 13 - Selected Quarterly Data (Unaudited)

Selected financial data for the four quarters of 1999 and 1998 are shown below. Because of seasonal fluctuations in
temperature and other factors, results for quarters may fluctuate throughout the year.

Quarters Ended
March June September December
(Thousands of $)
1999
Revenues $217,349 $225,794 $281,503 $212,664
Operating income 36,966 34,997 32,529 31,524
Net income 29,628 27,757 24,426 24,747
Net income available
for common stock 29,064 27,193 (a) 23,862 (b) 24,183 (c)
1998
Revenues $183,219 $193,079 $246,117 $187,699
Operating income 33,035 28,144 44,677 19,532
Net income (loss) 25,049 (1,119) 36,980 11,854
Net income (loss) available
for common stock 24,485 (1,683) 36,416 11,290

(2) The increase of $28.9 million compared to June 1998 was primarily due to a non-recurring after-tax charge of $21.5
million from merger-related expenses.

(b) The decrease of $12.6 million compared to September 1998 was primarily due to a charge to record a net provision
for the refund of certain revenues under the FAC and ECR.

(¢) The increase of $12.9 million compared to December 1998 was primarily due to a charge to refund certain amounts
collected under the ECR.

Note 14 — Subsequent Events

On February 28, 2000, LG&E Energy announced that its Board of Directors accepted an offer to be acquired by
PowerGen for cash of approximately $3.2 billion or $24.85 per share and the assumption of $2.2 billion of
LG&E Energy's debt. Pursuant to the acquisition agreement, among other things, LG&E Energy will become a
wholly owned subsidiary of PowerGen and its U.S. headquarters. The Utility Operations of the Company will
continue their separate identities and serve customers in Kentucky and Virginia under their present names. The
preferred stock and debt securities of the Utility Operations will not be affected by this transaction resulting in
the Utility Operations' obligation to continue to file SEC reports. The acquisition is expected to close 9 to 12
months from the announcement, shortly after all of the conditions to consummation of the acquisition are met.
Those conditions include, without limitation, the approval of the holders of a majority of the outstanding shares
of common stock of each of LG&E Energy and PowerGen, the receipt of all necessary governmental approvals
and the making of all necessary governmental filings, including approvals of various regulators in Kentucky and
Virginia under state utility laws, the approval of the Federal Energy Regulatory Commission under the Federal
Power Act, the approval of the SEC under the Public Utility Holding Company Act of 1935, and the filing of
requisite notifications with the Federal Trade Commission and the Department of Justice under the Hart-Scott-
Rodino Antitrust Improvements Act of 1976, as amended, and the expiration of all applicable waiting periods
thereunder. Shareholder meetings to vote upon the approval of the acquisition are expected to be held during
the second quarter of 2000 for both LG&E Energy and PowerGen. During the first quarter of 2000, the
Company expensed approximately $1.0 million relating to the PowerGen transaction. The foregoing
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description of the acquisition does not purport to be complete and is qualified in its entirety by reference to
LG&E Energy's current reports on Form 8-K, filed February 29, 2000, with the SEC.

On March 3, 2000, the U.S. Court of Appeals for the Washington D.C. Circuit issued a final opinion upholding
the NOx SIP call rule requiring electric generating units to reduce their NOx emissions to 0.15 1b./Mmbtu by
May 2003. Some of the litigants will likely seek further judicial review of the ruling.

In the first quarter of 2000, KU will take a restructuring charge relating to the reduction of positions and the
integration of LG&E's and KU's operations, including combining retail gas and electric operations,
consolidation of customer service centers and the redesigning various other processes.

The Kentucky Commission responded to the motions filed by KU for computational and other errors made in

Orders received on base rate reductions in February 2000 by reducing KU's annual revenue reductions by $2.5
million and granting rehearings on other issues.
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Kentucky Utilities Company
REPORT OF MANAGEMENT

The management of Kentucky Utilities Company is responsible for the preparation and integrity of the financial
statements and related information included in this Annual Report. These statements have been prepared in
accordance with generally accepted accounting principles applied on a consistent basis and, necessarily, include
amounts that reflect the best estimates and judgment of management.

KU's financial statements have been audited by Arthur Andersen LLP, independent public accountants.
Management has made available to Arthur Andersen LLP all KU's financial records and related data as well as
the minutes of shareholders' and directors' meetings.

Management has established and maintains a system of internal controls that provide reasonable assurance that
transactions are completed in accordance with management's authorization, that assets are safeguarded and that
financial statements are prepared in conformity with generally accepted accounting principles. Management
believes that an adequate system of internal controls is maintained through the selection and training of personnel,
appropriate division of responsibility, establishment and communication of policies and procedures and by regular
reviews of internal accounting controls by KU's internal auditors. Management reviews and modifies its system of
internal controls in light of changes in conditions and operations, as well as in response to recommendations from
the internal auditors. These recommendations for the year ended December 31, 1998, did not identify any material
weaknesses in the design and operation of KU's internal control structure.

The Audit Committee of the Board of Directors is composed entirely of outside directors. In carrying out its
oversight role for the financial reporting and internal controls of KU, the Audit Committee meets regularly with
KU's independent public accountants, internal auditors and management. The Audit Committee reviews the results
of the independent accountants' audit of the financial statements and their audit procedures, and discusses the
adequacy of internal accounting controls. The Audit Committee also approves the annual internal auditing
program, and reviews the activities and results of the internal auditing function. Both the independent public
accountants and the internal auditors have access to the Audit Committee at any time.

Kentucky Utilities Company maintains and internally communicates a written code of business conduct that

addresses, among other items, potential conflicts of interest, compliance with laws, including those relating to
financial disclosure, and the confidentiality of proprietary information.
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Kentucky Utilities Company
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of Kentucky Utilities Company:

We have audited the accompanying balance sheets and statements of capitalization of Kentucky Utilities Company
(a Kentucky and Virginia corporation and a wholly-owned subsidiary of LG&E Energy Corp.) as of December 31,
1999 and 1998, and the related statements of income, retained earnings and cash flows for each of the three years in
the period ended December 31, 1999. These financial statements are the responsibility of KU's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Kentucky Utilities Company as of December 31, 1999 and 1998, and the results of its operations and its
cash flows for each of the three years in the period ended December 31, 1999, in conformity with accounting
principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The schedule listed under Item 14(a)2 is presented for purposes of complying with the Securities and Exchange
Commission's rules and is not part of the basic financial statements. This schedule has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, fairly states in all
material respects the financial data required to be set forth therein in relation to the basic financial statements
taken as a whole. '

Louisville, Kentucky ) Arthur Andersen LLP
January 26, 2000 (Except with respect

to the matters discussed in Note 14, as

to which the date is March 3, 2000.)

166



ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
PART III

ITEMS 10, 11, 12 and 13 are omitted pursuant to General Instruction G of Form 10-K. The information
required by ITEMS 10, 11, 12 and 13 for LG&E Energy and LG&E is incorporated herein by reference to their
respective definitive proxy statements to be filed during April 2000 with the Commission pursuant to
Regulation 14A of the Securities and Exchange Act of 1934. The information required by ITEMS 10, 11, 12
and 13 for KU is incorporated herein by reference to the material appearing in Exhibit 99.03, which is filed
herewith. Additionally, in accordance with General Instruction G, the information required by ITEM 10
relating to executive officers of LG&E Energy, LG&E and KU has been included in Part I of this Form 10-K.

PART IV
ITEM 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.

(a) 1. Financial Statements (included in Item 8):

LG&E Energy:
Consolidated statements of income for the three years ended December 31, 1999 (page 75).

Consolidated statements of retained earnings for the three years ended December 31, 1999 (page 76).

Consolidated statements of comprehensive income for the three years ended December 31, 1999 (page
76)

Consolidated balance sheets - December 31, 1999, and 1998 (page 77).

Consolidated statements of cash flows for the three years ended December 31, 1999 (page 78).

Consolidated statements of capitalization - December 31, 1999, and 1998 (page 79).

Notes to consolidated financial statements (pages 81-116).

Report of management (page 117).

Report of independent public accountants (page 118).

LG&E:

Statements of income for the three years ended December 31, 1999 (page 119).

Statements of retained earnings for the three years ended December 31, 1999 (page 119).
Statements of comprehensive income for the three years ended December 31, 1999 (page 120).
Balance sheets - December 31, 1999, and 1998 (page 121).

Statements of cash flows for the three years ended December 31, 1999 (page 122).

Statements of capitalization - December 31, 1999, and 1998 (page 123).

Notes to financial statements (pages 124-142).

Report of management (page 143).

Report of independent public accountants (page 144).
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KU:

Statements of income for the three years ended December 31, 1999 (page 145).
Statements of retained earnings for the three years ended December 31, 1999 (page 145).
Balance sheets - December 31, 1999, and 1998 (page 146).

Statements of cash flows for the three years ended December 31, 1999 (page 147).
Statements of capitalization - December 31, 1999, and 1998 (page 148).

Notes to financial statements (pages 149-164).

Report of management (page 165).

Report of independent public accountants (page 166).

. Financial Statement Schedules (included in Part IV):

Schedule I Valuation and Qualifying Accounts for the three years ended December 31, 1999, for
LG&E Energy (page 191), LG&E (page 192), and KU (page 193).

All other schedules have been omitted as not applicable or not required or because the information
required to be shown is included in the Financial Statements or the accompanying Notes to Financial
Statements.

3. Exhibits:

Exhibit

No.

2.01

2.02

3.01

3.02

3.03

Applicable
to Form 10-K of
LG&E

Energv LG&E KU Description

X X X Copy of Agreement and Plan of Merger, dated as of February 27,
2000, by and among PowerGen plc, LG&E Energy Corp., US
Subholdco2 and Merger Sub, including certain exhibits thereto.
[Filed as Exhibit 1 to LG&E Energy's Current Report on Form 8-
K filed February 29, 2000 and incorporated by reference herein]

X X X Copy of Agreement and Plan of Merger, dated as of May 20,
1997, by and between LG&E Energy and KU Energy, including
certain exhibits thereto. [Filed as Exhibit 2 to LG&E Energy's
Current Report on Form 8-K filed May 30, 1997 and incorpo-
rated by reference herein]

X Copy of LG&E Energy's Amended and Restated Articles of
Incorporation dated May 4, 1998. [Filed as Exhibit 4.1 to LG&E
Energy's Current Report on Form 8-K dated May 4, 1998, and
incorporated by reference herein]

X Copy of Restated Articles of Incorporation of LG&E, dated
November 6, 1996. [Filed as Exhibit 3.06 to LG&E's Quarterly
Report on Form 10-Q for the quarter ended September 30, 1996,
and incorporated by reference herein]

X Copy of Bylaws of LG&E Energy, as amended through June 2,
1999.
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Exhibit
No.

3.04

3.05

3.06

4.01

4.02

4.03

4.04

1.05

1.06

07

108

Applicable

to Form 10-K of

LG&E
Energy LG&E
X
X X
X X
X X
X X
X X
X X
X X
X X

KU

Description

Copy of By-Laws of LG&E, as amended through June 2, 1999.

Copy of Amended and Restated Articles of Incorporation of KU
{Filed as Exhibits 4.03 and 4.04 to Form 8-K Current Report of
KU, dated December 10, 1993, and incorporated by reference
herein]

Copy of By-laws of KU, as amended through June 2, 1999.

Copy of Trust Indenture dated November 1, 1949, from LG&E
to Harris Trust and Savings Bank, Trustee. [Filed as Exhibit
7.01 to LG&E's Registration Statement 2-8283 and incorporated
by reference herein]

Copy of Supplemental Indenture dated February 1, 1952, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.05 to LG&E's Registration Statement 2-9371 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated February 1, 1954, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.03 to LG&E's Registration Statement 2-11923 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated September 1, 1957, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 2.04 to LG&E's Registration Statement 2-17047 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated October 1, 1960, which is
a supplemental instrument to Exhibit 4.01 hereto. [Filed as Ex-
hibit 2.05 to LG&E's Registration Statement 2-24920 and incor-
porated by reference herein]

Copy of Supplemental Indenture dated June 1, 1966, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
2.06 to LG&E's Registration Statement 2-28865 and incorpo-
rated by reference herein]

Copy of Supplemental Indenture dated June 1, 1968, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
2.07 to LG&E's Registration Statement 2-37368 and incorpo-
rated by reference herein]

Copy of Supplemental Indenture dated June 1, 1970, which is a
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
4.09 X X
4.10 X X
4.11 X X
4.12 X X
4.13 X X
4.14 X X
4.15 X X
4.16 X X
4.17 X X

Description

supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
2.08 to LG&E's Registration Statement 2-37368 and incorpo-
rated by reference herein]

Copy of Supplemental Indenture dated August 1, 1971, which is
a supplemental instrument to Exhibit 4.01 hereto. [Filed as Ex-

hibit 2.09 to LG&E's Registration Statement 2-44295 and incor-
porated by reference herein]

Copy of Supplemental Indenture dated June 1, 1972, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
2.10 to LG&E's Registration Statement 2-52643 and incorpo-
rated by reference herein]

Copy of Supplemental Indenture dated February 1, 1975, which
is a supplemental instrument to exhibit 4.01 hereto. [Filed as
Exhibit 2.11 to LG&E's Registration Statement 2-57252 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated September 1, 1975, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 2.12 to LG&E's Registration Statement 2-57252 and in-
corporated by reference herein}

Copy of Supplemental Indenture dated September 1, 1976, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 2.13 to LG&E's Registration Statement 2-57252 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated October 1, 1976, which is
a supplemental instrument to Exhibit 4.01 hereto. [Filed as Ex-
hibit 2.14 to LG&E's Registration Statement 2-65271 and incor-
porated by reference herein]

Copy of Supplemental Indenture dated June 1, 1978, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
2.15 to LG&E's Registration Statement 2-65271 and incorpo-
rated by reference herein]

Copy of Supplemental Indenture dated February 15, 1979, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 2.16 to LG&E's Registration Statement 2-65271 and in-
corporated by reference herein]

Copy of Supplemental Indenture dated September 1, 1979, which
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Applicable
to Form 10-K of

Exhibit LG&E
No. Energy LG&E KU
4.18 X X
4.19 X X
4.20 X X
4.21 X X
4.22 X X
123 X X
124 X X
.25 X X

Description

is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.17 to LG&E's Annual Report on Form 10-K for the

year ended December 31, 1980, and incorporated by reference
herein]

Copy of Supplemental Indenture dated September 15, 1979,
which is a supplemental instrument to Exhibit 4.01 hereto.
[Filed as Exhibit 4.18 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1980, and incorporated by ref-
erence herein]

Copy of Supplemental Indenture dated September 15, 1981,
which is a supplemental instrument to Exhibit 4.01 hereto.
[Filed as Exhibit 4.19 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1981, and incorporated by ref-
erence herein]

Copy of Supplemental Indenture dated March 1, 1982, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
4.20 to LG&E's Annual Report on Form 10-K for the year ended
December 31, 1982, and incorporated by reference herein]

Copy of Supplemental Indenture dated March 15, 1982, which is
a supplemental instrument to Exhibit 4.01 hereto. [Filed as Ex-
hibit 4.21 to LG&E's Annual Report on Form 10-K for the year
ended December 31, 1982, and incorporated by reference herein]

Copy of Supplemental Indenture dated September 15, 1982,
which is a supplemental instrument to Exhibit 4.01 hereto.
[Filed as Exhibit 4.22 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1982, and incorporated by ref-
erence herein]

Copy of Supplemental Indenture dated February 15, 1984, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.23 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1984, and incorporated by reference
herein]

Copy of Supplemental Indenture dated July 1, 1985, whichis a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit

4.24 to LG&E's Annual Report on Form 10-K for the year ended

December 31, 1985, and incorporated by reference herein]

Copy of Supplemental Indenture dated November 15, 1986,
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
4.26 X X

4.27 X X

4.28 X X

4.29 X X

4.30 X X

431 X X

4.32 X X

Description

which is a supplemental instrument to Exhibit 4.01 hereto.
[Filed as Exhibit 4.25 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1986, and incorporated by ref-
erence herein]

Copy of Supplemental Indenture dated November 16, 1986,
which is a supplemental instrument to Exhibit 4.01 hereto.
[Filed as Exhibit 4.26 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1986, and incorporated by ref-
erence herein]

Copy of Supplemental Indenture dated August 1, 1987, which is
a supplemental instrument to Exhibit 4.01 hereto. [Filed as Ex-
hibit 4.27 to LG&E's Annual Report on Form 10-K for the year
ended December 31, 1987, and incorporated by reference herein]

Copy of Supplemental Indenture dated February 1, 1989, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.28 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1988, and incorporated by reference
herein]

Copy of Supplemental Indenture dated February 2, 1989, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.29 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1988, and incorporated by reference
herein]

Copy of Supplemental Indenture dated June 15, 1990, which is a
supplemental instrument to Exhibit 4.01 hereto. [Filed as Exhibit
4.30 to LG&E's Annual Report on Form 10-K for the year ended
December 31, 1990, and incorporated by reference herein]|

Copy of Supplemental Indenture dated November 1, 1990, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.31 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1990, and incorporated by reference
herein]

Copy of Supplemental Indenture dated September 1, 1992, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.32 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1992, and incorporated by reference
herein]
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Exhibit
No.

433

4.34

4.35

4.36

4.37

Applicable

to Form 10-K of

LG&E
Energy LG&E KU

X X

X X

X X

X X

X X

Description

Copy of Supplemental Indenture dated September 2, 1992, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.33 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1992, and incorporated by reference
herein]

Copy of Supplemental Indenture dated August 15, 1993, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.34 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1993, and incorporated by reference
herein]

Copy of Supplemental Indenture dated August 16, 1993, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.35 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1993, and incorporated by reference
herein}

Copy of Supplemental Indenture dated October 15, 1993, which
is a supplemental instrument to Exhibit 4.01 hereto. [Filed as
Exhibit 4.36 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1993, and incorporated by reference
herein]

Indenture of Mortgage or Deed of Trust dated May 1, 1947,
between KU and First Trust National Association (successor
Trustee) and a successor individual co-trustee, as Trustees (the
Trustees) (Amended Exhibit 7(a) in File No. 2-7061), and Sup-
plemental Indentures thereto dated, respectively, January 1, 1949
(Second Amended Exhibit 7.02 in File No. 2-7802), July 1, 1950
(Amended Exhibit 7.02 in File No. 2-8499), June 15, 1951 (Ex-
hibit 7.02(a) in File No. 2-8499), June 1, 1952 (Amended Exhibit
4.02 in File No. 2-9658), April 1, 1953 (Amended Exhibit 4.02
in File No. 2-10120), April 1, 1955 (Amended Exhibit 4.02 in
File No. 2-11476), April 1, 1956 (Amended Exhibit 2.02 in File
No. 2-12322), May 1, 1969 (Amended Exhibit 2.02 in File No.
2-32602), April 1, 1970 (Amended Exhibit 2.02 in File No. 2-
36410), September 1, 1971 (Amended Exhibit 2.02 in File No. 2-
41467), December 1, 1972 (Amended Exhibit 2.02 in File No. 2-
46161), April 1, 1974 (Amended Exhibit 2.02 in File No. 2-
50344), September 1, 1974 (Exhibit 2.04 in File No. 2-59328),
July 1, 1975 (Exhibit 2.05 in File No. 2-59328), May 15, 1976
(Amended Exhibit 2.02 in File No. 2-56126), April 15, 1977

(Exhibit 2.06 in File No. 2-59328), August 1, 1979 (Exhibit 2.04

in File No. 2-64969), May 1, 1980 (Exhibit 2 to Form 10-Q
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Exhibit
No.

4.38

10.01

10.02

10.03

Applicable

to Form 10-K of

LG&E
Energy LG&E

X

X X
X X
X X

KU

Description

Quarterly Report of KU for the quarter ended June 30, 1980),
September 15, 1982 (Exhibit 4.04 in File No. 2-79891), August
1, 1984 (Exhibit 4B to Form 10-K Annual Report of KU for the
year ended December 31, 1984), June 1, 1985 (Exhibit 4 to Form
10-Q Quarterly Report of KU for the quarter ended June 30,
1985), May 1, 1990 (Exhibit 4 to Form 10-Q Quarterly Report of
KU for the quarter ended June 30, 1990), May 1, 1991 (Exhibit 4
to Form 10-Q Quarterly Report of KU for the quarter ended June
30, 1991), May 15, 1992 (Exhibit 4.02 to Form 8-K of KU dated
May 14, 1992), August 1, 1992 (Exhibit 4 to Form 10-Q Quar-
terly Report of KU for the quarter ended September 30, 1992),
June 15, 1993 (Exhibit 4.02 to Form 8-K of KU dated June 15,
1993) and December 1, 1993 (Exhibit 4.01 to Form 8-K of KU
dated December 10, 1993), November 1, 1994 (Exhibit 4.C to
Form 10-K Annual Report of KU for the year ended December
31, 1994), June 1, 1995 (Exhibit 4 to Form 10-Q Quarterly Re-
port of KU for the quarter ended June 30, 1995) and January 15,
1996 (Exhibit 4.E to Form 10-K Annual Report of KU for the
year ended December 31, 1995). Incorporated by reference.

Supplemental Indenture dated March 1, 1992 between KU and
the Trustees, providing for the conveyance of properties formerly
held by Old Dominion Power Company [Filed as Exhibit 4B to
Form 10-K Annual Report of KU for the year ended December
31, 1992, and incorporated by reference herein]

Copies of Agreement between Sponsoring Companies re:
Project D of Atomic Energy Commission, dated May 12, 1952,
Memorandums of Understanding between Sponsoring Compa-
nies re: Project D of Atomic Energy Commission, dated Sep-
tember 19, 1952 and October 28, 1952, and Power Agreement
between Ohio Valley Electric Corporation and Atomic Energy
Commission, dated October 15, 1952. [Filed as Exhibit 13(y) to
LG&E's Registration Statement 2-9975 and incorporated by ref-
erence herein]

Copy of Modification No. 1 dated July 23, 1953, to the Power
Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 4.03(b) to
LG&E's Registration Statement 2-24920 and incorporated by
reference herein]

Copy of Modification No. 2 dated March 15, 1964, to the Power

Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 5.02c to LG&E's
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Applicable
to Form 10-K of
Exhibit LG&E |
No. Energy LG&E KU Description ,

Registration Statement 2-61607 and incorporated by reference
herein]

10.04 X X Copy of Modification No. 3 and No. 4 dated May 12, 1966 and
January 7, 1967, respectively, to the Power Agreement between
Ohio Valley Electric Corporation and Atomic Energy Commis-
sion. [Filed as Exhibits 4(a)(13) and 4(a)(14) to LG&E's Regis-
tration Statement 2-26063 and incorporated by reference herein]

10.05 X X Copy of Modification No. 5 dated August 15, 1967, to the Power
Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 13(c) to LG&E's
Registration Statement 2-27316 and incorporated by reference
herein]

1953, between Ohio Valley Electric Corporation and Sponsoring
Companies (which Agreement includes as Exhibit A the Power
Agreement, dated July 10, 1953, between Ohio Valley Electric
Corporation and Indiana-Kentucky Electric Corporation); (ii)
First Supplementary Transmission Agreement, dated July 10,
1953, between Ohio Valley Electric Corporation and Sponsoring
Companies; (iii) Inter-Company Bond Agreement, dated July 10,
1953, between Ohio Valley Electric Corporation and Sponsoring
Companies; (iv) Inter-Company Bank Credit Agreement, dated
July 10, 1953, between Ohio Valley Electric Corporation and
Sponsoring Companies. [Filed as Exhibit 5.02f to LG&E's Reg-
istration Statement 2-61607 and incorporated by reference
herein]

10.06 X X X Copies of (i) Inter-Company Power Agreement, dated July 10, i
|

10.07 X X X Copy of Modification No. 1 and No. 2 dated June 3, 1966 and
January 7, 1967, respectively, to Inter-Company Power Agree-
ment dated July 10, 1953. [Filed as Exhibits 4(a)(8) and 4(a)(10)
to LG&E's Registration Statement 2-26063 and incorporated by
reference herein]

10.08 X X Copies of Amendments to Agreements (iii) and (iv) referred to
under 10.06 above as follows: (i) Amendment to Inter-Company
Bond Agreement and (ii) Amendment to Inter-Company Bank
Credit Agreement. [Filed as Exhibit 5.02h to LG&E's Registra- |
tion Statement 2-61607 and incorporated by reference herein]

0.09 X X Copy of Modification No. 1, dated August 20, 1958, to First
Supplementary Transmission Agreement, dated July 10, 1953,
among Ohio Valley Electric Corporation and the Sponsoring

175



Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
10.10 X X

10.11 X X

10.12 X X

10.13 X X X
10.14 X X

10.15 X X X
10.16 X X

10.17 X X

Description

Companies. [Filed as Exhibit 5.02i to LG&E's Registration
Statement 2-61607 and incorporated by reference herein]

Copy of Modification No. 2, dated April 1, 1965, to the First
Supplementary Transmission Agreement, dated July 10, 1953,
among Ohio Valley Electric Corporation and the Sponsoring
Companies. [Filed as Exhibit 5.02j to LG&E's Registration
Statement 2-61607 and incorporated by reference herein]

Copy of Modification No. 3, dated January 20, 1967, to First
Supplementary Transmission Agreement, dated July 10, 1953,
among Ohio Valley Electric Corporation and the Sponsoring
Companies. [Filed as Exhibit 4(a)(7) to LG&E's Registration
Statement 2-26063 and incorporated by reference herein]

Copy of Modification No. 6 dated November 15, 1967, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 4(g) to LG&E's
Registration Statement 2-28524 and incorporated by reference
herein]

Copy of Modification No. 3 dated November 15, 1967, to the
Inter-Company Power Agreement dated July 10, 1953. [Filed as
Exhibit 4.02m to LG&E's Registration Statement 2-37368 and
incorporated by reference herein]

Copy of Modification No. 7 dated November 5, 1975, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 5.02n to LG&E's
Registration Statement 2-56357 and incorporated by reference
herein]

Copy of Modification No. 4 dated November 5, 1975, to the
Inter-Company Power Agreement dated July 10, 1953. [Filed as
Exhibit 5.020 to LG&E's Registration Statement 2-56357 and in-
corporated by reference herein]

Copy of Modification No. 4 dated April 30, 1976, to First
Supplementary Transmission Agreement, dated July 10, 1953,
among Ohio Valley Electric Corporation and the Sponsoring
Companies. [Filed as Exhibit 5.02p to LG&E's Registration
Statement 2-61607 and incorporated by reference herein]

Copy of Modification No. 8 dated June 23, 1977, to the Power
Agreement between Ohio Valley Electric Corporation and
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Exhibit
No.

10.18

10.19

10.20

10.21

10.22

0.23

0.24

Applicable

to Form 10-K of

LG&E
Energy LG&E
X X
X X
X X
X X
X X
X X
X X

KU

Description

Atomic Energy Commission. [Filed as Exhibit 5.02q to LG&E's
Registration Statement 2-61607 and incorporated by reference
herein]

Copy of Modification No. 9 dated July 1, 1978, to the Power
Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 5.02r to LG&E's
Registration Statement 2-63149 and incorporated by reference
herein]

Copy of Modification No. 10 dated August 1, 1979, to the Power
Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 2 to LG&E's An-
nual Report on Form 10-K for the year ended December 31,
1979, and incorporated by reference herein]

Copy of Modification No. 11 dated September 1, 1979, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 3 to LG&E's An-
nual Report on Form 10-K for the year ended December 31,
1979, and incorporated by reference herein]

Copy of Modification No. 5 dated September 1, 1979, to Inter-
Company Power Agreement dated July 5, 1953, among Ohio
Valley Electric Corporation and Sponsoring Companies. [Filed
as Exhibit 4 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1979, and incorporated by reference
herein]

Copy of Modification No. 12 dated August 1, 1981, to the Power
Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 10.25 to LG&E's
Annual Report on Form 10-K for the year ended December 31,
1981, and incorporated by reference herein]

Copy of Modification No. 6 dated August 1, 1981, to Inter-
Company Power Agreement dated July 5, 1953, among Ohio
Valley Electric Corporation and Sponsoring Companies. [Filed
as Exhibit 10.26 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1981, and incorporated by reference
herein]

* Copy of LG&E Energy Corp. Deferred Stock Compensation

Plan effective January 1, 1992, covering non-employee directors
of the Company and its subsidiaries. [Filed as Exhibit 10.34 to
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
10.25 X X

10.26 X X

10.27 X X

10.28 X X

10.29 X X X
10.30 X X

10.31 X X

Description

the Company's Annual Report on Form 10-K for the year ended
December 31, 1991, and incorporated by reference herein]

* Copy of Supplemental Executive Retirement Plan for R. W.
Hale, effective June 1, 1989. [Filed as Exhibit 10.42 to the
Company's Annual Report on Form 10-K for the year ended De-
cember 31, 1992, and incorporated by reference herein]

* Copy of Nonqualified Savings Plan covering officers of the
Company, effective January 1, 1992. [Filed as Exhibit 10.43 to
the Company's Annual Report on Form 10-K for the year ended
December 31, 1992, and incorporated by reference herein]

Copy of Modification No. 13 dated September 1, 1989, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 10.42 to LG&E's
Annual Report on Form 10-K for the year ended December 31,
1993, and incorporated by reference herein]

Copy of Modification No. 14 dated January 15, 1992, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 10.43 to LG&E's
Annual Report on Form 10-K for the year ended December 31,
1993, and incorporated by reference herein]

Copy of Modification No. 7 dated January 15, 1992, to Inter-
Company Power Agreement dated July 10, 1953, among Ohio
Valley Electric Corporation and Sponsoring Companies. [Filed
as Exhibit 10.44 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1993, and incorporated by reference
herein]

Copy of Modification No. 15 dated February 15, 1993, to the
Power Agreement between Ohio Valley Electric Corporation and
Atomic Energy Commission. [Filed as Exhibit 10.45 to LG&E's
Annual Report on Form 10-K for the year ended December 31,
1993, and incorporated by reference herein]

Copy of Firm No Notice Transportation Agreement effective
November 1, 1993, between Texas Gas Transmission Corpora-
tion and LG&E (expires October 31, 2001) covering the trans-
mission of natural gas.

Copy of Firm No Notice Transportation Agreement effective
November 1, 1993, between Texas Gas Transmission Corpora-
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
10.32 X X X
10.33 X X X
10.34 X X

10.35 X X X
0.36 X X

Description

tion and LG&E (expires October 31, 2000) covering the trans-
mission of natural gas.

Copy of Firm No Notice Transportation Agreement effective
November 1, 1993, between Texas Gas Transmission Corpora-
tion and LG&E (expires October 31, 2003) covering the trans-
mission of natural gas.

[Filed as Exhibit 10.47 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1993, and incorporated by ref-
erence herein]

* Copy of LG&E Energy Corp. Stock Option Plan for Non-
Employee Directors. [Filed as Exhibit 10.51 to the Company's
Annual Report on Form 10-K for the year ended December 31,
1993, and incorporated by reference herein]

Copy of Modification No. 8 dated January 19, 1994, to
Intercompany Power Agreement, dated July 10, 1953, among
Ohio Valley Electric Corporation and the Sponsoring Compa-
nies. [Filed as Exhibit 10.43 to LG&E's Annual Report on Form

10-K for the year ended December 31, 1995, and incorporated by

reference herein]

Copy of Amendment dated March 1 1995, to Firm No-Notice
Transportation Agreements dated November 1, 1993 (2-Year, 5-
Year and 8-Year), between Texas Gas Transmission Corporation
and LG&E covering the transmission of natural gas. [Filed as
Exhibit 10.44 of LG&E's Annual Report on Form 10-K for the
year ended December 31, 1995, and incorporated by reference
herein]

Copy of Modification No. 9, dated August 17, 1995, to the Inter-
Company Power Agreement dated July 10, 1953, among Ohio
Valley Electric Corporation and the Sponsoring Companies.
[Filed as Exhibit 10.39 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1996, and incorporated by ref-
erence herein]

Copy of Agreement and Plan of Merger, dated February 10,
1995, between LG&E Natural Inc., formerly known as Hadson
Corporation, Carousel Acquisition Corporation and the Com-
pany. [Filed as Exhibit 2 of Schedule 13D by the Company on
February 21, 1995, and incorporated by reference herein]
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Exhibit
No.

10.37

10.38

10.39

10.40

10.41

10.42

10.43

Applicable

to Form 10-K of

LG&E

Energy LG&E

X

X

KU

Description

Copy of Firm Transportation Agreement, dated March 1, 1995,
between Texas Gas Transmission Corporation and LG&E (ex-
pires October 31, 2003) covering the transportation of natural
gas.

Copy of Firm Transportation Agreement, dated March 1, 1995,
between Texas Gas Transmission Corporation and LG&E (ex-
pires October 31, 2001) covering the transportation of natural
gas. [Filed as Exhibit 10.45 to LG&E's Annual Report on Form
10-K for the year ended December 31, 1995, and incorporated by
reference herein]

Copy of Firm Transportation Agreement, dated March 1, 1995,
between Texas Gas Transmission Corporation and LG&E (ex-
pires October 31, 2000) covering the transportation of natural gas
[Filed as Exhibit 10.41 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1996, and incorporated by ref-
erence herein]

* Copy of Amended and Restated Omnibus Long-Term
Incentive Plan effective January 1, 1996, covering officers and
key employees of the Company. [Filed as Exhibit 10.52 to the
Company's Annual Report on Form 10-K for the year ended De-
cember 31, 1995, and incorporated by reference herein]

* Copy of Short-Term Incentive Plan effective January 1, 1996,
covering officers and key employees of the Company. [Filed as
Exhibit 10.53 to the Company's Annual Report on Form 10-K for
the year ended December 31, 1995, and incorporated by refer-
ence herein]

* Copy of Amendment to the Non-Qualified Savings Plan,
effective January 1, 1992. [Filed as Exhibit 10.55 to the Com-
pany's Annual Report on Form 10-K for the year ended Decem-
ber 31, 1995, and incorporated by reference herein]

* Copy of Amendment to the Non-Qualified Savings Plan,
effective January 1, 1995. [Filed as Exhibit 10.56 to the Com-
pany's Annual Report on Form 10-K for the year ended Decem-
ber 31, 1995, and incorporated by reference herein]

* Copy of Amendment to the Non-Qualified Savings Plan,
effective January 1, 1995. [Filed as Exhibit 10.57 to the Com-
pany's Annual Report on Form 10-K for the year ended Decem-
ber 31, 1995, and incorporated by reference herein]
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Exhibit
No.

10.44

10.45

10.46

10.47

10.48

10.49

Applicable

to Form 10-K of

LG&E

Energy LG&E

X

X

KU

Description

Copy of Form of Master Gas Purchase Agreement, dated
December 14, 1993, among Santa Fe, SFEOP and AGPC. [Filed
as Exhibit 10.23 to LG&E Natural Inc.'s, formerly known as
Hadson Corporation, Registration Statement on Form S-4, File
No. 33-68224, and incorporated by reference herein}

Copy of Credit Agreement, dated as of December 18, 1995,
among LG&E, as Borrower, the Banks named therein, PNC
Bank, Kentucky, Inc. as Agent and Bank of Montreal as Co-
Agent. [Filed as Exhibit 10.01 to the LG&E's Quarterly Report
on Form 10-Q/A for the quarter ended March 31, 1996, and in-
corporated by reference herein]

Copy of Firm Transportation Agreement, dated November 1,
1996, between LG&E and Tennessee Gas Pipeline Company for
30,000 Mmbtu per day in Firm Transportation Service under
Tennessee's Rate FT-A (expires October 31, 2001). [Filed as
Exhibit 10.42 to LG&E's Annual Report on Form 10-K for the
year ended December 31, 1996, and incorporated by reference
herein]

Copy of Amendment No. 1, dated as of November 5, 1996, to
Credit Agreement dated as of December 18, 1995, by and among
Louisville Gas and Electric Company, the Banks party thereto,
and PNC Bank, Kentucky, Inc. as Agent and Bank of Montreal
as Co-Agent. [Filed as Exhibit 10.59 to LG&E's Annual Report
on Form 10-K for the year ended December 31, 1996, and incor-
porated by reference herein]

Copy of Power Purchase and Sale Agreement, dated as of
November 19, 1996, among the Company, LG&E Power Mar-
keting Inc., and Oglethorpe Power Corporation. [Filed as Ex-
hibit 10.66 to LG&E Energy's Annual Report on Form 10-K for
the year ended December 31, 1996, and incorporated by refer-
ence herein] [Certain portions of this exhibit have been omitted
pursuant to a confidential treatment request filed with the Securi-
ties and Exchange Commission]

Copy of Power Purchase and Sale Agreement, dated as of
January 1, 1997, among LG&E Power Marketing Inc., LG&E
Power Inc., and Oglethorpe Power Corporation. [Filed as Ex-
hibit 10.67 to LG&E Energy's Annual Report on Form 10-K for
the year ended December 31, 1996, and incorporated by refer-
ence herein] [Certain portions of this exhibit have been omitted
pursuant to a confidential treatment request filed with the Securi-
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Applicable
to Form 10-K of
Exhibit LG&E

No. Energy LG&E KU Description

ties and Exchange Commission]

10.50 X Copy of U.S. $500,000,000 Credit Agreement, dated as of
September 5, 1997, among LG&E Capital Corp., as Borrower,
and the Banks named therein, as Lenders, and Chase Securities
Inc., as Syndication Agent, Bank of Montreal, as Administrative
Agent, and Morgan Guaranty Trust Company of New York, PNC
Bank, Kentucky, Inc., The Bank of New York, The First Na-
tional Bank of Chicago and Wachovia Bank, N.A., as Co-
Agents. [Filed as Exhibit 10.01 to LG&E Energy's Quarterly
Report on Form 10-Q for the quarter ended September 30, 1997,
and incorporated by reference herein])

10.51 X Copy of U.S. $ 200,000,000 Credit Agreement, dated as of
September 5, 1997, among LG&E Capital Corp., as Borrower,
and the Banks named therein, as Lenders, and Chase Securities
Inc., as Syndication Agent, Bank of Montreal, as Administrative
Agent, and Morgan Guaranty Trust Company of New York, PNC
Bank, Kentucky, Inc., The Bank of New York, The First Na-
tional Bank of Chicago and Wachovia Bank, N.A., as Co-
Agents. [Filed as Exhibit 10.02 to LG&E Energy's Quarterly Re-
port on Form 10-Q for the quarter ended September 30, 1997,
and incorporated by reference herein]

10.52 X Copy of Support Agreement, dated as of September 5, 1997,
between LG&E Energy Corp. and LG&E Capital Corp. [Filed as
Exhibit 10.03 to LG&E Energy's Quarterly Report on Form 10-Q
for the quarter ended September 30, 1997, and incorporated by
reference herein]

10.53 X KU Energy Stock Option Agreement, dated as of May 20, 1997,
by and between KU Energy and LG&E Energy. [Filed as Ex-
hibit 99.1 to the Company's Current Report on Form 8-K filed
May 30, 1997 and incorporated by reference herein}

10.54 X Copy of LG&E Energy Stock Option Agreement, dated as of
May 20, 1997, by and between KU Energy and LG&E Energy.
[Filed as Exhibit 99.2 to the Company's Current Report on Form
8-K filed May 30, 1997 and incorporated by reference herein]

10.55 X X X * Copy of Employment Agreement between LG&E Energy and
Roger W. Hale dated May 20, 1997, effective May 4, 1998.
[Filed as Annex D to Exhibit 2.01 of LG&E Energy's Annual
Report on Form 10-K for the year ended December 31, 1997, and
incorporated by reference herein]
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
10.56 X X

10.57 X

10.58 X

10.59 X X X
10.60 X X X
10.61 X X

10.62 X X

10.63 X X

Description

* Copy of LG&E Energy Corp. and Louisville Gas and Electric
Company Non-Officer Senior Management Pension Restoration
Plan, effective May 1, 1996. [Filed as Exhibit 10.69 to LG&E
Energy's Annual Report on Form 10-K for the year ended De-
cember 31, 1996, and incorporated by reference herein]

Copy of Indenture between LG&E Capital Corp. and the Bank of
New York as Trustee dated as of January 15, 1998. [Filed as
Exhibit 10.72 to LG&E Energy's Annual Report on Form 10-K
for the year ended December 31, 1997, and incorporated by ref-
erence herein]

Copy of First Supplemental Indenture between LG&E Capital
Corp. and The Bank of New York as Trustee dated as of January
15, 1998. [Filed as Exhibit 10.73 to LG&E Energy's Annual Re-
port on Form 10-K for the year ended December 31, 1997, and
incorporated by reference herein]

* Copy of Supplemental Executive Retirement Plan as amended
through January 1, 1998, covering officers of LG&E Energy.
[Filed as Exhibit 10.74 to LG&E Energy's Annual Report on
Form 10-K for the year ended December 31, 1997, and incorpo-
rated by reference herein]

* Copy of form of Change in Control Agreement for officers of
LG&E Energy Corp. [Filed as Exhibit 10.75 to LG&E Energy's
Annual Report on Form 10-K for the year ended December 31,
1997, and incorporated by reference herein]

Copy of Coal Supply Agreement between LG&E and Kindill
Mining, Inc., dated July 1, 1997. [Filed as Exhibit 10.76 to
LG&E Energy's Annual Report on Form 10-K for the year ended
December 31, 1997, and incorporated by reference herein]

Copy of Coal Supply Agreement between LG&E and Warrior
Coal Corp. dated January 1, 1997, and Amendments #1 and #2
dated May 1, 1997, and December 1, 1997, thereto. [Filed as
Exhibit 10.79 to LG&E Energy's Annual Report on Form 10-K
for the year ended December 31, 1997, and incorporated by ref-
erence herein]

Copies of Amendments dated September 23, 1997, to Firm No-
Notice Transportation Agreements dated November 1, 1993, be-
tween Texas Gas Transmission Corporation and LG&E, as
amended. [Filed as Exhibit 10.81 to LG&E Energy's Annual
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Exhibit
No.

10.64

10.65

10.66
10.67
10.68
10.69
10.70
10.71
10.72
10.73

10.74

10.75

Applicable

to Form 10-K of

LG&E
Energy LG&E
X X
X . X
X
X

KU

Description

Report on Form 10-K for the year ended December 31, 1997, and
incorporated by reference herein]

Copies of Amendments dated September 23, 1997, to Firm
Transportation Agreements dated March 1, 1995, between Texas
Gas Transmission Corporation and LG&E, as amended. [Filed
as Exhibit 10.82 to LG&E Energy's Annual Report on Form 10-
K for the year ended December 31, 1997, and incorporated by
reference herein]

Copy of Gas Transportation Agreement dated November 1,
1996, between Tennessee Gas Pipeline Company and LG&E and
amendments dated February 4, 1997, thereto. [Filed as Exhibit
10.83 to LG&E Energy's Annual Report on Form 10-K for the
year ended December 31, 1997, and incorporated by reference
herein] [Certain portions of this exhibit have been omitted pur-
suant to a confidential treatment request filed with the Securities
and Exchange Commission]

[Not used.]

[Not used.]

[Not used.]

[Not used.]

[Not used.]

[Not used.]

[Not used.]

[Not used.]

* KU Energy's Long-Term Incentive Plan [Filed as Exhibit
10.27 to Form 10-K Annual Report of KU Energy for the year
ended December 31, 1996, and incorporated by reference herein]
* Employment Agreement by and between KU Energy
Corporation and Michael R. Whitley [Filed as Exhibit (2)-5 to
S-4 Registration Statement File No. 333-34219; Annex E to
Form DEFM14A Joint Proxy Statement of LG&E Energy Corp.

and KU Energy Corporation dated August 22, 1997, and incorpo-
rated by reference herein]
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Exhibit
No.

10.76

10.77

10.78
10.79

10.80

10.81

10.82

10.83

Applicable

to Form 10-K of

LG&E

Energy LG&E

X

X

KU

Description

Copy of Amended and Restated Coal Supply Agreement dated
April 1, 1998 between LG&E and Hopkins County Coal LLC.
[Filed as Exhibit 10.76 to LG&E's Annual Report on Form 10-K
for the year ended December 31, 1998 and incorporated by refer-
ence herein]

Copy of Coal Supply Agreement dated January 1, 1999 between
LG&E and Peabody COALSALES Company. [Filed as Exhibit
10.77 to LG&E's Annual Report on Form 10-K for the year
ended December 31, 1998 and incorporated by reference herein]

[Not used.]
[Not used.]

Copy of Assignment and Assumption Agreement dated
November 16, 1998 between KU, Leslie Resources, Inc. and AEI
Coal Sales Company, Inc. regarding Coal Supply Agreement
dated December 31, 1997. [Filed as Exhibit 10.80 to KU's An-
nual Report on Form 10-K for the year ended December 31,

1998 and incorporated by reference herein]

Copy of Coal Supply Agreement dated April 1, 1995 between
KU and Consolidation Coal Company, Quarto Mining Company,
McElroy Coal Company, Consol Pennsylvania Coal Company,
Greenon Coal Company and Nineveh Coal Company. [Filed as
Exhibit 10.81 to KU's Annual Report on Form 10-K for the year
ended December 31, 1998 and incorporated by reference herein]

Copy of Amendment to Coal Supply Agreement dated October
1, 1996 between KU and Consolidation Coal Company, Quarto
Mining Company, McElroy Coal Company, Consol Pennsyl-
vania Coal Company, Greenon Coal Company and Nineveh Coal
Company regarding Coal Supply Agreement dated April 1, 1995.
[Filed as Exhibit 10.82 to KU's Annual Report on Form 10-K for
the year ended December 31, 1998 and incorporated by reference
herein]

Copy of New Participation Agreement dated April 6, 1998,
among Big Rivers Electric Corporation. LG&E Energy Market-
ing Inc., Western Kentucky Leasing Corp., WKE Station Two
Inc. and Western Kentucky Energy Corp. [Certain portions of
this exhibit have been omitted pursuant to a confidential treat-
ment request filed with the Securities and Exchange Commis-
sion.] [Filed as Exhibit 10.83 to LG&E Energy's Annual Report
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Applicable
to Form 10-K of

Exhibit LG&E
No. Energy LG&E KU Description

on Form 10-K for the year ended December 31, 1998 and incor-
porated by reference herein]

10.84 X Copy of Letter Agreement from WKE Station Two Inc. to Big
Rivers Electric Corporation dated April 6, 1998 amending New
Participation Agreement dated April 6, 1998 among Big Rivers
Electric Corporation. LG&E Energy Marketing Inc., Western
Kentucky Leasing Corp., WKE Station Two Inc. and Western
Kentucky Energy Corp. [Certain portions of this exhibit have
been omitted pursuant to a confidential treatment request filed
with the Securities and Exchange Commission.] [Filed as Exhibit
10.84 to LG&E Energy's Annual Report on Form 10-K for the
year ended December 31, 1998 and incorporated by reference
herein]

10.85 X Copy of Second Amendment dated June 15, 1998 to New
Participation Agreement dated April 6, 1998 among Big Rivers
Electric Corporation. LG&E Energy Marketing Inc., Western
Kentucky Leasing Corp., WKE Station Two Inc. and Western
Kentucky Energy Corp. [Certain portions of this exhibit have
been omitted pursuant to a confidential treatment request filed
with the Securities and Exchange Commission.] [Filed as Exhibit
10.85 to LG&E Energy's Annual Report on Form 10-K for the
year ended December 31, 1998 and incorporated by reference
herein]

10.86 X Copy of Third Amendment dated July 15, 1998 to New
Participation Agreement dated April 6, 1998 among Big Rivers
Electric Corporation. LG&E Energy Marketing Inc., Western
Kentucky Leasing Corp., WKE Station Two Inc. and Western
Kentucky Energy Corp. [Certain portions of this exhibit have
been omitted pursuant to a confidential treatment request filed
with the Securities and Exchange Commission.] [Filed as Exhibit
10.86 to LG&E Energy's Annual Report on Form 10-K for the
year ended December 31, 1998 and incorporated by reference
herein]

10.87 X Copy of Form of Lease and Operating Agreement Between
Western Kentucky Energy Corp. and Big Rivers Electric Corpo-
ration dated July 15, 1998. [Certain portions of this exhibit have
been omitted pursuant to a confidential treatment request filed
with the Securities and Exchange Commission.] [Filed as Exhibit
10.87 to LG&E Energy's Annual Report on Form 10-K for the
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Exhibit
No.

10.88

10.89

10.90

10.91

10.92

10.93

Applicable

to Form 10-K of

LG&E
Energy LG&E

X
X
X X
X X
X
X X

KU

Description {

year ended December 31, 1998 and incorporated by reference
herein]

Copy of Power Purchase Agreement Between Big Rivers
Electric Corporation and LG&E Energy Marketing Inc. dated
July 15, 1998. [Certain portions of this exhibit have been omit-
ted pursuant to a confidential treatment request filed with the Se-
curities and Exchange Commission.] [Filed as Exhibit 10.88 to
LG&E Energy's Annual Report on Form 10-K for the year ended
December 31, 1998 and incorporated by reference herein]

Copy of Agreement and Amendments to Agreements By and
Among City of Henderson, Kentucky, City of Henderson Utility
Commission, Big Rivers Electric Corporation, WKE Station Two
Inc., LG&E Energy Marketing Inc., and Western Kentucky En-
ergy Corp. dated July 15, 1998. [Filed as Exhibit 10.89 to LG&E
Energy's Annual Report on Form 10-K for the year ended De-
cember 31, 1998 and incorporated by reference herein]

* Copy of Amendment to LG&E Energy's Supplemental
Executive Retirement Plan, effective September 2, 1998. [Filed
as Exhibit 10.90 to LG&E Energy's Annual Report on Form 10-
K for the year ended December 31, 1998 and incorporated by
reference herein]

* Copy of Amendment effective September 2, 1998 to
Supplemental Executive Retirement Plan for R. W. Hale effec-
tive June 1, 1989. [Filed as Exhibit 10.91 to LG&E Energy's An-
nual Report on Form 10-K for the year ended December 31,
1998 and incorporated by reference herein]

Copy of Terms Agreement among LG&E Capital Corp., LG&E
Energy Corp., Morgan Stanley & Co. Incorporated, Chase Secu-
rities Inc., Merrill Lynch, Pierce, Fenner & Smith Incorporated
and J.P. Morgan Securities Inc. dated October 29, 1998. [Filed as
Exhibit 10.92 to LG&E Energy's Annual Report on Form 10-K
for the year ended December 31, 1998 and incorporated by refer-
ence herein]

* Copy of Employment Agreement, dated as of February 25,
2000, by and among LG&E Energy, PowerGen plc and Roger
W. Hale. [Filed as Exhibit 1 to Appendix A of LG&E Energy's
Preliminary Proxy Statement on Schedule 14A on March 13,
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Applicable
to Form 10-K of

Exhibit LG&E

No. Energy LG&E KU
10.94 X X X
10.95 X X X
10.96 X X X
10.97 X X X
10.98

10.99 X

10.100 X X X
10.101 X

10.102 X X X
10.103 X X X
10.104 X X

10.105 X X

Description

2000 and incorporated by reference herein]

* Copy of form of Employment and Severance Agreement, dated
as of February 25, 2000, by and among LG&E Energy, Power-
Gen plc and certain executive officers of the Company.

* Copy of Amendment dated as of April 21, 1999, to Amended
and Restated Omnibus Long-Term Incentive Plan, covering offi-
cers and key employees of LG&E Energy.

* Copy of Amendment, effective October 1, 1999, to LG&E
Energy's Non-Qualified Savings Plan.

* Copy of Amendment, effective December 1, 1999, to LG&E
Energy's Non-Qualified Savings Plan.

[Not used.]

* Copy of Agency Agreement, dated September 1, 1999,
between LG&E Capital Corp. and Wachovia Securities Inc.

* Copy of Terms Agreement, dated May 4, 1999, among LG&E
Capital Corp., J.P. Morgan Securities Inc., Chase Securities Inc.
and Merrill Lynch & Co.

Copy of Second Supplemental Indenture, dated as of September
1, 1999 between L.G&E Capital Corp. and The Bank of New
York as Trustee.

Copy of Modification No. 10., dated January 1, 1998, to the
Inter-Company Power Agreement dated July 10, 1953, among
Ohio Valley Electric Corporation and the Sponsoring Compa-
nies.

Copy of Modification No. 11, dated April 1, 1999, to the Inter-
Company Power Agreement dated July 10, 1953, among Ohio
Valley Electric Corporation and the Sponsoring Companies.

Copy of Amendment No. 1, dated January 1, 2000, to Amended
and Restated Coal Supply Agreement, dated April 1, 1998,
among LG&E, Hopkins County Coal, LLC and Webster County
Coal, LLC.

Copy of Amendment No. 1, dated January 1, 2000, to Coal
Supply Contract, dated January 1, 1999, between LG&E and
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Exhibit

10.106

12

21

23.01

23.02

23.03

24

27

99.01

99.02

99.03

Applicable

to Form 10-K of

LG&E
Energy LG&E

X X

X
X X
X

X
X X
X X
X X
X

KU

X

Description

Peabody CoalSales Company.

Copy of Letter Amendment, dated September 15, 1999, to
Transportation Agreement, dated November 1, 1993, between

LG&E and Texas Gas Transmission Corporation.

Computation of Ratio of Earnings to Fixed Charges for LG&E
and KU.

Subsidiaries of the Registrant.

Consent of Independent Public Accountants for LG&E Energy
Corp.

Consent of Independent Public Accountants for LG&E.
Consent of Independent Public Accountants for KU.
Power of Attorney.

Financial Data Schedules for LG&E Energy Corp., LG&E and
KU.

Cautionary Statement for purposes of the "Safe Harbor"
provisions of the Private Securities Litigation Reform Act of
1995.

Description of Common Stock.

Director and Officer Information.

(b) Executive Compensation Plans and Arrangements:

Exhibits preceded by an asterisk ("*") above are management contracts, compensation plans or
arrangements required to be filed as an exhibit pursuant to Item 14(c) of Form 10-K.

(¢) Reports on Form 8-K:

On December 21, 1999, the Company filed a report on Form 8-K announcing that LG&E Energy, LG&E
and KU realigned their management structures to support their efforts to prepare for the changing energy
marketplace.

On January 6, 2000, the Company filed a report on Form 8-K announcing that on December 21, 1999, it
received an adverse order from the arbitration panel considering its contract dispute with OPC.
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(d)

On January 25, 2000, the Company filed a report on Form 8-K announcing that on January 7, 2000, it
issued a statement regarding the Kentucky Commission's decision in the PBR case involving its two util-
ity subsidiaries, LG&E and KU.

On February 29, 2000, the Company filed a report on Form 8-K announcing that on February 27, 2000, it
and PowerGen entered into an Agreement and Plan of Merger.

The following instruments defining the rights of holders of certain long- term debt of KU have not been
filed with the Securities and Exchange Commission but will be furnished to the Commission upon re-
quest.

1. Loan Agreement dated as of May 1, 1990 between KU and the County of Mercer, Kentucky, in con-
nection with $12,900,000 County of Mercer, Kentucky, Collateralized Solid Waste Disposal Facility
Revenue Bonds (KU Project) 1990 Series A, due May 1, 2010 and May 1, 2020.

2. Loan Agreement dated as of May 1, 1991 between KU and the County of Carroll, Kentucky, in
connection with $96,000,000 County of Carroll, Kentucky, Collateralized Pollution Control Revenue
Bonds (KU Project) 1992 Series A, due September 15, 2016.

3. Loan Agreement dated as of August 1, 1992 between KU and the County of Carroll, Kentucky, in
connection with $2,400,000 County of Carroll, Kentucky, Collateralized Pollution Control Revenue
Bonds (KU Project) 1992 Series C, due February 1, 2018.

4. Loan Agreement dated as of August 1, 1992 between KU and the County of Muhlenberg, Kentucky, in
connection with $7,200,000 County of Muhlenberg, Kentucky, Collateralized Pollution Control Reve-
nue Bonds (KU Project) 1992 Series A, due February 1, 2018.

5. Loan Agreement dated as of August 1, 1992 between KU and the County of Mercer, Kentucky, in
connection with $7,400,000 County of Mercer, Kentucky, Collateralized Pollution Control Revenue
Bonds (KU Project) 1992 Series A, due February 1, 2018.

6. Loan Agreement dated as of August 1, 1992 between KU and the County of Carroll, Kentucky, in
connection with $20,930,000 County of Carroll, Kentucky, Collateralized Pollution Control Revenue
Bonds (KU Project) 1992 Series B, due February 1, 2018.

7. Loan Agreement dated as of December 1, 1993, between KU and the County of Carroll, Kentucky, in
connection with $50,000,000 County of Carroll, Kentucky, Collateralized Solid Waste Disposal Fa-
cilities Revenue Bonds (KU Project) 1993 Series A, due December 1, 2023.

8. Loan Agreement dated as of November 1, 1994, between KU and the County of Carroll, Kentucky, in

connection with $54,000,000 County of Carroll, Kentucky, Collateralized Solid Waste Disposal Facili-
ties Revenue Bonds (KU Project) 1994 Series A, due November 1, 2024.
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LG&E Energy Corp. and Subsidiaries Schedule II
Schedule II - Valuation and Qualifying Accounts
For the Three Years Ended December 31, 1999

(Thousands of $)
(b)
(a) Accumulated
Other Accounts Discon- Deferred
Property Receivable tinued  Income Taxes
and (Uncollectible Operations (NOL Carry-
Investments Accounts) Reserve forwards)
Balance December 31, 1996 $18,966 $ 7,121 $ - $25,601
Additions:
Charged to costs and expenses 11,875 5,356 - -
Other additions 7,570 1,997 - -
Deductions:
Net charges of nature for which
reserves were created 354 4,212 - -
Other deductions - - 75 - -
Balance December 31, 1997 38,057 10,187 - 25,601
Additions:
Charged to costs and expenses 23,791 4,770 224,148 -
Other additions 1,750 248 - -
Deductions:
Net charges of nature for which
reserves were created 11,399 4,648 104,767 -
Other deductions 108 25
Balance December 31, 1998 ) 52,091 10,532 119,381 25,601
Additions:
Charged to costs and expenses 26,956 4,746 174,212 -
Other additions - 1,030 - -
Deductions:
Net charges of nature for which
reserves were created 6.890 8.023 122.895 2.815
Balance December 31, 1999 $72.157 $ 8285 $170,698 $22.786

(a8) Amounts presented are after tax.
(b) Partially offsets a deferred tax debit included in net assets of discontinued operations. The debit represents
net operating loss carryforwards available from a previous acquisition.
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Louisville Gas and Electric Company

Schedule II - Valuation and Qualifying Accounts
For the Three Years Ended December 31, 1999

Balance December 31, 1996

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1997

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1998

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1999

(Thousands of $)

Other

Property
and
Investments

$ 63

-
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Balance December 31, 1996

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1997

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1998

Additions:
Charged to costs and expenses
Deductions:
Net charges of nature for which
reserves were created

Balance December 31, 1999

Kentucky Utilities Company
Schedule II - Valuation and Qualifying Accounts
For the Three Years Ended December 31, 1999

(Thousands of $)

193

Other
Property
and
Investments
$ 263

82

345

231

576

111

$ 687

Schedule 11

Accounts

Receivable

(Uncollectible
Accounts

$ 520

1,374

1,374

520

1,308
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SIGNATURES ~ LG&E ENERGY CORP.
(First of Two Pages)

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 24, 2000
(Date)

LG&E ENERGY CORP.
Registrant

/s/ R. Foster Duncan

R. Foster Duncan

Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature

Roger W. Hale

R. Foster Duncan

Michael D. Robinson

Mira S. Ball

William C. Ballard, Jr.
Owsley Brown, II

Carol M. Gatton

J. David Grissom

David B. Lewis

Anne H. McNamara

By /s/R. Foster Duncan

R. Foster Duncan
(Attorney-In-Fact)

Title Date
Chairman of the Board,

and Chief Executive

Officer (Principal

Executive Officer);

Executive Vice President and
Chief Financial Officer

(Principal Financial Officer);

Vice President and Controller
(Principal Accounting Officer);

Director;
Director;
Director;
Director;
Director;
Director;
Director;

March 24, 2000
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SIGNATURES -- LG&E ENERGY CORP.
(Second of Two Pages)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date

T. Ballard Morton, Jr. Director;

Frank V. Ramsey, Jr. Director;

William L. Rouse, Jr. Director;

Charles L. Shearer, Ph.D. Director; and

Lee T. Todd, Jr., Ph.D. Director.

By /s/R. Foster Duncan March 24, 2000

R. Foster Duncan
(Attorney-In-Fact)
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SIGNATURES — LOUISVILLE GAS AND ELECTRIC COMPANY

(First of Two Pages)

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 24, 2000
(Date)

LOUISVILLE GAS AND ELECTRIC COMPANY
Registrant

/s/ R. Foster Duncan

R. Foster Duncan

Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature
Roger W. Hale

R. Foster Duncan

Michael D. Robinson

Mira S. Ball

William C. Ballard, Jr.
Owsley Brown, 11
Carol M. Gatton

J. David Grissom
David B. Lewis

By /s/R. Foster Duncan

R. Foster Duncan
(Attorney-In-Fact)

Title Date
Chairman of the Board

and Chief Executive

Officer (Principal

Executive Officer);

Executive Vice President and
Chief Financial Officer

(Principal Financial Officer);

Vice President and Controller
(Principal Accounting Officer);

Director;
Director;
Director;
Director;
Director;
Director;

March 24, 2000
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SIGNATURES — LOUISVILLE GAS AND ELECTRIC COMPANY
(Second of Two Pages)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date

Anne H. McNamara Director;

T. Ballard Morton, Jr. Director;

Frank V. Ramsey, Jr. Director;

William L. Rouse, Jr. Director;

Charles L. Shearer, Ph.D. Director;

Lee T. Todd, Jr., Ph.D. Director.

By /s/R. Foster Duncan March 24, 2000

R. Foster Duncan
(Attorney-In-Fact)
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SIGNATURES — KENTUCKY UTILITIES COMPANY
(First of Two Pages)

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KENTUCKY UTILITIES COMPANY

Registrant

March 24, 2000 /s/ R. Foster Duncan

(Date) R. Foster Duncan
Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date
Roger W. Hale Chairman of the Board
and Chief Executive
Officer (Principal
Executive Officer);
R. Foster Duncan Executive Vice President and
Chief Financial Officer

(Principal Financial Officer);

Michael D. Robinson

Mira S. Ball

William C. Ballard, Jr.
Owsley Brown, II

Carol M. Gatton

J. David Grissom

David B. Lewis

Anne H. McNamara

By /s/R. Foster Duncan

R. Foster Duncan
(Attorney-In-Fact)

Vice President and Controller
(Principal Accounting Officer);

Director;
Director;
Director;
Director;
Director;
Director;

Director;

March 24, 2000
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SIGNATURES - KENTUCKY UTILITIES COMPANY
(Second of Two Pages)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date

T. Ballard Morton, Jr. Director;

Frank V. Ramsey, Jr. Director;

William L. Rouse, Jr. Director;

Charles L. Shearer, Ph.D. Director; and

Lee T. Todd, Jr., Ph.D. Director.

By /s/R. Foster Duncan March 24, 2000

R. Foster Duncan
(Attorney-In-Fact)
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