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E.ON U.S. L,LC 

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

Case No. 2007-00455 

Question No. 98 

Witness: Valerie L. Scott 

Q-98. 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 L,ease Agreement or Power 
Purchase Agreement. 

A-98. a. E.ON U.S. L,LC 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 L,ouisville Gas and Electric Company’s December 3 I ,  
2006 Form 10-K. 

c. Attached is a copy of L,G&E Energy C o p ’ s  December 31, 1999 Form I0-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. 





Response to Question No. 98 
Page 2 of 2 

Scott 

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. 
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IJNITED STATES 
SECIJRITIES AND EXCHANGE COMMISSION 

W:isliingtori, I). C. 20549 

FORM 10-I< 
(Mai h One) 

ANNUAL REPORT PIJRSUAN‘T TO SEC‘I’ION 1.3 O R  1S(tl) OFTIIE SECURITIES 
E X C l l A N G E  A C T  OF 1934 ( N O  FEE REQUIRED) 

For the liscsl y w r  oitlcd I)ecenil)ei 31, 2006 

0 It 

TRANSITION REPORT PURSUANT ‘TO SECTION 13 OR 15(d) OF T H E  SECURITIES 
EXCHANGE A C T  OF 1934 ( N O  FEE REQUIRED) 

Registrant, State 01 I n c o i p a t i o n ,  
Addicss, and Iclcplionc Nunibcr 

Louisville Gas and Electric Company 
(A Kentucky Coipoiation) 

220 West Main Sticct 
P 0 Box 32010 

Louisville, I<cntucky 40232 
(502)  627-2000 

Commission 
File Nunibcr 

I-2893 

IIIS Eniployei 
Itlcnt i licat ion N umber 

6 1-0264 I SO 

Securities rcgistci-ctl ~~u~su;int IO Section 12(b) ol tlic Act: 

None 

Securities icgisteied puisuint  to section IZ(p) 01 t11c Act: 

Louisvil le G a ~ f i d j ~ l c c t i  i c  C o n i p m  
5% Cumulativc I’icfcrieil Stock, $25 I’ai Value 

$5 S75 Cuniulative 1’1cfirietl Stock, Witliout I’ai Value 
Auction IWc Sei ies A I’refcned Stock. Without Par Value 

Indicate by clicclt niailc il tlie I-cgistrant is a well-known seasoned issuci, its delinetl in Ilulc 405 ol tlic Securities Act Yes U No El 

Indiciitc by clicclt n i a i l t  i f  the rcgistritnt i s  not requii-cd to f i le repoi-ts I)iirsii:int to Section 13 o r  Section IS(tl) of the Act Yes 0 No 
rm 

Indicate by clicclt m a r k  wlictlier the registmiit ( I )  has liletl all reports icqii i ictl to be f i led by Section 13 0 1  15(d) 01 t i le Secu~itics 
Excliniige Act o f  1934 during the pieceding 12 nionllis (01- lo r  such shorter pci iotl that tlie registlalit was rcquiiccl to l i lc such reports), 
and (2) Iix been subject to  such f i l ing requirements Ibr tlic past 90 (lays Yes El No 0 

Indicate by clicck niark ifdisclosure ol‘tlclinqtrent lilcr-s pursuant to Item 405 ol Ik!gulation S-K is not contained herein, and wi l l  not 
be contained, to tlic best or registrant’s knowlcdge, in delinit ive pioxy 01 information statenleiits incoipwatcd by iefcrence in Part I l l  
o l  this Form 10-K or any anientlnient to t h i s  Forin 10-I< El 

Indicate by clicclc niark wlietliei the registi-ant is a large accelerated f i le i ,  an accelci-ated l i lc i ,  o r  a non- 
ol”acce1eiatetl l i l e i  and large accelcratcd lilei” in I<ule 12412 of the lixcliangc Act (Clicclc one): 

clciatcd l i le i  See delinition 

Accelerated liler 0 Non-accclci atcd I ilei- IX 

Intlic;ite by clicclt niarlt whether the iegistrant is a sliell conip”ny (as tlclinctl in IZxchange Act I<t~le I2b-2) Yes 0 No E3 

A s  ol June 30, 2006, the aggicgatc market value oltlie coninion stock 01 Louisville Gas and Electi i c  ( h i p ; t n y  Iicld by non-a l l i l ia tes 
was $0 As o l  I~cbinnry 28, 2007, Louisvil le Gas and Electric Conipany had 2 1,294,223 sliaes o1‘coninio1i stock outslantling, all lick\ 
b y E O N U S  I. 

~- DOCUMENTS INCORPOIW I ED 13Y IIEFIXENC I: 

1..onisvilie Gas and Electric Conipany’s ptoxy St3tcnient, as applicnble, to be lilctf wirli Ilie Commission during Apiil 2007, is 
incorpoiatcd by refeience into Part 111 o l  this Foi-ni IO-K 
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- 
INLIEX OF ADHIIEVIAIIONS 

AC; 
A 110 
C A l l l  
C A M I l  
CK’N 
Clean Aii Act 
C‘ompan y 
1101: 
DSM 
I’CR 
15 ON 
E O N U S  
E ON Ll S Services 
E S A  
EI’ACI 2005 
ESM 
FAC‘ 
FASl3 
1~13lC 
1:idclia 
FIN 
I; I’ antl FT-A 
G I-IG 
GSC 
II’IEW 
IiMIiA 
IMPA 
IRC‘ 
IIW 
I<entucky Commission 
KlLlC 
I< U 
I< \V I l  

1. GBE 
I.GsrlZ Ilnclgy 
Mcl 
MGP 
MISO 
M Ivl U t u  
Mva 
hl \v 
Mwh 
NNS 
NOS 
OVEC 
I’UIl 
PO\VCl gcn 
I’IUI IC‘A I935 
PlJl lCA 2005 
SEC‘ 
SFAS 
SO1 
1 C1 
TC2 
‘I enncssce Gas 

vm 
WNA 

.Texas G ~ S  

Altorncy Genei-al o l  Kentucky 
Asset Iletiienient Obligation 
Clean Air lnlerslalc llulc 
Clean Air Mercury Ilule 
Ceiti l icale of I’ublic Convenience and Necessity 
‘Ihc C:lcaii Air Act, as anieiitlcd in 1990 
I X & E  
IIepnrtlllenl 0 I Energy 
l)cmand Side Management 
Environnicntal Cost I<ecovct-y 
E ON AG 
EON U S 1.L.C (fbrnierly I GBE Encrgy 1.lL.C antl L 
E ON L1 S Services Inc (I‘oi-mci-ly LGBE, Encrgy Services Inc ) 
U.S Enviionnientiil I’rotcclion Agency 
Encigy l’olicy Acl of 2005 
Earnings Shai  iiig Mcclianism 
Fuel Adjustment Clause 
1:inaiicial Accounting Stundai ds Uoard 
Fetlcl-al Enci-gy Ilcgulatoi y Coniiiiissioii 
Fidclia Coqxxatioii (an li ON alliliate) 
];AS13 Inlcrpi-elation No 
Firm ‘ l r  ansportation 
Greenhouse Gas 

lntcri~ational l3ro1lierliootl of E l e c ~ i  ical Woi licrs 
Illinois Municipal E.Icctiic Agency 
Indiana Municipal Power Agency 
Internal Revenue Code 01.1986, as amended 
Integrated 11esouice Plan 
Kentucky I’ublic Service Commission 
l<entucky Industi-ial Utility Consuniei-s, Inc 
Keimxliy Ulilities Company 
Kilowatt hours 
Loiiisvillc Cas and EIcctric Company 
ILGSrE Energy L L C  (now E ON Ll S LI..C) 
I~liousantl Cubic Fcct 
Manul:.lcturcd Gas l’llant 
Midwcsc lnilcpeiitlcnt T i  ansniissioii Systcni Ol?ciatoi-. Inc 
Million BI itisli tlici-nial units 
Mcgavolt-anipei c 
Megawatts 
Megawatt houis 
No-Notice Service 
Nitrogen Oxide 
Ohio Valley Electric Cor~ioiation 
Pci lbriiiance-Based Ilatenialting 
Po\vetgen Limited (loinicily I’owcrgcii plc) 
I’uhlic Utility I-loldiiig Conipmy Act n l  1935 
I’uhlic lJtility I-lolding Company Act 01 2005 
Securities antl Exchange Commission 
Statenient o l  Financial Accounting Standards 
Sull’ur Dioxide 
TI-imblc County linit 1 
‘Iriniblc Counly llnil 2 
‘1-ennessce Gas I’ipclinc Company 
Texas Gas Tiaiismission L.L.C 
Value Delivery Team I’roccss 
Weather Nomiii~izalion Adjustment 

Gas Supply Clause 
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I’AR1’ 1 

Itcm I Business 

LG&13 is a subsidixy ol E ON U S LLC (E ON U S ) (Ibrnierly known as LG&E Energy 1LI.C and LG&E Enctgy C‘o 
is a subsidiary ot  E ON AG (E ON), a German corporation E ON acquired LGStE Energy through its July 1 ,  2002 acc 
I’owcigeii plc, now Powergcri Limited, a United Kingdom company and holding company lor E ON UK plc, E ON’S I 
market unit operating pal-ent As contemplated in their regulatory lilings in connection with die E ON acquisition, E ON, I’owcigeii 
and E ON U S completed an administrative ieorganization to move the E ON U.S. group from an inclii-ect I’owcrgcn subsitliaiy to an 
indircct E ON subsidiaiy This rcoi-ganization was eflkctive i n  March 2003 In eaily 2004, E.ON L! S bepan direct icporting 
arrangements to E ON 

is iiow ;in indiiect subsidinry 0 1  E ON As a result oltbcsc acquisitions and otherwise, E ON and E ON U S icgistcied ;is 
holding companies undcr I’UIICA 2005 in June 2006, and were formerly registered holding companies undcr I’L!I IC/\ 1035 

LGStE’s nlliliate, KCI,  is  a iugiilatcd public utility engaged i n  the genelation. transmission. disci ibution and sale 01 clecii-ic cnctgy in 
I<cntucky, Virginia and lenncsscc 

111 order LO coniply with I’UI-ICA 1935, E ON U S Services (lhrnierly LG&E Energy Services), wliicli was h n i c d  
service conipaiiy 01 E ON U S , provides Services to al’liliated entities, including LGStE, at cost 21s permitted iinclei- I’UI-IC‘A 1935 ; I I ~  

I’UIIC‘A 2005 

E ON, i t s  utility subsidiaiies, including LGStE, and certain ol’its non-utility subsidiaries ai-e subject to ccrtain ieyulation by tlic I 
under tlic I;etlcral I’owci Act, I’UtICA 2005 and the EPAct 2005. including with rcspect to iccoitl-keeping and reporting, acquis 
and s;iIes 01. uiiliiy securities and pioperiics, linancial mattel-s and inti-a-system sales of goods and services LGStE believes t1i;tt i t  l x is  
adequate aiitli~iri~y (including linancing authority) under existing FERC orders and regtilatioris to conduct its business LG&E wil l  
seek nrlditional authorization wlicii necessary 

ILG&E lius coiitiiiuctl its se1mate identity and its pielen-cd stock and debt securities wcic 11ot alliccted by hcsc timisactio1is 

4 
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General 

, incorpoi-atctl in 191 3 iii Kentucky, is a regulated piiblic ut i l i ty that supplies naftiral gas IO approxiniafluly 324,000 custonieis 
and clccwicity 10 ;ippioximately 398,000 custonieis in Louisville and adjacent areas in Kentucky LGSrE's scivicc aeii covcis 
approximately 700 squaie miles i n  17 cowties and l ias an estimated population 01  otic mi l l ion Included i n  this aica is tlic I7ot t  Knos 
Milif;ny I<csoiv:i~ioii, 10 wliicli ILGSrE transports natuial gas and provides clccti ic service, but docs not piovide any distribution 
scivices I.GSr13 also piovides n;iitii:i1 gos service in l imited additional areas I..GSrE's coal-lired elecli ic gciicinting stations, :ill 
cqtiippcd with systems to redticc SO? emissions, piatluce most of' l..G&E's elcc~rici~y. 7 ' 1 ~ ~  icmainticr is gerieia~etl by ;I Iiytlioclcctric 
p o w i  plant and combustion turbines Undei-ground natural gas storage f ie lds help I.G&E piovidc ccniioiiiic;il and reliable niitiiial gas 
service to citstonicis See Item 2, I'roperties 

Opcl-ating 12evoiiics 

Foi Llie yein ended Deccnibci- 3 I ,  2006, 70'% or  total operating revenues weie derived li om cIectIic oliciations and 30'% liom natural 
gas opciations Electric and gas opeiating icvcnitcs and tlic iiciccntnges by class of service on a combined b:isis f o r  !his p c ~ i n d  w e r e  :IS 
Ibl lows: 

IIILIUSW~DI 
I'ublic authoi itics 

I0 i : i l  r c ~ a i l  
Wl1olesale sales 

Miscellaneous 
tias IlallSpoI tcd 

l-otal 

69 19 88 8 'X, 
702 380 I ,088 100% 

~ _ _ _ _ _ _ _ _ _ _  
224 I 225 

5 5 
3 20 

F 943 .R 395 (i; 1,338 

- 
17 _____ 

- -______ 
See Note I 1  o l  Notcs to Financial Statements under lteni 8 for linancial information concerning segments or business for the tluee 
years ended December 3 1, 2006 
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Electric Opciations 

I lie sot~rces it1 LG&E's electric operaling revenues and the sales volunics 1b1 the tluce years ended December 3 I, 2006, were as 
lit1 lows: 

(ii, iiiillions) 
El l ~ C T l < l C '  OI'EI<A'IING l<liVllNllES 
Rcsitlcntial 
C oninicicii l l  
Industi ial 
I'uhlic nuthori\ies 

Iota1 retail 
WI1olcs;lle s;Iles 
I'iovision for r:itc collections (icliinds) 
hl iscel liiiico tis 

lotal 

2006 - 
$272 

227 
I34 
60 

702 
224 

17 
$ 943 - 

2lll)5 

$276 
22 I 
I28 
6 0 

69 1 
259 

- 

__ 

37 
$987 
- 
= 

2004 

$241 
2 0 2  
120 

_I 

0 2 
625 
- 

17 
$816 
___ 
- 

20OG 2005 201l.1 --- I I l l l l l l s ~ l t l l t s  111 M \ V h )  
lil. EC'lX I( ' SALES 

4,018 4.265 3,923 Rcsidcniial 
(- omtncrci;il 3,614 3,682 3,534 
lndusti ial 3,065 3.0'77 3,019 

1,265 1,268 1,248 I'iihlic ittitlioi ities 
I otal retail I 1,965 12,292 1 1,724 

LVll1)lcsale SillCS 

19,586 20.996 19,543 Iota1 

~ - _ _  

7,b2 1 8,704 7.8 1'1 - - _ _ _  
_ _ _ _ _ _ _  - _ _ _ -  

t its annual peak load 01'2,729 Mw on August 3, 2006, wlieii the tempcialuie rraclicd 94 degrees I;ahr-enlieit in Louisvil le 
- c c o ~ d  peak load 01'2,754 M w  occurred in July 2005 

I lie clcctric uti l i ty business is af'fectcd by seasonal weatlier patterns As a result, opei-ating icverities (and associated opciating 
cspcnscs) ale not generated evenly thiougliout the yea1 Sec llcsults ol'Operations under l tcni 7 

urrcntly niaintains a 12% - 14% reserve margin iange At Dccenibci- 3 I, 2006, LGBE owned stcam and conibustion turbine 
yemat ing  liicilitics wi th a net summer capability of 3,083 M w  and an 80 M w  nameplate-rated hytlioclcctric lhcil i ty on the Ohio River 
will1 a net stiiiiiiizr capability 01'48 M w  See Item 2, Plopel-tics. LGBE also obtains powei lion1 oilier utilities unclci bulk powc~- 
piirchasc and intei-changc contracts At December 3 I, 2006, LGBE's  system net stiniiiici capnbility, including purchases from others 
ar id  excluding [ l ie  liydioelcctt ic l ic i l i ty ,  was 3,207 M w  

LCiBE iiscs ellicient coa l -ked boilcis, fully equipped with SO2 renioval systems, to genci-ate most ol. i is electricity L G k E ' s  
weighted-average system-wide emission rille for SO2 in 2006 was approximately 0 50 Ibs /MMBtu ol'lic3t input, with every 
geiiciating unit below its emission l imit established by the Kentucky Division for Ai l  Quality 

L(L9.E and 1 I other electric utilities are participating owners of O V K ,  located in Piketon, Ohio OVI<C owns and operates two power 
statiolis lliat burn coal to gcnciate clectricity, Kyger Crcck Station i n  Ohio and C l i l i y  

6 



Mcrrill Coi-porntion 07-5042- I Tue Mar 20 0824: IO 2007 (V 2.247~--).11071 I )  Chksiiiii: 600104 Cycle 7 0 
IO-K L.ouisville Gas b Electi-ic 
mweinst c.\fc\79823477 11-d 10967-1 890486\5042-1-DE.pdf I3UGAR :Rcdlinc:OI~I~ Doc 1 1':ige 7 

Cieck Station i n  Indiana L G b E  owns 5.63% ol' OVEC's comnlon stock Pui-sum1 lo ctment contractual at rangcmcnts, LGbE,'s sliale 
olOVEC's OUII)U! is 5 63% apploximatcly 124 Mw or generation capacity 

L G b E  wiis Ibrniei ly a niembci- of the MISO, a non-prolit independent transmission system operatol- that serves the elcct~ ica1 
tiaiisiiiission needs 01 niucli ol' the Midwest Following receipt of applicable FE,RC, Kentiicky Coniinission and othci iegulatory 
ordci-s, LGbE withdrew lIom the MISO elfective September I ,  2006. Specilic proceedings regatding the costs and benclils o f t h C  
MISO and exit matteis had been underway since July 2003 Since its exit rrom the MISO, ILGbE has been opei-ating tinilel- a 1'13RC- 
approved open access-tIaiisnlission tarill LG&E Surthel contiacted with the Tennessee Valley Authority to act as ils rcliabiliiy 
cooidinator and Southwest Power 1'001, Inc to liinction as its intlcpendcnt transmission opcratoi, puistiant to FERC reqiiii-enients, 
with rcspcct to traiisniissioii niatters 

LGbE, has cliiinged its regional reliability council iiiernbeiship (ion1 the Ileliability First Corpoiation to tlic SE,RC lleliability 
Coiporatioii. clf'ective .January I ,  2007 Regional reliability councils are industry consorliunis tliat p~oi~io tc ,  coordinalc ai1d ci1stii-e i l x  
reliability oftlie bulk electric supply systems i n  North America 

Gas Opciatioiis 

1-lie souices olLGbE, ' s  natural gas opciating ieveiiucs and the sales volumes Ibr the thee ycais ended Ilccembei 3 I .  2OU6, weic ns 
Sollows: 

( in iiiillioiis) 
G A S  Ol' l i l~A'fINCi IlI3'ENIIL:S 
I<csiilcntial 
(Coiiiiiici ciiil 
Industr ial 
I'ublic atitliorities 

Tom1 i c ta i l  
Wholesnle salcs 
Gas tiansporied 
M iscellancotis 

Total 

(Rlilliiiiis I I~CI I .  fl.) 
G A S  SALES 
Ilcsidential 
Commercial 
Industrial 
I'ublic authorities 

Toial reiail 
Wholesale s:1Ies 
Gas tlanspol-tetl 

'I OIal 

5 5 6 
3 2 ? 

cfi 395 pd 437 pd 357 
_ _ _ _ _ - _ _ _ _ .  

=== 

17,8 I6 20,80 1 2 1,402 
8,131) 9,131 0,144 
1,491 1,711 1,736 
1,499 1,574 1,646 

28,936 33,217 73,928 
--- 

140 2.652 1.221 
12,000 12.549 13,092 
41,085 48.418 48,841 
- _ _ _ _ _ -  
=== 

1-he nntul-al gas utility btisincss is alfected by seasonill weather patterns As a restilt, olieraling ieveniies (and associatcd opet;iting 
expenses) arc not geiier"ted evenly thwughoui the year While natural gas usage patterns w e  seasonal, LGSrE icceivcd appioval lloni 
1118 Kentiicky Commission for ii WNA iiicclianisni The WNA 
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~iicclianisni adjusts the distributioii cost i-ccovcry component 01  the natural gas bil l ings of rcsidcntial and conimcrcial custonicrs to 
nortn;iI tcnipciatures during the heating season months of Novcnihei through April, somewhat mitipaling the cll‘cct o! wcatliei 
csticnies In  October 2006, tlic Kentucky Commission appioved ILGLE’s i-cqi~est to extend the curicnt W N A  nicchanisni thiougli 
April 3 0 ,  2000 See Ik ,u l t s  0 1  Opciations iindei Item 7 

I-GJiE liiis l ive nndcrgiound iiatui-al gas storage liclds that help piovitle economical and reliable natuial gas seivice to ultimate 
constinicis B y  using natural gas storage Ibcilities, LGBE avoids the costs associated with typically nioic expcnsive pipeline 
tr;insportatioii capacity to serve pcak winter space-heating lo;rds LGLE stoi-es natui-a1 gas in the suniiiicr season Ibr withdrawal in tlic 
subscqriciit winter hrating seiison Without its storage capacity, L G L E  would be Ibiccd to buy additional natuial gas and pipeline 
Iinnspoi-tntion sciviccs ~ L I I  ing tlic winter iiiontlis when customer dcniantl incicases and wlieii the prices I’or natui-ai gas supply r ind 

suppliers undei coiiti-acts o f  vu ying iiuration LGStE’s undergiouiid storage tacilities, in combination with its ptircliasing practices, 
enable i t  to ollw iiatuial gas sales service at competitive rates At December 3 I ,  2006, LGLE had an invcntoiy balancc ol’natuial pns 
stored untlcigrouiid ot approximatcly 1 1 6 nii l l ion Me1 ol’working iiatuial gas valucd at approximately 1683 i i i i l l io i i  

A iiunibei 01 industrial customers purchasc their natuial gas rcquiienicnts directly lroni alternate supplicis for delivery tlirougli 
ILGSrE’s clistiibutioii system 1 liese laigc industrial cttstoniers account Ibr approximatcly onc-fourt1i 01 LCSrE’s annual thio~ighput 

DUI i i ig 2006, tile nulxim~im daily gas scndout ipproximatcly 380.000 Met; occuri-ing on Deccnibei 7, 2006, wlicn tlic avc~ngc 
tenipciatuie lbr the clay was 19 degrees Fahic Supply on that clay consisted oIapproxiniately 226,000 M c t  llom pttichriscs, 
appioxiniatcly 84,000 Me1 tleliveietl lroni underground storage and appioxiniately 70,000 M c l  tianspoi-ted lor iiidustrial custoiiicis 
F o i  :i lurthcr discussion, see Gas Supply undcr Item 1 

I h t e s  antl I<cgulation 

E ON, LGJiE’s ultimate paient, is a registered holding company undcr PUI-ICA 2005 and was a iegistcred holdii ig company under 
I’UI4CA 1935 As a registcrcil l iolding company, E ON, its uti l i ty subsidiaries, including LGGrE, and cci-taiii 01 its non-utility 
subsidiai ics linve bcen subject to cxtcnsive regulatioii by tlic SEC and tlic FllRC with icspcct to nunictotis matters, including: electric 
utility l i ici l i t ics and  opeiatioiis, wholesale salcs of power and related transactions, accounting pactices, issuances and sales 0 1  
sccui itics, xquis i t ions antl sales of util i ty pio~~ei?ics, payments ordividends out 01 capital and sui-pliis, I’inaiicial matteis and imcr- 
system sales of noti-power goods and sei vices LG&E believes that i t  has adequate authority (including linancing authority) uiitici 
existing FERC ordeis ant l  I-cgulations to conduct its business and w i l l  seck additional attthorization when necessary 

In Augiist 2005. I’resitlent 13ush signed into law tlic EI’Act 2005, signilicantly changing many l‘edei-;tl statutes, iepealing I’LII-ICA 1935 
:IS 01 Fcbtuaiy 8, 2006 and enacting I’UI-ICA 2005 As part 01 the repeal 0 1  I’UIICA 1935, [lie FEIIC was given iiiorc authority ovct 
the merger and acquisition 01 public utilities and niore autliority over tlie books and iccoids 01 public utilities Despite tlicsc iiicicases 
in [lie FEI~C’s  authority, L G L E  believes t h t  the repeal ol I'UI-ICA 1935 w i l l  lessen its I-egulatoiy btirdcns antl provide more 
l lcxibil i ty in tlie event 0 1  expansion 

Besides icpcaling PUI-ICA 1935, the EI’Act2005 is also expected to liave substantial long-teini clfects oii 

Louisvil lc Gas L Electric 

i e  typically at  the i r  highest Cuiiently, ILGBE buys competitively piiccd natuial ps ltoni sevcial large 
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energy ma1 Itets, energy invcsinient and regulation of public utilities and holding company systems by the IWlC and the DOE Tlie 
FERC and the DOE arc in various stages 01 rulemaking i n  iniplenicnting the EI'Acl 2005 While the precise iIiipXl oi tliese 
rulemakings cannot be dcteiniincd at this time, I.GSrli generally views tlie EPAct 2005 as legislation that wi l l  enli:ince the utility 
intiustry going i ' o~wa~d  

-rile I(entucky Coniniission has regulatory jurisdiction ovci LG&E,'s retail r a m  and scivicc, a n d  ovei tlie issuance olcert;iin 0 1  i ts 
secui-itics ' 1 - i ~  Kcn~ucky  Comniission has the ability to examine tlie rates LGLE charges i ts  iretail custoinels at any time 

I'tirsuant to  Kentucky lawV, the Kentucky Chnniission has established the boundaries of' the service 1eiritoi-y or area of each retail 
elcctiic supplici iii Kentucky (including l.G&l?), otlicr tlian municipal coipor3iioris Wii l i in i l i is service tciritoi-y each such supplici 
Iix tlie exclusive riglit to render retail electric service 

LGSrE's retail clcctiic rates contain an FAC, wlicicby iiicieases and  dcci-eases in tlie cost oflucl Ibi clecliic gcnciation ale i c l lcc le t l  i n  
!lie rates cliaigcd to retail elccti-ic customers 'I he Kentucky Commission icquiies public Iiearings at six-month intcivals to cx;iriiine 
past l i d  adjustnieiits, and at two-year intei-vals to review past opciations of the l i ie l  clmse and ttai1sli.r ol t l ie  tlien current lLcl 
adjustment charge oi ci-edit to the base charges 7 lie I<entucky Coiiimission also requires lhat  clccti-ic utilities, including LGSrE. file 
tlocunicnts lelating to fuel ~xocuienient and tlie ~~uicliase 01 powcr and eneigy li-om other utilities 

1'1 ior to 2004, I..GLli's retail electric rates weie subject to an E,SM which set an upper ( I 2  5%) ond lo~ver  (IO 5 % )  l imit Ibr rate of 
rcturn on equity Any earnings csccss 01 i lcliciency was sliaicd 40% with iatepaycis and 00% with shareliolders I..GSr:E lilcd i ls  linal 
7-003 13SM calculations with tlie Kentucky Commission i n  Maicli 2004 ;lnd applied Ibl ~ c c o t c ~ y  01 $13 mil l ion wli icl i  \\ 
by intervenors In June 2004, tlie Kentucky Comniission issued an 01 tler largely accepting pi oposcd scttlcnicnt agiccnic 
;in11 the i i i~crvci iors tcgaitling tlic ESM Uniler i l ic settlciiiciits, ILGJtli continued to collcct the X I  3 mil l ion 0 1  picviously iequcstcd 
2003 ISSM ieveiitie tliiough March 2005 As pait oftlie scttlcments, tlic paities ngrccd to ~i tciniination 01 llie ESM I-elating to ;ill 
pciiods al ie i  2003 For discussion ol'cui-lent ESM iiiatlcis, see Note 2 or Notes to  1:iiiancial Statcnicnrs under I t em 8 

111 June 2001, ILGJtE, l i lcd an application ("VDT case") with l l ic Kentucky Commission to cieatc ;I rcgulatoiy asset iclating to  lirst 
quartel 200 I cliargcs [or. a rvorkloice reduction pi ograni In  December 200 I ,  tlie I~entucky Conimission appiovcd a scttlenicnt i n  the 
VUf case and allowed L G L E  to establish a regulatory asset 01 $141 mil l ion for the workloice reduction costs and begin amortizing 
ilicse costs over a live year period starting in Apri l  2001 The settlcniciit icduccd revenues by  approximately $26 mil l ion tliiough 3 

suiciedit on bills to iatcpayeis over the same five-year period, I-cllecting a sharing (40% to the ratepayers and 60'% to  I..GLE) 01 the 
stipulated savings, net 01 anioi-tization costs, of i l ic workforce redticlion For discussion 01 cui rent VDT niattcis, see Note 2 or Notes 
to Financial Siateiiicnts under Item 8. 

ictail rates contiliii an  ECR suicliargc wliicli iecovcrs costs incuired by I.G&E that are ~equiretl  to coii?pIy wi th  (lie Cle;ln Ail 
Act and ollicr environnicntal regulations See Note 2 01 Noies to Financid Statenicnrs under Ifeni Y 

1.(3LE's ii:itul.iiI gas iates contain a GSC', whereby iiicieases or tlecieascs in the cost 01 natuial gas supply a i c  ic l iectct l  i n  LGSrE's 
iatcs, subjcct lo a p ~ m v ; ~ l  by tlic Kentucky Commission The GSC procedure 1)iesciilicd by Order oftlie Kcntucky Coni 
piovidcs lbi quai-tci ly iatc atfjustnicnts to i-cllcct tlic cxpcctcd cost 01 iiaturiil gas supply in tliai quarter In addition, tlie 
riicclianisni wlieieby tiny over- 01 undci- 
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iccovei ics ol'natural gas supply cost liom prior quarters arc to be rclundcd to ut rccoveicd lioni customcis tl i iougli the adjustment 
Iactoi i l c ~ c i  i i i i i icd loi subsequent qtiartcrs. 

lnicgratcd ~csou icc  planning regulations in Kentucky require LG&E and i l ie otlict niajoi uliliiies io make ti icntiial lilings with the 
Kentucky Commission 01 vaiious historical and lorecased iiifbriiiation iclating to load, capacity mat gins and DSM iecliniqucs LGScI 
l i le t l  its most teceiit 1111' in Ap i i l  7.005 I he AG and KlUC were gianted intcrvciiiitrii in the 1111' proceeding The Kcniucky 
C'onimission issued its srall report with no subsbntive issues noied and closed i l ic case by Order in February 2006 

In I~eccnibci 2003, LGSrE l i lc t l  an application with the Kentucky Commission leclucsiing adj 
gas iatcs In June 2004, the Kentucky Coniniission issucd an Ordct apptoving i i iciwses i n  LG 
appoximatcly '$43 i i i i l l ion (7 7'%) ani1 annuill natuial gas base iates ofappioximatcly $12 mil l ion (3 4%) lhc i-atc iiicrei~ses took 
clfcct on July 1 ,  2004 

Subsequently during 2004 and  2005, the A G  conducted an invesiigation Ieput l ing the ploceedings iesulting in the late increases I he 
AG icqucsted inl'ormation from LCSrE and the Keniucky Conimissioii and its stafl regarding nllcged inipiopcr communications 
bciwecn LG&E and the Kentucky Commission relaictl to the ia tc  pi-ocecdings lhc AG also iequcsted ichcaling ot the iriiie iiictmse 
01-deis on the basis o l  these allegations, as well Iculational aspects of the increased i-aies In Fcbiuary 2005, tlic AG submitted ;I 
conlitlcntial report on its investigation with the Kentucky Commission and ti lcd a motion summarizing [lie ~eport  as containing 
evidence o t  improper communications arid record-keeping errors by LG&E in respect of its activities with state govcl-nmcnial 
;igcncies, including tlie Kentucky Commission 

I n  Dccembci- 2005, the Kentucky Commission issued an Order noting completion o f  its inqii i iy. incluil ing review 01 the AG's 
i inestigative repoi-1 I lie Order coiiclutled that no inipiopcr ct)niniunications occurrcd during the rate proceedings. I'inal p~oeectlirtgs 
took place duiing the l i rst  tjt13rtcr 01'2006 conceining tlie sole remaining open issue relating to stiiic inconic (ax ratcs usctl in 
calculating the granlctl rate increase In Maicli 2006. the Keniucky Commission issued :m Order resolving this issue in LGScE's ~ I V O I  

consistent with tlie original rate increase ortlci 

l i led an application with the Kentucky Commission requesting appioval lor sale oltlic Watciside ~ I O ~ I C I - ~ ~  to 
tlie 1.oiiisvillc Arena Auihority, a non-piolit corporation, i n  connection with the dcvelopmcnt and coiisti uctioii 0 1  a new niulii-pui-pose 
i~ rc~ ia  in ~ ~ W I I ~ ~ W I I  Louisvil le I lie Keniticky Commission issued an Ordei in September 2006, approving the pioposcd transactioii 111 

Noven~bci  2006, LGSrE entered into a definitive rclocation agreement with the ILonisvillc Arena Authority providing for ihe 
rcinibui-scnient ol  the cosis to be incurred iii moving eel-tain lhcilitics related to the arena transaction. Those costs are currently 
estimated to be :~ppioxiniately $63 mi l l ion Tlic parties luriher entered into a tlelinitivc p~opcr ty  sale ngieenicnt ploviding fo1 the sale 
ol' t.G&E's downtown site to the Louisvil le Aiena Authority Ibr appioxiniately $10 nii l l ioi i, ~-cprcsenting the apptaiscd value ol the 
patcel, less certain agreed upon demolition costs 1 lie aniouiiis specilicd in the agieenicnts 3re subject to certain adjusttiiciits 
Dcpcntli i ig upon continuing piogiess o l  the proposed arena, the transactions conicmplatcd by the agieements ate anticipated to occtw 
between 2006 anti 20 IO. 

For a luriher discussioii olregulatory matters, see Note 2 01 Notes to Financial Staicmcnis umlci I t c m  S 
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Construction 1'1 ogi ani and 17inanciiig 

LGLE's construction piogram is designed to ensure that there wi l l  be adequate capacity and reliability to niect l l ie  elect^ ic and natiital 
gas ticcds of  i ts  sci-vice olea lliese iieeds are continually being reassessed and appiopriate icvisions arc made, when necessary, in  
consti iictioii schctlulcs LGBli's estimates of'its constiuctioii expcndituics can vary strbstantially due 10 nun~e~ous iicnis beyorid 
I_G&E's coiitiol, such as changes in  interest rates, economic conditions, consti uction costs and ncw environmental or other 
govcriimontal laws ant l  I cgiilations 

During tlie live yeai-s ciidcd December 3 I, 2006, gross piopei-ty additions amounted to approximately $872 mi l l ion Ii i lcrnally 
gcnei ated fiintls and extci-nal I'inancings for the live-year period were utilized to piovitle for  tliesc gross additions llie gross atlditioiis 
dui ing this pcriotl nniountcd to appioximately 2 1% of'total util i ty plant at December 3 I ,  2006, and consisted 01 $698 mill ion Ibl 
elcctiic piopcities and $174 i i i i l l ion for natiiial gas properties Gloss ictirenients during the smie peiiod wcic $171 million, consisting 
o l $ 1 3 8  ni i l l ioi i  for clcctiic piopcrtics and $33 mi l l ion for natural gas propcilies 

Capi~al cxpcndituics dui ing the tlircc years ending December 3 I ,  2009, are estimated lo be appioxinialcly $665 mil l ion The major 
cxpcnditiii-es dui i i ig this period relate to tlie development and construction ol TC2, of wliicl i L GLE's portion totals appiosinialoly 
$ 150 mill ion (including $40 mi l l ion for enviroiinieiital conliols), otlicr environmental conliol equipment ol'ap])roxiniatcly $80 ill i l l ion 
and approximately $30 mi l l ion for tlie rectevelopnient ortlie Ohio Falls hydro Facility 

Coal Supply 

Coal-l'iieil pencialing units piovided appi-oxiniately 97% oIL.GBE,'s net kilowatt-liour generation for 2000 ~ f h c  icinaiiiinp net 
generation r'oi 2006 w x  pi-ovided by natiiral gas and oil-luelccl c o m b u s h  turbine peaking units antl a Iiythoelecti ic plant Coal is 
expected to tic the pictloiiiiiiant luel used by LGBE in tlic foi-esee:ible l"uture, with riaturd gas nnd oi l  being uscd f a  pcaltiiip capacity 
antl Ilaiiic skibilization in  coal-lircd boilei-s or in criiei-gencies LGBE has no niiclear generating units and h s  no pl:ins 10 build :~ny in 
the lorescc:ible I'iiturc 

L C & C  ni:iintaiiis i t s  fuel invciitoiy at Icvcls estimated to be necessary to avoid operational disruptions at i ts coal-lirctl gcnelalinp 
units Reliability ol 'coal deliveries can be af'fccteci l ioni lime to finie by a iiunibei of Iact~rs, including Iluciiialions in  tlcni;~ntl. coal 
niiiic production issues and other stipplicr or transpoi ter- opciating d i l  I'iculties. 

I.GSrE has cntcietl into coal supply agreements with various suppliers for coal delivei ies f'or 2007 and beyond and no1 ninlly aiignicnts 
i ls  coal supply agi cements with spol mal-ltet purchases L.GBE has a coal iriventory policy wli icl i i t  believes provides adcrluatc 
pi otectioii iintlcr m o s t  contingencies A coal inventory of approximately one mi l l ion tons, or a 47-day Slipply, was on Iiand at 
Dccciiibci 3 I, 2006 

I GLE, expects to continue purchasing most o f  i ts  coal, which has sulf'ur content in  tlie 2% - 3 5'% rnnge, lion1 westel-n Kentucky, 
suutlicrii Intliana, southern Illinois, Ohio and West Virginia for tlie foreseeable lutuic. This supply, iii coinbination with tlie 
Coniliaiiy's SO2 ienioval systems, is  expected to enable L.GBE to contiiiue 10 provide electric service in  compliance will1 existing 
oivironniental laws and I-egulations 

Coal is delivcicd to LCLE's Mill Crcclc station by rail and barge, Triiiible County station by barge and Cane l lun station by rail 
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I lie liistoi ic31 avciage tlcl ivcicd cost of coal purcliasctl and [lie percentage o1'sl)ot coal pui-chases weic: 

21111(, 201l5 2llOJ 
$3483  $30.37 $ 2 6 2 5  
$ 1 5 1  $ 132  tF 1 1 5  

- ~ -  

8 %  14% 7 %  

c a s  Supply 

pi i ic l iases nattiral gas supplies lion1 multiple sotiices undei contracts Ibi- varying pci iods 0 1  tinie, while tianspoitatiun services 
chased lioni texas Gas and 'Tennessee Gas 

I.GBE tiaiispc~rts natuial gas oii (lie lcxas Gas system undei Rate Schedules NNS and F T  service LGbE's  wintei season NNS levels 
arc 183,900 MMDtulday and its winter seiison I:'l levels are 28,000 MMBtulday LG&E's suninier season NNS levcls are 60.000 
MMBtult lay and i ts suninier seasoii F T  levels arc 28,000 MMDtulday Eacli 01 tlie NNS agteenicnts with Texas Cas is  subject to 
kiri i ination by LGSlE in equal portions during 2008,2010 and 201 1 Eacli 01  the F1 agrccnicnts with lcxas Gas is  subject to 
tcrniination by LG&E dui ing 2008 and 201 I. LG&E also transpoits on thc Tennessee Gas system under I eniiessce Gas' Rate 
Schctlulc F I -A  1.CBE's contract levels with Tcnncssce Gas are 5 1,000 MMBtu/dny thioughout the year 1 he F I -A agreenicnt with 

LG&E pal-ticipates in late and otlier pioceecfings affecting tlic regulated inte~state natural gas pipelines that provide i t  service Both 
lcxas Gas and Tennessee Gas have active proceedings at tlie FERC in which LG&E is participating Dui-ing 2005, Texas Gas filctl an 
applicatitm with tlie FEllC 10 incrcilse i ts  base rates Texas Cas began bil l ing i t s  rates subject to rclbnd in  that same year, pending 
:ipproval 01 l i n a l  l-ates by tlie FERC Along with otlier interested pailies, LGGrE participated in this proceeding l l i e  intervening 
parties reached a settlenicnt ol the issues, and the FERC appiovcd tlie settlement in  2006 Shot-tly therealter, Texas Cas rcliindcd a11 
anioiiiits collcctetl in excess oftlie final approved rates and relitntled the applicable aniounts to a l l  customers LGCE i s  in  tlie piocess 
01  icluntl ing its portion ol'tliose reluiided aniounts to i t s  retail customers though tlie GSC. I he rates of" renncssee Gas ai-e not being 
billed subject to relund 

LGBE also has a poitlblio of supply an-angcnicnts 0 1  various ternis with a nunibel of'suppliers designed to incct i ts  lirni sales 
obligations Tllcsc nal t i ia i  gas supply airangenicnts include pricing piovisions that a ic market-responsive T'licse [irm natural g3s 
supplies, in  Vandeiii with pipeline transportation seiviccs, provide the reliability and llexibil i ty necessary to serve LGBE's natural gas 
ctistonicrs 

owns and opciates l ive undei-ground natuial gas stoiagc fields with a current working natwal gas capacity otappi-oxiniately 
I S  I mi l l ion Mc l  Natural gas is  purchased and injected into storage dtii ing the suninier season and is  tlicn witlidiawn to supplement 
pipeline stipplics to meet tlie gas-system load requirements tlui-ing tl ie winter heating season See Gas Operations under I tem I 

llie cstiinated maximum dcliveiability lroni storage during tlic early 11a1-t olllie licating seasoii is expected to be in  exccss ot"350,OOO 
Mclkiay Ilnclcr mid-winter design conditions, LG&E expects to be able to withdraw in cxcess 01  300,000 Mcllt lay lioni i ts  storage 

seasonal withdrawals 
1. x i l i t i c s  .' ' ... .I lie dclivcrability of'natural gas from LGBE's stolage facilities deci-cases as storage inventory lcvcls ale I-educed by 

relics upon its signilicant undcrgiound stoiagc to mitigate (lie price volatility to wliicli customers might otlicrwisc be exposcd 
111 2000. [l ie Kentiicky Commission issued an Older cstnblisliing Administrative Case 
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Swrccl by K e ~ r t ~ R y ’ s  h i  istlictioiinl Ntmi ti/ Cor Distr ibirriort Coirrptriiies. Subsequent to this investigalion. the Kenlucky Commission 
issued a11 Order in luly 2001, encoui aging natural gas distribution companies in Kentucky to take various actions, among tliem to 
111o11ose a natinal gas hedge plan. LGBE, curiently operates under a hedge plan proposed by LGBE beginning with the 2004/2005 
wintci Iieating seasoii l-liis hedge plan relics upon LGBE’s underground natural gas stoi age to mitigate customer exposui e to price 
volatility I n  2004, ihe Kcniticky Commission appioved L.G&E’s proposed hedge p h ,  validating the cl‘lbclivcness ol’storage to 
mitigate potential volatility associated with high winter natui-a1 gas Ixices The Kentucky Coniniission also ordered that LGBE nectl 
iiot file hedge plans i n  the future unless i t  intended to utilize linancial hedging insti unients 

‘I lie average cosl per Mcf ol’nslural gas purcllnsed by L.G&E was $7 80 in 2006, $10 23 in  2005 and  $ 7  I8 in 2004 For ftnllw 
discussion 01 wliolesalc natural gas prices, see Note 2 ol  Notes to Financial Statements under Item 8. 

Envii  onmental Matteis 

I’iotection oftlie cnviionnient is a major priority Tor L.GBE Federal, state and local regulato~y agencies Iiave issued L.GBE permits 

with 2006 expenditures foi pollution control facilities represented $ I79 niillioii or 20% oftotal consti-uction ex~~enclittiies LGBE 
csliniatcs that constiuction expenditures for e n v i ~ o n n i e n ~ ~ l  control equipment li.oni2007 though 2009 will be appoximately $ I  LO 
niillion For a discussion olcnvii-onnicntal niatteis, see Note 9 01 Notes to Financial Statements undei Ilcni 8 

lii October 2006, E, ON U S , LGBE, and KU announced plans to piovide up to 525 million over a period 01  up to twelve ycais to 
I:cilureGcn Intiustrial Alliance, lnc (“FulureGeti”), a non-prolit consoi l iun i  FuluieGcn will conduct research, development and 
tleinnnsti ation activities iclaling to ndvanccd coal technologies, including proposed consti-uciioii 01 the world’s lit-st coal-liictl, “nea 
ZCI-O cniissioiis” powcr plant Among the nicnibcrs of FutuicCcn aic conipnnies with inteicsts in coal-fii-ctl clectiic powci genciation 
0 1  coal piocluction FutuicGen has signed ini initial coopciaiive agiecnient with the DOE and expects to sign a lull-scope coopciativc 
ag,rccnicnt i n  2007 13eyontl their initiiil aggregate nienibcrship amount and contributions paid through 2006 olapproxinrately $ 1  
niillion, E ON U S , LGBE antl K U  Iiave tights at sequential future tinies to tciniinatc participntion prioi to incurling tlic oblig:ition to 
contribute tlic I elcv:uit remaining conti-ibution amounts 

Competition 

At this time, neither the Kentucky Geneial Assembly nor the Kentucky Commission has adopted or approved a plan or timetable 101 
retail electric industry competition i n  Kentucky I lie nature or tiniing olthe ultimate legislative 01- I-egulatory actions regaitling 
industry restrucluring antl their impact on LGBE, wliicli niay be signilicant, cannot ciiricntly be piedictcd Sonie states that have 
;ilicady deicyulated liavc begun discussions that could lead to le-legtilation 

Over the last sevcial yeais, LGSrE, has taken many steps to niaintaiii clficient r ~ t c  structurcs wliilc achieving high levels olcustomei 
satislhction, including: an inciease in  focus on coninieicial, industrial and residential customers; an inciease in  cmploycc involvenient 
and training; and continuous modilicalions 01‘ its organizational structure LG&E also stiives to control costs tlirougii conipctilivc 
bitlding and process iniprovemcnts L.G&E’s pel-l’ormancc in national customer satislaction sui-veys continues to be high 

ubject to air quality, water quality and waste management laws and regulations Foi- the five-year pel-iotl ending 
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EMPLOYEES ANI) LABOR RELATIONS 

LG&E hnd approximately 917 lull-time regular employees at Febiuary 28, 2007 Ol'tlie total, 632 operating, rnaintcniliice and 
constructioii employees were icpiesenled by  the 113EW Local 2 100 LG&E and employees iepicsentetl by tlic IBEW Local 2 100 
signed a three-ycar collective baipaining agreement in November 2005 with annual bcnclits ic-opencis 

I: ON LI S Services provides services to all i l iated entities, including LCiSrE, at cost as pciniittcd under I'CII-ICA 2005 On Fcbi w r y  
28. 200'7, appioxiniately 093 eniployecs woiked lor E O N  U S Services. 
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Executive Oll iceis ofI.G&E at  F c b l . ~  28. 2007: 

S I l rat l lor t l  Ilivcs 
1’3lll w ‘Ihompson 
C 111 is I ICI riinnn 
Wently c Welsl1 
M;irtyn ( ia l lus 
I’atila I I  I’ottingei 

48 
50 
50 
53 
42 
50 

l’iisiliim 
(.‘h;iiinian oftlie 13oartl, l’resident and Chief 
Executive Oll’icer 
Executive Vice I’rcsidcnt, General Counsel a i d  
Coipoi atc S e a  clary 
Chiel‘ Financial Oflicci 
Senior Vice President - Energy Services 
Senior Vice I’iesitlent - Eneigy Deliveiy 
Senior Vice I’rcsidcnt - Inl‘omiatioii Technology 
Senior Vice I’rcsident - Energy Marketing 
Senioi Vice President - Human Resources 

Ikivitl A VogcI“ 
Micliacl S Ihxi- 
(;coige I<  Siemens 
11 Ilalph Bowling 
Il W [ ‘ h i p  Keeling 
Jolin N Voylcs. I r  
Ihiicl  K Aihoiigli 
Valerie L ,  Scott 

41 
48 
57 
49 
50 
52 
45 
50 

Vice I’resident - Iktail and Gas Stoi:igc Operations 
Vice President - Federal Regulation and Policy 
Vice I’resitlcnt - External AI‘ljirs 
Vice 1’1-csident - Power Opciations WKE 
Vice I’iesitlcnt - Communic:itions 
Vice President - Regulated Generation 
1 re:isurer 
Control Ier 

Eflwrive I h l c  iil 
I!lcctiim 11, I’rusciil 

I’witiii i i 

May I, 200 I 

July 1, 1994 

Scptemhcr 15, 2 0 0 3  
June 7, 2000  
I~’cbllla1y 14. 2003 
Deccmbcl- I I, 2000 
1)cccnibei I I ,  2000 
lanuary 2, 2006 

Maich I ,  2003 
September 27, 2004 

August I, 2002 
Mnrcli IS, 200,  
June 16.2003 
I>eccmbcr I I ,  2000 
Ja i i i i~~ iy  I .  2005 

Janualy 1 I ,  2001 

Ol l i cc i s  gcnei-ally sei-ve in  1111: siinie c:il)iicities at L G J i E  and its alliliates, E O N  II S and K U  

* Mr Vogcl announced his resignation l‘roni tlic Coiiipny during Match 2007 
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-I he picsent te im ofol' l icc ol each of thc above executive and other olliccis extends to the meeting olthe Board 01 Diiectois Ibllowing 
the 2007 Annual Meeting 0 1  Shaicholders 

'I hcic ale no family relationships between or among executive and other ollicers 01  LGBE The above tables intlic;ite officers s e ~  ving 
as executive ol l icc is ot'I-GBE at Februaiy 28, 2007 

Bc lb ie  he \\.as elected to l i is cuttent position, Mr Stall'ieri was President and Chiel Operating Officer ot'ILGBE Enclgy li-om March 
I909 to Ap i i l  2001 (including Pi-esidcnt ot'I.GBE lion1 June 2000 to Apr i l  2001) 

MI McC:iII has been Excctitive Vice I'icsidcnt, Geneial Counsel and Coiporatc Sccletaiy 01  LGBE Enclgy and ILGBE since July 
I994 

13clbre lie \vas elected to his cuncnt position, M r  I l ivcs was  Senior Vice Piesiclent I Finance and Contioller 01 LG&F Pnctgy and 
LCBE Iroii i  Decenibci- 2000 to September 2003 

I3clbie he wils clcctcd tu his current position. MI Ihonipson was Scniol- Vice President - Pneigy Scrviccs I ~ I  L 
Atip~ist I900 to June 2000 

Bclorc l i e  was cIcctcd to his cuircnt position, Mr. tlcrmann wils Senior Vice Pi-csitlcnt - Disti ibutioti Opcr'.ations, lion1 Dcccmbci 2000 
to I4miary 2003 

I3clbrc she was clccted to her cui-rent position, Ms  Wclsli was Vice I'residcnt - In l iwmt io i i  rcchnology l l on l  1:ebru:iIy I998 to 
llecenibei 2000 lor LGBE Energy 

ctcd to his current position, Mr Gallus was Vice I'resident, Energy Marketing II-uni August 1998 to Dccembci- 2000 
Ibr LGBE Energy 

Uclbi-e she was elected to lie1 ctiriciit position, Ms I'ottinger was Director, I-lunian Rcsourccs lion1 June 1997 tu June 2002 and Vice 
Piesitleiit - I lunim Rcsourccs lion1 June 2002 to Jnnuaiy 2006 

Bctbie he was clcctetl to l i is cuireiit position, Mr Vogcl was Vice President - Retail Services rrom l>eccnibcr 2000 to March 2003 

In addition to being elected to his current position, Mr Arbough has held the positions olDi icctor,  Corporate Finance 01 L G B E  
Energy and LGBE lioni May I998 to piesent. 

Bclbi-e lie was elcctetl to his cui-rent position, M r  Beer was Senioi Counsel Specialist, Rcgulatot-y lion1 Februal-y 2000 to Fcbrtiaiy 
2001 and Vice I'resiclcnt - I lates and Regulatory l i om 1;ebi-uary 2001 to Septenibcr 2004 

I3clbrc he was elected to his cui-lent position, Mr. Siemens held the position of Director 01 Ihtei-nal  A l l j i r s  for LGBE Erieigy l i om 
Augtist 19S2 to J:inuaiy 2001 

Ih lo i -e  lie was elected to his cun-ent position, Mr Bowl ing was General Manager Black 1;ossil Operations lor E ON U K i n  the l in i t cd  
Kingtlom li-om January 2002 to Augtist 2002 

13elbie lie was elected to his curicnt position, MI- Keeling was Diicctor, Corporate Conimunications lor LGBE 

I 6  
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Enc~gy 110111 I;ebrt~ary 2000 to March 2002. 

13clnte lie was elected to his curient position, Mr. Voyles was General Manager, Cane Ihn,  Ohio Falls and Combustion 1-uibines, 
Novenibei 199s to I%bi uai-y 2003 and Il i icctor, Generation Services, 1;ebruai y 2003 to June 2003 

13cfoic slie WDS clcctetl to her cuii-cnt position, Ms Scott was Diicctoi-, 'I lading Contiols antl Energy M:n kcting Accounting Iioni 
1~ebrt1;iIy I999 !o September 2002 and Dii-ectoi-, Financial Planning and Accotinting - Li i i l i ty Operations lioni Sepicn?l,ei 2002 to 
Dcccnibci 2004 

I ten i  1A Risk 1;actoi-s 

In &lition to the otlici information in this Foim 10-K and other documents furnished to or liled by LGSrT: with tlic SEC lioni tinic to 
time, tlie following lactoi s should be cai-eUully consitlei-ed in evaluating the Company. Such Factors could a1 feet actual iesults and 
caiise Iesults to ciiffer niatei i d l y  from those expressed in any Ibi-ward-looking statements made by, or on behalf 01; tlic Company 

'l~lic electric :iiid g:is txtes 111:it LGCE cli:irges cnstoiiiers, iis well as ot l ier  aspects of tlie biisiiiess, ;ire siibjcct to sigiiilic:inl 
state :iod IXIIC regiiI:itio~i. 

l h c  i - ~ t e s  tliat the Company is ;illowcd to cliai-ge for its services ate a primary itcni inllucncing tlic results ofolxrations, linonciiil 
position and liqiiitJi!y o f t l i c  C'onipany Tiic regulation oftlie iatcs that a le  collected from custonieis is dele!-mined, i n  large pai t ,  by 
yovci nniental oi ganizitions outside tlic Company's control, including tlie Kentucky Commission l l i i s  coniniission I cgulatcs miuiy 
aspects ol'utility opciations, including linancial and capital sii-uctute matters, siting and construction 0 1  Ihcilitics, tei nis :nit1 conditions 
0 1  scivicc, safety and operations. accounting and cost allocation nictliodologies and otlier mattcis WIii lc rate icgulation i s  picniiscil on 
~-ecovciy ol 'pr~ii lcntly incuriccl costs and icasonablc rate olreturii 011 capital, such caiinot be ;issuied Itcgulatory pioccedings 
regaiding all matters o f  operations can thus significantly al'fiect the ea]-nings, l iquidity and business activities o l  the Conipany 

' I r ; i ~ i s ~ ~ ~ i s s i o i i  :iiiiI iiilerst;ite iiiwket activities of LC&E, :IS well as otlier ; q ~ e c t s  of llie biisiiiess, :ire subject to sig~i i l ic: i i i t  
IW<C regii laiioii. 

'Ilic Company's business is subject to regulation under the FEllC covering matters including iatcs cliaigcd to tiansniission uscis and 
wliolesiile custoiiicrs, interstate niarltct structure and design, construction and operation 01 tiansniission lacilitics, acqiiisitioii and 
disposal o f  uti l i ty assets and securities, Stantlards 0 1  Conduct, Codes ol Conduci, cost allocations and linancial ninatteis Esistiny 
F E I K  icgulation, changes tlieieto oi issumce 01 new rules in  these areas, can al'l'cct the eainings, operations and otlici activities 0 1  the 
Co mp" n y 

I,G&E's esit II o m  the MISO, :IS vvell :IS cli:i~igcs i n  t r ~ ~ ~ ~ s ~ ~ ~ i s s i o ~ i  asid wl~olcs:iIe power 11i:i1^1tet stroetui es, coiild iiicie:ise costs 
01' rctlllcc revelilles. 

l ive Septenibci I, 2006 The resulting clianges to transniission antl w1ioIcsaIc powcr ni;iikct 
y cstiniablc and may icsul i  in unl'orcseen cffects on cncigy puicliascs and sales, tiansniissioii 

mid related costs or revenues As iequired by tlie FERC, in coiinection with its exit, [lie C h i l m n y  lias engaged two intlcpeiidcnt tl i i icl 
pal-ties to perform cei-tain ovcrsiglit antl ruiictional conti-01 activities relating to transmission antl related activities Sucli activities may 
I1;Ive an  
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eltict on the Company's abil ity to access tlie transmission system lor wholesale, native load and oll-system power activities 'Ihe 
Company w i l l  save ccitain M I S 0  membership costs and cliai-ges, but is subject to M I S 0  cliaiges tbr oll lsysteni tmnsactioiis i n  the 
MISO d:iy-uliead aiid ieal-time energy markets as well as fees related to tl ie new transmission service vendors 1 lie Compaiiy believes 
that, over tinic, tlic benefits and savings lkoni its exit 0 1  the M I S O  wi l l  outweigh the costs and expenses I lowever, unti l post-MIS0 
n ix lwt  conditions aiid operations have matured, tlie elltcts on  financial condition, liquidity oi iesults 0 1  operations w i l l  reniiiin 
di l l icul l  l o  lu l ly  piedict 

iiiidei taltcs signilic:iiit c:ipit:il proje iiid is subject to iiiiforeseeii costs, t1el;iys 01- kiiliil-es i i i  siicl i  pi'ojects, iis !vel1 :IS 

11111 recover y olsllcll costs. 

In tlic ortliiinry cotiise 0 1  business, t l ie  Company is continually developing, permitting aiid constructing new genetation ant1 
tl.niisinissioii 1Scilities. as well as maintaining and inipioving existing lhcilities 1 lie coinpietioil 0 1  tliese lhcilitics witl ioiit tlclnys or 
cost oveii uns is subject to risks in many areas including appioval and licensiiig; pei mitting; co i i s t r~~c t i o~ l  1m)blcnis or delays; iiici ciiscs 
in commodity or equipment pi.ices or in laboi rates; contractor pcrlorniancc; wcather and geological issues and political, l a b o ~  and 
i-cgulatoiy developments Delays, additional costs or uiisatislactory icgulatoiy ticatnieiit can result in rctiuced eai-nings Ftiitlicr, iI 
consti tiction projects ai-e iiot completed accoiding to specilications, tlie Company may incur reduced plant clliciency, liiglici- operating 
costs oi continued ciipital costs 

Piojccts uiiclcrway at LGBE iiiclude plai is to consti-uct a new base-load genei-ating unit, .I C2,  aiid associated tiwiisiiiissioii hcil i t ics; 
tlic upgrade or coiisliuctioii 01 otlicr tiansniission lhcilities and upgiatles to emissions i-eduction equipinciit I iese piojccts ale in 
varying stages ol'consti-uctioii, planning or regulatory appioval 

I.C;&E's costs ol coiii~~liiiiice !villi eiivironrneiitiil 1;iws :ire sigiii1ic:iiii i i i id :ire subject  to coiitiiiiiitig cti:iiiges. 

LG&E is subjcct to extensive Itt leinl, sute and local cnvii-orinieiital rcquire~iiciits wliich, among uthel things, icgtilatc air emissions, 
watei tlisclini-pes aiid tlie management 0 1  hazardous and solid waste in oider to adcquatcly piotect tlie eiiviionnient Compliance by tlic 
Company requires significant expenditures for i~ istal lat io~i  o f  pollution control equipniciit, environmental monitoring, emission I'ccs 
and pcirnits at a l l  0 1  its Ihcilitics II'thc Company fails to comply with cnviroiinieiital laws and regulations, even itcauscd by Ihctois 
beyond its control, c iv i l  oi ci  iininal penalties and lines can iesult Ileviscd or additional laws and regulations could i c s ~ i l t  i n  signilicaiii 
adtlitioiial expense a i i d  opciating restrictioiis on I-G&E's hci l i t ies or increased compliance costs which may not be l t i l ly  ~ecoverablc 
lioni custoiiiers Tlie cost impact ol'sucli changes would depend upon the specific requirements enacted and catinat be dctcrmiiied at 
t l i i s  time 

ILGBI:. is undei-taking sigiiilicanl ciiiissions construction piojccts relating to upcoming compliance with the Clean A i l  Act, CAlK ali(1 

C A M R  standards, anioiig others Rate recovery and otlicr regulatory proccctlings regarding tlicsc matters occur periotlically anti w i l l  
coiitiiiiic Ibr some time 

1,GSIE's opei :itiiig i.csiilts are affected by we:itlw eoiiditioiis, iiicltrdiiig stol-ins a ~ i d  seasorial teiiiperatu~'e v:ir,iiltioris, :IS well ;is 
by sigiiilicziiit iii;iri-iiiiitle or iiccident;il disturbaiices. 

C'ustoinci demand lor electricity and natural gas is seasonal aiid can cause extrcnic variability in load clue to iiiglici- or Iowci than 
notma1 tciiipcrmws Gcncially, deniand toi- electricity peaks during tlic suninier and demand lor nattiral gas peaks d u ~  ing tlic wiiitci. 
As n result, LGBE's overall opciating restilts can lluctuatc 
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substantially on 3 scasoiiiii basis I.&!kE maintains adequate generating and natural gads supply resoili ces to acconiniodale systclll 
ilcni:incis loi- clectriciry and  natuial gas In addition, tlie C~omlnny has gcneially sold less electricity or natuial gas, as q~pl icablc,  and 
conscqucntly cai iicd lower Icvenues, when weather conditions have been niildei I-lowcvei, the natural gas I ates contain a W N A  
1iicc1i:inis1ii wli icl i adjtists the distribution cost recoveiy component 01 the i iatural gas billings ol residential and coninicrcial ct~stonie~s 
to noi-iiial tcnipci aturcs tlui ing tlie heating 
cxtrcnics Severe wcatliei, sucli as to1 nadoes, ice sturnis, tliunderstomms, Iiigli wind 01 Iloods could also significantly alfect tlic 
Conipany's olmations b y  causing power outages, damaging inl'rastructui-e and reqtiiring significant repair costs 1-criorisin, cxplosioiis 
01 !ires pose s in i i l x  risks L G B E  niaintains a coiiiprclicnsivc storni nianagcnient plan for ellicicnr and timely icstoi;itioii 01 service to 
custonicrs altei- major storni cvciits 

I,C&II is subject to I i s h  I cg;iidiiig poteiiti;il t levelol~i~icnts eoiiceriting globs1 c1iin;kte c l ~ a i ~ g e  ii~atters, 

LGBP is cxposed to risks iclatcd to possible developments concerning cliniate change or global warming, inclticling iegulations 
ielating to GI-1G Such dcvelopnients could include polenrial federal or state legislation or inciustiy initi:itivcs l imi t ing GIIG cniissions, 
cstnblisliing costs or charges on GIIG eniissions 01. on luels ~clat ing to sticl i cniissions, iequii ing iemctliation. sequcstiation 01 

gcnei-;ition lleet-tlivcrsilication to addi-ess GI-IG emissions, promoting energy elficicncy or otlicr nicasui es Tl1csc actions c o ~ ~ l c l  have 
substantial cI  fccts on t l ie Company's financial condition 01- restilts ofopc~ations, including increased ciipit;11 expenditures 01 opciating 
costs nnd changes in  iatc structures, luel prices or ctistonier tleniand levels l - l i e  Company's genelation lleet is picdoniinantly coal- 
filed and may, as a relative iiiattcr, be highly impacted b y  developments in this ale3 

on months o l  November tliiough April, solnewlint mitigating tlic cll'cct 01' wmtlici- 

' biisiiicss is coiiceiitr:itetl in tliu Midwest United Status, specilically I<eiitucky. 

'Ilic O ~ C I  ations 01 tlic Comlnny aic located in  I<entucky and are tlierel'oie impacted by changes in tlic Midwest United States econoniy 
in gcncral, and  tlic Kentucky economy in  particular Gcnci-a1 economic conditions, sucli as population growrli, industi ial gIowtli or 
cx1wisioii and ccononiic tle\clopnient, as well as tile operational or linancial pcrli~iniaiicc 0 1  major industries or customcis in tlic 
Conilmiy's service ten itoi-y can all'cct tlic demand I b r  electricity and natuial gas 

LG&lS is subject to opci  :itioii:il risks rclatiiig to its geiier:itiiig pl:iirts, traiisinissioii h e  

Operation 01 powci plants, ti-aiisniission and distribution Ihcilitics subjects L G B E  to many risks, including tlic breakdown 0 1  ID~IUIC ol 
ctluipnient, accidents, labor dispi~~cs, tlclivery/tl ansportation problems, disruptions ol lLcl supply and pci Ibiiiiance below c s ~ ~ c c t c d  
IcvcIs 13ccausc ILGBP's transiiiissioii Iacilities are inteiconnected w i th  those olthii-d pi-t ies, tlic operation o l  i ts  lacilitics may bc 
advcrsely alfccted by unexpected or uncontrollablc events OCCUI-I ing on the systems of such tliil-11 paIties Opoatioii 01 tlie Conipa~iy's 
power plants below cxpcctcd cqmcity lcvcls could ~esult in lost lcvenues or incicasetl expenses, including Iiighei maintcnnncc costs 
that may not be I-ccovei-cd lioni custonic~s Unplanned outages niay icsult in  signilicant replacement powei costs While L G B I i  
bclicvcs ;ippropriate picvention oi mitigation measures are in place, wlieic possible, wi th respect to tliese potential busiiicss 
disruptions. 110 assi~ianccs cwi be given that sucl) events wi l l  not OCCLII- in  the It itwe or wi l l  not negatively affect its l i i i ; ~nc i~ l  coni l i~ io i i  
or rcsi11ts 0 1  opcrations 

es mid tlisti il)iitioii eqiii l) i i~~iit .  
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I,G&:E coiild be iiegatively ;iIfected by rising iiiterest rates, dowitgrades to credit ratiiigs or otlier iicgntive develupiiieiits i i i  its 
;ibility tu access capital rn;irltets. 

In the ordinary course of business, tlie Company has signilicant long-term and shoit-teim financing iequirenicnts to lund its capital 
cxpciidituies. debt interest or maturities and operating needs I I  rating agencies weie to downgrade the Compmiy's credit iatings. 
particularly below iiivestnicnt grade, oi withdraw such ratings. i t  could significantly l ini i t  access to the capital ma1 kct and the 
Company's boirowing costs could increase In addition, the Company's financing costs can be allkcted by linancial matters involving 
its paicnl holding company, including its oveiall credit rating, its pi-ovision 01 inti-a-company linancing and the tcims and rates otsuch 
financing 

LG&:E is siihject to comiiiodily price risk, credit risk, coiiiiterparty risk atid otlier risks associ;ited wit l i  t l iu etiergy biisiiiess. 

LG&E i s  exposed to market, opciating and linancial i-isI(s common to util i ty opemtions Although the Company operatcs largely in 
rcgulatetl niarltets, iiicieases in  the cost 01 power and lkl, such as coal or natuiel gas, as well as other major inpuis and stipplics, ciin 
all'icl its margins because authoiized rate s t ruc tura  and pass-through cost iiicchaiiisnis niay include l iming lags or regulatory 
disctction which do noi lead to lull cost recovery Changes in  tlie wholesale market price Ibi- cleclricity can impact LGBE's linancial 
icsi i l ts by alteiing tlie revenues liom ol'f-system sales of excess powci lioni period to period I-CiBE i s  also exposed to 1-isk that 
countcrpiiriies could Fail 10 pci loini their obligations to provide cncigy, liicl, goods, services o r  payments icstilting in  potential 
increased costs to tlie Company 

12G&11 is sii1)ject to risks :issociatcd witli defitiud Iiciiefit retireiticitt phiis, Iie;iltli c : ~ r e  p h i s ,  wages iitid otlier etnployee- 
l~cl;ttctl bet1efits. 

I he Company's luntling obligations concerning dclincd benefit pension and postrclirenicnt plans arc si~bjcct to risks relating to 
tlcvclopnicnts in  luture costs, ietuins on investmen(s, interest rates and other actuiirial matters which may i l i l l C i  l iom assumptions 
curiently in  eflbct l o r  the plans and niay lead to higher I-equiied funding outlays I:ui-thcr, higher wage Icvcls. whether related to 
coi iccl iw bargaining agiecnients or cmpioynient market conditions, and costs ol'pl-oviding health cale bcnclils to employees niay 
atlvcrscly all'cct LGBE's i-esults of operations, linancial position or l iquidily 

Iteni I U. Uiircsolved Stal'l Coninicnts 

None 
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I IKM 2 I'iopei iics 

LG&E's power generating system consists oftlie coal - l ied units operated at its thee steam generating stations Combustion tui bines 
supplcnient i l ie system dui  ing peak 01 emergency periods L.GSLE owns and opcraies $he following elecii-ic gcncr;iling siaiions unlcss 
otliciwisc staied: 

Stiiiitiiur C:i~ini)iiity 
Itiitiw (n lw)  

Stc;iiii Siations: 
Mill Creek - Jclfei-soti County, K Y  

l ln i t  I 
Unit 2 
\ i i i i t  3 

3 0 3  
30 I 
3') I 

L l l l l t  4 417 
loial Mill ( reek 1.472 

Caw Run - Jelli.rson County, KY 
Unit 4 
Unit 5 

155 
I68 

l l r i i i  0 240 
1'oi~Il Callc llun 5 03 

1.1 inible C'otiniy - TI-imblc County. KY (a) 383 

Combustion I urbine Gcneiatois (I'eaking capability): 

Zorn - Jefferson County, I<Y 
I'atltly's Iluii 
Cane I lun - .Jcll'erson County, KY 
Waieisitlc - Jelfeison Counly, K Y  (c) 
E W I3rown - Me,-cer County, KY (<I) 
I I iiiihle ('ounty - -1 iii i ible County, KY (e) 

Iclfeison County, K Y  (11) 

Total combustion tui-bine gcncratoi s 

14 
I IO 

14 

190 
- 

32s 
665 

1-otal capability rating 3,083 

(a) Amount shown represents LG&E's 75% interest. See Notes 9 and 10 olNotes to 1;inancial 
Statements under Item 8 for fill-tlier discussion on ownership 

(1)) Amount sliowii ~cpiesenis I.G&E's 53% iiiteiest in Unit 13 and 100'% owlieiship ol Units I I 
and I 2  See Notes 9 and 10 o f  Notes to Financial Statenicnts, utidei- Item 8 for luit l iei 
discussion on ownei-ship Unit  I2 was motliballctl i n  November 2006 1. ife asscssnient ( rqx i i i  
or i-ctiic) studies ale ongoing 

( c )  I'ursuanl to the Dclinitive Propeity Sale Agi-cement entered into with tlic ILouisville Arena 
Auilioiity in 2006, tlic Waterside pioperty wi l l  be sold to tlie Louisvillc Aiena Auiliority 
wlieii tlic iclocation o l  the LG&E assets has been completed, wliicli is expected to occui by 
tlie end 012008 .]lie Waterside units were ietiretl in 1)eccmber 2006 

(d) Amount sliowii iepieseiits 1.GSLE's 53% iiiteiest in  Uni t  5, 38% interest iii Units 0 and 7 ani1 
IO'%, oftlie Inlet Ail Cooling systeni, attributable to Unit  5 See Noies 9 arid 10 oINotes to 
Financial Statements, iintlcr Item S for further discussion on ownersliip K U  opci-atcs tliese 
units on behallolI.G&E~ 

(e) Amount shown ieprcscnts L.G&E's 29% interest in Units 5 and 6 and LG&E's 37% interest 
in Units 7, 8, 9 arid 10 See Noks 9 and 10 ol' Noies io Financial Statenienls, under Item S fol 
further discussion on ownersliip 

LGSLE also owns an 80 Mw nameplate-rated hydroelectric generating siation located in Jell'eison County, I<entuclty (Ohio Frills), with 
an expected siinirner capability iating 01'48 Mw, operated under a license issued by the FERC 
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Ai Dcccmhcr 3 I ,  2006, LGLOE's elecii ic iriliisniission sysleni inclutletl 41 substaiions (26 of wliicl i are shared with [l ie tlistribuiion 
sysicni) wi th ;I to ia l  copacity ol approxiniately I 1,900 M v a  and appioxiniately 894 niiles 01 lines 'I he clcclric disii ibution system 
included 93 substaiions (26 of wliicl i are s h e d  by the ti-ansniissioii sysicni) with a iota1 capacity ol appioxiinatcly 4,940 Mva, 3,93 I 
ni i lcs  c)~~vei I ic ; i t l  lines and 2,101 mi les ol'untlcrground conduit 

LGLkE's natural gas ti-ansniissioii system includcs 260 miles o l  transmission mains and thc ii3iuraI gas disii ibution system inciudcs 
4,175 niilcs 01 tlisiribuiion mains 

I.CiLE opetales tintlcrgiound natural gas stoi-;igc lhcilities with a ctiricni walk ing gas cap~icity ol appiosini:itely 15 I ni i l l ion Mcl .  See 
G:IS Supply under I tem I 

I n  19902 LGLE entered into 311 operating lease lor its corporate ollice building located in downtown Louisvillc, Kentucky I IIC icnse 
\viis icncgotiaicd in  2002 antl i s  sclietluled to expire July 3 1 ,  201 5 

Other propcities owned by 
the tisc ol 'wli icl i is coninion to both 1Iic electiic antl gas departments 

I lie trust indenture seciii ing LGLOE's I i rs t  niorlpage bonds constitutes a direct l i n t  iiiortgage lien upon niucli 01 the propclty owned by 
LG&E 111 odtliiion, Fitlclia has a second seciired lien on ilic properly siibject io the first mortgage bond lien lor cciixin ol i is 
intcicompany loans to LGQE 

include ollice buildings, sei-vice ccnteis, wareliouses, garages and o t l w  structuies antl cqtiipmeni, 
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1 I E M  3 I.cgol I'ioccedings 

Ikites and Ilcgtilatoiy Mallei-s 

I:OI 3 discussioti O ~ C L I ~ I - C I ~ ~  t -a~c a ~ i d  1cg~1a101-y niiittcrs, i i icluding clecti ic and natuial gas base late increase pioceedings, tlie Kcntucliy 
AG investigation. V D l -  pi-occcdings, TC2 proceedings, various ICcnlucky Commission, FERC and M I S O  piocccdings aiid otlici 13tc 
01 iegiiiatoi-y iiia1tcIs alfccting I. GLE., see Rates antl Regulation uiidei Item 1 and Note 2 01 Notes to Financial Slntcniciits tinder I l c i i i  
8 

I k  ii o~i i i ic i i ta l  

Foi a cliscussioii o fc~ iv i ro i in ie i i~aI  niattcrs including atlditional ieductions in S02, N O x  and otlicr ciiiissioiis mandated by recent 
icgiila~ioiis; ilciiis icgaiding tlic Cane I lui i  generating station, MGI' sites; global wariiiing oi cl imate change iiiiittcrs nntl otlici 
ci ivi ioni i icn~al itciiis allkcling 1-GLE, see Executive Sumiiiaiy (Ei ivi ionnien~al Marters) atid Note 9 of Notes to lzinaiicial Statcnients 
ltlldcl Iten1 8 

111 July 2006, tlic FlillC issued a l inal rcpoit under a ~out i i ic  audit that its Ol l icc  o l  Enforceiiient (foimcily its O l f i ce  01 M:iilict 
Ovcisight a i d  Invcstigalions) h a d  conducted iegat-ding the compliance o l E  ON U S atid siibsidiaiies, iiiclutling I-GBE, tiiidc~ tlic 
IXRC's  stantlaids olctinduct and codes ol conduct req~iirenients, :is well as otlici- aieas The linal icport coi i~ai i icd ccitaiii lincliiigs 
calling l o i  i i i ipiovcnic~iIs iii E ON U S and subsidiaries' SIiuctui-cs, policies a n t l  piocctlures tclatiiig to ti~itisniissioii, genciatioti 
tlislxi1cIi, cncrgy marketing and otlici pr:icliccs E O N  U S arid :tlliliritcs have agiccci to ccrtnin corrective actiolis and h:ivc subniittccl 
pioccduics 1c1atccl 10 sticl i  coiicclive actions to tlic FERC I lie co~icct ivc  aclioiis are in tlic iialuic oloignniz:itioii:il ant1 opc~atioti: i l  
i t t ip~ove~i ic~ i ts  LIS tlesci ibed abovc and aic not expcctcd to 1iwe a n ia~c i  ial advcisc itiipact oii !lie Company's icsiilts 0 1  opeI:iticins o r  
liiiaiicial condition 

Eniploynicnt Disci imination Case 

111 October 2001, approximalcly 30 employees 01 fotnicr cniployccs l i l cd  a complaint against I..GStE, claiming past nntl ciiiieiit 
instances olcniploynicnl discrimination L.GLE has removed [lie case to the U S. District Court Ibr tlie Wcslei n Dislt ict 01' Kentucky 
iitid l i lcd xi answer tlcnying all plaintill's' claims To date, tlie U S  liqual Employment Opportiii i ity Commission lias dcclinetl to 
procccd to litigation on any claims reviewed Through continuing mediation, scttlcmcnts linvc been rcnclicd with the niiijoi i ty 0 1  
p lain~i l lh, including llic lead p la in t i l l  In November 2006, LGLE obtained dismissal ortlcrs on a l l  but two remaining plaintill's 1-lie 
coi i ipl~i i i i t  coiitaiiis a claimed dainage aniotiiit olS100 nii l l ioi i  as well  as iequests for injunctive iclicl; Iiowevet-, a l l  prior se~tlcii ients 
Iiavc been liir iioii-tii:itciial amounts and I.,GLE docs not anticipate that the remaining oi~tcoii ic wi l l  liave a matei-ial impact on i t s  
opci:irions o r  lii1anci;il contlilion 

Otl1cr 

In tlie not t i i a l  coi~ise olbusiness, other lawsuits, claiiiis, cnviroiinicii~al aclions and otlici govei-nmcntal ptoceedings a1 isc :igainst 
l .GLE To the cxtciit that damages aie asscssed in any oltliese lawsuits, LGLE believes that its iiisiirance covciagc is atlcquatc 
Man;tgciiicnt. aftei consultation with legal couiisel, docs not anticipate l l ia t  linbilitics arising oiit olotlicr cui-rently pcii'linp O J  

11i1catc1icd lawsuits atid claiiiis w i l l  have a niatcrinl advcisc elfcct on LGStE's financial position o r  IcsuIts o lo lm~ i t i ons ,  respectively 
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I l l l M  4 Submission o t  Mattcis to a Vote ol’Secui-ity I-loldcrs 

None 
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I’AIZl 11 

1 ]-EM 5 Market tbr tlie Registiant’s Coninion E,quity, Related Stockholder Matters and lssuc~ 
I’iii-chases of Equity Secuiities 

All I..G&I:. common stock. 2 1,294,223 shares. i s  held by E. ON U S Therclbrc, tlici-c i s  no public niai-ltet fool ILGBE’s coninion slocl~ 

1 l ie l‘ollo\\iiiy table sets forth LGB13’s cash distributions on coninion stock paid to E ON U S tlui iny 2000: 

F 10 
20 
35 

L G & E  isaid c;isli dislribtilions on coninion stock to 13 ON II S in  the amount 01x39 mill ion in 2005 and $57 million i n  2004 

I1EM 6 Selected Financial Data 

Vea1s Elltlcll l~ercllll,ez R I  

211116 211115 20114 2011.1 2l1112 
(ill i t i i l l iwis)  

- - - - ~  

$ 117 F I20 F 90 Y; 01 P SO 

$3,184 53,140 $2,007 X2,YSZ $2.700 

==-=- Net iiiconic 

I olal 3sscts ~ - - - -  - ~ ~ - -  

I Ling-teiiii obligations 
(iiiclutling aniotiiits tlw wilhin one y w r )  

Manayenient’s Discussion and Analysis ol  Financial Condition and I h u l t s  of Operations and Notes to Financial 
Statements should bc icad in  conjunction with thc above information. 
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I I E M  7 Management’s Discussion and Analysis olFinancial Condition and Iksults 01 Opeiatioiis 

GENEICAL 

I l ie  lbl lowii ig discussion and analysis by management lbcuses on those factors that I ~ a d  a material el’lkct on LGBE’s l i i iancinl ies~i l ts 
0 1  opeinlions and linaiicial condition during 2006, 2005 antl 2004 and should be icad in connection with the lii iancial slatenieiits and 
notes tlicicto 

Soine 0 1  the 1i)llowiiig discussion may contaiii lbrwai-d-looking statements that arc subject to risks, uncertaiiitics and assuniptioiis 
Such li)i ward-looking statciiieiits are intended to be irleiitilied in this tlocunient by the words “anticipate,” “cxpcct,” ‘*cstiiii;tte,” 
“olijectivc,” ”possible,” “potciitial” aiid siniilar expressions. Actual res~i l ts  may niaicrially vary Factois tliat coiild cause acttwl ies i i l ts  
to nintcri;illy dillbi- include: general ccoiioiiiic conditions; business and competitive conditions in [lie eiieigy iiitlustiy; changes iii 
Cecdcl.;il or state legisintion; uiiusual wcathci; nctioiis by srate or ledetal rcgulator y agencies; aclions by ct edit rating agencies and otlicr 
1 x t o 1 s  tlcsciibctl l ioni h i e  to time iii LGBE’s reports to the SEC, including Risk Factors in ltciii I A  ot’this report on I;oiiii IO-K and 
iii 11xliibit N o  09 01 to this I-epoi-t on Foi-ni 10-K 

Louisville Gas B Electric 

r3 11s iiicss 

LGBE is a wholly-owned subsidiary 0 1  E ON U S I  which is an indirect subsidiary 0 1  E ON, a Gcinian company L G B E  niaintains ii 
scpniate corpofittc identity antl serves customers i n  Kentucky. 

LGSrE, incorporated in 19 I3 iii Kentucky, is a regulated piiblic utility that supplies natural gas to appi-oxiniately 324,000 ciistoiiicis 
iiiid clcctricity to approximately 398,000 custonieis iii i.ouisville aiid adjacent arcas in Kentucky. LGBE’s service aiea covcis 
appi-oxiiiiatcly 700 sc1u:iic i i i i lcs in 17 counties a i d  has an estiniatcd population ol’one ni i l l ion Included in this alea is [lie Fort Knox 
iVli1it;iiy Ilescrvation, to which LG&E transpoits natural gas and piovidcs electiic scrvicc, but docs not piovide any distiibutioii 
sciviccs I-GB1-I also piovides natural gas service iii l ini i ted additional arcas LGBE’s coal-lii-ed electric generating plants, all 
cqtiippctl wit l i  systems to reduce SO2 emissions, prodticc most 0 1  LGBE’s electricity I lie remainder is generated by  a Iiyriroelecti-ic 
po\r.er p la i t  and coiiibustioii turbines Uiidcrgrouiid nattiral gas storage lieltls help LGBE piovide ecoiioiiiical and ieliable natural gas 
sei-vice to custoiiicrs 
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Customers 

'fhe following table provides statistics rcga~t l ing L.G&E's ietail custonieis: 

C i ~ s t o n i e ~ s  (in thousantls) 

I<usidcntinl 
Industrial 8 Commercial 
( JIhcr 
Totd  Retail 

150 347 343 298 296 293 39'K 64'% 
42 41 41 25 24 24 51% 31% 

Mission 

T h e  niission of LG&E is to build on our tradition and achieve woi-Id-class statits pioviding reliable, low-cost energy setvices and 
siipcrior ci~stonici- satislhction; and to pioniote sa ldy ,  linancial success and quality 0 1  l i fe for OUI- cniployccs, coninitmities anti otlici 
st3ltcIloI~lers 

SI r:,tcgy 

l-G&E's sti-atcgy l'ocuscs on the I'ollowinp: 

- Achievc scale as a11 integrated U S electric anti gas business tli~ougli organic giowtl: and acquisitions; 

Maintain excelleiit c i~stonic~- satislllction; 

Maintain best-in-class cost position versus U S. t i t i l i ly companies; 

l lcvelop and t i  ansfer best practices tliioughout the company; 

lnvest in  infrastructure to meet  expanding load and comply with increasing cnvironnicnt:il ieqiiii-enients; 

Achicve appropi iatc regulated retui-ns on dl invcslniont; 

Attract, I-etain and develop the best people; and 

Act with ii coniniitnicnt to corpoi-ate social responsibility that enlianccs the well being 01'oiir employees, dcnionstiatos 
eiivii onniental stewaidship, promotes quality of' l ife in our conimunitics and I cllects the diversity ol'tlic society we serve 

e 

* 

0 

I. ow Ilates 

LG&E bclicves it is well positioned i n  the regulated Kentucky niarltct L.G&E continues to sustain high c u s t ~ ~ i i o ~  satislhc[ion, ianking 
l i i s i  among a l l  Iaige Midwest utilities 101- the seventh time in  eight years in  the .I D I'owei- and Associates 2006 suivcy 01 rcsidcntial 
clccti ic custnnicrs This excellent perfoi-niance is balanced with cost control. The custonici- benefits ol' the L.CB8 culture olcost 
~nanagenicnt ale evident in  rate comparisons among U S utilities. As o l l u l y  I, 2006, tlic average ~csidcnl ia l  rate per tliousand Kwli 
Ibi I.G&.E customcis was 6.54 cents veisiis tlic nalionitl average o f  IJ S invcstoi-owned utilities 01 I O  98 cents 

lL.G&lZ n i i is t  ~o i i t i i i i ie  to atldiess new cost pi-cssui cs The I<cntucky Commission accepted the se t t l~n icn t  agrecnients rcaclicil by tlic 
niajoi i ty o l t l i c  pa ties i n  the rate cases l i led b y  I.G&E i n  Deccnibcr 2003 New rates, iniplcincntcd i n  July 2004, protlucctl 
approximately $55 nii l l ion ol'rcvcnue for L.G&E I'or a l u l l  year. Under the scttlcnient agreements, the Conipany's base clccti ic rates 
increased approximately 543 mill ion 

27 



Mcrri l l  Corpoi-;ition 07-5042-1 l'ue Mar  20 20:34:39 2007 ( V  2.247w--1-11071 I) 
IO-K Louisville Gns SC Electric 

Cliksum: 61879 Cycle 7 0 

lcoutu ~:\f~\79203419817~dl1263~1893350\5042-1-Dl.pdf E D G A R  :Rctlliiic:OI:F I h c  I I%ge 28 

(7 7%) oiid base natuial gas rates increased approximately $12 ni i l l ion (3.4%) annually I'lie 2004 incrcascs weie tlie fiist incicases iii 
clcctiic base I-ates Ibi LGBE in I 3  ycais; the last natural gas late increase Ibr the Company took el'lbcr in September 2000 
Coinpctitors iilso lace [lie same cost picssurcs that caused LCiSrE to initiate iate cases (e g , pensions, bcnelits and reliability 
espcntlittiics) and niany otliei- utility conipaiiics ieccntly had late cases. Despite these increases, LGSCE's rates remain signilicantly 
Io\vci tliaii the iiational avei-age. 

Commodity Prices: Fuel and Electiicity 

Nnlionnlly, coal pi ice iiicieascs continued dutiiig 2006, up approximately 10% Iioni 2005, with modcst iiici-cases piojcctcd ovci- t l ic 
near teim Nationwide coal stockpiles giew during 2006, due to a suip lus ol 37 mi l l ion tons ol coal imiductioii ovei- constiniption, 
driven by a I 4% decline in power generation usage ol'coal and a 3 %  increase in coal supply 

During 2006, natural gas prices declined signilicantly koni tlic I-ecoi-d levels ieached the pi ior year During 2005, natural gas pi-ices 
averaged ovei W M M B t u  and spiked as high as .% I5 /MMBtu  in late Septeiiibei lbl lowing hui-ricanes that intei-ruptctl iiatural gas 
production activities in the G u l f o l  Mexico Prices iii 2006 averaged just over $7/MMBtu and fell as low as $4/MMBtu. I'iice dccliiics 
iiie in pal-t t l ie iesolt ol'aniple iiational gas storage inventories, which arc !lie irestilt of a warnici.-tlian-noi-nial winter in 2005/2006 and 
the absence ol'any huri icancs during 2006 that could liave otIici.wisc disi upted natural gas supplies in tlie Gulf'ol'Mexico Although 
tlie supply situation lias inipi-ovcd lioni 200.5, the under-lying and lundanicntal U S supply/dernand imbalance sliows no significant 
signs 0 1  ininicrliatc oi significant inipiovenient 

LGSIE's avciage coal and natural pas purchase pi-ices for  the last five years :tie as follows: 

C'ual (per MM13tu) 
Natuial gas (pci- MMBtu)  

20116 211115 201l.l 20113 2i102 

X 1 5 1  16 1 3 2  $ 1 1 5  $ 112  'fi I l l  
S ' 7 8 0  $1023  $ 7 1 8  $ 6 3 0  $ 4 1 9  

----- 

Actual f i ic l  costs associated wit11 i'ctail clecliic sales arc recovered lioni custorncrs thi-ougli the FAC. Ihc FAC allows the Comixiiiy to 
adjust customcis' accounts Ibr the dilficience between tlie luel cost component of base rates and tli  
tiansportation costs Ilelunds to custoiiiers occur il tlie actual costs are bclow the embedded cost cornponcnt Additional charges to 
custoiiicrs occur i f  the actual costs excced tlic embedded cost component. 

Actual natuml pas costs arc recovered lrorn custonicis through the GSC 'The GSC also contains an incentive component, the PBll 
component, which is determined lor each 12-month pci iod ending October 3 I 

Generation I<cliability 

Genei-at ion ieliability also remains a key aspect to meeting the Company's strategy I_GbE believes thnt i t  has nvainlnined good 
pci Ibi-iiiancc and reliability in the key area o f  utility generation operation While maintaining low cost levels, LGBE has also been 
iiblc to generate increasing volunies and expcct to continue high levels of'availebility and low outage levels .Ill is pcrlbi-niance is also 
iiiipoitant to niaiiitaining margins l i om ol'f-system sales 

tirill luel cost, including 
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( h e r a t i o n  Cqwcity 

I lie installation 01‘ I i i n i b le  County Units 7-10, coniplctcd in 2004, increased LGBE’s total system capability by 9% I-lowcvei. l l ic  
joint IlCl’ submitted by l..GSrE and KU to the Kentucky Chimiss ion in 2005, outlining tlic least cost altetnativc io meet  Kcniucky’s 
needs, intlicated tlic reqiiiienient Ibr aclditional base-loxi capacity by  20 10 Consequently. LGSrE and KU liave begtin consti iiciioii 0 1  
;mother base-loxi coal-lirecl unit at the Trimble County site. L.G&E believes this is [lie least cost alteinative to meet tlic luitiie nccils 0 1  
iis custonicrs 1C2, with a 750 M W  capacity iating, wi l l  be joint ly owned by L.GBE (14 25%) and KU (60 75%) and IMEA aiid 
IMPA (25% owiers) 1.C2 is expected to cost $ 1  I billion and be conipleicd by 2010 LGBE’s and KU’s aggregate 75% share o l t l i e  
total .IC2 capital cost is appiosiniatcly $880 niillion, o lw l i i c l i  LG&E wi l l  spciid approximately $ I80 nii l l ion through 2009 I h o u g h  
December 2006, LCSrE’s expenditures Ibr TC2 Iuve been $32 mil l ion See Note IO 01 Notes to Financial Stalenicnts 

I n  June 2006, L.G&E and KU enlercd into a conslriiclion contracl regarding the -IC2 project ‘The contracl is generally in Ihe form ol :I 
lump-sun,, turnltey agrement roI tlie design, engineering, procurenient, construction, commissioning, testing and delivery 0 1  the 
project, according to designated spccilications, tci nis and conditions The contiact price aiid its coniponcnts arc subject to a nunibcr o l  
potential adjustments which niay sei ve to inci case or dccrcasc tlie iiltiniatc construction price paid oi payable to tlie contiactoi Tlic 
contract also contains standai (1 repiesenlations, covenants, indemnities, tcrniination and otlier piovisions ror a n  angements of t l i is  type, 
including termination foi convenience or l o i  cause I ights 

A CCN appliciitioii for TC2 constiuction was filed wi i l i  the Kentucky Coniniission in Decembci 2004, and initial CCN applications 
Cor tlirce t~ansiiiissioii lines were l i lcd in cai-ly 2005, wi i l i  IL~-t i ie i  applications submitted in December 2005 Tlie pioposed air peimit 
was lilcd wit l i  h e  Kentucky Division 101, A i l  Quality in December 2004 I n  Novenibci 2005, tlic Kentucky Commission approved [lie 
:ippIic:iticin to exp”nd the 1’1 iniblc County generating station Kentucky Coniniission approval fool one transniission line CCN was 
giiintcd i n  Scptenibcr 2005, and a iirling that a second ti-ansniission line was not subject to tlie C C N  piocess was ieccived in bebi-uary 
2006 I lie Kentucl<y C:ommission granted approval Ibi tlie rciiiaining transmission line CCN in May 2006 In AiigusI 2006, LGBE 
and KU obtained dismissal o l a  judicial ieview 01 such CCN appioval by certain piopei-ty owners A lurtlici appeal ol siicli dismiss:il 
was rlicr.ealiei lilctl, which acrion ieniaiiis pcntling ‘1 lie tmnsiiiissioii lines ale also subject to routine iegiiliitoiy filings and [ l ie  I-iglit- 
or-way ncqiiisition prncess In Novenibci 2005, [lie Kentucky Division lbr Air  Quality issued [lie final ail permil, wl i icl i  was 
challenged via a irequest foi- remand i n  December 2005 by iliree cnviroiinicntal atlvocacy gi oiips, including ilic Sierra Club 
Atlniinisriativc pioccctliiigs with tespccl to [lie cliallenge continued tli~ougliout 2006 A rul ing niay occui dining tlie f i is t  Iiall 01 2007 

In Octobcr 2005, ILGLE icccivcti liom the IWIC ii new license LO tipgr:ide, opeiaic and maintain the Ohio Fal ls  I-lytlioclcclric I’iojcct 
‘Ilic license i s  Ibr a period 0140 ycais, ell‘ectivc Novenibci 2005 L G B l i  intends to spend appioxiniately $76 mil l ion to icl inbish [lie 
lhciliiy anti add approximately 20 M w  olgenci-ating capiacity ovci the next six years 

13nviionnicntal Matters 

In addition to [lie TC2 pi ojcct, tlic second niajoi area o l  utility investment is environmental expcnditures. LGSrE is subject to SO2 and 
NOx emission limits on its electric genelaling unils pursuant to ilie Clean A i r  Act LGSrE placed into operJtion signilicant NOS 
cniilrols ror its genciating units pi-ior to IIic 2004 summer ozone season As olDeccnibcr 3 1 ,  2006, LGSrli Iias incuricd total capit:il 
costs ol’appoxiniaiely $187 mil l ion since 
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2000 to ieduce its NOx emissions below rcquiicd levels In addition, LG&E has incurred additional operating antl niaiiitcna~ice costs 
in opeiating tlic i icw NOx controls 

In March 2005, tlic EPA issued the linal CAIR which requires substantial additional reductions i n  SO2 and NOx eniissions from 
c lcct i ic  genciating units 1 he CAlR piovidcs for ii two-phased reduction piograni with I’liase I reductions i n  NOx and SO2 emissions 
in 2009 and 2010, iespcctivcly, and I’liase I1 ieductions in 2015 In March 2005, tlie PPA issued a iclated regulation, tlie h a 1  CAMR, 
u4iicli icquires substantial nieicury ieductions lroni electric generating units ‘1 he CAMR also piovides 101 a two-pliasctl ieductioii, 
with the l’liasc I taiget iii 2010 achieved as a “co-benelit” of tlic contiols installed to meet tlie CAlR Adtlitioiial contiol nic:isiiics wi l l  
be rcqiiircd to riiect the Phase 11 target in 2018 Both the CAIR and CAMR establish a cap and trade lhmewoik,  i n  wliicli li i i i its aic set 
oii tokil ciiiissions and allowances can be bought or sold oii tlie open niai.kct, to be used 101 compliance, tinless the state cIiooscs 
aiiotlici- approach LGSrE currcntly lias flue gas desulfurization equipment on a11 its units but wi l l  coiitinuc to cvaluatc i i i i l~iovci i ic i i ts 
to Iurtlicr I-educe SO~cniissions 

Kentucky law pel-niits LG&E to iecover tlie costs ol’coniplying with tlie Fedci-a1 Clean A i r  Act, includiiig a rctui-n 01 opciating 
espciiscs, and a ictiii 11 ol and oii clipital invcstcd, 1111-ough tlic ECR nieclianisni once appioved by the Kentucky Comiiiissioii. A 
iiiiijoi ity of the applicable ciiviionniental costs, those related to scivicing our native load, inclutlii ig investment aiid opciating costs, iiie 

rcc(~vcrab1~ tliioiigli !lie ECR. I lie ieniaining costs, attributable to oll-system SJICS, arc not rccovciablc tliroiigh tlie ECR, liowevei. 
tlicse costs arc rccoveiable in cooidination with a general rate case 

COMI’ANY S I  RUCI URE 

As  cuiitciiiplatctl iii their regtilatoiy lil ings in coiinectioii with [lie E ON acquisition ol  I’owcrgcn iii 2002, E ON, I’owei-gcn am1 E.ON 
I 1  S complctcd aii ailniiiiistiativc reorganization to niovc tlie LG&E Encigy Corp group lioni an iiidii-cct I’oweigcn subsidiary to ;in 

iiidirect E ON subsidiary .I his rcorgaiiizstion was c l l tc t ive iii Malcl i  2003 I n  early 2004, E ON U S began diiect icpoiting 
ai rangciiients to E ON 

Ellcctive Dcccmbci 30, 2003, LG&E Energy LLC became 11112 successor, by  assignment and subsequent merger, to a l l  the asscts and 
liabilities 01 LG&E Energy Coip 

Ellcctivc December I, 2005, LG&E Enel-gy L L C  was I-enanied E ON U S LI-C 

LGSlE h;is coiitinued its scl~aratc identity and tlie piefcried stock antl debt secui-itics ot LG&E weic iiot allccted by  tlicsc triiiisiictions 

Chksuiii: 28232 Cycle 7 0 
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IW3 I L -1's 01- OI'E RAT ION S 

NCI income 

I.C;Bli's net inconie in 2006 decieasctl $ 1  2 niill ion (9%) coiiipaed to 2005 Tlic pi inial y d i  iveis 01 (lie cleciease WCIC lowet \vIioIcs:~Ic 
ond ietail electric sales voluiiics (lite to coolci summer weatlicr in 2006 and incieased in toest  expense I'artially ulfscl l i i ig the IOIVCI- 
icventies weic lower opciation and niainteiiance expenses primarily lrom the expilation o l  the VLN amortization and lowci costs 
associntctl with MISO Day 2 

ILGBli's net income I-elated 10 the elccti-ic business in 2006 tlecieascd SI2 mil l ion (IO'%) compared to 2005 EIecti ic opcrnling 
reveiiues tlccrcasetl $44 i i i i l l ion (4%) ~JI inial i ly due to lowel wliolcsale and retail sales volunies associated with coolei s i i i i i i i ie i  
wcatlicr in 2006 and lower MlSO ievcnues Partially oll'sctting tlic Iowci- rcveiiiics weic lowei opelation and niaintcnance cxpcnscs 0 1  
$20 mil l ion (8%) pi inial i ly  lroni tlic cxpiiation o l  the VL>1 amortization and lower costs lroni MISO Day 2 Coiiibined lticl ant1 power 
p i~~chasct i  expenses in 2006 also decliiictl SI5 mil l ion (4%) li-om 2005 Interest expcnse increased $3 mi l l ion ( I  0%) i n  2006 

LGBE's net inconie related to {lie natural gas business was uncliangcd Irom 2005 

LGBE's net income in 2005 inci-eased $33 niill ion (34%) compar-ed lo 2004 llic increase icst i l~cd pi.iniai i ly  l ion i  liighei electiic 
icvei i t ies tlue to increased iretail sales volumes iesulting from warniei summer weatliei and inci-eased base iates iniplcnicnted Ibi- 
scivicc ientlcrcd on and alicr July I ,  2004. Wholesale ievenues also incieased due to liighci- volumes and Iiighcr pi ices .I hcse 

s were pal-tially ollsct by iiicicascd luel and powci puicliased costs largely due to MISO Day 2 costs 

LGBE's net income in 2005 ielated to the electric business increased $32 mil l ion (37%) compared to 2004 Electric operating 
icvcnucs iiicicased $171 mil l ion (21%), partially ollset by  liigliei IucI rei. electric gcnciation arid power purchased 015123 ni i l l ion 
(41%) Inconic lax and depieciation expense incicased $ 12 mil l ion (25%)  and $6 mil l ion (6%), ~cspcctively 

LGBE's  net income in 2005 related to tlic natuial gas business increased $ 1  mil l ion ( I  1%) conipaicd to 2004 Natu ia l  gas operating 
ievenites incieased $80 nii l l ion (22%) oll'sct by higher natural gas supply expenses of $73 mil l ion (27%) Othci natuiiil gas upciation 
and maintenance expenses increased $4 mil l ion (7%) and dcpicciation expense increased $ 1 mi l l ion (6%) 

31 



.__I__ 

Meirill Corporation 07-5042-1 Tue Mar 20 08:45:08 2007 (V  2.247w--1-110717) Cliksuiii: 749201 Cycle 7 0 
10-K Louisville G;is & Electric 
rnweinst c:\fc\7984445807~d10967~1890486\5042-1-DK.pdf EDGAR :l<edline:OF F Doc I Page 22 
llevcnues 

I Iic Ib l lowing table presents a comparison ol'operating revenues Ibr the years 2006 and 2005 with tlie immediately picceding ycai 

Increase (Decrease) From Prior Pcriotl 
I?leelrir 

I(ct;iil s:iIcs: 
Fiiel and gas supply adjustnients 
L . ( i &  E/K (.I inci ger sui credit 
IZnvii-oiimcntal cost recovery surcliaige 
l'.:iininps sl iai  i i ig mechanisiii 
Wcatlicr nornialization adjustment 
I h t e  c1t;inpcs 
Variation in Sales volumes anti other 

LVliolcsale salcs 
M I S 0  I k l y  2 
Othel- 

I oti i l  retail sales 

I otal 

$ 23 $ 23 $ 20 $ 67 
3 (I ) --- 
3 1 0 - -  

(0) -- 

25 - 5 

- 
4 (3) _ _ _  

118) 27 3) (I) 
I1 7s (24) 68 

(35) 73 ( I S )  12 
(20)  I S  -- 

Electric ievenucs in 2006 dccieascd $44 nii l l ion (4%) primarily due to: 

* Dccreased whoIcsale sales ($35 mill ion) primarily i-esulting lroni lower sales volunies due to dccienscd iegional demand 

Dcci-cased MISO related revenue ($20 mill ion) due to exit from the MISO 

* Decreased sales voluiiies and other ($18 mill ion) resulting trom a 12% decrease in  cooling dcgrcc clays i n  2006 as compared 
to [lie same period in 2005 (tlie nunibcr of cooling degree days i n  2006 was 9% below tlic 20-year average) 

Iiicrcased lucl costs ($23 mill ion) billed to customers througli the FAC 

Increased ieveiiue due to lowei merger surcredit given to custonicrs based on lower sales volumes ($3 mill ion) 

Inciewed ECR surcharge ($3 mill ion) bil led to customers 

Elccti ic icvcnucs in 2005 incieased $171 nii l l ioi i (2 I%) primarily due to: 

* lncieascd wholesale sales ($73 mill ion) priiriarily due to an 1 I %  higher sales volunie duc to increased regional demand and a 
29% increase in prices caused by higher fuel prices 

0 Increased retail sales volumes and otlicr ($27 mill ion) primarily due to warnicr suninier wcatlici resulting ti-om a 13% 
increase in cooling degree days (the number ot  cooling degree days in 2005 was 14% above tlic 20-year avciage) 

* lncieascd mtcs ($25 mill ion) implcincnted in July 2004 

Increased lucl costs ($23 mill ion) billet1 to custonicrs through tlie FAC 

Increased MISO I-elated revenue ($18 mill ion) due to tlie inception ofMISO Day 2 on Apr i l  1, 2005 

Incrcased EC'II surcharge ($10 mill ion) bil led to custoniers 

Dccicosctl ESM irevenues ($6 mill ion) bil led to custonicrs due to tcrmiiiation ol'thc ESM progliini 
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Natural g;is ievenues in  2006 decicased $42 mill ion (10%) primarily due to: 

e Dccrcasctl sales volu~i ics and othci ($48 mill ion) resulting fi.oni a 9% decrease in  lieating degree days in  2006 as cornpaled to 
the same pei iod in  2005 (the nuniber ol heating dcgiee days in  2006 was IO‘%, below the 20-yca1 avcfage) 

I~ccrcasctl whoIcsalc sales ($ 18 million) due to limited mnrliei 0111~111~iiiities to sell n;i~uial gas ollkyslcm 

I i icicascd n:i tuial gas supply costs ($20 mill ion) billed to customers through tl ie GSC 

Iiicicasctl \vcathcr i iornial izdoi i  ieveiiue ($4 million) 

Natui-a1 gas icvciiiics in  2008 increased $80 mill ion (22%)) primal-ily clue to: 

* Incicased natuial gas supply costs ($67 million) billed to custonlers through the GSC 

Increased wholesale sales ($12 million) due to inci-eased market opportunities to se l l  natural gas oll-system 

Incieased iatcs ($8 mill ion) iniplcnicnteti in July 2004 

I h i c a s e d  weather noimalization iuvcnue ($3 million) 

Espcnscs 

1;iicI for electric generation and iiatural gas supply expenses compr isc a laige conrponent 0 1  LGSrE’s total operating expenses 
Incicascs 01 dccrcases in  the cost 01‘ lucl and i iatuial gas supply are rcllcctcd in LG&E.’s  elect^ ic and Iiatulal gas ietail ~ates,  through 
the FAC mid GSC, stihject to tl ie approval 01 the Kentucky Commission 

I ~ u c l  lo i  electiic genelation increased $12 mill ion (4%) in  2006 primarily due to: 

e Inci-eased cost of luel bur-tied ($15 million) clue to higher prices for coal 

Lki-eased gcncration ($3 mill ion) due to lowci tlenianii 

Fuel f i x  electi  ic geneintion increased $74 mill ion (36%) in 2005 priniai-ily due to: 

Inci-eosctl cost ol fuel buinetl ($62 million) due to the MISO’s dispatch ol’natural gas-liietl un i ts  and higher coal and natural gas 
pi ices 

e Incie:isetl gcnciarion ($12 million) clue t o  increased tleiiiand and the tlispalcli of units foi MISO I h y  2 

l’ower piirchascd expense decreased $27 mill ion (19%) in 2006 primarily due to: 

Decre:iscd volumes purchased ($35 mill ion) due to lowei- demand 

Incrensed unit cost per Mwh of purchases ($9 million) due io higher I’ucl pi-ices 

I’owci puichasetl  cspense incieascd $49 mill ion (53%) in  2005 primarily due to: 

0 Incrc;isetl unit cost pel Mwh o l  purchases ($41 million) due to Iiighei fuel pi ices 

* Increased votoiiics piricliased ($8 million) due to increased tleniantl and unil oulages 

e I’uichascd power costs i’roni the MISO due to unit outages totaled $10 mi l l ion 

Gas supply expenses decreased $44 mi l l ion (13%) in 2006 111 iniarily due lo: 

e DccIcasetl voliimes of natural gas delivered to tlie disti-ibution system ($64 mill ion) due to milder winter weather 

* Increnscd cost 01 nct gas supply ($20 million) due to higher inventory unit cost 
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Giis supply expenses incieased $73 mi l l ion (27%)) in 2005 primali ly due to: 
--. 

Increased cost ol net gas supply ($62 million) due to the increase in natural gas prices 

Increased volumes ot  natural gas delivered to the distribution system ($12 mill ion) 

Other operation and maintenance expenses decreased $20 nii l l ion (6%)) in 2006 primarily clue to decreased other opelation expenses 
($37 mill ion) partially ollsct by increased maintenance expenses ($15 million) and pioperty and other taxes ($1 million) 

Othci o p c i a h i  expenses tlecreased $37 mi l l ion (16%)) in  2006 pi'iniaiily due to: 

* Decrenscd xli i i i i i istiative and general expense ($2 I million) prima, ily due to the completion ofthc V D I  anio~-tization 

Decreased other power siipply costs ($I  I mill ion) resulting tiom lower MISO Day 2 costs 

Decreased electrical transmission costs ($9 million) due to lowei MISO related expenses 

lncreitscd stoani generation expense ($2 million) pi-iniarily for scrubber reactant and waste disposal 

* Increased distribution opciations costs ($I million) primarily clue to higher stoim restoration costs 

* Increased underground storage costs ( S I  mil l ion) tlue to higher costs of materials antl conti-iictoi expenses 

Maintcnnncc expcnses increased $ 15 ni i l l ion (24%) in  2006 primali ly due to: 

Increased steam ni:iiiiteiiance (9;s mill ion) piiniari ly related to Mill Creek Unit 4 

lnci eased distribution niainteiiaiicc ($5 million) primarily related to vegetation management and stoi-ni restoration 

Increased administrative and general niaiiitenarice ($2 mill ion) 

Other operation and maintenance expenses increased $3 ni i l l ion (1%) in  2005 primarily due to higher other operation expenses ($I I 
million) and highei pioperty taxes ($2 million), panially olfset by lower maintenance expenses ($9 mill ion) 

Other operation expenses increased $ 1  1 nii l l ion (5%) in  2005 primarily due to: 

lncicased other power supply costs ($17 mill ion) due largely to MISO Day 2 costs ($18 million) for administiative ant l  
allocated charges l'roni the MISO 101- Day':! operations 

* lncieased stcani generation expense ($4 million) primarily lor scrubber reactant and waste disposal 

lncreasetl employee bcnelit costs ($3 mill ion) 

Inci-c:ised customer service and collection expenses ($2 mill ion) 

Decreased transmission costs (SI I million), due largely to MISO Day 2 ($13 million) I'rior to the MISO Day 2 niaikct, most 
b i la te ia l  transactions required the pLiicliase ol'transniission; however, with the Day 2 market, most transactions ai-c handled 
tlii-ectly with the MISO antl no additional transmission is necessary 

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

Maintenance expenses decreased $9 ni i l l ion (13%) in  2005 primarily due to: 

L)eci-easetl tlistiibution maintenance ($9 mill ion) due to lcwcr stornis 

Decreased s t e n i  generation expense ($2 mill ion) 

Inci-eased administrative and general maintenance ($ 1 million) 

Other expense (income) - net decreased $4 mill ion in 2006 primarily due to: 

Decreased other income ($2 mill ion) 

Increased other expense ($2 mill ion) 
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Otliei expense (income) expense - net incicased $4 mil l ion i n  2005 primarily due to: 

Increased other income ($2 million) 

* Dccieascd other exliensc ($1 mil l ion) 

Interest es~iensc, including iiitciest expense to allil iated companies, increased $4 mil l ion (I 1%) in 2006 primal i ly due to: 

Incrcased inleiesl rates on variable rate debt ($5  million) 

Incicased interest on tax tleliciencies ($2 mil l ion) 

* Dccieascd interest expense on swaps ($2 mil l ion) 

Interest expense, including interest expense to alli1i:ited companies, increased $4 mil l ion (12%) in 2005 piiniai i ly due to: 

0 Increased interest rates on variable late debt ($6 million) 

* Incieasccl boi-lowing l iom the money pool ($2 mil l ion) 

I>ccrcased cost o f  interest rate swaps ($3 mil l ion) 

Decreased costs due to iclinancing lixed irate debt with variable rate debt ($1 million) 

Uct:iils 01 exposure to vaiiablc interest rates on long-term debt are shown in tlie tiablc below: 

I)cht exposed tu interest rate risk (in iii i l l ions) 
Debt exposed to interest rate I isk as a peicentiage 01 long-teim debt 

201)6 2005 2004 
$ 3 6 3  $303 $.lob 
44 3% 44 2 %  35 I 1%) 

_.-- 

Weighted aver;igc interest rate on variable rate debt for the yelir 3 41% 2 40'%> I ?8'% 
Weiglited avcragc intciest rate on total long-teim debt at yeai-end, including expeiise mior t iz i t ion antl interest 

la te  swaps 4 3 3 %  4 13% 3 92% 

See Note I of Notes to Financial Statements undci- Item 8 

Vaiiations in income tax expenses are largely attributable to clianges in prc-tax income. See Note 6 ol'Notes to I;in:incial Statements 
lII1dcI- Item 8 

-1 lic ratc 01 inllalion may Iiave a significant impact on LG&E's operations, ils ability to conti-01 costs and the need to seck timely and 
ntlcqucitc ia tc  adjustments I-lowcvci-, relatively low rates 01 inllation i n  the past lew ycai-s have modciatcd the iii i ixict on currcnt 
opci ating results 

Cl< I I'IC'A I., A C'COUNTI NG I'OLICI ES/ESI I MA-l-ES 

I'icpaiation ol l inancial statenieiits and related disclostiies in conipliance with generally accepted accounting pi iiiciplcs ieqiiiics tlic 
application 0 1  appropriate technical accounting rules and guidance, as well as tlie use 0 1  estimates 'I lie application 0 1  ~liesc poli  
incccssai i ly  involves jtidgments regarding luture events, including legal antl regulatory cliallenges and anticipatctl rccovci-y olcosts 
These judgments, in and 01 themselves, could materially impact the financial statements and disclosures based on varying 
assiiniptioiis. which niay be appropriate to use I n  addition, tlie financial and operating envii-onment also niay Iiavc ii signiticant cllixt, 
not only on the operation 0 1  tlie business, but on the iesults reported tlirougli the application of accounting nicasiires used in p i e p a i  ing 
the financial sfatcniciits arid related disclosures, even il flie nature ol'tlie accounting policies apldictl has not cliangetl Specilic i-isks 
hi- tliese critical accounting policies ale dcsci-ibcd in the fol lowing paragraphs Each of tliese 113s a higher likeliliootl 0 1  resulting i n  
ni:iki-ially di l l t rent icportcd amounts under diflerent conditions or using diffcient assumptions Events I ai-cly develop exactly :is 
folccastcd and  1111: best 
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estiiii:ites routinely iequiie adjustmcnt See also Note 1 0 1  Notes to Financial Statements under I t em 8 

lliibilletl I<cveiiue. At cach month-end L G a E  prepares a linancial estimate that projects electric and natural gas usage by  ciistonici s 
tliu has not been billed The estimated usage is based oii allocating the daily systeni net deliveries bctwecii billed volumes antl 
tinbilled voluiiics I lie allocation is  based on a daily iat io orthe number ol'nicter reading cycles remaining in the nioliili to tlie total 
number ofnictcr ieading cycles in each month Each clay's ratio is then multiplied by cacli clay's system net tlclivelies to dctciniine 2111 

estimated billed and tiiibilled volume lor each day o f the  accounting period. At December 3 1, 2006, a 10'1/0 change in tliese estiniatcd 
qi iwti t ics would cause revenue and accounts receivable to change by approximately $5 mil l ion ($3 mil l ion Ibr clccti ic usage niid $2 
mil l ion 101 iiatuial gas usage) Scc also Note I 01 Notcs to Financial Statements under Item 8 

A1low;iiice lor Doebtfiil Accooiits. At Decenibcr 3 I ,  2006 and 2005, tlie LGSrE allowancc lor doubttul accounts was $2 mil l ion and 
$ 1  niil l ioii, icspectively Ihc allowiincc is based on the ratio o l  tlie mounts chaigcd-ofl'tluring [lie last twelve months to tlic i-ctail 
icvciiiics bi l led over thc same period multiplied by the retail levcnucs bi l led over the last lbur months Accounts with no paynient 
activity ai e chat-gcd-ollalier I'oui months, altliougli collection ellbrts continue thciealiel 

I'eiisioii a i d  I'ostretirciiieiit 13etiefits. LGSrE has both Iuntled and unlunded non-contributory defined bcnclit pensioii and 
postictiremoit bcnclit plans that together cover substantially a11 o l i t s  employees I lie plans are accounted Ibr  under SFAS N o  158. 
Eiiipkoyei 5 ' / Iccoi i i i rog/oi~ Dejiiietl Rericjif Peiisioii tirid Orher Posit efii ei i te t i~  P h i i s ,  which amended SFAS N o  106, Ertipkyers ' 
.Accoiiri/irigjii Posrr e/irenrerr/ Reitejirs O / h  i h n r i  Perlsiorrs and SF AS N o  87, Erriplowr s' Accoiiri/iiig/oi Perirtoiir 

'I lie pension and other postretirement bcnelit plan costs and liabilities aic deteiniinetl on an actuarial basis nncl  are dependent tipoi1 
numerous ccoiioiiiic assumptions, such as discount rates, rates 0 1  compensation inci-cases, estimates o l t l i e  expected return 011 plan 
assets and I ica l t l i  caie cost ticnd rates and tleniogiapliic and economic assumptions 'I he actuarial assumptions usctl may t1iIli.r 
materially l rom actual iesiilts due to changing m a l  kct and economic conditions. h i g h  oi lower health care costs 01- turno\ei. 01 longci 
0 1  sliortci l i le  spans o l  pai.ticipants I l icsc ditltiences may result in a signilicant impact on tlie amount o l  cspcnscs recorded in l i i t i i ic 
pci iods 1 lie underlying asstiniptions and cstiniatcs related to the pension and postrctirenicnt beiiclit plan costs and liabilities aic 
I cvicwcd aiiiiual ly 

I lie ;rssumetl discount late, expected retul-n on assets and ra(c 01 compensation increases generally have the most significant impact 011 

llic peiisioii costs and liabilities Ilie discount rate is used to calculate tlie actuaiial pi'csent value ot'tlie benclits providcd by tlic plnns 
LGBE bases its discount late assumption on tlic Novembcr Mercer Pension Discount Yield Curve, adjusted by tlic basis point change 
iii tlic Moody's Investors Services, Inc Aa Colporatc Bond I l a te  iii Decciiibcr Tlic Mercer I'cnsion Discount Yield Curve provides a 
more iclincd estimate ol'thc discount by matching the plan's spccilic cash l low to a spot-rate yicltl cwve bnscd on high-quality, l ixct l -  
iiiconie iiivestnieiits 

I lie expected long-term rate ol  ictui i i  on assets is used to calculate the net periodic pension costs lbr tlie plans 1 o develop the 
cspcctctl long-term late olretuin on assets assumption, considel-ation is given to tlic current level ot'expected returns on I isk li-ee 
iiivestnieiits (primarily government bonds), the historical pet-l'ormancc ofthe asset managers versus their respective benchmarks, thc 
liistoi i c d  lcvcl ol ' t l ic  risk premium associated with the other asset classcs in which tlie portfolio is invested antl the expectations I b r  
Iuturc icturiis 01 each asset class. 1 lie expected icturn lor each asset class is then wciglitctl based on a target asset allocation Foi 2006, 
tlic actual i-ett i in 
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A I'% change in {lie assumed discount rate could have an appi-oxiniale $47 mi l l ion positive or negative impact to the 
2006 accuniulated benclit obligation and an approximate $5 1 i i i i l l ion pnsitivc or negative iiiiixict to the 2006 projected 
benefit obligation 

A 25 basis point change in !lie expected late 01 retuin on assets would have an appioxiniale $ 1  i i i i l l i o i i  positive 0 1  

ncg;itive impact on 2006 pension expense 
* 

Conipens;ition I ate inci-cases aic used to calculate service costs and the projectctl benefit obligation Such iates are based on a review 
o1 L.GSrE's 1iistoric;ll salaries, pioniotion and bonus iiicieases For 2006 net pel-iodic pension benefit costs, L.G&E iisccl a n  assiimption 
015.25% 

The assuiiiptions ielated to tlie discount rate, retirement, tui-nover and healtlicaio cost tiends, wli icl i irepiesent expected ratcs o f  
iiicicase in Iiealth ca ie  claim payniciits, generally have tlic most significant impact 011 postretircnicnt bcnclit plan costs aiid liabilities 
Uii l i l tc pensioiis, however, assumptions about per capita ciainis cost by age and paiticipation iatcs also signilicantly inip:ict 
postictiieiiieiit l iabil i ty coniptitations A 1 %  cliangc in the liealthcai-e cost trcnd 1-atcs could have a positive 01 negative inipact on tlic 
2006 postietirciiiciit benefit obligation and posrrctiienient expense ofapproxinia(e1y $3 nii l l ion ant i  less h i 1  $ 1 i i i l l ion,  rcspcc~ivcly 

Additionally, dcniogi apliic and otlier ecoiioiiiic assumptions alfect tlie pension and postrctii-cnient computations Beginning with tlie 
Ucccmbci 31, 2005 liabil i ty, ILGSrE. ieplaced the 1983 Group Annuity Moital i ty tables for niales and lknialcs with tlic IW 2000 
coiiibincd tables for nialcs iind lcnialcs projected to 2000 IHiese upkited mortality tables we,-e used Ibi tlic 2000 calcuI:itioii and wi l l  
bc used in subsequcnt periods 

The benefit obligation is compared with the plan asset values to determine a net position. Asset values a i c  in 
actual i-ates of return on plan assets and by employer contributions. For an explanation ol'the investnieiit pol i  
asset allocations, see Note 5 oINotes to Financial Statements under I tem 8 

l h e  pension plans are l'unded in accoi-dance with all applicable requii-enients 01' h e  Employee Iletirenicnt Income Sectii i ty  Act 01 
1974 and the IRC. In accoi-dance with tliesc guidelines, LG&E, made discretionary contributions to the pension plans ol$18 mil l ion in 
2006 and $35 mi l l ion in 2004 No contributions were matic in 2005 LG&E anticipatcs making additional contributions as tlecmcd 
nccessiiy Additionally, LG&E made contributions olappioxiniately $ 1  1 mil l ion, $10 mi l l ion and $9 l ion to the postietircnieiit 
pl;iiis in 2006, 2005 and 2004, i-espectively I. GSrE may continue to make subsequent contributions in ordance with the ~i i ; ix i i i iu~i i  
lunding liiiiitatioti govcrned by tax laws In January 2007, LGSrE made a discrctionaiy conti ibution to tlic peiisioii plnn in  tlic aiiioiiiit 
ol$56 million, wli icl i was sliglitly nioie than the $52 nii l l ioi i accrued bcnelit l iabil i ty as olDcccnibcr 31, 2000 In 2007. LG&li 
;inticipatcs malting volunlai y contributions to I'und the Voluntary Employee Beneliciary Association (VEBA)  1 1  lists to iiialcli the 
annual postictircnient expense and funding the 40l(l i) plan tip to tlic maximum iimount allowed by law See Note 15 olNotcs to 
1:iiinncial Statements under  I tem 8 

As piesci-ibcd by SFAS No 87, LG&E was requiicd to recognize an atlditioiial ~ i i i i i i n i i i n i  pelision l inbil i ty 01 f 19 mi l l ion dui ing 2005 
siiicc the Fail value 01 the plan assets was less than tlie accuniulated benefit obligation at  that time -I his atlditional nii i i init it i i  pension 
l iabil i ty was recoitied as a icduction to other comprehensive income and 
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dill not ;il'lcct net income I-Iistorically low corporate bond iates, used to dctemiine the discount late, significantly inciclised tlie 
potciitial value of tlie pension liabilities above tlie actual value oftt ie plan asscts These piovisions ofSI;AS No 87 were not 
applicable to 2006 due to tlie implementation ol'SFAS No 158 

Slioulil poor niniket conditions return or should inteiest rates decline, 1.GSrE's unlunded accumulated bcnelit obligations and lutuic 
pension expense could increase The Company believes that such increases are rccoveiable in whole or in psi? under lutuic rate 
proceedings oi iiiecliaiiisnis 

Sce ;iIso Notes 5 ani1 13 01 Notes to Financial Statenients untlcr I tem 8 

1Iegiil:i~ol-y ~ I ~ C ~ I ~ ~ I I ~ S I I I S ~  Judgments and unccitainties include tuture I-egulatory decisions, tlic impact ol'tlercgiilation and 
competition on the ratcniakiiig process aiid external regulatoi-y decisions Ikgulatory assets geneially icpiescnt incurred costs tliat 
liavc been dclei-red because tlicy are probable o l  tuture recovery in customer rates Ikgulatory liabilities generally I cprescnt 
obligations to make I-eluiitls to custonici-s for previous collections. Management believes, based on Kentucky Commission Oi-dcis and 
liistorical pieccdciits, the existing icgulatory assets and liabilities ale piobable ol'rccovcry. I'his determination icllects the current 
regulatory climate in tlic state If lutui-e recoveiy ol'costs ceases to be probable, the assets and liabilities would be rcquired to be 
rccogiiizcd in c i i i w i t  pei iod cai-nings See also Note 2 of Notes to Financial Statements under Item 8 

11icoiiie 7;ixcs. income taxes are accounted for under SFAS No 109, Accoiiriririgjor /ricorrie rr,ses In accordaiice with this stiilenieiil, 
t lclci icd tax iisscts and liabilities ai-e recognized Ibr tlic future tax consequences attributable to di l l t iences between [lie liiiaiicial 
statcniciit c a n  ying amounts of existing assets and liabilities and thcir respective tax bases, as nicasuiccl by enacted tax rates tliat ate 
expected to be in c l lcc t  in tlic pciiods wlieii tlic dcferi-ed tax assets and liabilities aic expected to be settled oi i-calizetl Sipiiilicniit 
jutlgmcnt is icquiictl in determining tlic piovision for iiiconie taxes, and tlici-c arc triinsactioiis Ibr wli icl i  tlie iiltiniate tax outconie is 
tiiiccrtiiiii 

. Io  piovidc IUI these uncertainties or exposures. an allowance is niaintaiiied lor tax contingencies based oil m;inagciiieiit's best 
cstiniatc ol'piobable loss l ax  contingencies iiie analyzed periodically and adjustiiicnts are made when events occur to wariaiit a 
cliaiipc In Scptcmbei 2005, I.G&E ieccived notice lrom [lie Congi-essional Joint Committee on l'axation appioving the Intel-nal 
I<eveiiiic Service's audit 0 1  LGCE's income tax rctiims lor the periods December 1999 through December 2003 As a result 01' 
i-csolving nuiiicruus tax matters during these periods, LG&E ictluced income tax accruals by  $4 ni i l l ioi i  dui ing 2005 

I-I II 4520, knowti as the "American Jobs Creation Act 012004" allows electric utilities to take a tleduction of tip to 3% o l  thcir 
qiialilicd pioduction activities iiiconie skirting i n  2005 'This tleduction reduced LGCE's ellcctivc tax i a le  by  less than 1% Ibr 2000 

Kentucky I-louse Bill 272, also known as "Kentucky's 1 ax Modernization I'lan," w 
coiitains a nunibci- ofclianges iii Kentucky's tax system, including the reduction ol't l ie Corporate income tax rate lioni 8 25% to 7% 
cllkctivc J:inuary 1, 2005, and a Iurthci reduction to 6%) cll'cctive January I, 2007 As :I restilt ol ' t l ie income tax late change, LG&E's 
dckricd tax i-eserve amount w i l l  exceed its actual delcrred tax liability attributable to existing tenipoiary dillcrcnccs since the new 
statutoi y I-ales are lower tliaii tlie rates were whcn tlie def'eixd tax liability originated Tliis cxccss aniount is refel ret1 to iis excess 
tlcleirctl iiiconic taxes. 111 Jiriic 2005 and December 2006, LGSrE received approval from tl ie Kentucky Chniniissioii to establisli and 
aiiiortizc a iegulatory liability ($16 mil l ion) for its net excess deferred income tax balances. 

igned into law in  Maich 2005. This b i l l  
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\.intlci this accounting ti-eatiiieiit, I.G&E will amortize its depreciation-related excess tlel'eried income tax balances tinder the aveiage 
la te assiiiiiptioii nictliod The average rate assumption method metclies tlie amortization of the excess dcfei-red income taxes with the 
life ol'ihc t iming differences to which i t  relates Excess deferred iiiconie tax balances related to non-depreciation t iming differences 
~veic espensetl iii 2005 ant1 2006 

I.G&IJ expects to have adequate levels oftaxable income to iealizc its iecordcd deferred taxes 

For Iurtlici discussion of inconie tax issues, see Notes I and 6 olNotes to Financial Staieiiieiits iindei I tem 8 

NT ACCOUNTING I'IRONOUNCEMIZNTS 

Uic fOllowiiig ;ire iccciit 

FIN 48 

In .July 2006. tlic FASU issued FIN 48, Accoirii/ifig/ui Uffcei ~oin/y  i f !  Iffcurfie T C J V ~ S .  t f f i  /r i /ep"e/tr/ iofi  u/S/;/IS No 109 FIN 48 
claiil'ics die ;iceomling Ibr [lie uncertainly ol'iiicorne taxes I-ecognizcd in an entci-prisc's linancial statcniciits iii accoidaiicc with SFAS 
No 100 I h i s  iiitcrpictation prcsci ibes a iecognilion tliicsliold and iiicasuienieiit attiibulc for llie fiiiaiici:il slatcnicnt tccognilioii ant1 
iiieasuieiiiciit 0 1  a tax position taken or expected to be taken iii a tax return 

Tl ie  cvaluiitioii 01 a tax position in accoidance with FIN 48 is a two-step process .I lie first step is recognition based on the 
dctci-iiiiii:itioii 01' wlictliei it is "mole l ikely than not" that a tax position will be sustained upon examination 'Ihe second step is to 
iiieasure ii vas position that i i iccts the "nioic likely than 1101" tliiesliold 1-lie tax position w i l l  be measui-ecl as the ;mount o(  potential 
bcnclit tliat exceeds 50'% liltcliliood o f  being realized 

FIN 48 is effective for liscal years beginning after Dccciiibcr 15, 2006. FIN 48 was adopted eff'cctive .lanunry 1, 2007 Tlie impact 01' 
F I N  48 on the statements ofopcrations, financial position and cash llows is 1101 expected to be material 

SFASNO. 157 

111 September 2006, the FASU issued SFAS N o  157, Fair Vdrre Meosirrentefiu SFAS No. 157 is effectivc Ibi- fiscal yeais beginning 
:iItei November 15,2007 This statcnient defines Fair value, establishes a li-anicwork Ibi measui-ing fair valiie in genei-ally acccptctl 
:iccouiiting pi-inciplcs and expands disclosuies about la i r  value measurements ILGJtB is now analyzing tlie litturc impacts ol'SFAS 
No 157 on icsults olnpciations and linancial condition 

SFAS No. 158 

I n  Seprciiibcl- 2006, ~l ie  F A 3 3  issucd SFAS N o  158, wli icl i is efl'cctivc for fiscal ycais cnding a l t e i  Dcccnibci 15, 2006 Ibi cniployeis 
with publicly ti-adcd equity sccui itics and for eniployei-s conti-ollcd by eiititics with publicly tratlcd equity scciii itics, which is 
:rpplicablc foi LG&E, This stateinent requii-es employcrs to recognize the over-lirn&d o r  under-luntlcd status o l a  rlcl inetl bcncfit 
pciision :in4 posti-ctireniciit plan as an asset oI a l iabil i ty i n  the balance slieet a i d  to recognize changes in  tliat luiitlotl stLitus in  tlie yea 
iii wli icl i tlie changes occur tlirough compiclicnsivc income. This statement also requires ciiiployers to i i i ex i i i  c tlic fuiidctl statiis o l  ;I 
plan as 01 tlic date o f  its yea-end balance sl icct 7 l i is  statement amended SFAS No 87. SFAS No 88. / ~ ~ ~ i p l o v e ~  r'/ lrtoii i i / i itg/ur.  

Se///eiiicu/\ ( tu(/  C'III ui i / i i i e f i / s  ujDejiied ReireJTr Pe,rsioir Pltrrrr t r d  fur 7i.1 n t i u o r i o i i  

ouiiting pronouiiceniciiIs alRecting I. G&E: 



Mcrr i l l  Corp(iration 07-5042-1 Tue Mar  20 08:45:08 2007 (V 2 247w--1-110717) Chksum: 487474 Cycle 7 0 
IO-K Louisvil le Gas B Electi-ic 
mweinst c:\fc~984445807-d10967-1890486\5042-1-DK.pdf EDGAR :I<cdlinc:OFF Doc I l'age 40 

Beiie/;irr, SPAS N o  100 and SI'AS No 132, E ~ J J ~ / C J ) W . Y '  Dirc/ol;wes ci6orir Pcrisiorir c i i i d  Ofher Pm/re/ii~ciiterr/ BeiicJfr 

SPAS No 7 1, Accoiiirfirrgjbr [lie E'ecfr o/ Cei fcih I j p e s  uJRegiihfioii, provides guidance to regulated utilities lbr deferring costs 
that would othcrwisc be charged to expense or equity by non-regulated enteipriscs. In npplying tlic pinvisions 0 1  this statcnicnt to tlic 
requirements ol'SF'AS No 158, LGSrE rccoidecl a regulatoiy asset I-epicscnting [lie adjustnicnt to !lie pension l iabil i ty in recognizing 
tlie lui idcd status of the pension liability. This adjustment would have been represented i n  Accuniulatcd Other Coiiiprehcnsivc Inconic 
wi~ho i i t  [lie application of SFAS No. 71 

LCBE has adopted SFAS No 158 effective Ibr tlic l iscal year ending Ucccmber 3 I, 2006 I lic incremental ellkcts 01 applying SI'AS 
No 158 i i i c  sliown in tl ie lollowing table: 

U C ~ ( ~ ~ ~  Adolitioii Alter A d q b l i e i i  
of SI7AS ofsI:,\s 

(iii i i i i l l i i i i is)  N ~ ~ .  1 sx* Aili twitwits NIL 15X 
Acci tied Iicnsion and postretii enient liability-iionctirrcnt P (102) 9 (47) 'F (149) 

(2) (2 ) Acci-uetl pension and postretirement liability-current 
I'cnsion antl postrctii cnicnt regulatory asset 77 40 I20 

__ 

*Balances bclbrc the application of  SFAS N o  I58 include the cllects o l  2006 plan experience and changes i n  actuarial :issiiiiiptioiis 
on the additional niininiuni liability, coupled with tlie regulatory impacts of SFAS No. 7 I 

LIQIJIUII  Y A N D  CAI'I'IAL IIESOURCES 

LG&E uses net cash gcnciated from its opei-ations and external financing ( incl i~di i ig l inmc ing  IIom alliliates) to luntl construction 0 1  
plant and eqiiipnicnt and tlic paynient ol'dividentls LGBE believes that siicli sources ol' l i i i i t ls w i l l  be siill'icient to niect the needs 0 1  
i t s  business iii the Ibicsceable luturc 

As 01 Dccembci- 3 I, 2006, LGBE is in a negative woilt ing capital posirion in pait bccause ol  the classilication 01  certain variable-rate 
pollution contiol bonds totaling $246 mi l l ion tliat arc subject to tcndci- for purchase at tlie option ol'the holdei a s  currcnl portion 0 1 '  
long-lei-m debt Backup credit Facilities totaling $185 mi l l ion arc in place to fund such tcndci-s, it'necessaiy. LGBE has neve! needed 
to acccss these laciliries. LGBE expects to cover any working capital dcliciencies wi th cash I low lioni opeiations, money pool 
bon-owings and borrowings from Fidelia 

Oliciating Activities 

Cadi pi-ovidcd by opeiations was $320 mill ion, $150 mi l l ion and $171 mi l l ion in 2006, 2005 and 2004, respectively 

l1ic 2006 increase 01's 170 million was primarily the result (11' increases in cash due to changes in: 

Accounts I-cccivablc (S 183 mill ion) priniarily from decreased natural gas prices antl niiltler 1)ccenibcr weatliei 

Materials and supplies ($ I07  mill ion) primarily resulting from deci-eased natural gas prices 

Property and otlicr taxes payable ($2 I mill ion) 

* 

0 

GSC rccovciy (X20 mill ion) 
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'I'Iiese incieascs wcie paitially offset by cash ttscd for changes in: 

Accounts payable ($102 million) due to lower natui-a1 gas prices 

Eai-nings, net ol' non-cash itenis ($22 million) 

I'cnsion and postictirenient funding ($19 million) 

Payment 01'tlie fee I-equired to exit the MISO ($1.3 million) 

e 

ECR ~ccovci-y ($7 million) 

llic 2005 dcci-case o f $ Z I  million was piiniarily the I-esult of decreases in cash due to changes in: 

Materials and supplies ($61 million) largely the I-estilt 0 1  increased coal and i iatt iral gas prices 

Accounts ieccivablc (X 17 million) pi inial ily due to coldcr Dccenibel wcdthcl- e 

. ('. >as . supply . iccovci y ($1  3 million) priiiiai ily due to higher natuial gas prices 

ESM rccovei-y ($8 million) due to terminalion ol'tlie ESM piograni 

e Property and otlicr taxes payable ($7 million) 

These ticcreases weic parlially olfset by cash provided by changes in: 

Accounis payable ($49 million) piimarily from the inelcase in natural gas pi-ices 

Pension and postretilenient funding ($34 million) 

investing Activities 

I.GBE's priniaiy use 01' lunds for investing activities continues to be for capital cxpcndituics Capital expenditures were $146 million, 
$139 million and $148 million i n  2006, 2005 and 2004, respcctivcly LGStE, expects its capital oxpenditurcs for the three-year period 
ending December 3 I ,  2009, to total approximately $665 niillioii, which consists primarily of construction estiniatcs associated with tlic 
consti uction of-I C2 totaling appioxiniately $150 million (including $40 niillioli for envii-onmental controls), othei- envii~oniiicntd 
contiol equipment of appioximatcly $80 million, redevelopment ofthe Ohio Falls hydro fhcility totaling approximately $30 million 
ani1 on-going construction ielatetl to geneiatioii and distribution assets 

Net cash iised ror investing activities i i i  2006 increased $9 niillioii i n  2006 conipaied to 2005 and dccleasctl $21 million i n  2005 
conilmcd to 2004, priniai ily tlue to the level 01 construction expendituies 

Financing Activities 

Net cas11 outllows for linancing activities WCI-C $173 million, $12 million and $7 million i n  2006, 2005 mid 2004, rcspcctivcly 

Rcdciiiptions and niatui-itics 01' long-term dcbt lor 2006, 2005 2nd 2004 ale suniniarized below: 

(X i i i  i iiillioiis) 1'riiicip;iI Sl!c1rr ell/ 
\'wr Deicriiiliiis 
2 0 0 0  Mantlatorily I<edeeniabk i'rcfclred Stock $ I 5 875"A;r lllisccliled JtIl 200(1 
2005 Pollution control bonds $ 40 5 90 '%) Secured Apr 2023 
2005 Due to Fidelia $ 5 0  I 5 3  'Vu Sectired Ian 20M 
2005 Mandatorily Iledcemablc Pi-efci red Stock $ 1 5 875% Unsecured Jul  2005 
2004 Ihic to Fitlclia $ 50 I 53 '% Sccuictl Jan 2005 
7004 Mandatorily Redecmable Preferred Stock $ I 5875%Unsccured Jul 2004 

AIIIOIIIII I1;ilu [hisecmcil  hi:iiiiriIv - - _ _ _ _  
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ILGBE did not issue any long-term debt iii 2006 Issuances of long-tern1 dcbt Ibr 2005 aiit l  2004 aic stininiai izcd below: 

(I i i i  millioiis) 1’1 inuip:il SECl l l  C d l  

Y u r  I)csu i i i t i iw A I I ~ O I I I I ~  I l n l c  Iliiscritir.cl Rl;,lirritv 
2(105 I ’o l lu t i i~n  control bonds 9 40 Variable Seciiicd Ikb 2 0 3 5  
2004 I>uc to Fidclia $ 25 4 3 3 %  Secured Jan 2012 
21104 I)uc to Fidelia 16 100 1 5 3 %  Secured Jan 2005 

See also Notes 7 and I 5  ofNotcs to Financial Statements under Item 8 

I;utuic Capital Ilequirenicnts 

I’uturc capitul requircnients niay be all’ 
consti t iction expenditure IevcIs, rate actions by regulatory agencies, new legislation, market entry olconipct ing clecti-ic ~)owei- 
geneirrtoi-s. changes in commodity prices and labor rates, changes in cnvironnicntal regulations and otlict tcgulatory rcquiicnients Scc 
Note 9 0 1  Notes to 1;inancial Statements under I tem 8 Ibr current conimitnients LGBE anticipates I’tinding Ciiturc capital rcquiiciiicnts 
tliroogh operating cash Ilow, dcbt and/or infusions otcapital Ironi its parent 

LGBE has D variety 0 1  ltinding alternatives available to nicet its capital requirements LGBE maintains a seiies 0 1  bilatcial ciedit 
liicilities with h n l i s  totaling $ I 8 5  mi l l ion Seveial intercompany linancing al-rongcnicnts are also available LGBE pni-ticipates in aii 
intcrconipaiiy money pool agi-cement wlicrein E ON U S and/or KU make lurids o f  up to $400 ni i l l ion available to LGBE at market- 
b:isctl tares Fidclia also pi-ovidcs long-term intci-company lunding to LG&E See Note 8 0 1  Notes to Financial Stateiiicnts under lteni 
8 

tl in varying degrees by I‘actois such as electric energy demand load giowth, changcs in 

I<egulatoiy appiovals ale rctluired Cor LGBE to incui additional debt The FERC atttliorizcs the issuance ol’sliort-lei-ni dcbt while [l ie 
Ihn tucky  Commission autlioi izcs issuance ol’long-term debt. In February 2006, LG&E received a two-yea1 atitliorization Iron1 the 
l:EI<C to boi-row ti11 to $400 mi l l ion in shot-1-term lunds 

LGBE*s tlebt ratings Irom Moody’s Investor Services, lnc (“Moody’s”) and Standaid and Poor’s Rating Services (“SBI”’) as ol 
Dcccnibet 3 I, 2006, wcie: 

First nioitgage boiiils 
Pleli.lred stock 
Issucr rating 
Corporate credit rating 

Rl,l , , l lV’S S 1  I’ 
A I  A-  

Baa I BUB- 
A2 - 
- BBB-i. 

I Iicse ratings rellcct the views of Moody’s anti SSrP. A security rating is not a icconinicndatioii to buy. sell or lioltl secuiities and is 
subject to icvision or witlitirawal at any time by  the Bating agency 
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Contractual Obligations 

The fol lowing is provided to sumniaiize contlactual cash obligations for periods after December 31, 2006 L,(;SrE anticipates cash 
l ioni operations and exteinal linancing w i l l  be sufficient to fund Iutuic obligations Future intciest obligations cannol be quantilied 
because niost o l  I.CSrE's debt is variable rate (See Statements ot'Capitalization) 

Cliksuiii: 94946 Cycle 7 0 

(iii iiiilliiiiis) I';isiiieiits I)ac I I Y  I'uriod 

CmiIriictiiiil C:isli 0I i l ix : t t i i i i i s  21)07---_ 20I)X 201)1) 21)Il) 201 I 
Slioi {-term debt (a) $ 68 'F -- $ - R - 'F ---.- 

- - _. L.ong-teini debt I I 9  
Opci ating leiises (c) 2 7 7 7 2 

c'oa1 and gas ptircliasc ohligations (e) 266 249 202 207 200 
Ileliicmcnt obligations (I) 36 3 1  36 35 34 

Unconditional powei purchase 
obligatiolis (d) 1 1  13 16 17 17 

__ 89 70 20 I - - - ~ -  ( )tlici- oblig;itions ( g )  
'Iota1 conti;ictti;il cash obligations 'F 473 'F 390 .R 276 'F 202 'F 253 - _ _ _ - - -  _ _ _ _ _ _ _ _ _ _ _ _ _ -  

(a) Ilepresents bonowings l'ioni affiliated company due within one yew 

Illule;,llul 'rl1l:Il 

'F 'F os 
8 I S  

~- 
800(b) 820 

328 40, 
3 1,127 

1 OS 346 
I so 

'F 1.307 'F 2,961 
__ - -  

_ _ _ -  - _ _ _ _  

(b) Includes long-term debt olS246 ni i l l ioi i  classified 
~~ti icl iase at the option 01 l l ie holdci and to iiiaiidatory kndci- for pulcliase tipon the occulrcnce 01 certain events M ~ ~ I I  ity 
dates f o ~  tlicsc bonds iange froin 2013 to 2027 LGSrE, docs not cxpcct to [my these anioii~its in 2007 

(c) Ilcprescnts lu~ui-e operating lcase payments 

(tl) Ilcpi-esents fulure minimum payments under OVEC power purchase agi-cements through 2024 

(e) Ilcprescnts contiilcts to puicliase coal and natural gas 

(I) llcpicscnts currently projected cash llows lor  pension plans and otlicr post-employment benelits as calculated by t i le 
actual y 

(g) Ilclmscnts consti tiction commitments, including coniniittiients for TC2 

iirient liabilities because t i m e  bonds 31c subject to tcni lci  Ibr 

Olf-l3alance Slice1 Arrangetncnts 

111 the oitlinary course 01 busincss LG&E has operating leases for various vehicles, eqiiipiiicnt and rea1 cstatc See Note 9 0 1  Notes to 
Financial Statements under I tem 8 foi further discussion 01' leases 

Sale anti L.cascback Transaction 

LG&E is a paiticipant in a sale and leaseback transaction involving its 38% inteicst in two jointly-owned combustion tuibines at KU's  
13 W Ut-own geneiating station (Units 6 and 7) Commencing in December 1799, ILGSrE and K U  cntci-ed into a tax-cllicicnl, 1S-yc;ii- 
1c;isc 0 1  the combtistion tuibines. L.G&E and KU have provided lunds to fully dck;isc the Icasc, and have cxccutcd an  iirevocablc 
notice to exercise ;in eai ly ~ ~ u i c h i l s e  option contained in llie ICJSC af tc i  15 5 yeais 1 lie financial statenicnt tieatoient 0 1  this transactio~i 
is i io clifl'crciit tliaii i f  I.G&E had tetaincd its ownership Tl ic leasing transaction was cntci-cd into Ibllowing rcccipt ofrecjuired state 
alld Iicderal rcglllalory 311[31oVa1s 

111 cwc olt lclault  uiidci tlie lease, I..G&I? is ob1ig:itctl to Ixiy to tlie lessor its sliarc 01 certain fees or amounts I'riniaiy events ofdclai i l t  
incltidc loss oi dcsti tiction 01 the combustion turbines, failui-e to instil-e o r  maintain the conibustion tui-bines and unwintliny of tile 
tiansactioil due to govcrnnicntal actions N o  events ofdelault 
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cui-rently exist with respect to the lease Upon any teiniinatioii ol'the Icasc, whether by delault 0 1  expiration of its tcriii, title to the 
conibustioii tuibincs ieverts jointly to LGSLE and K U  

At Dccenibcr 31, 2006, the maximum aggiegate aniount ofdefault li.cs or aniouiits was $9 iiiillion, 0 1  wli ic l i  L G B E  wotild be 
responsible Ibi- 38% (appioxiniately $3 nii l l ioi i) LGSLE has made arraiigcnicnts with E ON U S , via guamiitcc and tcgulatory 
coniniitnieiit. Ibr E ON U S to pay ILGLE's lull portion ol'any t l c l iu l t  fees oraiiiotrnts 

I'otciitial I'tcli.i icd Stock Iransnction 

111 Oclobct 2006, L G L E  subniittcd xi application to the Kentucky Coiiimission seeking aut1101 izatioii Ibr vai ious potciilial l i i iai icial 
Ii;inxictioiis, iiiclutiiiig :I request Ibi appioval of eellain funtliiig aiiangenicnts which coultl piovitle a S ~ L I I ' C C  01 lu i ids l'oi the possible 
~cdc i~ ip t io i i  olLGSrE's three existing series of prelci-icd stock having an aggregate book value olappi-oxiniately $90 in i l l ion In 
Jantwry 200'7, the Kentucky Coniiiiission issued an Oi-der granting appi-oval 0 1  LGBE's application and in Mai-ch 2007, a ~o i i i i i i i t tec  
01 LGSrE's boaid authoiized tlie redemption ol'the preferred stock, el'lkctive in Api-i l 2007 See also Note 15 ol'Notcs to Financial 
Statcniciits under Item 8 

MAllKET RISKS 

lLG&:E is exposed to niai ket risks horn changes in interest rates and commodity prices To mitigate changes iii cad i  tlows attributablc 
to these cxpostircs, LGBli uses various linaiicial instruments including derivatives Dei ivativc positions a i c  nioiiitored using 
techiiiqiics that iiiclude market value and sensitivity analysis Scc Notes I arid 3 of Notes to Fiiiancinl Statements tintlei l tcni 8 

Interest Rate Sciisitivity 

has short-tci-ni aiid long-tcini variable-iatc debt obligations outstanding At Ilcccniber 3 I, 2006, tlie polcntinl change iii interest 
c associated with a 1% change in  base interest iatcs ol'L(?&E's unhcdgcd debt is estiniutctl at $4 in i l l ion 

Intcrcst iatc swaps aie used to hedge LGSLE's underlying vaiiablc-rate debt obligations 'These swaps Iicclgc speci lk clcht issuaiices 
aiid, consistent wifl i  management's designation, arc accortletl hedge accounting treatment See Note 3 ol'Notcs to Financial Statcnients 
under Item 8 

As ol.Dcccnibcr 31, 2006, LGSLE had swaps with an aggregate notional value ol$21 1 mi l l ion 'Ihc swaps excliange Iloating-rate 
iiiteiest paynicnts Ibr lixcd rate interest payments to reduce the impact ol'interest mte cliaiigcs oii LGBE's pollution contiol bonds 
.I lie poteiitial loss iii l i i r  value resulting from a Iiypothctical 1 %  adverse movement i n  base iiiteicst rates is estiniated at  approximately 
$21 in i l l ion as 0 1  llccenibcr 3 I, 2006 This estimate is tlerived lrom third-party valuations Changes in  the market value ol'thesc swaps 
iI held IO maturity, as ILGBE intends to do, wi l l  have iio eltcct on 1-GLE's net iiicoriie or cas11 l l ow Scc Note 3 of Notes to F im ic in l  
Stateiiicnts under Item 8 

Commodity a i id  Otlici- 1'1 ice Sensitivities 

ILCXE is e x ~ ~ o s c d  to tlie market price volatility ot'coal, iiaturill gas and oi l  (tlie luels used to gciieiate electricity) in ils wIioIcs:ilc 
exposure to such market price volatility as the result of its i-ctail FAC aiid GSC commodity price pass-througli 

i i  also be exposed to [lie market price volati l i ty 
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iii !lie iiidustry, as well as labor iatcs, in elements o f  i ts  capital constiuction or operating and niaintenancc activities I n  sonic c;ises. 
cicnients ol tliese I isks ale mitigated via periodic la te oi other rcgulritoiy rccoveiy mechanisms oi via the terms of applicable 
coiitracttial arrangenicnts 

Energy S: Risk Management Activities 

t i t  input commodities, including but not limited to costs olsteel, coppci and specialized cquipnient 01- niachinery ~isct l  

onducts encigy trading and tisk managcnienl activities 10 niaximizc the value of power sales tioni physical iisscts i t  owns 
arling activities are pi incipally forwai-d f inancial transxtions to hedge price risk and aic accounted foi on a m a l  k-to-mal-kct 
ccordancc with SFAS No 133, Accoirrr/ingji~t. L h  i v c i l i i v  ~ I ~ S / I " ~ ~ J I I ~ I I ~ S  n r i d  /-/ec/girrg Acrri~ities, as amentletl l'i.ioi to 1111: 

MISO cstablisliing its Day 2 cnetgy niaikct i n  Apri l  2005, wholesale forward tr:insactions were primali ly pliysic:illy seltlctl and t l ius 
w c ~ c  ticatcd as n o m a 1  sdles undci- SFAS No 133, as amended, and  weie not marltcd to mal-kct 

'I'lic table below suiiiiiiai izes LG&.E's eneigy tiading and risk management activities 101 2006 ant l  2005: 

20116 2OIlS 
$ 1  $- 

3 I 
(0) .--.- 

3 

( i i i  i iiilliiiiis) -- 
I'. L i t ~  ' -  v;iliic of contiacts at beginning ol'pci-iotl, net asset 

Fair value o f  contiacts wlieii entered into dui ing the period 
('ont~:icts i -e i i l iml  01- otliciwise settled (Iuii i ig ~lie  pei iod 
Changes iii lair values due to changes in assumptions - - -  

$ I  __ - = I  Y; I 1:iiir v;ilitc olcontiacts at end olpcrioii, net asset 

'IIic Liiir value 01 1.GSrE's encigy trading and risk management conti 
N o  changes to va1u;itioii tcclinicjiics lo1 cneigy tfiiding and I isk nianagcmcnt :ictivilics occuiictl d u i  ing 2006 or  2005 C'h:lng:'s iii 
iiiaiket piicing, ititcrest l a te  and colati l i ly assumptions weie made duiing both yeais 'I he outstiinding malk-to-nialkct valuc i s  
seiisitivc to changes in prices, price volatilities and inteicst rates Tlic Company estiniatcs t h a t  a movcnicnt in prices o l  SI and a 
cliangc in iiitcrcst and voI:itilitics o l  I'X would rcstilt in a cliange ol  less than SI ni i l l io i i  Al l  contiacts outstanding :it I~cccmbc~ 3 I ,  
2006 and 2005 have a niatui-ily 01 less llian one yeai and arc valucd using prices actively quoted Ibr pioposetl or cxecutecl ttaiisxtioiis 

o l  Dcccnibci 3 I ,  2006 and 2005, \vas less 11i:iii S I nii l l ioi i 

or quoted by broltcls 

LG&E maintains policies infended to niininiizc ciedit risk antl ~cva l i~es  credit expostires daily to nionitot, compliance with those 
policies At I)cccniber 3 I ,  2006, 100%~ o f  the trading and  risk management coniniittiients \vei-e with counterparties rated BDB-IBaa3 
ciluivalcnt oi better 

I<ATE,S A N D  RI:GULA'IION 

LC;BI! is subject to the jui  isdiction olthc I h t u c k y  Commission in virtually all nlattcrs I-elated to elccti ic and natural gas uti l i ty 
regulation, and as such, i ts  accounting is subject to SFAS No 7 1 Given L G&13's competitive position in the marltctplacc a n t l  the 
st;itus o f  regulation in I<cntucky, I.GS:E lias no plans 01 intentions to discontinue its application o lSFAS No 71 See Notes Z ;id 9 0 1  
Notes t o  Financial Statements under I t em 8 101- a discussion 01 rnlcs and 1-egulation 
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FU I U R I  OLI I LOOK 

Cotiipctition and Customer Choice 

At this iinic. i iei t l iei-  tlie Kentucky Gcncial Assembly not tlic Kentucky Commission lias adopted or :tplxoved a plat1 or timetable Ibi 
ict:iil electric intlusti y competition in Kentucky 1 he nature or t iming oUtlie ultimntc legislative 01 regulatory actions Icgarding 
industry rcsiruciuring a i d  theii in ip ict  oii LGdlE, which may be significant, cannot cui-rently be ptctlictcd Some states that h a \ e  
a l~cady tlciegulntctl have begun discussions that could lead to le-icgulation. 

Ovcr the last scvc~a l  ycai-s, LGSrE lias taken many steps to maintain efficient ratc S ~ I ~ ~ I ~ I - C S  wlii le acliieving high Icvcls 01 cusinnier 
satislaction, including: an inciease in  locus on coiiinicrcial, intlusti ial and residcntial custoiiiers; a n  inct-case in eniployec iiivolvcnietit 
and  training; and continuous niodilications of its organizational structure LGSrE also strives to conttol costs through competitive 
bidding :tiid ptoccss improvements LGSrE’s pet-lbininnce in national ctistoniei saiislactioti su~veys cntiiiiiucs io be high 

I I EM ‘7A Quantitative arid Qualitative Disclostit-es About Mni kct Risk. 

See Managcmctit’s Discussion and Analysis ol’Financia1 Condition and Rcstilts of Operations, Market I W t s ,  undcr I t e m  7 
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I’I EM 8 1~in:inci:il Statements and Supplementary Data 

I..ouisvillc Cas and Electric Company 
Statements of income 

(Millions 01  $) 

Ol’lil<A I IN(; I<I!VI:NI I l iS: 
Illcctric (Note 12) 
(;:is 

i o t i i l  qx ia t i i i g  ievcnues 

OI’EIZA I ING EXPENSES: 
Fuel I‘or c l c c ~ i i c  generation 
I’o\vci puiclixed (Notes 9 and 12) 

Other opciatioii and maintenance cxpcnscs 
L k p i  cciiition ;ind ;imortimtioii (Note I) 

(;;is st1pply ex~’cnse’s 

‘1’0tal operating expenses 

Nut opci-ating income 

Ollicr expcnse (income) - nei 
I i w i c s t  espcnse (Notes 7 and 8) 
l i i tcicst expense to allil iatctl companies (Note 12) 

Income bclbic income taxes 

I;cdcraI anti state income taxes (Note 6) 

Nut inconic 

I lie occuiiipanying iiotcs aic an integral pai t oltlicse linaiicial statements 

Starcmerits of  I<etained Eai niiigs 
(Millions 0 1  5 )  

13alancc I;lnualy I 
Add net income 

Ikduc t :  Cash ilividcntls tlecl;ired on stock: 
5% c tin1 iilat ive p i e  ferred 
Auction rate cuniulativc pi-efei-I-ed 
( ‘ommiin 

13:ll:lnce Dcccmbcr 3 I 

204 282 208 
114 141 92 
295 3 3 0  266 
288 30s 305 
I 2 4  I24 117 

1.1 15 1,194 988 

223 230 IS5 

- - ~  
--- 

3 ( 1 )  3 
28 24 21 
13 13 12 

179 194 149 

62 65 53 

--- 

- _ _ I _ _ -  

R 021 $ 534 R 407 

I I I 
3 2 I 

$ 639 $ 621 $ 534 --- --- 

‘l-lie ;icconipaiiying iiotes ai-c an intcgial ~ ~ a r t  0 1  tlicsc financial stateniciits 
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Louisville Gas and Electiic Conipany 
Stalenients oI’ Cornpieliensive Income 

(Millions 0116)  

Nct iiiconie 

(hili (loss) on derivative inslriinients and iiedging activities, riel 01 tax bcnelit (expense) 01 $(I), 60 and $ 1  
l i ir  2 0 0 0 ,  2 0 0 5  and 2004, respectively (Notes I and 3) 

Ailtlitioniil niiniiii i ini pcnsion liability ai~jiistnienl. ncl o l  tnx benelit (cximse) ol $(30), $6 itnil $4 h r  2006. 
2 0 0 5  iiiiil 21)04, icspcctively (Notc 5 )  

Otlici ctimpieliciisivc income (loss), net of tiix (Note 13) 

< onipi elieiisive income 

i lie accompanying notes arc an integral pa i t  01 tlicsc l inancial statenients 
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Yews Eiiilcil Ducut~iliui 31 
21106 20l15 2l11lJ 
16117 $120 R’)b 
--- 
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I..ouisville Gas and E,lectric Comp;iny 
Balance Sliects 
(Mill ions 0 1 % )  

Ihrci i i l icr  31 
211116 21lil5 -- 

(‘..I ‘15 i ,inti . 
Accounts receivable - less reserve olS2 mil l ion in 2006 and $ I  mil l ion in 2005 (Note I )  
A c c w i i t s  Iccei\able l’roni nlliliatetl co i i i p~ i i cs  (Note 12) 
Malei-ials and siipplics (Note I): 

I:IICI (prchni i i iant ly co;il) 
Gas storcd undcrgi-ound 
Chlicr ~ii:itcrials md sup~~l ies 

cash ciliiivnlents (Note I) 

1’icp:iyiiicnts iiiid other ciiircnt assets 
I Ulill CUI lent  asSClS 

l l l i l i ty  plant, ;it oiigii ial cost (Note I): 

Common 
1 otol ut i l i ty pl:riit, at oiiginal cost 

1-css: rcser\’e Ibr itepiccialion 
Tot;iI ut i l i ty plant, net 

Consti-uctioii \vorl< in pi-ogi-ess 
I ot;iI ut i l i ty 1 h n t  iiiiil constriiction work in  progicss 

I)cI ic i~ct l  tlcbits :ind otlwr asscts: 
Rcsti icteil casli (Note 1) 
I<cpulatoly assets (Notes I :111d 2): 

I’cnsioii and  postrctii eiiient benefits 

Otlicr iisscts 
lotal  rlcl‘ei-ictl dcbits and other assets 

~ o t a i  A ~ W  

‘i; 1 %  7 
165 231 

IO 3 0 

38 3 0  
83 125 
3 0  28 
6 6 

348 472 
_ _ -  
-- 

3,200 3, lSO 
520 51 I 
180 199 

3.900 3,8‘)0 

1,534 1,509 
2,312 2,381 

I__- 

-- 

217 159 
2.589 2.541) 
-- 
-- 

16 IO 

126 - 
9 3  s4  

31 __ 

$3,184 $).14(, =- 

The acconipniiying iiotcs a i ~  an  integral part of tliese financial statements 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(Mill ions 0 1 % )  

IL IADI I~ I  I 1 1 3  ANI) EQUITY: 
Ctin-cnt liabilities: 

( ~ i i i c i i t  poition 01 long term debt (Note 7) 
Notes payable to all i l iatcd companies (Notes 8 and 12) 
Accoiii~ts p:iyable 
Accounts payable to afl i l iatcd companies (Note 12) 
C tistoiiicr dupnsits 
Otlicr cui-rent liabilities 

I o t a l  curicnt liabilities 

Long-tci in debt: 
Long-lemi bonds (Note 7) 
Lnng-tciin notes to all i l iatetl conipany (Note 7) 
Mandatorily i-ctlceniablc prclcrietl stock (Note 7) 

I otal long-tern1 tlebt 
Dclicrrcd cicdits and o t l w  liabilities: 

Accuiiiulatetl tlcliciied inconic taxes (Note 0) 
Accuniiilatctl provision lUr pciisions and related bcnelits (Note 5 )  
In\ csti~iciit tax credit, iii piocuss ol'aiiiortizatioii 
Asset I ctiieiiiciit obligations 
Ilcgiilaloi-y liabilities (Note 2): 

Acc~ii i i t i latetl cost ol'i-eniovnl ol 't i t i l i ty plant 
I<cgiilatoiy l iabil i ty dclkired income taxes 
Other regulatoi-y liabilities 

Othci liabilities 
rota1 defericd credits and other liabilities 

Coinmitnicnts and contingencies (Note 9 )  

Cumulative prcfcircd stock 

COMMON EQUI r Y: 
Conininti stock, without par value ~ 

Additional paid-in capital 
Accurnulatctl other compreliensive income (Note 13) 
llctainetl earnings 
I o t a 1  coniinoii equity 

I otal Liabilities and Equity 

Autliorizeil 75,000,000 shares, outstanding 2 1,294,223 shares 

'The accompanying notes are aii integral part olitlicse financial statements 

5 0 

x 248 x 248 
08 141 

103 141 
55 56 
18 17 
40 17 

532 020 
-- 
-- 

328 328 
225 225 

19 20 
572 573 
-- 
- _ _ _  

3 3 3  122 
149 I43 
41 42 
28 27 

232 219 
54 42 
35 20 
44 41 

916 856 
~~ 

~ _ _ _  

70 70 -~ 

424 424 
40 40 
(9) (58) 

. I  

-- 6i9 '  621 
1,004 1,027 

-- $3,184 $3,140 -- 
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Statements 01' CJSh Flows 
(Mil l ions 01s) 

C ASl l  I:I.OWS 1~~11Ob1 OI'EIIA IING AC1 IV l ' l  IES: 
Net inconic 
ltciiis i i o t  rcquii iiig C:IS/I curicntly: 

Ikpieciat ion ancl anioi-tiratio11 
1)eli.ired i i icuiiie l u e s  - iict 
Invcstnicnt t;ix ciwli t  - inel 
VI )  I m i o i  tizntioii 
I'iovision Ibi ~)ensioii and postictii cnient plans 
f )Iller 

Accouiits ~-ecoivnhlc 
Matci-ials iind supplies 
Accounts payable 
Acct-uetl inconie taxcs 
1'1-opcrty :ind otlier taxes payyablc 
I't-cpa ynicnts anti otlicr 

I'eiision atid post1 ctirenient lunding 
Gas supply clause receivable. net 
Litigation settlement 
E,aminys sharing niccliaiiisni I cceivablc 
MISO exit fee 
linvironmental cost I-ecovciy nieclianism rcceivable 
(.)lllci- 

CIi:ingc in cc i~a i i i  current :issets ancl liabilities: 

Net cash pi-ovided by opeiating activities 

CASH FLOWS FROM INVESTING ACTIVl ' f IES: 
C'onsti uction cxpcnditiiies 
Change in  icsti ictcd cash 

Net c;ish wed foi investing activities 

( 'ASI I  I,'I-OWS I:I<OM PINANCING A C ' I I V I I  I l iS: 
L ong-term boriowings liom allil iated conipiiny 
1lcp;iynicnt ol long-term bori owings from al'lil iiited coinp:iny 
Slioi-1-terni bori  owings lroni allil iated company 
I<cpayiiiciit I)  I sliort-tci-m borrowings li om nllil iatcd company 
Issuance o f  pollution cont io l  bonds 

spensc oil ~~o l l u t i o t i  control hoiids 
Ilctircniciit o lpu l lu t ion contiol bonds 
I lct i ic i i icni o l  niand;itorily iet1eem:ible pi el'ci red stuck 
I'nynicnt oltlivitlentls 

Net cash used lor I'iiiancing activities 
Change in  cash and cash equivalents 

.I1 :iwI c;isIi cqui\~alents at beginning of' year 

.I1 a n d  cash cc~iiivaleiits at end 01 yeai 

Supplcniental disclosul-es olcasl i  llow i i ifoi malion: 
(-'ash lxiitl during the year for: 

Inconic t a w s  
I i i ~e ies t  on boiio\\ctl money 
li i tcicst to allil iatcd conipaiics on boi-iowcd nioncy 

I'he ncconipanying notes aic a n  intcgial part 01 tliese financial statenicnts 
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Louisvil le Gas and Electiic Conipany 
Statements of Capitalization 

(Mill ions of$)  

I.ONGI I ~ R M  m i 3  I (NOW 7): 
I'ollutioii contiol seiies: 

ptcmbci I ,  201 7, variable ' X ,  
ptcnibci. I, 20 17. variable 

( 1  due August 15, 2013, viir iable% 
Y clue May I, 2027. variable '% 
1. the August I, 2030 ,  vai i:iblc ' X ,  
AA due Septeiiibci I ,  2027, variable '%, 
U13 due Scptciiilicr I, 2026, vnriable 
CC: duc Scptcnibei I ,  2026, variable % 
I)l) due Novciiiber I, 2027, variable % 

due Novcnibcr I ,  2027, variable %, 
due C)ctober I, 2032, variable '% 

GG due October I .  2033, variablc 74" 
I I I  I due I c l ~  uaiy I .  2035, variable 

O u t  Jmi ia iy lb, 2012, 4 33'%,, secured 
Duc Apri l  30, 2013, 4 55%. u ~ ~ s c c ~ ~ ~ . e d  
Ih ic  August 15, 2013, 5 3 I % ,  sectiied 

Mnndntoi i ly  icdcemable pi-cfeired stock: 
$3 875 scries, outstanding sliares 01'200,000 in 2006 and 2 12,500 in 2005 
I ota l  long-term debt outstanding 
Less curient portion ol long-term debt 
Long-term debt 

Notes payable to Fidelia: 

C'1IMIIl.A I IVE l ' l<El~El< l< lX~ SIOC'K: 
Shales Curient 

x 31 % 7 1  
60 60 
35 35 
25 25 
83 x3 
10 10 
23 23 
28 28 
3s 35 
35 35 
42 42 

128 128 
40 40 

25  25 
100 IO0 
100 I O 0  

20 21 
820 821 

_ _ -  

248 248 
572 573 
-- 
_ _ _ -  

Outstanding I<cdeniptioii I'i-ice 
$25 pai- valuc, 1,'720,000 shares authorized - 5% series 860,287 $28 00 21 21 
Without par value, 6,750,000 shares :iuthorizcd - Auction rate 40 40 

70 70 
-- 500,000 R IO0 00 
-- 

C O M M O N  EQUl I Y :  
Coninioii stock, without par value - 

Authorized 75,000,000 shares, outstanding 2 1,294,223 shares 
Additional paid-in capital 

r\cctiiiiulatctl otlier conipichcnsivc income (Note 13) 
Retained cat-nings 
I otal coiiiiiion equity 

I ot;iI cnpita1iz:itioii 

424 424 
40 40 
( 9 )  (58) 

639 621 
1,094 1.027 
-- 
-- 

I lie accompanying n o m  arc an integral part a !  tliese financial slntenicnts 
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1.ouisville Gas and Electric Company 
Notes to Financial Stalcnicnls 

Nolc I - Suiiiin:iry of Signific:inl Accoun t i~ ig  Policies 

i i ico ipu~i tcd in 1913 in  Kentucky, is a icgtilnted public iil i l ity engaged in tlic generation, ti-aiisniission, distribution and sale 01' 
enel gy and the stoinge, tiisti-ibulion and sale ol iiatiiral gas L G B E  supplies natui a l  gas to appi-oximatcly 324,000 custonic!-s 

; ~ n d  clecti ic i ly to appioxinialcly 398,000 custonicis in I..ouisvillc and a(1jaccnl aicas in Kentucky ILGBE's conl-fired clccli-ic 
generating slotions, a11 equipped with systems to reduce SO1 emissions, pioduce most ol'I.G&E's elccliicity I lie ~cniaint lci  i s  
gencrntccl by a hytlroelcclric power plant aiid combustion turliiries 

LGBE is a wliolly-owned subsitliaiy 01 E ON 1.l S I  t t~rnic i ly  known as LGBE, I lncigy LL 
o l  E ON AG ( E  ON) ,  a Get-nian coi~ioration, making LCBE a \vholly-owiicd subsidi;liy of 
ptiblic ut i l i ty engaged in the generation, tiaiismission, disti-ibution and sale olc lcct i  ic cneigy i n  l<entucky, Vitginia a11d 'Tcnncssec 

C'ei t i i i i i  icclassilicatioii entries have been made to (lie previous years' linancial statements to conl'orm to the 2006 piesciitiition with no 
iiiipact 011 net assets, liabilities and capitalization or prcviously ~cpoitetl net income and cas11 llows 

I1egiil:iIory Accounting. L G B E  is subject to SFAS No 71, wider wliicli costs that would otherwise be charged to cspcnsc arc 
d c f e i ~ c t l  :IS rcgulatory assets based on expected recoveiy from c u ~ t o n i e i ~  in futute iatcs Likewise, cictlits tha t  would o!lieiwisc be 
icllcctcd as incoiiic arc ilcfei-red as iegulatoiy liabilities based on cxpccted r r lurn lo custonicrs in future raks ILGBE's cui-Ie~iI 01 

cspectetl iccovcry 01'defci~cd costs and expected return ol defcrrcd ciedits is based on spccilic ratemaking decisions or pi-ccedcnt I b 1  

c x l i  item as piescribed by the FERC o r  tlic Kentucky Commission See Note 2, IWes and Rcgulatoi-y Matters, Ibi addilional dc1ail 
icgaitlii ig ~cgulatoiy assets and liabilities 

C:tsli ;itid C;tsli 13qiiiv;ileiits. L.GJtE considers all debt insti-unicnts purcliascd with an oi iginal maturity 01 t h ~ c e  iiiontlis 01 less to be 
cash equivalcnts 

Allo\v;i~ice for 1)oiibIfiiI  Accoonts. l'lie ~~I lowancc  Ibr doubtlul ilccounls is based on Ilie ralio ol h e  aniounls cl inigcd-ol l  dui ing the 
I W I  t ~ c l v e  nioiiths to tlic iukiil revenues billed ovci tlie same peiiod multiplied by tlie i-ctail ievcnt ie~ bi l led ovei tlic last foul iiiontlis 
Accounts with no payment activity are charged-oll alter Cour months, altliotigli collection ell'oits continue theicaltci The anioi~nts 
cIi;irged to expense to accrue Ibi estimated bad debts were $4 million, $3 mil l ion and $2 mil l ion and the iiet o l ~ c c o t r ~ i ~ s  written 011 
aguiiist tlie reseive wcic $3 million, $3 mil l ion and $5 mil l ion in 2006, 2005 and 2004, ~cspectivcly. 

R'I:i~et i:tls :ind Siipplics. Fticl, natural gas storctl tindcrgroiind and other n1atcri:iIs and supplies inventoi-ics arc accounted (or tising the 
: i \ e r ~ p e - c o ~ t  method Emission allowanccs ai-c included in  otliei materials and supplies at cost and ate not currently traded by LGSrE 
A I  Ilcccniber 31, 2006 and 2005, the emission allowanccs inventory WLIS less than $ 1  mil l ion 

Other l'riipcrty :iiitl Investiiients. OtIiei propcity and investments on tlic h l a i i c e  slicct consists 0 1  I.GBE's invcst~ i ic~ i t  i n  OVEC and 
non-utility plant LWQE nnd 1 I other c l e c ~ i c  utilities arc par-ticipating owners ol OVEC:, Iixotcd in l'ikeron, Ohio OVEC owns and 
opcratcs two power plants that bui-11 coal to genciatc clect i  icily, Kyger Ci-cck Station in Ohio and Clil'ty Creek Station in Intli:in;i 
I.GBlZ's sliai-e 01 OVEC's output is 5 03%, appioximately 124 M w  olgenciat ion cupacity 

E ON [I S is a wliolly-o\incd subsidiary 
ON L G M ' s  alfilkatc, K U ,  is a iegul:ilctl 
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As 0 1  Deccnibcr 3 I ,  2006 and 2005, LGSrE's investment in OVEC totaled less than $ 1  ni i l l ioi i  l..GSrll is not the pi ininiy bencliciary 
01 OVEC:; thcrel'ore. i t  is not consolidated into the liiiancial stateiiients 01' L G B E  aiid is accounted lot untlcr the cost method 01 
accounting I.G&E's niaxiniuni exposuie to loss as a iestt l t  01 its involvcnicnt with OVEC is limited to tlie valuc 0 1  its itivestiiieiit 111 

the eveiit ol ' t l ic inability ol'OVEC to liiltill its power provision iequiieiiients. LGSrE anticipates substituting such power supply with 
eilhei owned gcnciation or niai-kct purchascs and believes i t  would generally recover associated incicnicntal costs tliiougli icgulatory 
irate niccliaiiisiiis. See Note 9, Commitments and Contingencies, for lurther discussion ol'dcvelopnients regarding LGJtll's owticrsliip 
iiileicst and power purchase rights 

Ut i l i ty  1'1:iii1. LGBE's ut i l i ty plant is stated at original cost, which includes payroll-related co  
udniinistrative and gcneial costs Construction work in piogi-css Lias been included in  the i a i e  i 
rates LG&E has not iecortled any allowaiicc lor funds used during construction, in accordxicc with Kentucky Commission 
icgulations 

I lie cost 01 plant rctii-cd 01 disposed o l ' in  tlie normal couise ot'business is deducted li-om plant accouiits iiiid such cost, p lus rcnioval 
uspcnsc less salvage value. i s  charged to the icserve Ibr dcpreciation When coniplete opeiating units me disposed 01; appropriate 
adjustments arc matie to tlic resctvc Ibi depieciatioii and gains and losses, il any, are recognized 

Del11 eciation aiid Aiuortizatioii. Ikpieciat ion is piovided on the stiaight-line method over the estimated set vice lives oldepreciablc 
plant 1 lie amounts piovicled were appioxiniatcly 3 2% in 2006 (3 0% electric, 2 9% gas, and 7 8 %  common); 3 2% in 2005 (3 O'X 
electric, 2 4% gas and 8 0% common); aiid 3 1% lbr 2004 (2 9% eleeti.ic, 2 8% gas and 7 6% coniiiioii), 01 avciagc tlc~xeciablc platit 
01 the amount providcd lor tlepreciatioii, at December 3 I ,  2006, approxiinately 0 4% clectt ic, 0 9% g 
i c I ~ t c d  to t l ie  retirement, iemoval and disposal costs of lorig l ived assets 01 tlie amount pi-ovidetl Ibr depi-eciiition, at December 3 I ,  
2005, approxiiiiately 0 4% elcctiic, 0 8% gas and 0 02% comnion were ielated to the I-etircnient, iemoval arid ilisposnl costs 01 loiig 

uch as taxes, li-inge bcnclits and 
Ibr dctcrniiniiig ietail customer 

I<esli-icletl C;isl i .  A deposit in tlie mioutit o f$ l  I million, used as collateral 101 an $83 i i i i l l ioi i  iiiteicst iate swap expi i i i ig i i i  2070, i s  
i l icd as icstrictetl cash on LGSrE's balance sheet An advance deposit of $ 5  nii l l ioi i  li-om the Lotiisville Atciia Authority is  also 
ctcd lor equipmeiit ptii chases related to ielocatiiig traiisniissioii Lhcilitics 

liii:iiiioi tized Ilebt iCxpeiise. Debt expense is capitalized in de1i.i-red debits and  aiiioi-tized ovci the lives 01 tlic related bond issues 

l i icoiiie 'lhnes. Income taxes arc accounted loi under SPAS No 109 In accoi-dance with this statenrent, dclimed [as assets aiid 
liabilities ;iic iccogiiized Ibi the liiturc tax consequeiices attiibutable to dillcl-enc weeii tlie linancial stateniclit caityi i ig aniounts 
01 w is t i i ig  assets and linbilities and their I-espective tax bases, as nicasurcd by cii tax ratcs that a le expected to be in eflkct iii tlic 
periods when tlie tlelerrcd tax assets and liabilities are expected to be scttlcd or rcalized Signilicant juclgnient i s  icquircrl in 
tlctei-mining tlic piovisioii lor  inconie taxes, atid there ai-e transactions l b r  which the ultimate tax outcome is uncertain To provide Ibr 
these uiicertaitities or cxposures, an allowaiicc is niaintaincd Ibr tax contingencies based on management's best cstiiiiate olpiobablc 
loss lax  contingencies ale analyzed periodically and adjustments are made when events occur to warrant a change See Note O+ 
liiconic .I axes 

L)eli.i.red Iitcotiie 'I';ises. Delcrred income taxes are recognized at curicntly enacted tax rilles for a11 niltteiial temporary dillki-ences 
bctwccn tlic linancial ieporting aiid inconie tax bases ol'asscts and liabilities 

I 
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IIIVPSIIIICIII  ‘~:IS CI d i t s .  The EPAct 2005 added Section 48A to the Inteinal Revenue Code, wliicli provides foi an  investment tax 
cicdit to pi oiiiotc the coniiiiei-cializatioii of advanced coal technologies tliat will gcnciate electricity in an enviionnicntally iesponsible 
niiinnei 

Invcstnient tax credits prior to 2006 resulted l iom provisions 01 the tax law that pciniittcd a reduction ol‘ ILGSrE’s tax liability based on 
CI edils hi consti  uction expcnditiii es lleferred investnient tax ci-edits are being anioi-tized to income over the estimated lives of‘ tlic 
re1ated pioperty tliat gave iisc to tlic ci-edits 

Rcvct~ire I<ccognition. Revenues ale iccoided based on service icndeied to custonieiw tlirough month-end L.GBE accrues an estimate 
Ibr tinbilled revenues lioni each nictcr reading date to the end of tlic accounting period based on allocating tlie daily system net 
dclivciics between billed volumes and unbilletl volumes I lie allocation is based on a daily ratio oftlie nunibei of nietei I-eatling cycles 
tcmaining i n  !lie niontli to tlic loti11 number ol meter reading cycles in  each niontli Each day’s ratio is then multiplied by each day’s 
systcin iiet dclivei ics to ileieiiiiine an estimated billed and unbilletl volume for each day of the :iccoiinting period The unbilletl 
icvcnue cstiinatcs included i n  accounts receivable were appioxiniately 1653 million and $87 million at Dccenibei- 3 1, 2006 and 2005, 
respectively 

1;iicl and Cas C o s t s .  ’l’lic cost 01 fuel foi clectric geneiation is cliaiged to expense as used, and tlic cost ol naiuial g 
charged to expense as delivei-ed to tlic distribution system ILGBE implemented a Kentucky C.’onimission-appi ovctl 1x1 foi-niancc-bosctl 
i;itcniiilting nicclianisni rclatctl to natural gas procui-enient activity See Note 2, l la tes and I<cgulatoiy Matters 

R.l:ii~jiget~iciit’s Use of 1Sstiiii:ttc.s. The pieparation of‘ linancial statements in conlorniity with generally accepted accounting 
1~1incipIcs rcqiiiies management to nialw estiniatcs and assumptions that alfect tlic iepoiteci assets and liabilities and tlisclosui-e 01’ 
contingent itenis at the date ofthe linancial statenients and the I-eportcd anioiints of‘ irevenues and expenses tlui ing tlie I-cporting period 
Acci  tied liabilities, including legal and environmental, are iccordcd when they ai-e probable and cstiniablc Actual icsiilts could tlilfer 
lioni tliose estiniatcs 

I<ccent Accoiitlting I’ioi~o~incettietits. Xie following ai-e ieccnt 

L.GSrE and KU received an  investment tax crcdil related io TC2, Or nioie dct:iils, see Note 6, Inconie Taxes 

oiinting pionouncenicnts aflecting L.G&E: 

I n  July 2006, the FAS13 issued FIN 48, which clarifies the accounting for [lie uncei-tainty 01 inconic faxes iccognizcd in an enterprise’s 
liniincial statcnicnts in accoidancc with SFAS N o  I09 -1 his intei-pretation prescribes a recognition tliicslioltl and nicasurenicnt 
xtributc (\)I the financial statement i-ecognition and measurement 01 a tax position taken 01- expected to be taken i n  ii tax i-etiirii 

‘I lie eva1u;itioii o l a  tax position in accordance with FIN 48 is a two-step proccss The first step is iccognition based on tlic 
dctcrniin:ition o1‘wlictlicr it is “more liltcly than not” tliat a tax position will be sustained upon exaniinatioii TIic second step is to 
nicasuie a tax position tliat meets the “niorc liltcly than not’’ th~-esliold -rhc tax position will be measured as the aniount 01 potential 
benefit that cxcccds 50% likeliliood of being rcalizcd 

FIN 48 is elfeclivc lor liscal years beginning alier December 15, 2006 FIN 48 was adopted elfcctive .January 1, 2007 ‘Ilic impact ol 
FIN 48 on the statements ofoperations, financial position, and cash Ilows is not expected to be material 
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SFAS No. 157 

In Septcnibei 2006, the FASB issued SFAS N o  157, which is ellective lor tiscal yeai-s beginning alter November 15, 2007 1 his 
statement defines I i ir value, establishes a fi-aniewoi k lor  measuring Ibir value in generally accepted accounting p i  inciplcs and expmds 
discIos~~ics about fair value nicasuieiiients LGJtE is now analyzing the liiture inipacts of SFAS N o  15'7 on results o l  ol~ei-atioiis and 
linancial condition. 

SPAS No. 158 

I n  Scptcmbo- 2006, tlie FASB issued SFAS N o  158, which is elkcr ive 101 l iscal ycais ending atiet Deccnibcr 15, 2006 101- cniploycrs 
with publicly traded equity securities, and lor employcis controlled by entities with publicly traded equity securities, which is 
applicable Ibi LGJtE 'I his stateiiient requires employers to recognize the over-lunded or under-(unded slatus o r a  dcliried benelit 
pension and postretii-enient plan as an asset or a l iabil i ty in the balance sheet and to recognize changes in that liiiided status in the yeor 
in which the changes occur through comprehensive inconie 'This stntement also iequircs employers to nieasuie the l i indcd st:itus ol'a 
p lan  as ol ' the date ot' its year-end balance sheet This stateniciit amended SFAS No 8'7, SFAS No 88, SFAS N o  106 and  SFAS No 
I32 

SFAS N o  7 I, provitles guidance to iegulated utilities Ibr delkrriiig costs that would otherwise be chai-gcd to cxpensc or equity by non- 
Icgtilatctl cnteipiiscs In applying the provisions ol this statement to the requirements of SFAS N o  158, LGJtE iccortled a icgiilatoi-y 
asset icpicscnting the adjustiiient to the pension l iabil i ty in recognizing thc luntled status 0 1  the pension l iabil i ty -1 h is  i idjustnicii~ 
noi i ld havc been rcpreseiitetl in Accumulated Other Conipiclicnsivc Income without tlie application ot'SFAS No. 71 

L G B E  Iiiis adopted SFAS N o  158 ellective lor l isca l  yeai- ending December 3 I, 2006 1111: incieincntal c f lects  ol applying SFAS N o  
I58  are shown iii the following table: 

l M J l  e hl tcr  
Aih1itiuii A i l u p l i w  
if SPAS of SIrAS 

( i l l  tu i l l i a iw)  No. 15X' Ailiiistiiiciats No. ISH 
Accrued pension and postretirement liability-iioncuirent IF ( 1 0 2 ) I F  ( 4 7 ) s  (14')) 

(2) (2 1 Acci ucd pension and postrctiicnient liability-cunent 
Pcnsion and postretirement regulaioi y asset 77 40 126 

__ 

* Balances bclbie tlie application ol'SFAS No 158 include tlic etlects 01'2006 plan experience and changes iii actuai-in1 ;issiiniptions 
o n  the adclitional minimum liability, coupled with the regulatory impacts ol'SFAS No 7 I 

Note 2 - I<:ites :iiid I<egiiiatory Matters 

I lie Kentucky Coniinission has i-egulatoiy jurisdiction ovei IdGJtE's retail rates and service, and over tlic issuance of certaiii ot its 
securities The Kentucky Commission has tlie ability to exaniine tlie rates LGBE charges its retail customers at any h i e  

I-:lectric ai i t l  Gas Rate Cases 

In December 2003, LGScE liled an application with tlie Kentucky Coniiiiission requesting adjustnients in LGBE's electric and natural 
gos rates LG&E asked lor geneial adjustments in electric and natural gas rates based on tlie twelve month test period ended 
September 30,2003 The revenue incieascs rcquestcd wcie $64 

1 
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i i i i l l ioi i  for c lcct~ ic  and $19 ni i l l ion for iiatui-al gas In June 2004, the Kentucky Commission issued an 01dc1 approving incrcascs in 
ILGSrE's aiinud clecti-ic base rates o l  appioximatcly $43 mil l ion (8%) and annual natui-al gas base ~ratcs olapproxiniatcly $ I 2  ni i l l ion 
(3%)  I l i e  rate iiicrcascs took clliect on July I, 2004 

During 2004 and 2005, tlic AG conducted an investigation of LGSrE, as we l l  as ol'thc Kentucky Commission and its stnl f ;  requesting 
infoi niation reg:ai ding allcgetlly i i i i lmper  coniniunications between LGSrE and the Kentucky Commission, pal ticularly dui ing llic 
pel iod cnvcicd by (lie rate cases Concunently, the AG had l i led pleadings with the I<entucky Commission I-cquesting tcIica1 ing ol'tlie 
rate ciiscs on coniputatioiial conip(inents o l  the incicascd iates, including income taxes, cost o f ien ioval  and dcpieciatioii aniouiits In  
August 2004, the Kentucky Commission denied the AG's rehearing icquest on [lie cost ol rcnioval a n d  dcpi cciatioii issues and grmtctl 
icl ici i i  ing o i i  tlic income tax coniponent The Kentucky C:oniniission Ihi-tlici agreed to hold in abeyance lu l  thci proceedings in the I atc 
cases, unti l  tlic AG l i led its investigative report regarding the allegations ol'impiopei coniniunic:ition 

111 Janunry 2005 and I X m a r y  2005, tlic AG I'iletl a motion sumniaiizing its investigative icport as containing evidence o l  inipiopci 
coiiimiinic:itioiis and tecortl-lteeping cri-ois by LGJtE in its conduct 01  activities before tlic I<entucky Commission or ntlicr state 
yovcrnmental entities and Ibiwaitlcd such ieport to tlic I<cntucky Commission under continued conlidential treatment to allow i t  1 0  
consider the icpoit. iiiclutling its impact. i l  any, on completing its investigation and any remaining steps in tlic irate c:iscs 'lo date, 
ILGBli 113s iicitlici seen iioi icqiiestcd copies oltlie iepoit 01 its contents 

In llcccmbci 2005, llie I<enlucl(y C;ornniission issued a n  Order noting completion o l  its inquiry, including icv icw o l t l i c  AG's 
investigiitivc icport I lie Order concluded 11x11 no inipiopei coniniiiiiications occulted duling the rate pioccctlings Finn1 proceedings 
took place tlui-ing  lie l i i s t  quartel 01 2006 concerning the sole rcmaining open issue relating to state inconic  IS ~ a t e s  usc(1 in 
c;ilculating the granted rate increase On Male11 3 I, 2006, tlic Kentucky Coniniissiuli issued 311 Ordel- I-csolving this issue in LGScE's 
1:ivoi consistent with the original late increase ordei 

LGScI:, bclicvcs no inipioprietics have occui-red in its communications with tlic Kentucky Commission and l i x  coopeiatcd with tlic 
proceedings bcloic the AG and the Kentucky Coniniission LGBE is cuiiently unable to picclict whetlier t l ieic w i l l  be any reninining 

Clll~sulll: 293732 Cycle 7 0 

icsult o l  the AG's report or investigation 

57 



Mcrrill Corpoiatioii 07-5042-1 Tuc Mar 20 08:52:29 2007 (V 2 . 2 4 7 ~ 4  1071 I )  CIlI~SlIIll: 936978 Cycle 7 0 
IO-K Louisville Gas Sr Electric 
mweinst c:\fc\7985157754~d10967~1890486\5042-1-FM.pdf - EI)GAIl :Retlline:OI'F Doc 1 Rigc 58 

__ Ilc&torv Assets a n d  Liabilities 

l'lic lbllowiiig iegulatoiy assets and liabilities wei-e included in  LG&E's Balance Sheets as 0 1  Decenibci 3 I: 

ZOO6 201)s (in niillioss) -- 
A 110 16 22 6 20 
Gas supply atljustiiients 
Iliinniortizetl loss oii bonds 
MISO exit 
I?('lI 
Merger sui-cicdit 
VI.) I' costs 
Other 

Slibtolal 

21 25 
20 21 
13 - 
0 2 
2 3 

8 - 
6 5 

93 84 
-- 

126 - Pension and posti etireiiieiit benetits _ _ _ _ -  

I otal rcgtilatoi y assets 

Accumulated cost ol iemoval ol'utility plant 
Lklcricd income taxes - net 
Cas sul)ply adjustniciits 
Othcr 
I ota1 rog:ul:itoiy liabilities 

$219 $ 84 = =  

$232 $ 2 1 0  
54 42 
31 18 

LGBE does not currently earn a rate ol'rcturn on the gas supply acGustnients, FAC (included in other iegulatoi-y assets) anti gis 
~~erliirrn;iiicc-bascd ratemaking regulatoiy assets, all 01 which are separate rccovciy mechanisms with recovery within twclvc nioiitlis 
No retiii n is earned on the liension and postretirement benefits regulatory asset which repicsents the changes in tuntlcd st:itus ot'thc 
plans that the Conipany will seck recovery ol'in future pioccedings with the Kentucky Commission No ieturn is cui-1-cntly earned on 
tlie A l l 0  asset This regulatory asset will be offset against the associated regulatory liability, A l l 0  asset and A l l 0  liability at the linic 
tlie uiitlerlying asset is retired .I he MISO exit mount  represents the costs relating to tlie withdrawal l?om MISO niembci-ship L G L E  
esiiects to seck iccovcry of this asset in tuture pioceetlings with the Kentucky Commission L G L E  currently eai-ns a iatc of retiii-n on 
the iciiiaiiiiiig tcgulatory :issets Other regulatory liab es include [ISM and MISO Schedule 10 See Note 1, Summai-y uI"Siyni1icnnt 
Accounting I'olicics 

I'eiisioii :tiit1 I'ostretirciiieiit Ihel i ts .  LGbtE adopted SFAS No 158 in 2006. I his statement icquircs employers to recognize tlie 
ovcr-liiiidetl or under-lundcd status o t ' a  tlelincd bciielit pension and postretirement plan :IS ail asset o r  liability i i i  tlie balance sheet :itid 

10 recognize tliiough comprehensive inconic the changes in the lundcd status i n  the year in which the changes occtil- Under SI; AS N o  
7 I, ILGSII' caii tietier iecover:iblc costs that would otherwise hc charged to expense or equity by non-tegiilatcd entities Current rate 
tecovery i n  Kentucky is based on SFAS No 87 and SFAS No 106, both 0 1  which weie amended by S f A S  No 158 Ilcgulalors have 
becii clear and coiisisteiit with their historical treatnicnt ol'sucli rite recovery; theiclbre, L G L E  has rccordcd a rcgulatory :isset 
ie1)ieseiitiiig tlie probable recovery of the portion of tlie change in funded status oi'tlie postictirenicnt aiid pension plans that is 
espected to be recovered The regulatoiy asset will be adjusted annually as prior service cost and  actiiarinl losses aie recognized i n  net 
periodic berielit cost 
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ARO. A suniniai-y of L.G&E’s net ARO assets, regulatory assets, liabilities and cost of removal established uiitler FIN 47 and SFAS 
No 143, Accoirrr/ir~,ojor /Issei Rcriierrtcrr! Obliguhrrs follows: 

A110 Ncl ,\I10 Ile:iiliilory Awi i i i i~k i ic i I  
(iii iiiillims) Assets Linbiliiics ASSCIS COS1 111‘ l t ~ , l l l l v ~ l l  
As of1)ccciiiber 3 I, 2004 $ 3  8(11) $ 7  $ - -  
FIN 47 net asset additions 1 (15) 12 3 

As of  Decciiibci 31, 2005 4 20 3 
__ - I - ( 1 )  ____ - - AI<O iiccictioii 

AKO depiecintion, ienioval cost incur-red and cost o f  renioval depiecialion tluiing 2005 and 2006 mid FIN 47 iict asset additions foi 
2000 were less tlian $ 1  mi l l ion I n  addition, regulatory liabilities and cost ol removal depreciation as ol‘ l leceii ibei 3 I, 2005 aiid 2006 
were less t l ian $ 1  mi l l ion 

l’ursuant to i egulatory treatment piescribed under SFAS No 7 I ,  an offsetting regulatory credit was recoi tletl in dcpieciation xid 
;anioitizatioii in thc inconic statement of$?. mil l ion i n  2006 and IF I mil l ion in 2005 foi tlie ARO accretion and depreciation cxpcnse 
I.G&E AllOs arc piiniari ly iclalcd to tlie final iclirenicnt ol and natural gas wells For assets 
nssociatcd with Altos, tlic I emov~i l  cost acciuctl tliiougli d is established as a regulntoiy asset 
o r  1i;ibiIity piusuant to regulatory treatment prcsci-ibcd undcr SFAS cenibci 3 I, 2006 and 2005, LGSrE 
rccordcd less than $ 1  million ofdepieciatioii expense related to the cost ot icnioval of ARO ~relatcd :assets Ai1 offsetting rcgulatoi y 
liability was established pui-suant to rcgulatoiy ticatmciit Ixcscribeil tindei SFAS N o  71 

ILGBP t~;insniissioii and disti ibution l ines largely opei-ate under pcipetual pi01ieity casement agiccnients wli icl i (lo 1101 pcncinlly 
ieiluiic icstoiation tipon ienioval o f t l ie  property Tlierefoi-e, under SFAS No 143, 110 niateiial asset ieti icmcnt obligations a i c  
rccor&d f o r  tiansmission and distribution asscts 

C:is Si ipply Cost Adj~~s l ine i~ l s .  LG&E,’s niatui-a1 gas iatcs contain a GSC, wlicicby increases or decreases i n  the cost of natural pas 
supply are rcllectetl iii LGSrE’s rates, subject to approval by the I<eiitucky Commission The GSC proceduic prescribed by Oidcr 01 
the I<entucky Commission piovides for quarterly rate adjustments to rcllect tlic expected cost of natural gas supply in tliat q u a i ~ c r  I n  
:itltlition, tlic GSC coiitaiiis a nicclianisni wliercby any ove~-- or under-recovei ics of natural gas S U ~ J ~ I Y  cost I ioni prioi quarters is 10 be 
rclundcd to oi recovered I‘rom customers through tlic adjustment I‘actor deterniined for subsequent quaitci-s In late 2005, as w1ioles:ilc 
i iatuial gas prices began to decrease, a one-time interim adjustment in tlie GSC was requested by L.GSrE and appiovctl by the 
I<cntucky Commission to pass the lower natural gas costs to the customers on a nioie timely basis. 

GSC was modilTcd i n  1997 to incorporate ai1 experinicntal natural gas piocuienient incentive iiieclianisni Since Novcnibci 1, 
1997, LG&E has opciatctl undei- this experimental PBR mechanism related to its natural gas procuicnient activities L.G&E’s ia tes are 
xljustcd annually to iecovci (01 icfund) its portion ofthe expense (or savings) incurieit during each PBI< yea1 ( I2  months ending 
Octobci- 3 1 )  During the 1’131t year ending in 2000, L GSrE achieved Ifi I7 mil l ion in savings Of that total savings anioiiiit, L.G&E’s 

afcly $5 mi l l ion and the ratepayers’ poi-lion was approxinialcly $12 mi l l ion J’ursunnt lo tlie extension ol 
upply cost I’BI< nicclianism elfectivc November 1, 2001, tlie sharing nieclianisni undei the PBR rcquii-es savings 

(xid cxpciiscs) to be sliaicd 25% with shareholders and 75% with ratepayeis up to 4 5% of the benchmaikctl natiii-al gas costs Savings 
(and expenses) i n  excess  01‘4 5% of t l ie  bencliniaikcd 
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iiatui-a1 gas costs are shared 50% with shareholders and 50% with ratepayers .Ihe current natui-a1 gas supply cost PUR nicclianism was 
cstentled thiough 20 10 without further niotlilication. 

Uii : i i i iort i~~d Loss on Boiids. I lie costs of w i l y  extinguishment o l  debt, including call pi-emitinis. legal and other expenses, and any 
unanioitizctl balance ol'debt expense are anioi-tized over tlie l i le of either icplacenient debt ( in  the case of ie l inancing) oi tlie oi iginal 
l i lc  01 tlie extinguished debt 

RllSO Exit. Following i-eceipt ol applicable FERC, Kentucky Commission and othei icgulatoi-y oi-deis, L G B E  witlidrew li-oiii the 
M I S 0  cl'lkctivc September 1, 2006 Specific proceedings regarding the costs and bencl'its ol tlie M I S 0  mid exit matters had been 
undci\bay siiicc July 2003. Since the exit fi-om tlie MISO, LG&E has been operating untlei a FERChppi-ovctl open 
tI.;insiiiissioii tari l l  LG&E has Iuitlicr contracted with (lie 1 eiinessee Valley Authority to act as its reliability cooidinatoi. and 
Southwest I'owci Pool, Inc to lunction as its intiependent tl.a:isniission operator, puisuant to 1:EIIC icquiieiiicnts, with respect to 
triiiisiiiission niatters 

nd the MISO Iiavc agiecd upon oveiall calculation methods lo i  the coi i t rxtual  exit fee to be paid by  the Company lbllowirig 
i ts witlitliawal In Octobei 2006, LG&E paid approximately $13 mi l l ion to the MISO pursuant to an invoice iegaiding the exit lkc and 
made iclated FERC compliance filings. Tile Company's payment ol 'this exit lee amount was with resovation o l  its lights to contest 
the amount, or components theicof; following a continuing review of its calculation and supporting documentation In Decembei- 
2006, LG&E provided notice to tlic M I S 0  or its clisagrcenicnt with the calculation 0 1  tlie exit Ice. LGSrE and the MISO continue to 
discuss tlie spccilics ol the exit lee calculation lhe  outcome o f  these discussions and the eventual settlement ot the disputed aniount 
cannot be estimated at this time Orders ol'tlic Kentucky Commission approving tlie Company's exit IIoni the MISO have authorized 
tlic cstablishnicnt ol a regulatoiy asset lor the exit fee, subject to adjustment for possible filturc MISO credits, and a icgulatoiy 
1i:ibility I b i  certain revenues associated with loimcr MISO Schedule 10 charges, which may continue to be collected via base iates 
1 IIC t ieatmcnt 0 1  t l ie i-cgulatoiy asset aiid l iabil i ty w i l l  bc dctci-mined in  LGSrE's next rate case; however, the Company historically 
Iix received appioval to recover and relund I-cgulatory assets and liabilities 

liC11. Kentucky law permits LGSrE to I-ccover the costs of complying with the I;ecIeral Clean A i l  Act, including a return 01 opci-ating 
cspcnses, and a ietui-n ol and on capital invested, through tlic ECR mechanism I lie aniount 0 1  the regulatory asset 01- l iabil i ty is tlie 
amount that has been under- 01- ovci--recovered due to t iming or adjustnients to the mechanism once approved by the Kentucky 
C'onini issioii 

Iii Api il 2006, the Kentucky Commission initiated six-nionth and two-year reviews ol'LG&E's cnviionniental succhsrge A linal oidci 
was received in  January 200'7, appioving the changes and credits hil led through the ISCR during tlie icv icw period as well as 
npproving bil l ing adjustments, a roll- in to base rates, revisions to the monthly surcharge t i l ing and a rate of rctuin on capital. 

In June 2004, (lie I<entucky Coniniission issued mi Order approving a settlement agieenient that, among othcr things, revised tlie iatc 
01 iretiiin lor  1.GSrE's post- 1995 plan I he Ortlcr also appiovetl t l ie elimination oI'LGSrE's I995 plan lioni its ECR bi l l ing 
niechaiiisiii, with al l  icniaining costs associated with that plan to be includctl i n  their cnti icty in base rates 

Iii Decembcr 2004, LCiSrE lilcd an application with tlie Kentucky Commission to amend its conip1i;ince plan to allow iccovciy 01 
costs associated with new aiid additional cnviionniental coiiipliance ihcilitics, including the expansion ol'the landli l l  Lacility at the 
Mill Creek station 'The estimated capital cost of t l ie  additional lhcilitics over tlie next thiee yeais is appioximatcly $25 mi l l ion A l i na l  
Ortlcr was issued in June 2005, granting approval of the aiiiendnicnts to LG&E's compliance pliiii 
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In lune 2006, LG&E l i lcd an application to amend its ECR plan with [lie Kentucky Commission seeking approval to recover 
invcstmcnls in enviioniiiental upglades 31 11ie Company's geneinling facilities The estimated capital cost ol'tlie upgrades lor 1111: ycnts 
2007 tlirough 2009 is appioximately $50 niillion, 01 which $40 i i i i l l io i i  is for tlie Ai r  Quality Contiol System at T C 2  A final Orde~  
was issued by tlie Kentucky Commission i n  December 2006 approving all expcnditui-es and investments as subniittctl 

Mcrger Siit'crcdit. As part oltlic LGJtE E.ncrgy merger wi th KU Energy Coiporation in 1998, LGBE estimated non-lucl savings 
over a ten-ycai period following the merger. Costs to acliieve tliese savings were delei red and anioi tized OVCI- a live-year pci iod 
iiiiisuan[ to I-egulatory ordei-s I n  appioving the nicrgei, tlie Kentucky Commission adopted LGStE's pioposal to i-educe its ict:lil 
c i~s~oniers '  bills based on one- l ia l fo l t l ie estimated merger-ielated savings, net ofdcl'erred and amortized aniounts, ovci a five-yea1 
pciiod The surciedit nieclianisni pi-ovides that 50% of tlie net non-fuel cost savings estimated to be achieved f iom the niergct be 
provided to I-atepayels through a monthly b i l l  credit, and 50% be retained by L GJtE and ICU, over a live-year pel-iod -1 lie sui ci-edit 
was allocated 47% to L.G&E and 53% to KU In tliat sanic order, the Kentucky Commission iequirctl I..G&E and ICU, alici tlie end 01 
tlic live-ycai 1x1 iod, to present a plan for sharing with ratepayeis the then-projected non-luel saving sociatcd with t1ic nicigci l~l ie  
Conip;inies subniilted this fi l ing in January 2003, pioposing to continue to sliaie with ratepayeis, on O'%J50'%, basis, the estimated 
lil'tli-yeai- gloss level ol~io~i- lucI  savings associated with the merger In October 2003, the Kentucky Commission issued tin Oitlci 
appioving a sctllcnicnt agreement ieac l icd with the pallies in tlie case L.G&E's merger sui-ciedit w i l l  ieniain i n  place Ioi anotliet l ive- 
year tern1 beginning July I, 2003 and tlie merger savings w i l l  continue to be sliared SO'%, with iatcpaycis and 5 0 %  with shaiclioldcrs 

VDT. I n  Ikccniber 200 I ,  tlic Kentucky Commission issued an Order approving a scttlcnient agreement allowing I..GCE to set u p  ;I 
rcgulatoi-y asset o l$141 mi l l ion for worklorcc rctiuction costs and begin aniortizing i t  ovei- a livc-yeai period starting in A111 il 200 I 
Some cniployccs rescinded tlicir participation i n  tlie voluntary enlianced seveiance program, wliicl i thereby tlecrcnscd tlic cliaigc to  tlic 
~cgulatoiy asset from $ 144 nii l l ioi i to $141 niillion. The Older reduced revenues by aiiproxiriiatcly $20 mil l ion t l i~oug l i  ;I suicrctlit on 

cr tlie same live-yeai- period, rcllccting a sliai ing (40% to tlie ratepayers antl 60% to L.G&E) olsavings as  
net 01 amortizit ion costs 01 the woilcfoi-ce reduction -1 lie live-year VI) I anioitization pel iod cxpii~ed in Maicli 

2006 

As part ol'thc ~ettl~riieiit agi-ceiiicn[s in [lie clectiic arid natural gas rate cases, in Scplenibei 2005, LG&E lilcd with tlie Kentucky 
Commission a plan for tlic future ratemaking trcatnicnt o l  tlie V D I  surci-edit and costs I n  I~eb i i~a ry  2006, tlie AG, K l l J C  and LGBE 
reached a settlement agreement on the luture ratemaking troatnicnt ol  the VDT sui-credits antl co 
motion to the Kentucky Commission to approve tlie ~inai i in io i~s settlement agreement Under the terms 01 tlic scttlenient agicemcnt, 
tlie V D T  suicrcdit w i l l  continue at tlie current level unti l such h i e  as L.G&E f i l es  for a cliange in electiic or nat i i r i l  gas base rites 
The I<entucky Commission issued an Oidci in March 2006, approving the settleniciit agiccnient 

I;AC. LGSLE's retail clcctiic iratcs contain an FAC, wliereby incicases and decreases i n  tlic cost ol luel lor clectiic penciation a l e  
I-cllectcd in tlic rates charged to relail clccti ic custonieis l'lie FAC allows tlie Conipany to adjust custonicrs' accounts lor tlic 
dilfcicnce between tlie lucl cost coniponent ol' base I-atcs and tlie actual fucl cost, including transportation costs Ileluntls to custnnicrs 
occui- i f t l i c  actual costs ai-e below tlic cnibcdded cost component Additional cliarges to customcis occui' il llie acIuaI costs cxcccd the 
cnihcddetl cost con i~~oncnt  TIic amount o l  tlic ~cgulatoi-y asset or l iabil i ty is tlie amount 11131 has been under- oi ovc~-~ccnvcrcd  cluc to 
timing 01- iidjust~iicnts to the nicchanisni 

111 Janiiai y 2003, tlic ICcntucky Commission ireviewed KU's I'AC and, as part oftlie Order in tliat case, ~cqu i i ed  that an  indcpcntlent 
audit be conducted to examine opcrational and management aspects o f  botli L,GJtE's antl KU's luel procui-cnicnt I lnctions ' lhc linnl 
ireport was issued in February 2004 l~l ie  report's recommendations 

inrl subsequently subniittcd a join! 
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related to tlocunicntation and piocess inipiovcnicnts Management Audit Action Plans were agiectl upon by LGSrE and tlie Kentucky 
Conimissioii Stal l  iii the sccond quartet o l  2004 LGSrE l i led its l i i s t  Audit Progicss Ilcport with tlic I<cntucky Commission Stall in 
Novcnibci- 2004 1 lie sccond Audit Progress Ilepoit was li led May 2005 1 he third Audit I'rogi-css I<cpoit was liled in Uccenibei 
2005 In Januni-y 2006, tlic Kentucky Commission stall inlbol-nied LCiSrE atid KU that tcporting oii a l l  olrlic original 
~cco t i i n i c~ id~ t io~ i s ,  but one. l ias been concluded LGBE filed another Audit I'rogtcss Rcpott on tlie remaining open iccotiiiiiend;ition in 
Atigtist 2006 

I he Kentucky Coiiiniission requires public Iicarings at six-month inteivals to examine past lucl ;itljustments. nntl at two-year intervals 
IO i c \ i cw past operations oftlie luel clause and tianslcr o l  tlie then curlent luel adjustnicnt chai-ge or ci-edit to the base cliaigcs In July 
2006, tlic Kentucky Commission initiated a six-month review o l t l ie  F A C  lor LGBE l'or tlie period 01 November I, 2005 thiougli 
Apt i l  30, 2006. I lie Kentucky Commission issued an  Ordci- in November 2006 approving tlie charges and ciedits billet1 tliiougli tlic 
FAC during the icvicw period 

In Dcccnibei 2006, tlic Kentucky Comniission initiated a two-ycar review 01 LGBE's  past opcralioiis 0 1  the luel clause and traiisfei 01' 
lue l  costs l i om tlie FAC to base rates LGBE anticipates Kentucky Commission approval ol [lie cliaigcs and ciedits bil led and the luel 
piociiiciiient piactices 01 ILGBE during tlie sccond quarter of2007 

IiSRI. l'rior to  2004, LGSrE's retail clcctiic rates were subject to an ESM wliicl i set an upper (12 5 % )  aiid lower (10 5%) l imit Ibr iiite 

0 1  ieturn oil equity Any earnings excess o r  dcliciciicy was shared 40% with latepaycis and 60% with sliarelioldcrs LG&E liletl its 
liii:il 2003 ESM calciilatioiis with the I<entucky Commission in Maicl i  2004, aiid applied Cor recovciy 0 1  $13 mi l l ion which was 
cliallciiged by iiitc~-veiioi-s In June 2004. tlie Kentucky Commission issued an 0idcr largely 
IJY l.C;&E and the i i i leiveiiois iregarding tlie ESM Under tlie scttIcii ie~its, LG&E continued t 
~ec~ucsted 2003 ESM revenue through March 2005 As part 0 1  tlic settlements, tlic parties agiccd to a tciiiiiniition 0 1  tlic ESM I-elating 
to ;ill [xi-iods nlici- 2003 

c p h g  proposed settlenient agreements 
)IIcct t l ie $13 mi l l ion 01 picvioiisly 

's iatcs contain a I X M  provision The pi-ovisioii iiicludcs a rate nicchaiiism tliat provides Ibr c o n c i ~ r ~ c ~ i t  ~-ccovci-y 01' 
d provides an incentive Ibr  implementing U S M  progianis Ilic provision allows LGBE to recovei i-cvenues lroni lost 

s:iIcs associated with tlic USM piogianis based on program plan engineei ing estiniates and post-impleiiiciitation evaluiitioiis 

o ~ t  of Removal of Utility i'l:itit. As ot'Uecembcr 31, 2006 and 2005, LGBE has scgtcgalcd the cost ol ' ici i ioval. 
umulatcd depieciation, of's232 mi l l ion and $219 million, respectively, iii accordaiicc with FERC 01-der N o  63 I l l i i s  

cost o1'reniov;il coniponcnt is lor assets that do not have a legal ARO under SFAS No 143. For repotting purposes i n  tl ie balance 
sheets. LGBE lias picscnted this cost of removal as a regulatoiy l iabil i ty pursuant to SFAS No. 71 

Uelet  Iecl Iiicoiiie 'I iises - Net. Uclcrred income taxes repi-esent the liiture income tax ef ' l ix ts  01 recognizing the ~egulatoiy assets 
and liabilities i n  tlic income statement. Deferred income taxes are recognized at currently enacted tax iates for all niatciial teniporai-y 
tlilli.renccs between the linancial tcporting and income tax bases ol'asscts and liabilities 

Otliei l l cg i~ l~ i !~ i i -v  Matters 

I<egioti:il l<eliiii)ility Coucicil. LG&E lias changed its regional reliability couticil membership Ikon1 the l lc l iabi l i ty  First Coiporation 
to  tlic Southcastein Elcctric I<eliability Council, ell'cctive January I ,  2007 
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IIcgional I-cliability coinicils are industry consortiimis that promote, cooidinate and ensure the reliabil i ty of the bulk electric slipply 
syslcms iii Noilli Aniciica 

Areii:~. In August 2006, LGLE filed an application wi th the Kentucky Commission reqiiesting appi-oval foi sale 01 the Waterside 
piopci ty to the L.ouisville Aiena Authoi i l y  Tlic Kentucky Commission isstied an Oitler in September 2006, approving lhe piopnsed 
tl.inisactioii 111 November 2006, ILGLE coniplctctl certain agreements puisuant to i l s  August 2006 Menioi-antltim o l  Undeislanding 
tvitli the I.,ouisvilie Arena Autlioi i ty  IepJlding the pioposcd coIistruclioii olaii  arelia i n  downtown Louisvil le i.G&E entered into a 
ic1oc;itioii agreement wi th tlic Louisvil le Arena Authoi i ly  piovicling Ibr [lie rcinibuiscment to L G L E  01 tlic costs to be incuiictl iii 
moving certain LGLE lhcilities related to [lie aicna tiaiisactioii Tliose costs are curiciitly estimated to be appi-oxiniately 563 mil l io i i  
IHic pa1 ties lurtlier entci-ed into a piopci-ty sale contract pioviding foi- I.GLE,’s siile 013 downtown site to the Louisvil le Aiena 
Autliority foi- a]ipioxiniately $ 10 million, which rcpicscnts tile appiaised value o l t l le  pJrcel, k S S  certaiii ;Igrccd upon deli io~itinii COSIS 

1.11~ amounts specified in the co i i t ia  re subject to eel-tnin ad j i~s t~ i ie~ i ts  1)cpciiding upon continuing piogicss o f t l ie  piopnscil aicna, 
tlic trws:ictions contemplated by tlie coiitracts wil l  occur between 2006 and  20 I O  

TCZ CCN Applicstioii. A CCN application lor ‘IC2 consti tiction was lilcd with tlie Kentucky Commission in Deccmbel 2004, and  
i i i i t i i t l  CC‘N applications foi t hee  transmission lines were l i lc i l  iii carly 2005, with lurtlier applications submittctl in December 2005 
-1 lie propose(1 air perniit \vas filed with the Kentucky Divisiaii ~ O I  Ai r  Quality in Decembei 2004 In Novcmbci 2005. tlic Kentucl~y 
Commission approved the application to expand tlic Triniblc County generating station I<cntucl(y Commission apl i ro~”1  Ibr one 
transmission line CCN was gianted in Septembci 2005, and a ruling tliat a second transmission line was not subject lo the CC‘N 
process was received in  Fcbi uai-y 2006 The  Kentucky Commission gianted appioval lor tlie icniaining lraiismissioii line C‘C‘N in May 
2006. I n  August 2000, L.GLE and KU obtained dismissal ol a judicial ieview olsucli CCN appioval by ceitain propwty owiiei-s A 
Iuitlier a p p l  o1sucli dismissal was thcicafter tiled, which action reniains pending Tlic tiansiiiissioii lines are also subject to iouti i ie 
iegirlatory l i l i i igs and [lie right-of-way acquisition proccss. In Novembei 2005, tlie Kentucky Division foi Ai r  Quality issiicd the l ina l  
ail permit, wli ich was cliallciiged via a iequest for rcniand in Dcceiiibei 2005 by  tliiee environmental ;ttlvocacy gloups, inclutling the 
Sieiia Club Adniinistiative proceedings with rcspcct to the cliallerige continued tliiougliout 2006 A ruling may occiii dui ing tlic lit st 
1ia11 0 1  2007 

R l e i  Id-llesetl I1;ile Aiitliority. 13cginning in April 2004, thc FEI<C initiated pioceediiigs to mot l i ly  its methods tiscd to iissess 
gcnci-atioii niaikct power and has establislied more stringent interim niaikct screen tests I lui ing 2005, in connection wi th LGLE’s t i  i- 
iiiintial marltet-based rate tari l l  renewals, tlic FERC continued to contend that tlie Conipmy Ihilctl such niaikct sci-ecns in c e ~  t i i i i i  
legions L G L E  disputed this contention 

111 July 2000, the ITIIC issued an  Older in I.GLl~,’s mal-kct-based rate piocectling accepting I.G&E’s lurthci pioposnl to adtliess 
certain niailtct powcr issues the IXRC had claimed would ai ise upon an exit f rom tlic MISO In particulai, L G L E  received peimission 
to sell power at marltet-based rates at tlie intei lace o l  control areas i n  wli icl i they may be ilccmed to have mal-ltet power, subject to a 
rcstiictioii that such power not be collusively re-sold back into such contiol aicas I-lowevcr, restiictions exist on sales by L G L E  0 1  
power at mal kel-based rates i n  the LGLEIKU and B ig  River EIecti ic Coipoiation control aicas Certain gene]-a1 I:EI<C procccilings 
continue with respect to mal Itet-based rate matteis, and LGLE’s niaiket-based la te  authority is subject to such liittii e tievelopniciits 
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caiinot pi-edict the ttltiniate inipact 0 1  the curlent o r  potential mitigation nicchanisnis on its l i i tu ic wholesale powei sales 

I R P .  Iiitegratcd resource planning regulations in Kentucky require niajoi utilities to nialte triennial IRP  l i l ings wi th tlic Kcntucky 
Conirnissioii. In Ap i i l  2005, LG&E and KU lilcd their joint 2005 IIIP with the Kentucky Coniniission 1 he 1111’ piovidcs Iiistorical 
and piojected tlcinand, iesouiee and linancial data, antl otliei. operating perlormancc and system inlori i iation I lie AG and [lie KlUC 
W C I ~  giaiitcd intervention in the IRI’ proceeding The Kentucky Commission issued its slatf’rcport, with no stibs~antivc issues noted 
ant1 closed the case by Older in Febi-uary 2006 

I’IJHCA 2005. E ON, LG&E’s ultiiiiatc parent, is a registered lioltling company under PUIICA 2005 and was a registered holding 
conipany iindci I’IJI-ICA 1935 E ON, its uti l i ty subsidiaries, including LGSrC, and certain o l i t s  non-utility subsitliai~ics arc subject to 
extensive regiilatioti by tlie SEC and the FERC with respect to numerous niatters, including: electric uti l i ty lhcilities mid opcr:itions, 
wliolesalc sales 01 power and I-elated transactions, accounting ptactices, issuances antl sales 01 securities, acquisitions and s:iIes 01 
utility propcrtics, paynients 01 dividends out olcapital and suiplus, linancial niatteis ani1 intci--system sales ot non-power goods antl 
scivices LCSrE believes h a t  i t  lias adequate autlioi i ly  (incltiding Iinaiicing authoi-ity) under existing FEIZC oidci~s ;ind regulations to 
conduct its business and wi l l  seck additional authorization when necessary 

I<I’Acl 2005. I lie EPAct 2005 was enacted i n  August 2005 Among otlier matters, this conipieliensive legislation contains provisions 
m;intlating inipi-oved electi ic ieliability standai-(1s and pel Iorniancc; pioviding economic and other iiicentives I elating to triinsniission, 
pollution conttol and icncwable genelation assets; increasing funding lor clean coal generation iiiccntivcs; icpealing I’UI-ICA 1935; 
eiiacting I’UI-ICA 2005 and expanding FEIIC jurisdiction over public uti l i ty holding coiiipanies and telated niatteis via the Fctletal 
I’ower Act atid I’IJI-ICA 2005 

.I he I:EI<C‘ was diicctcd by  the EI’Act 2005 to adopt rules to address many arcos previously regulated by tlie other agencies iiiidcr 
ot1ic1- st:itiilcs, including I’UI-ICA 1935 1 lie 12E11C i s  in various stages ol’rulcniaking on these issues and LGSrE is nioiiitoi ing tliose 
rulemaking activities and actively participating i n  these and otlicr rulemaking proceedings LG&E is sti l l  cvaluating the potential 

I’Act 2005 and the nssociatctl I-uleniakings antl caiinot piedict what impact tlic CPAct 2005, and any such 
I1 liavc on i t s  operations or linancial position 

In Fcbi uary 2006, tlic Kentucky Commission initiated an administrative piocccding to consider the I-cquiicnicnts 01 tlic I P A c t  2005, 
Subtitle E Section 1252, Smait Metering, wli icl i concciiis time-based nictei ing and demand response, iind Section 1254, 
Intcrconncctions EI’Act 2005 iequiics each state regulatoi y authority to conduct a lornnl investigation and issue a decision on 
wlietliei o r  not i t  is appiopriate to implenient certaiii Section 1252, Smart Mctci-ing standaitls within eighteen iiiontlis alici- tlie 

I’Act 2005 antl  to coninleiice consideintion 01 Section 1254, Interconnection standai-ds within one yeai- alier tlie 
I’Act 2005 -1 lie Kentucky Commission held a public hcaring in .July 2006, in this procccding with a l l  Kcntucky 

juiistlictional electric utilities In December 2006, the Kentucky Commission issued an Order in this proceeding indicating that the 
EI’Act 2005 Section 1252, Smart Metei-ing and Section 1254, Interconnection standards should not be adopted I lowevci, a l l  l ive 
Kcntiicky Commission jurisdictional utilities are required to fi le real-tinit pricing pilot programs lor their laige commercial and 
indiistrial eustoniers LG&II wil l  devclop a real-time pricing pilot lor large industrial and commercial customers and fi le the details 0 1  
tlic plan with the Kentucky Commission in Apr i l  2007 
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As part oltlie rate case settlement agreements, and as rcfcri-ed to in the EI'Act 2005 administrative oidcr, L . G M  made its pilot 
piogimx filing. which addresses real-time pi icing for I-esidential and gcncial service custoniers, i n  Maich 2007 

Hydro 1)pgr;idc. In October 2005, L.GLE received h a m  the FERC a new license to upgrade, operate and maintain the Ohio Falls 
I-lydioclectric Pioject The license is for a pel-iod o f 4 0  years, effective Novenibei 2005 LGLF intends to spend appiosinintely $76 
nii l l ioi i  to rcfuibisli tlie facility and add approximately 20 M w  ofgenerating capacity over the next six yeais 

Nole 3 - Fiiiai1ci;iI Iiislt~unieiits 

'I he cost ontl estimated l i i r  valucs of' I..GSrE's non-trading l'inancial instrunicnts as ol'Decenibci 3 I follow: 

Chltsuni: 571 77 Cycle 7 0 

21IlKi 2l1115 
C;irryiiig Fair Ci irryiq  lc;Bir 

v;llllu v;llllc v;llllu V;lllle ~ - - ~  ( i s  iiiilliims) 
l'reliii red stock subject tu rnandatory rctlernption 

L ong-term debt (including current poi-tion) $ 514 $ 574 $ 514 $ 514 
I ong-lei-m debt lion1 altiliate R 225 I 222 8: 225 I 225 
Intciest-rate sw:ips - liability $ (15) I (15) $ (19) % (19) 

(including ctii-rent portion ot X I  million) I 2 0  s 2 0  s 21 s 21 

All 01' the above valuations iellcct prices quoted by exchanges except for the swaps and intercompany loans The fair v:iIucs o f t l i e  
swaps and inteiconipany Ioaiis icllect p i c e  quotes lion1 tlealei-s or aniourits calculated using accep~ed pi-icing ~ i ~ o t l c l s  The Ihir values 
01 cash and  cash equivalents, accounts receivable, accounts payable antl notes payable are substantially the same as their carrying 
villtlcs 

Iiitei est I h t e  Swaps (Iiedgiiig tlerivatives). I.G&E uses ovei -the-counter interest rate swaps to lictlge exposiii c to mal-kct 
I1uctii:itions in certain 01' its debt instruments. Pursuant to Company policy, use 01' tliese l'inancial instruments is intended to mitigate 
I islt, eainings and  cash l low volatility and is not speculative in natuie. Management has tlcsignated all oftlie interest itite swaps as 
hcilgc iristrrcments I~inancinl instruments designated as cash llow licdges have I-esulting gains and losscs I ecortlcd wit l i in otlicr 
comprehensive iiiconie and stocltholders' equity See Note 13, Accumulated Other Compiehensivc Income Financial instrunicnts 
designated as lhii value liedgcs antl the iindci lying Iiedged itenis arc pel-ioilically marked to niarltct with the resulting net gains and  
losscs I-ecordecl diiectly into net income Upon termination o l  any Fair value hedge, tlie resulting gain o r  loss is rccortlctl into net 
i iicoiiic 

ILGSrE i v x  party to vai ious interest rate swap agreements with aggregate notional amounts o l  $21 I mil l ion as of Dcccnibci- 3 I, 2006 
antl 2005 Undei tliese swap agtecnients, L.GLP paid l ixcd iates aveiaging 4 38% and I-eccivcd vaiiablc iatcs based on London 
Interbank Boi iowing Olfci Rate or the Bond Mailtct Association's municipal swap intfcx aveiaging 3 75% and 3 15% at Dcccmbci 
3 I ,  2006 and 2005, icspcctively The swap agiccments in effect at Dec 1 ,  2006 liavc been tlcsignatetl 
ni;ituie on tl:ites I anging from 2020 to 2033 'l'lie cash llow designation igned because tlic undeIlying vaiiable rate tlcbt has 
variable f'uture cash llows The hedges have been deemed to be Iitlly efl'eclive resulting i n  a pretax gain ol'$3 mil l ion Ibr2006 antl ;I 

pie-lns loss o f  less t l ian $I mil l ion in 2005, recorded in othci- comprehensive income Upon expiration of tlicse hedges, tlie amount 
recoidctl iii otlicr conipreliensive income w i l l  be reclassilietl into earnings The amount cxpected to be reclassified from othw 
cornpi-eliensivo income to cai-nings in the next 
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twelve niontlis is  less tliaii $ 1  nii l l ion A deposit in tlie aniount oI$1 I mill ion, used as collatcial tor one of'the interest l a t e  sw;rps, is 
classilied as icstrictcd cash on tlie balance sheet I h e  aniount o l  tlie deposit required is tied to the niaiket value 0 1  the swup 

Eiiergy Risk R'l;iii;igeineiit Aclivil ies (iioii-licdgirig ciei-ivativcs). LG&E conducts energy trading and risk ninnagcnient activities to 
ninxiniize the v;iltie ol powci sales li-om physical assets it  owns Energy trading activities aie principally lot ward financial !ransxtioiis 
to Iiedgc pi ice trisk antl are accounted lor  on a mark-to-niarltet basis in accoidance with SFAS No 133, as amended Pi ior to tlie MIS0 
establishing its Day 2 cnetgy niwlcet iii Apr i l  2005, wIioIeSnle Iorward tianractions were primal ily physically settled antl thus wcte 
treated as normal sales under SFAS No 133, as amended, and were not mal-ked to market 

[he table below suniiiiarizcs LG&E's energy trading and risk management activities: 

fin iiiiiiiims) p M z u o J  
Fair value ofcontracts at beginning of period, net :isset '6 I $-- 

Fair value of contracts when enteied into during the pel-iod 3 1  
C'onti-acts realized o r  othci-wise settled during the period (6)  - 

3 -  Changes in lair values due to changes in assumptions 

___ $ I  %I 
- -  

hair value ol.contracts at end ofpeiiod, net asset - -  
N o  changes lo valuation techniques Ibi energy tiatling and risk management activities occui-red during 2006 oi 2005 Changes in 
market pricing, iiitciest rate and volatility assumptions were made dui ing both years All contracts outstanding at  Ileceniher 3 I, 2006 
and 2005, have a matui-ity ol'less than one year and aic valued using prices actively quoted tor proposed or executed transactions 01- 

quoted by biokers 

LGSrE maintains policies intended to niininiize credit risk and revalues credit cxposui-cs daily to nionitoi compliance with those 
policies. At Dcccnibei- 3 I ,  2006, 100% olthe trading and risk management commitments were with coiiiiter~iaities rated BBB-/Ba:i3 
equivalent or bettei 

1-GSrE hedges the pi ice volatility ol'its lbrecasted electric olf-system sales with tlie sales ol'niai-ket-tiatlctl electric Ibrwartl contracts 
Ibr periods o t  less tlian one year These electric forward sales have been designated as cash l low hedges and a i c  not speculative i n  
niituie Gains or losses on these instrunients, to tlie extent that tlie hedging relationship has been elfective, ai-e tleleiictl in other 
conipiehensive income Gains and losses resulting lion1 inefkxtivencss are shown in  the statenients o l  inconie in othcr expense 
(income)-net Upon completion ot tlie underlying hedge transaction, tlie aniount recorded in othct coniprchensivc income is recoidetl 
in eatiiings No niatetial pic- lax gains and losses iesulted lkom these cash l l ow hedges i n  2006, 2005 and 2004 See Note 13, 
Accumulated 0 t h  Conipielicnsivc Income 

Note 4 - Coiiceritr:ilioiis of Cred i t  m d  Otlier I W c  

Credit I isk represents the accounting loss that would be recognized at the 1-eporting date il'countcrpai-tics failed to pcrlbrm as 
conti-acted Concentrations of ci-edit risk (whether on- or oll'balance sheet) relate to groups ol'customcis or counterparties that have 
similar econoniic or industry characteristics that would cause their abil ity to meet contractual obligations to be similarly alfected by 
changes in economic or other conditions. 

LGSr E's custoniei- receivables and natural gas and electric revenues arise from deliveries ol'natural gas to appt-oxiniatcly 324,000 
custonici-s and elect! icity to approximately 398,000 custonicrs in Lotrisville and adjacent areas in Kentucky For the year endcd 
December 3 1 ,  2006, 70% ol total revenue was derived [rom electric operations and 30% lioni natural gas operations Fat- the year 
cntlcd December 3 1, 2005, 69% ol'total revenue was derived lroni electric operalions and 3 1 %  Ikon1 natural gas opelations 

I 1 
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I n  Novcinbcr 2005, ILGJtE and IUEW Local 2100 employees, that represent approximately 69% or LG&E,’s woi-kfoi-cc at  February 
211, 2007, entered into a thice-year collective bargaining agi-cement with annual benelits re-openei s. 

Note 5 - I’easioit ; i d  Other l’oslretireiiieel Benefit I’laos 

ILGBE has both liindcd and unlunded non-conti ibutoiy defined hcnclit pension plans and other postretilcment benelit plans that 
together cover substantially all ol its employees The healthcarc plans are conti-ibutoty with pal-ticipants’ conti ibutions atijustctl 
;innu;Illy. I..GBE uses l>ecenil)er 3 I as the measurcment date Ibr its plans 

Obligiitioiis :ind Fiiiitled Stiitus. T h e  i‘ollowing tables provide a reconciliation ofthc changes in the plans’ bcnclit obligations and 
l i i i  value 01‘ assets over the three-year period ending December 3 I ,  2006, and a statement of the lundcd stiltti 

(:II ii II ge i ii I)c lie li 1 o 11 I ig :I I io 11 
13ciiclit obligation at beginning o l  year 
Sei vice cost 
Interest cost 
1’1an anieiidnieiits 
Bcncl’its paid 
Acttiori:il (gain) o r  loss ;mi othei 

Ucnclit obligation at  end 01 ycar 

Cliiiege in p l i i i i  :issets 
Fair value 01’ pI;m assets at hcginning o f  ycar 
Actual return 011 plan assets 
limployci conti ibutions 
Benclits paid 
Adniinistl-alive expenses and other 

Fail. value 01 plan assets at end of ycar 

I~11ndcd status at end olyear 

$427 
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Aiiiciuiils I<ccogilized in S 1 ; i t e m e i i t  of F i a a t i c i : i l  lsositioii. The lol lowing tables piovitle the aniounts recognized in the balancc slice1 
iiiid iiilbrmation Ibi plaiis wi th bcnelit obligations in excess ol’plan assets as ot Deccmbci 3 I: 

( i t ,  inillioits) 

1’1-iur to the aiiplicittioii ofSFAS N o  158: 

,\ccrucd hcnclit l iabil i ty 
Intaiiyililc iissct 
Accuriiitlaled otlicr coniliielietisive inconic 

Alier [lie :ip~ilicittioii of SPAS N o  158: 

I<egtllatoly assets 
Accrued bcnclit l iabil i ty (cunent) 
Acci ticd bcnclit l iabil i ty (non-cuiicnl) 

I lie lb l lowing tnblc sliows tlic calculation ol.thc acci-ued benclit l iabil i ty at December 3 I: 

Otliei I’osireliretiieiil 

21106 21105 20116 2005 
l’eiisiiiit llcitclits I lc l le l i ls  

~ _ _ _ _ _ _ _ ~  (iii I l d ~ i I J l i C )  

Funcletl SI:IILIS S(52)  R(94) $ (99)  R(103) 
Unrecognized prior scrvice costs 
l lniccoynizetl aciuiirial loss 
Uiiiccogiiizcti tiansition obligation 
Oilier coiiiprcliensive incoiiie 

Accrued benefit l iabil i ty 

NIA __ NIA I 0  
NIA 04 NIA 21 

NIA 5 NIA __ 
NIA (77) - NIA - 

S(52) If;(77) $(99) If; (67) 
__ - 

Atltlitional year-end infoi-mation tor plans with accumulated bcnclit obligations in excess ol’pliiii assets: 

l’eiisioit l lc i te l i is  IlenteIits 
2006 211115 20116 200; - _ _ _ _ _ _ _ _ -  (it, niillioiis) 

Ilciiclir obliri i t ion If; 408 16 427 $ 105 16 I06 
Accui i i t i latc~ bcnelit obligation 
1,:iir valtie ol lp la i i  assets 

__ __ 39 I 410 
356 333 (1 3 
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Co~iilioiiciifs o l  Net I’ei~ioclic Benefit Cost. 1-lie Ib l lowing Pable provides tlic components of net periodic benefit cost for tlic plans: 

I’ciisioii I%ciicfils O l l i c r  I ’ i islrclirciiieiit I h c I i t s  
2006 21)OS ZIIILI ZllO6 2l1115 20114 - _ _ _ _ _ - ~ - -  ( i i i  i iiillioils) 

Scrvicc cost $ 4  IF4 163 $ 1  $ I  $ 1  
I l l l c l C S t  cost 
linpectcd I ~ I U I I ~  u i i  plan assets 
Aniortiz;itiori 01 prioi scivicc costs 
i\niortizaiion 01 ifiinsitional asset 
Aniorliznlion 0 1  acttiaria1 loss 
/\ i i ioit imtioii 01‘ i~ansitional obligntion 
13cncl’it cost iit end of year 

Tile assuniplioiis used in the measui-enient oILG&E’s pension benelit obligation are shown in  tlie following table: 

Wciplitctl-avciage assiimptions as 01 Ileccniber 3 I :  
Iliscount I ate-Union plan 
1)iscoiint rate-Non-union plan 
Iiatc 0 1  conipensiition increase 

2006 2(11)5 201).( 

5 91% 5 50% 5 75% 
5 90% 5 50% 5 15% 
5 25‘%1 5 25% 4 50% 

I lie assuniptions uscd in tlic nicasui-enicnt olLGSrB’s net pel-iodic bcnclit cost are sliown in tlic l i) l lowii ig table: 

1)iscount rate 
Expected long-tei-ni rctiiin on plan assets 
Ihte 0 1  conipc.iis;iiioii inci case 

2(1116 21)115 201).( 
5 50Y” 5 75% 0 2 5 %  
8 25% 8 2 5 %  8 5 0 %  
5 25% 4 5 0 %  7 50% 

To develop tlic expected long-term rate of return on assets assumption, ILG&l3 consideicd tlie cui I cnt level of expected returns on I-isk 
l i ce  invcstnicnts (pi inial i l y  government bonds), tlic historical level ol  tlic I isk preniiuni associated with the other asset classes iii 
\vliicIi tlie poitfulio is invested and the expectations for lutui-e retui-ns of each asset class The expected return for each asset class was 
t l iun wciglitetl based on the tal-get asset allocation to develop the expected long-term rate 0 1  return on assets assumption for the 
portl‘olio 

Assiiinctl I1callIic;ire Cost l‘rciid Ihtcs. For nieasnrcnient purposes, a IO‘%> annual increase in Lhc pel capita cost o l  coveied 
licaltlicnrc benefits was assunied [or 2006 The rate w unicd to decrease gradually to 5%) by 2015 and remain at that level 
tllcrcalicl- 

Assumed hcalihcare cost tiend rates have a signilicanl effect on tlic amounts reported foi tlic liealtlicarc plans A 1% cliangc i n  
assumed healthcare cost trend rates would liavc resulted in an increase or decrease of less than $ 1  m i l l i on  on the 2006 tota l  of service 
and interest costs coniponcnts and  an increase or dcct-ease of‘s3 ni i l l ion in year-end 2006 postictii-enient benefit obligations 
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Expected I~uttrrc Ueiielit 1’:iynients. ‘ l l ie lollowing list provides tlie amount ofexpected future bcnelit payments, which ie l lcct  
expected luti i ie service, as appropriate: 

Cliksum: 199497 Cycle 7 0 

OIllCl 
I’cnsio8t I’asll C l i l  E l l l U l l t  

( i t 1  tnilliom) l ’ l~ I , lS  Uwclils 
2007 $ 28 $ 8  
2008 $ 28 $ 9  
2000 F 27 $ 0 
20 I O  $ 26 $ 9  
201 I $ 25 F 0 
2 0  12- I 6  $ 124 $ 4 1  

1’I;iii Assets. 1 he lo l lowing table shows LGSrE’s weighted-average asset allocation by  asset catcgoiy at Uccenibci 3 I : 

Pulsion Plans: 
Equity scciii itics 
f)e1)1 sectti-itics 
Othcr 
1ot:lls 

I lie investment policy ol‘tlie pension plans was developed in  conjunction wi th linancial consultants, inveslnicnt advisors and legal 
counsel Ihe goal 01 the investment policy is to preserve tlie capital o l  tlie lund and niaxiniizc investment earnings Tlic ictui-n 
ol),jcctivc is to exceed tlie bench mail^ return for tlie policy iiidcx conipi iscd ol‘tlie Ibllowing: I?ussell 3000 Index, MSCI-EAFE Index, 
Lchni:in Aggicgatc and Lclinian Long Duiation Gov/Corporate Bond Index in  ploporlions equal to the taigctcd asset allocatioii 

Evaluation 01 pcrlormance Iocuses on a long-term investment time horizon ot at least three to l ive ycais oi a coniplcte niaikct cycle 
Tlic assets of‘thc pension plans arc broadly diversilied within ilil’lkient asset classes (cquitics, tixed inconie securities a n d  cash 
equivalents) 

1’0 minimize llie risk of large losses in a single asset class, no niore than 5% of tlie poi?Iolio w i l l  be invested in tlie secuiities 01 any 
one issuci with tlie exclusioii ol’tlie US. government and its agencies. llie equity portion 0 1  the lund is diversilied among the 
ni;irkel’s various subsections to diversify risk, maximize returns and avoid undue exposure to any single economic sector, industry 
gioup or individual security Tlic equity subscctois include, b u t  arc not l imited to, growth, value, snia11 capitalization and iiitcination;il 

In xldit ioii, the overall l ixed inconic portlblio may have an average wciglitcd duiation, or interest rate sensitivity which is witl i in i-/- 
20% 0 1  the tlutation ot’tlie overall lixed inconie benchmark Foreign bonds in tlie aggregate sl ial l  not exceed 10% ol‘tlie total luiitl 
’I lie poi-tlblio may include a liniited investment o f  up to 20% in  below invesrmeiit glade securities piovidecl tliat tlie ovciall average 
portlblio quality icnmins “AA” or better The below investment grade securities include, but ai-e not l imited to, medium-tcrni notes, 
coi-poiate debt, non-dollar and enici-ging mal-ket debt and asset backed securities ‘I’he cash invcstnicnts should be in securities tliat 
eillici ai-e 01 slioi-t maturities (not to exceed 180 days) or readily niaiketable with modest I-isk. 

1)erivativc secui ities are pci-niittcd only to inipiove tlie porttolio’s risklretui-n prolile, to modi ly the portfolio’s dui-ation or to I-educe 
tl.iiiisaction costs and  must be used in conjunction wi th underlying physical assets in the portlolio Derivative securities tliiit involve 
speculation, leveragc, interest rate anticipation, or any undue risk whatsoever arc not dccnictl appropi-iatc investments 
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I‘hc iiivcstnient objective foi the postietirenient benclit plan is to provide cuirent income c o n ~ i ~ t e n t  with stability of pi-incipal and 
l iqiiitl ity \vliile mniiitaining a stable net asset value 01 $ 1 00 per share 1 lie postl-ctiienient lunds are invcstcd in a pi inic cash nioncy 
niaikct fund h a t  invests piiniai-ily in a p o d o l i o  ofslio~-t-tcrni, high-quality fixed income securities issued by banlts, coiporations aiid 
tlic U S goveriinient 

Coii lt ibotiotis. LG&E made discretionary conti-ibutions to tlie pension plan oI$18 ni i l l ion in  Januaiy 2006 and $35 niill ioii in 
January 2004 Tlicrc weie no contributions t lui  ing 2005 L.G&E made an additional discretionary contribtition io ilie pension plan 01’ 
$56 nii l l ion in Janiiai-y 2007, wli icl i was slightly niore than tlic $52 mi l l ion accrued benefit liability as of Decenibct~ 3 I, 2006 I.G&13 
docs not expect to makc any ILitlicr contiibutioiis in 2007. See Note 15, Subsequent Events 

111 atltlition, LG&E niatie conti ibutions to other postretirement bcnelit plans ol approximately $ I1 inillion, $ I 0  mi l l ion and $9 mill ion 
in  2006, 2005 and  2004, 1-espectively In 2007, LG 
13cncliciary Associatioii (VEBA) trusts to niatch tlie a n n u ~ ~ 1  postretii-eniciit expense and l i inding tlic 401 (11) plan t ip  to certain 
niaxini t~ni  applicable aniotiiits under law or regulation 

I’eiisioti Ixgislatioti. l~l ie  Pension Prolectinii Act 01 2006 was enacted in  August 2006 The new rules ate gciiclnlly clfcctivc foi plan 
ycots beginning aftel 2008 Aniong otlicr niattcrs, this conipieliensive legislatioii contains pi ovisions applicable to tleli i icd bcnclit 
plans which gcncrally (i) mandate 100% Ibnding olciirtent liabilities within seven years; (ii) iiicivsse tax-tleiiuction IcvcIs regarding 
contributions; (iii) revise cci-tain actuarial assuniptions, such as mortality tables and discount iates; and (iv) iaisc fcdcial insitiancc 
pi-cniiunis ;rnd other fees Ibr undci -1unded aiid dislrcssed plans The legislalion also contains similar provisions relating to tlclined- 
contribution plans and qualil’icd and non-qualilied executive pension plans and other mattcis. While LG&E, continues to examine tlic 
potciitial inip:icts ol’thc Pension I’rotcction Act 01 2006, i ts $56 nii l l ion conti ibution in January 2007 was sliglit ly niotc than the 
acci LICCI benclit l iabil i ty as olDccenibei 3 I, 2000 

FSP 106-2. FSI’ 100-2, /lccoiiir/irrg t ir id  Disclosiir e Reqlrrreiiterrrs Rclrrred 10 rhe Merlicnr e Prercr iprioit L h  rig Irirpro1wwit nirr l  
Motlcrrriznrior~ / I C /  oJ7003, wliicl i providcd guidance on accounting foi- stibsidics provided under llic Medicnic Act, was clfcctive lor  
the l i n t  i i i tc i  im or annu;il period beginning alicr June 15, 2004. The i i i ipacl of the subsidy in  2004 was a reduction in the accuniulatccl 
postrctit-ciiient bciielit obligtitioii o l$3  mil l ion The clfect oftlic subsidy on the nieastiicnient 01 the net 1x1 iodic po~ t i~ t i i cn ien t  bcnclit 
cost \vas less than SI mil l ion 

nticipatcs malting voluiitaiy conti-ibutions to lund tlie Voluiitai y Eiiiploycc 

Tlii i l t  Saviiigs I’I;ii~s. L.G&E has a tlirilt savings plan under section 401(k) of the IRC Undci the plan, eligible employees niay d c l ~ i  
and contribute to the plan a portion 01 curicnt compensation in older to pi-ovidc luture retirement bcnelits. I..G&E nialics contiibutioiis 
to tlie plan by matching a poi-tion of the employee contributions I lie costs ol th is iiiatcliing were appioxiniatcly $2 niill ioii lor  2006 
and $ 1  mil l ioi i  for 2005 and 2004, icspcctively 
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Nutc 6 -  Iiicuiiie’laacs 

c‘oiiiponciits ol’incnnie tax expense ale shown in the table below: 

{ i t )  s i i i l l i w s )  21)M 2005 2l10.1 
C’iiriciit - lietlelal $ 60 $ 73  ‘6 34 

- state I I  10 13 
I)cfciicd - Iitlcral -- net (7)  ( 1 2 1  I I  

Aniortization ol investment tas credit (4) i___ (4 )  - (4) 

Chltsuni: 1048559 Cycle 7 0 

~ _ _ _  

- state - net ( 1 )  (2  ) ( 1 )  
.- Iiivcstnicn! !;IS crctlit - - ~  dclieirctl 3 

L)clki-i-cd li.tleial inconic tas expense during 2004 included signilicnnt cleductions attributable to lcdcial bonus &pi-eciation 
Kl i icl i  ciidcd alier December 2004 

111 June 2006, LGBE and K U  l i lcd a jo in t  application with the DOE requesting curtilkation to be eligible loi investment tax 
cicilils :~pplicable lo tho coiisti tiction of IC2 I he EPAct 2005 added Section 48A to the Intci tin1 Revenue Code, which 
piovides f’or an investnietit tax ctcdit to promote the commercialization ol advanced coal technologies that wi l l  gene,-ate 
elcct i  ic i ly in an enviionmcntally iesponsible manner. LGJiE’s and KU’s application requested up to a niaxinium aniount 01 
“adv~iiicctl coal project” credit allowed per taxliayei, or $125 million, based on an estimate of 15% o f  projected qi ial i ly ing 
7C2 expentlituics 

In Novcnibci 2006, the DOE and Internal Revenue Service announced that LGBE and KU were selected to receive the (ax 
ci-edit LGBE’s poition of the tax crcdit will be approximately $24 mil l ion over the construction period of IC2 ‘Ihis tax 
cicdit w i l l  be amortized to income over the lik ofthe related property In 2006, based oii eligible constiuction expenditures 
incurred i n  2006, LGSrE recorded a federal investment tax credit, decteasing current federal income taxes in 2006 by $3 
niill ion 

1-1 I< 4520, known as the “American Jobs Crcatioii Act of‘2004“ allows electric utilities to take a deduction of up to 3% o l thc i r  
qti:ililiecI production activities income stai-ting i n  2005 This deduction reduced I-GBE’s clliective tax rate by less than 1% 1’01 2006 
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C'oniponenls 01 net tlefei-red l a x  liabilities included in the balalice slicct are shown below: 

21JO6 20115 f i n  iiiilliims) - -  
Dcl'eried tax liabilities: 

Ikpreciation antl otliei plant-related items $307 $391 

6 -  I'cnsion and related benefits 
305 414 Iota1 deferred tax liabilities 

Ilcgulatory asscts and other 22 23 
- _ _ _ _  
_ _ _ -  

I~efelrcd tiax :IsscIs: 
Investment tax credit 
Incomc taxes due to custoniers 
Pciisioiis and related benelits 
L i . ,  'i ) i I i t ics ' ' . antl otlicr 
Total deferled tax assets 

Net deltrred income tax liability 

15 17 
? I  17 

39 - 

$333 $322 =======- 

A ieconcili;itioii ol'dilfeiences between the statutory U S l'etlcral iiiconie tax rate and L.GSrE's cll'ective inconic lax ~ ~ l e  l'ollows: 

211114 
Statutory l'etlcial inconic tax irate 35 O'X, 35 O'%, 3s 0% 
State inconie taxes, net o l  fedeial benefit 
Ileihiction ol income tax acci 1131s 
Amortization ol'invcstnicnl lax ci-edits 
Othci- tlil'lLcr cnccs 

Elfective iiicoiiic tax ~'iatc 

3 8  4 3  5 3  
( 0 4 )  ( 2 0 )  ( 0 7 )  
(2 2 )  (2 I )  (3 0 )  
- (1.0) (1.7) *) 

- 34.6% =%, 35.(,lXr - - - 
State income taxes net 01 federal bcnclit in 2006 rellect Kentucky Coal 'lax Credits earned 

Other tlillbi-ences pi-imarily ielate to excess deferred taxes which rcllcct the benefits 01 dcfciicd k x e s  ievcising a t  tax i-atcs that tlil'liei 
l'i-oni statutory ~ c s  and vai ious otliei- permanent dil lierences 

In Scptcmbci 2005, I..GSrE ieccivcd notice lion1 1lie Conpi-essional Joint Cornmiltee on Taxation appioving the Internal Ilcvenue 
Service's audit ol i..GSrE's income tax reluins for the periods L>eceniber 1999 tlirough Dcccnibcr 2003 As a result o l  resolving 
nuaiicioiis tax niattcis during tlicse periods, ILGbE. reduced income tax accruals by $4 million during 2005 

Kentucky I-louse Bill 272, also known as "Kentucky's Tax  Modcinization I'lan", was signed into law i n  Mat-ch 2005 I his bill 
contains ;I nuiiil)cr of'changes in Kentucky's tax system, including the reduction o l  l l ie Cor-porale inconic tax late l'roa~i 8 X ' X ,  10 7% 
cllicctivc J;anu;aiy I ,  2005, and a furtliei- reduction to 6% ell'cctivc January I ,  2007. As a iesult ol'the inconic 13s rate change, ILGSrE's 
tlcki-red tax reserve amount will exceed its actual dcltircd tax liability attributable to existing tcniporaiy dilli.renccs. since the new 
statutory iates are lower than the rates were tvlieii the dcl'erred tax liability originated This excess amount is relcrrcd to as cxccss 
defcrictl income taxes I n  June 2005 and December 2006, L.GSrE, received approval lioiii the Kentucky Commission to establish and 
amortize a I-cgulatoi-y liability ($I 6 million) for its net cxccss deferred income tax balances L.GbE will amortize its tleprcciation- 
iclatcd excess defci-rcd income tax balances under the average rate assumption method The avciage mtc assumption method iiiatclics 
the amoi-tization ol tlic excess dcl'errcd 
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iiiconie ti ixcs with h e  lili oftlie timing dilfeiences to which tiicy relate Excess cleferred inconie tax balances ie latcd to tion- 
dcpieciation timing dillkrcnces wci-e expensed in 2005 and 2006 due to their immaterial amount 

LG&E expects to have adequate levels ot taxable income to ~realizc its iecortled tlelirred tax 

Note 7 - 1~~111g-'lcr11i Debt 

As 0 1  Dccenibcr 3 I ,  2006 and  2005, long-tcim debt arid the CLII-~CII~ poi tion ol.long-tci-m debt consist primal i l y  0 1  pollution cot i t io l  
boiitls and  long-term loails liom at'filiatctl companies as summarized below 

Noncurrcnt portion 
C ui ic i i t  p ~ i t i o i i  

~ t ~ t s t a ~ ~ d i ~ i g  at Decenibcr 3 I ,  2005: 
Noncuri ent portion 
CUI rent portion 

Val iable - 5 875 %, 2008-2035 $ 572 
Virrlablc 2007-2027 24s 

573 v. ~ir i~ ib le  '. - 5 875 'VU 2008-2035 F 
Variable 2006-2027 24s 

Undci- tlic piovisions 101 LCXE's  variable-rate pollution control bonds, Swics S, 'r, U ,  B13, CC, DD and EE, tlic bonds ai-e sulijcct to 
tentlei I'oi p t ~ r c l ~ a s e  at tlie option ol tlic Iioldci and to mandatory tender lor- purcliase upon the occurrence ol'cei-tain events, causing 
[ l ie bonds to be classilied as current pottion of long-term debt in tlic balance slieets Ihc average annualized iiiteicst l a te  fo~  tlicse 
bonds during 2006 and 2005 was 3 50%) and 2 50'%3, respectively 

I'ollution coiit iol series bonds are lii-st mortgage bonds that have been issued by L G k E  in connection with tax-exempt pollution 
control rcvciiuc bonds issued by vai ious governmental entities, plincipally counties in Kentucky A I(iaii agtcenient obl igates LG&E 
to ninke debt scrvicc payments to the county that equate 10 the debt seivice due Irom tlie county oii tlic rclatetl pollution conti-01 
i-evenuc bonds Ihe county's debt is also secuicd by LGJiE's first mortgage bonds ot an equal aniount (the pollt it ion coiiti-ol sciics 
bonds) that a ic plcdged to tile trustee lor tlic pollution control revenue bonds, and that niatclics the (elms and conditions o f t l i e  
county's debt, but icqiiire no pitymcnt 0 1  principal and interest unless LG6rE delaults on the loan agreement 

Substantially a11 of LGSrE's uti l i ty assets ale pledged as collateral lor its tirst niortgagc bonds LGSrE's lirst niortgagc bond intlentule, 
upplcniciitetl, providcs that portions ol"rctaincd camings w i l l  not be available lor tlie payment of dividcnds on coninion stock, 

under cei-taiii spccilied conditions No portion olrctained eai-nings was restricted by this provision as ol 'eithcr Deceinbcr 3 I 2006 01 
2005 

lntoicst riitc swaps ai'c used to liedgc LGSrE's underlying variable-rate debt obligations. r l lese swaps lledge spccilic dcbt 
issuances an& consistent with management's designation, arc accorded hedge accounting treatment T l ie swaps excliangc 
Iloatiny-rate iiiteiest paynicnts Ibr  fixed late interest payments to reduce the impact ol'iiiterest rate changes OII LG&E's 
pollution coiit iol bonds As ol December 3 I, 2006 and 2005, LG&E had swaps wit11 an aggregate notional value ol'$21 I 
ni i l l io i i  See Note 3, Financial Instrunients. 
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12etlcmptions and maturities 0 1  long-teini tlcbt Ibi 2006, 2005 and 2004 are suniniai-izcd below: 

(X iii i i i i l l i ~ ~ r i s )  
ve:ii I k s r r i i i t i i i i i  
2000 
2005 Pollution control bonds 
2005 I)ue to Fidelia 
2005 Mandatorily I<edceniablc I'rel'erred Stock 
21104 I h e  to I-idclia 
2004 Mandaloi-ily Iledeeniable I'referred Stock 

Mandatoi i ly  Iledccniablc 1'1-ch 1cd Stock 

I'riwiliiil Seciireil/ 
Arllounl Ilntr l l i inuci~rei l  M;i11iiit\' 

$ 1  5 875% llnsecuictl Ju1 2000 
$ 40 8 90'%, Sccuicd Apl 2023 
$ 5 0  153%) Seclllcd Il ln 2 0 0 5  
$ I  5 875% Uiisccui-cd J u l  2005 
F 50 I 53% Secureti Jan 200.5 
$ 1  5 875% Ullseculed J t l l  2004 

id not issue any new long-term debt i n  2006 Issuances 01 long-term debt for 2008 and 2004 a le suniniai izetl below: 

(S iii i i i i l l ia i is )  l'riiici1i:il Sccureill 
VWI Drsrr iiiliiiii Aiiirittsl 11:ire U!lscctlrcil Rl; i t t i r i ts  

2005 I'ollutioii coiit iol bonds B 40 Val iablc Sccuicd I'eh 2035 
2004 I h e  to Fitlelia $ 25 4 33% Secured Jan 2012 
'004 I h c  to bidclia s IO0 I 53% Secul et1 I a n  20115 

I .G&E lias existing $5 875 sei  ies mandatorily rcdecrnablc prefci-red stock outstanding having a cuiient iedeniption p~icc of$IOO per 
sliwe 'I lie pic le i - ied stock has a sinking lLnd icquii-cnicnt suflicient to retire a niiii iniuiii 01 12,500 silares on July 15 0 1  each yea, 
coiiiiiicncing wit11 July 15, 2003, and tlic remaining 187,500 shares on July 15, 2008 at  $100 per share LGBE retlcemcd 12,500 sliat-cs 

oidaiice witl i  tliesc piovisions on .July 18, 2006, 2005, 2004 and 2003, lcaving 200,000 sliaics cui-I-cntly oulslantling 

1.ony-tcini debt niatui itics Ibi L.G&E aic shown in tlic Ibllowing table: 

[iii i i i i l l i i i i i s )  
2007 ' 6 1  
2008 1') 
2000- I I 
Thcrcal'tcr 800 (a) 
'I 0131 $820 

- 
- 
___ ___ 

(a) Includes long-rei 111 debt 0 1  $246 nii l l ion classified as current liabilities because tliese bonds are subject to tender f b ~  pt~rchasc a t  tile 
option ol'tlie liolilcr and to niandatoi y tender for purcliase upon tlic occ~~~-rcncc of cci-lain events Maturity dates for tlicse IXJI~LIS ~ a n p c  
lion1 2013 to 2027 ILGSIII- does not expect to p y  tlicse amounts in 2007 
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Note 8 I Notes 1'ay;ible ;iiid Otliei. Short-1 e m  Obligations 

ILGStli pal-ticipatcs in an intercompany nioncy pool agiecnicnt wlierein E ON U S and/or KU make liinds available to LGStE at 
ni:irket-bascd iatcs (based on an index of highly rated coniniercial paper issues) up to $400 ni i l l ion 

Ikccnibci  3 I, 2005 $400 $141 $259 4 2 1 %  

At Ucccnibci 3 1 -  2006 and 2005, E ON U S maintained a ievolving credit lacil i ty totaling $200 ni i l l io i i  wi th an all i l ialed company, 
I-: ON North Aniciica, Inc.. lo cnsure funding availability Ibi the money pool 'Thc balance is as follows: 

1)eccmbcr 3 1, 2005 $200 $ 105 $95 4 49% 

rh r i ng  June 2006, LGBE rcncwcd fivc revolving lines ol cietlit with banks totaling $185 mi l l ion I Iicsc credit lhcilitics espire in Itme 
2007, a i d  there was no outstanding balance under any ol'tlicse Facilities at Ueccnibcr 31, 2006 and 2005 

lhc covenants under these icvolv ing lines ol'cretlit include: 

I lie tlcbt/total capitalization ratio niust be less than '70%; 

E ON AG niust own at least 66 667% 0 1  voting stock of LGSrE directly oi indiicctly; 

I he corporate ci-edit rating ol the Company must be at or above DUB- and Baa3; and 

A limitation on disposing of assets aggregating niore than 15% ol'total assets as 0 1  December 3 1, 2005 

Note 9 - Co11i1nit1ii~111s : i d  Coittiiigeiieies 

0pc1 atiiig Lc:ises. I-GSrE leases otl ice space, ollice equipment and vehicles and accounts lor these leases as opciating leases Total  
Ic;isc espensc lor 2006, 2005 and 2004, less aniounts contributed by all i l iatcd companies occupying a portion ol'thc orlice space 
lensed by LGStE, was $5 mil l ion Ibr 2006 and $3 mil l ion each tor 2005 and 2004 The luturc minimum annual lease paynients tor 
oiieiating leases Ibrycais subsequent to December 3 I ,  2006, are sliowii in the lo l lowing table: 

(ill inillioiis) 

2007 $ 2  
2008 2 
2000 2 
2010 2 
201 1 - 7 

1 hcrealier X ____ 

Total 
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Silt :itid Le;iscl):~clc '1r;itis;ietioti. L.G&E is a p;inicipnnt in a sale and 1cascb;ick t~~a~isi lct io i i  involving its 38% iiitcrcst in ttvo jointly- 
owned conibustion tuibincs at  I<U's E W Brown generating station (Units 6 a n d  7) Conimencing i n  Dccembci- 1999, LG&li and KLI 
enteieil into a tax-ellicient, 18-yea1 lease oltlie conibustion tuibines I.G&II and K U  have provided funds ti) fully tlcl'ease [lie lease, 
aiid have exccutcd an irrevocable notice to exeicisc an curly purchase option contained in  1111: Ie;ise al tc i  15 5 yeais l k  I'iiiaticiiil 
statciiient treatment o l t l i i s  timnsactioii is no tlilfercnt than i l ILGCI? had ietnincd its ownciship I he Icasiiig tiansaction was entcierl 
into following i-cceipt of  requiied svate and federal regulatory approvals 

Iri c3se of tieliicilt under the lease, L.G&.E is obligated to pay to the lessor its share ofcei-t:iin lees 01- mowits I'riniary events 0 1  tlefault 
iiiclude loss or dcstiuction ol the combustion turbines, h i lu rc  to iiisiii-e oi iiiaintaiii tlie coiiibustion tuibincs aiid unwinil ing ol'thc 
ti3iis:ictioii due to governmental actions No events o f  default curicntly exist with iespcct to the lease Upon any tci-mination 01 tlie 
lease, whcthci by dclhult or expiration 0 1  its tcriii, title to the combustion turbines revel-ts jo int ly to  ILGSrE and KU. 

At December 3 I ,  2006, the niaxinitini aggiegalc aniouiit ofdelhult fees or aiiiouilts was $9 million, 01 whicli LCSrE would be 
~-cspoiisible for 38% (approximately $3 mill ion) LG&E has made airangciiients with E ON U S , via gtitiiantec and rcgulatoiy 
coniniilnicnt, for E ON U S to pay LGSrE's lLll poi-tioii o l a n y  default lees oi aniotiiits 

Ixttcl-s of Credit. LGSrE, has provided letters ol'credit totaling $3 ni i l l io i i  to support certain obligations related to landfill tcclaiii:itioii 
and ;I letter olc iedi t  totaling less than $ 1  nii l l ioi i lo support certain obligations related 10 woilters' compensation 

has a contract for purcliascd powci- with OVEC lor varioiis M w  capacities ILG&l3 has a11 investment 01' 
's coniiiioii stock, which is accounted Cor on the cost iiictliod ol accounting ILGSrE's sliaie o l  OVEC's 

oiitput is 5 63%, appioximately 124 M\v  ofgeticiatio~i capacity. Future obligations for powci puiclitrscs are sliown iii tlie following 
table: 

( in ~iiillioiis) 
2007 Y; I I  
2008 
2009 
20 I0 
201 I 
llreleaftel 

13 
I 0 
17 
17 

328 - 
$ 402 __ ___ Total 

Cotistructioti 1'rogr:itn. LG&E had appioxiniately f 180 mi l l ion ol'commitnients iii coiinectioii \villi its consti  tiction piogrmi at 
Dccenibci- 3 I, 2006. 

I n  June 2000, LG&E and KU enteied into a constrtiction coiitract regarding tlic I C2 project I h c  c01itract is genci-ally in the form 0 1  a 
lump-sum, turnkey agi eenieiit O r  the design, engineering, piocurcmcnt, consti tiction. coniniissiotiing. testing and dcliveiy o l  tlie 
piujcct, according to designated spccilications, tci-nis and conditions 'flie contmct p i c e  ant1 its coiiiImiciits x e  s~iI)jcct to  a iiiiiiibui 0 1  
potential adjiistiiicnts which may serve to incrcasc or t1ccre;tse the ultini:itc construction 121 ice paid 0 1  payable to (lie con~ iac to~  ?tic 
conti act  also co~it:~ii is stantlai d representations, covenants, indemnities, tci-niiiiatioii a n d  ollici pi-ovisioiis 101 a n  angcnicnts 01 this type, 
incluiling teriiiiiiatioii Ibr coiivenieiicc or lbr cause rights 
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~~IIV~IOIIII~~III~~~ M:ittcIs. LG&I?’s operations ai-c subject to a nunibel- 01 environnicntal laws and regulations, governing, among otlier 
lhiiigs, ail- emissions, wastewater discliaiges, the use, handling and disposal ol’liazaiclous substances and wastes, soil and grotindwatci 
contaniinatioii antl employee health and satety 

CT/ctiii A i i  Act Rcqii~ienieii/s .I he C,lean A i r  Act establislies a comprehensive set 01 progi-anis ainied at protecting and inipioving air 
quality in the United States by, among other lliings, controlling stationary souices ol air cniissions such its power plants While the 
gcncial rcgulatoi y liamewoilc Ibr these programs is establislicd at the ltderal level, most of tlie piogi-anis are implemented and 
atlminislci-cd by tlie slates under [lie oversight 0 1  tlie EPA. I ’ l ie  key Clean A i r  Act piogranis i-clevant to LGLE’s business opci-ations 
aic described below 

Aitibicii/ Aii  Ql i r t l i r y  The Clean A i r  Act requires tlie El’A to periodically review the available scieiitilic data 101 six c i  itci-iii pollutants 
a n d  establish conccnti-ation levels in tlie ambient air sullicient to piotcct tlie public l icaltl i  and wc l l i ~ i c  wi th an extra maigin Ibi salkty 
lhcse concentiatiun levels ale known as national ambient air quality standards (“NAAQS”) 11 state niust identify ‘1iion3tt3iiiiiiciit 
niciis” within its bountlaries that (ail to comply with the NAAQS and develop a State Iniplcnicntation Plan (“SII’”) to bl-in& sucli 

BIMS into compliance I 1  a state lails to dcvelop an atlcquate plan, tlie EPA niust devcloli and implement a p1x1 As the 
tlie slringency o l t l i e  NAAQS thinugh its 1 x 1  iodic reviews, tlie nttaiiinient status 0 1  various arcas may change. lhercby 

t i  iggci-ing additiona1 emission ietluction obligations untie!- ieviscd SIPS ainicd to acliicvc attainment. 

In 1997, the EI’A eslablislicd new NAAQS lbr ozone and line particulates that required addilional ireductions in SO2 ant1 NOS 
eniissions l ion i  power plants. In 1998, the EI’A issued its final “NOx SIP Call” rule 1-equii-ing ieductions in NOx eiiiissioiis 01 
approximately 85 percent from i990 levels i n  older 10 miligate wzone ti-anspon lroni the niidwcsrci-n U S to tlic northe 
implenicnt the new l k t l c ~ i l  rc~~~i i renients,  in 2002, Kentucky ainentlcd its SIP to require elect i  ic generating units to ietluce their NOS 
cniissions to 0 15 potinds weight per MMBtu on a company-wide basis In 2005, tlie EPA issued the CAlll which requires atlt1ition;il 
SO. cniission icduclions 01 70 percent and NOS emission reductions ol 65 percent from 2003 IcvcIs The CAIR povidcs Ibt a two- 
phase cap antl trade program, with init ial icductioiis otNOx and SO1 emissions due by 2009 and 2010, I-espectively, and l i n a l  
rcductioiis due by 2015 The final rule is curiciit ly under cliallenge in  a number of lecleml court proceedings In 2006, I<cntucky 
1irqx)scd to anlend its SIP to adopt state rcquiicnients sirnilai- to those under tlie federal CAIR Depending on tlie lcvcl o lact ion 
tlctcrniincd necessary to bring local nonattainnicnt areas into conipliance with [lie new ozo~ie antl line paiticulatc stnndo~t ls ,  L.C;Bli’s 
powcr plants are potentially subject to additional reductions in SO2 and NOx emissions 

/ / t i z t~ i t /o i~s  Air /’o//ii/tm/s As piovided in  the 1990 amendments lo the Clean A i r  Act, the EI’A investigateti liazaidous air pollutanl 
emissions li-on? elcctiic utilities antl submitted a report to Congress identilying mercury emissions ti-om coal-tired powei plants as 
wa i~ in t i ng  turthei study In 2005, the EI’A issued the CAMR establishing rne1-cul.y stantla~cls lor new p o ~ e r  plants and ~ c q t ~ i r i n g  a l l  
states to issue new Sll’s including rneicury requirements lor existing power plants Ihc EI’A issued a niotlel ~ m l e  wli icl i proviclcs loi ii 

two-phase cap and liatle piogiani with initial reductions due by 2010 and linal reductions due by  2018 The CAMR piovitles Ibi- 
rcduclioiis ol 70 percent froni 2003 lcvcls ?lie EI’A closely integiatetl the CAMR and CAIR programs to ensuie Ilia! tlie 2010 
mcrctiiy ictluction targets wi l l  be achieved as a “co-benefit’’ ol the controls installed Ibr pu~-poscs 01 compliance with tile CAIll ‘llic 
l ind tule is also curt-cntly undei- challenge in tlie federal courts In 2006, Kentucky proposed to amend its SIP to adopt sti~tc 
requiienients similar to those under the federal CAMR I n  addition, in 2005 and 2006, state and loca l  air agencies in I<cn~t~cl;y lliivc 
~iroposcd or iitloptcd rulcs ainied at regulating additional hazardous air pollutants from SOUICCS including power plants .io the extent 
tliose rules ai-e liniil, they are not expected to have a material impact on 1-GJtE’s power plant operations 

78 



Met-rill Corpor;ition 07-5042-1 Wed Mar 21 14:17:03 2007 ( V  2 247w--1-110716) Cllltstlm: 540883 Cycle 7 0 
IO-I( L.ouisvillc Gas B Electric 
rnblount - c.\fc\80141628927-d1 1263-1897075\5042-1-FQ.pdf EDGAR :Redline:OFF Doc I Page 79 

A c i d  Rniii Piogicriri  -I lie 1990 amendments to the C l e m  A i r  Act imposed a two-phased cap and tiatle program to ieducu 
SO? cniissions lrom power plants that weie tliouglit to conti ibute to “acid iaiii” conditions in tlic noillieastein U S The 1990 
anicndniciits also contained rcquiicnients ror power plants to reduce NOS eniissioiis thiough 11112 use ol available combustion contiols 

RegIoiiiiI H U Z E  Tlic Clean A i r  Act also includes visibility goals for certain federally designated aicas, incliitl ing iiiitioiial paiks, and 
~ct~t i i rcs  stiites to submit SIPS tliiit wi l l  demonstrate reasonable progress toward pieventiiig liitiire impairment and remedying any 
csistiiig iinpairnient of visibility in tliose areas In 2005, the EPA issued its Clean A i r  Visibility IIule detailing l iow the Clean  Air  
Act’s best avaihble relrolit technology (“BAIYI”) rcquiieiiicnts w i l l  be applied to facilities, including powel- plants, built between 
1902 and 1974 tliat emit ccitain levels 0 1  visibility in i l~a i i ing pollutants Undei- the l inal tule, as the CAlll wi l l  result in mole visibility 
iniprovcnicnt tlian B A R I ,  stales are allowctl to substitute C A l R  requirenients in their regional haze SIPS i n  lieu olcniitrols t1i:it woiiltl 
otlicrwisc be rcquiicd b y  BAIIT Tlie l inal rule has been cliallenged in l l ie courts. 

I~rutnllririorr ojPoIlrrlioii Coirrrols Many of the progranis under tlie Clean A i r  Act utilize cap and trade mechanisms that I eqiiiie a 
company to liold suflicienl emissions alIowances to cover its authorized emissions on a company-wide basis and do not require 
installation ol  pollution controls on cvei-y genciatiiig unit Under cap and trade progianis, companies aic free to focus thcii pollution 
contiol eflbrts oii plants wlieie such controls arc particularly eflicient and utilize tlic resulting emission allowances Or sniallei plants 
wlieie such coiitiols ai-e not cost elfective LGBE had picvioiisly installed llue gas rlcsiillurization equipnicnt on a11 of its geneinting 
units pi ior to tlic clfective date oftlic acid rain pi-ograni L.GBE’s strategy fbi- its Phase I I  SO2 rcquiremcnts, which commenced in 
2000, i s  to use accumulated emissions allowances to defer additional capital cxpenditui-cs and L.GBE wi l l  continue to evaluate 
iniprovcmcnts to (iii thei reduce SO2 einissioiis In oicici to achieve tlic NOx eniission reductions mandated by tlic NOS SIP Call, 
I L C X E  instnllcd atltlitioiial NOx contiols, including selective catalytic reduction teclinology, during tlie 2000 to 2( 
cost ol$1S7 mil l ion In 2001, tlie Kentucky Commission granted iecovery in ptincipal o f t l i ese  costs incuired by  
1x1 iodic enviroiiniental siircliargc review nieclianisnis 

In oi-dci to achieve tire eniissions reductions mandated by [lie C X I R  antl CAMII, LGBE expects to incui- atlditional opeiating ;ind 
niaiiitcnancc costs i n  opeiating sucli coiitiols In 2005, the Kentucky Commission granted iccovcry in pi incipal olthcsc costs inctiiiud 
by L G B E  cindcr its pwiodic cnviionnicntal surchar-gc review meclmnisms L.GBE believes its costs in icducing SOz, NOS and 
nicicuiy eniissions to be comparable to tliose 01 similarly situated utilities with like generation assets LGBE’s compliance plans a t e  
suliject to many Factors including developments in {lie emission allowance and lucls markets, luture legislative and regulatoi-y 
enactments, legal proccetlings and advances in clean air technology. LGBE w i l l  continue to nionitor these devclopnicnts to ensure tlial 
its cnvironnieiital obligations arc nict in tlic most  ellicieiit antl cost-clfcctivc manner 

/ ’ o / o i / i r i /  GHG Co/r/iol?; I n  2005, the Kyoto 1’1otocol for reducing GI-IG cniissions took clfcct, obligating 37 industrialized cotiii~rics 
to iinilerta1~e substantial reductions i n  G I lG  emissions I h c  U S has not lat i l ied [lie I<yoto I’rotocol and t l icic ale cui-iently no 
ninntlatoiy GI IG emission reduction twquiiciiicnt. 
1110 (longi ess, but no l ix le ia l  legislation has been 
;idoptcd tlicir owii  GI IG ciiiissioii ieductioii progianis Such piogi-anis liiive been atloptcd i n  various states including I I noi-tlicastein 
IJ S S I ~ I L ‘ S  iiiidei tlie l lcgional GI-IC 1niti:itive piogiam and Chlifornia Substantial elforts to pass l‘ecdcral GIHG 1egisl:ition ni-e ongoing 
In ildilitioii, litigation is curicntly pending bclbic vaiious courts to tlctci-mine wIicl1ie1- tlic EI’A and the statcs have the autliority to 
rcgiilatc GI-IG cniissions undei- existing law I.CBE is nionitoi-ing ongoing elroi ts to enact GI-IG reduction rcqiiiiements at tlic state 
ant l  fetlcial Icvcl I..GBE is unable to predict wlietlier mandatory GI-IG reduction rcqiiirenients w i l l  ultiiiiately be enacted or to 
dctcrniiiie tlic reduction 

lie fcdeial level Legislation niantlating GI IG reductions has been i 
tcd to date I n  the absence 01 a piograni at tlic fedcia1 level, vxioi i .  
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taigets and tlcatllines tliat would be applicable under such programs As a Company with signilicant coal-l i ied geneiating assets, 
LGBE could be substontially iniliactetl by  progi-anis requiiing mandatory reductions in GI IG emissions, altliougli tlie precise inipact 
on [lie operations 0 1  I.GBE cannot be determined prior to tlic cnactnient 01 such piograms 

G o i e / d  / ~ / i i , ~ ~ ~ i i / / t ~ / i / [ i /  / ' i ( ~ ~ ~ d I i i g ~  From time to time, LGBE appeais bcl'oie the EI'A, various state oi loca l  iegulntory agencies ;ind 
state antl l ixicial courts regaitling matters involving conipliaiice with applicable enviroiiiiicntal liiws and iegulations Such iiiaitci s 
include rcmcdiation obligations for Ibinicr MGI' sites; liability under the Coni~irclicnsivc Envi i  oiiiiiental Ilcsponsc, Compcnsntion ;ind 
1Li;ibility Act Ibr c l c ~ n t i ~ i  at various oil-site waste sites; ongoing clainis regaiding allegeti particulate eiiiissioiis lion1 LG 
Kuii station; and ongoing clainis icgaitling GI-IG eniissions liom LGJtlF's genet-ating stations Wi th respect to the Ibrmei MGP sitcs, 
I G B E  1i:is estimated that i t  could incui addilionai costs of less tliaii $ 1  ni i l l ion lor  remaining clean-up activities under existing 
aplirovcd plans 01- agicenicnts An a c c ~ u a l  for this aniouiit had been iecorded i n  the accompanying linanci;il stateiiiciits at Dcccmbei 
3 I, 2005, wliicli acc1~1~11 was tevci-sed as ot Decembci 31, 2006 upon tlie evaluation tliot tlic l i ltclil iootl 0 1  such occui-rcncc is ieiiiote 
13ascd on analysis to (late, the resolution ol'tlic other matters i s  also not expected to Iiavc a material inipact on [lie operations 01' 
LGBE 

Note 10 - .Joiiitly Owned Electric litility Plant 

LGLE owns a 75% undivided inteiest in I C I  wliicli the Kentucky Conmission has alIowed to be rellectcd in customer rates 0 1  tlic 
icniaining 25% 01 tlic Unit, IMEA owns a 12 12% undivided intciest, and IMPA owns a 12.88% undivided interest Each conipany is  
responsible lor its pioportioiiatc ownei-ship sliaic ol' IucI cost, operation antl niaintennnce exlicnses and incienicntal assets 1 lie 
lol lowing data represent shares ol'tlic joint ly owned property: 

Owncisliip ititeiest 
M w  capocity 

( i t !  iuillioiis) 
LGSrE's 75% ownelship: 
cost 
Accumulatctl tlcpiecistion 
Net book \ulue 

5 604 
(23 I )  

.R 373 
- 
~ - 

Consti uctioii wo1.k in progiess (included in above) $ 9  
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LG&E atid Kl.1 liiive begun construction ol another jointly owned unit at the Trinible County site. LG&E and KU own 
undividetl 14 25% and 60 75% intei-ests, respectively, i n  .IC2 01the remaining 25% ol 'IC22, IMEA owns a I ?  12% 
undivided intercst and IMPA owns a 12 88% undivided interest Each conipany i s  responsible Ibi its ptoportionate sllalc o l  
capital cost dtit ing cotisti tiction, and liicl, opei-ation and niaiiitenance cost when TC2 begins operation, which is expected to 
occui in 20 I O  

Owtiosliip inteiest 
Mw capacity 107 455 97 91 750 

( I )  Conipiised olI';tddy's Run  13 and E W Blown 5 In  addition to the above jointly owned utility plant, tliere is i t t i  inlet air cooling 
system atti ibutal~le to Unit 5 aiid Units 8- I I at the E W Brown lacility This inlet ail- cooling system is not jointly owned, liowevel i t  
is used to inctcase piodtiction on the uni ts  to which i t  ielatcs, restilting in  an atlditioiial IOMw 01 capacity l'ot LG&E 
(2) Comprised 01 units 6 and 7 at tlie E W 131-own l'acility. 
(3) Conipi-isetl ol units 5 and 6 at the 7 riniblc County lhcility 
(4) Comprised olC-I Substation 7-10 and units 7, X,9 and 10 at the 'lrinible Coo 
( 5 )  Cotiipiised o I C 3  Substation 5 and 6 aiid C'I Pipeline at tlie 7-rinible County I 

130111 LG&E's and K U ' s  pat-ticipating sliare 01 tlii-ect expeiises 01 the joint l t iel plants is included i n  tile cot tcsponding opci-ating 
expenses on its respective income statement ( e  g , ruel, niaintenancc 01 plant, other opeiating expense) 
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Note 11 - Segiiieiits of Business and Rcl;1ted Isforiliation 

LGSLE is a Iegiilatcd public util i ty engaged in the gencration, trailmission, distribution and sale 01 electi ic i ly  and the storage, 
t l ist~ibutioii and silk 01 natural gas LGSrE is regulated by the Kentucky Commission and liles electric and natural gas financial 
i i i lb i~nat ion sep;iiately wi th tlic Kentucky Commission I he Kentucky Commission cstablislics rates spccilically tor the electric and 
ti:~iuiaI j q s  busincsscs I Iicrclbie, nianagcnicnt iepoi-ts and analyzes linancial pcrlbi.niance kised on the electric and iiatural gas 
segments ol the busincss Financial data lbr biisincss segments follow: 

f i t ,  i iiilliiitis) 
200(, 
Operating ~ ~ V ~ I I L I C S  

1 )cpiccintioii ;tnd ittiiortiziition 
Incomc t;Ixcs 
Intcrcsi iiiconic 
Interest expense 
Ne1 income 
1 otal asscts 
( oilsti-iictioii expcnditui es 

201)5 
Operating revc i i i i e~  
I )cpicciatioii xid :iniortizatioii 
IllcOllle tLIxes 
IiiieIcs~ i i i c i i~ i ic  
IIlIcIcst expcnse 
Net i i icoiiie 
I ot31 ;tsscts 
(. o i is t i  uction cxpcndi~ui-es 

__ 2004 
Opct ating I cvenues 
[)cpicciatioii and aniortimtion 
lnconie taxes 
Interest inconic 
Intctest expense 
Nct iiiconic 
lot;11 ;1sscts 
C onsti  uctioii ex~iciidituics 

lileuta iu 

6 943 
I OS 
57 

I 
33 

I07 
2,520 

I l l  

$ 987 
I06 
6 0 
I 

30 
I IO 

2.475 
0 7 

'i 816 
IO0 
48 

27 
87 

2,4 I7 
I13 

__ 

$395 
I 9 
5 

8 
IO 

664 
35 

__ 

$437 
18 
5 

7 
10 

67 I 
42 

I_ 

$357 
17 
5 

6 
9 

550 
35 

_. 

I O f i l l  

$1,338 
I 2 4  
62 
I 

41 
I I7 

3,184 
I46 

$ 1,424 
I24  
65 

I 
37 

I20 
3,146 

I 39  

$1,173 
I17 
53 

33 
9 0 

2,967 
I48 

__ 

Note 12 - lielated I'nl-ty '1raiis:ictions 

LGBE and otlici subsitliaries 0 1  E ON engage in  rclaiccl pai-iy timiisactions I ransaclions between LGBE and E ON U S subsitliai ics 
aic climinated upon consolidation o f E  ON U S Transactions between LGSrE and E ON subsidiai ics ai-e cliniinatccl u p o n  
consolidation ol'E ON These transactions are generally pel lbrnied at cost and are in  accotdancc with FEI tC regulations under 
I'UI-ICA 2005 and the applicable Kentucky Commission regulations 1 lie significant related party transactions are disclosed below 
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131ecti ic I'uicliases 

I.G&E and I<U purchase energy (ion1 each other in order to elfectively iiianage the load o l  theii letail and oll-system custonieis In 
2004, LG&E also had siilcs to LG&E Eiicigy Marketing Inc , ariotlier E ON U S subsidiaiy, of less than $ I  million. 'l'licsc sales and 
purcliases are included in tlie statements of iiiconie as electric operating ievenues and pwcliased power opei-ating expense LG&E 
intciconipany clccti-ic revenues and purchased powei expense for the years ended Dccenibci 3 I ,  2006, 2005 and 2004 were as follows: 

211116 21JOS 2111l.l - - -  (in iiiillioiis) 
IIlec~iic opeiating revenues (iom K l I  $ 9 9  $ 0 2  $ 5 9  
I'ui chased powci Iron1 K U  77 96 62 

Intel-cst C'hal-ges 

Scc Note 8, Notes I'ayablc and Otlici Short-Term Obligations, for details 0 1  intercompany boi I owing ariangements liitcrconipany 
:igieements do no1 ieqiiiic interest payments i"or receivables related to sei vices provided wlien settled within 30 days 

ILGBE's inteiconi1miy iiitcrcsl income and expeiise l o r  the ycnrs cndeci December 31, 2006, 2005 and 2004 were as Ibllows: 

2006 21IlJS ZlItJJ - - -  J i l t  iiiilliws) 
llllclest 011 Inoncy 17"OI loalls $ 2  $ 2  $-  
Interest on Fidelia loans I I  I I  I2 

0 t h  Intcicompany Billings 

li ON U S Services pi ovitlcs I..G&E with a variety of centralized adniiiiisrrative, nlanagciiicnl antl siippoi~ sei-vices llicse c1);irges 
include ~myioll t n c s  paid by E ON U S on bcliallolLG&E, labor antl buidcns al E.ON U S Se~vices employees perlbiniing scivices 
101 I.G&E a n d  vouchcrs pait1 by E ON IJ S Sciviccs on bcliall o ILGk13 I'Iic cost 0 1  tiiese services aie directly chargcd to L,G&E, or 
Ibi general costs wliicli cannot be dii-cctly attributed, cliargctl bascd on pre(1ctci mined allocation Pnctors, including [lie following 
iatios: nunibei olcustoiiiers, to131 assets, revenues, number olcniployces and otlici statistical iiifoi-iiiation. These cosls are charged on 
iiii ac1ua1 cost h s i s  

nd K U  pi-ovitle services to cacli o k r  antl to E ON U S Services Billings between L.G&E and I<U relate I O  labor 
ant1 ovcrlicatis associated with union employees performing work lor llie otliei utility, chaigcs ielated to jointly-owned combuslion 
turbines and otliei niiscellaneous charges Billings rrom L.G&E. to E ON U S. Services relate to inlomiation technology-related 
sciviccs piovided by I..G&E employees, cash received by EON U S. Services on behallol  I..G&E and services piovidcd by I.G&E to 
other iion-iegiilatcd businesses wliicli aic paid through E ON U.S Services 
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Inteicompany billings to and li.om I-GSrE l O I  the years ended I)eccmbet 31, 2006, 2005 and 2004 wcic as follows: 

{iii millions) ~-~ 2l1116 200s 2oo.I 
E ON LI S. Services billings to LCjbtE $230 $208 $191 
ILGbtE billings to KU 53 I01 60 
K l  I billiiigs to I.G&E 5 0  20 7 
LGStE billings to E ON U S Services 7 8 13 

Note 13 - Accitttio1;ited Otliet Coiiiprelietisive Iiifuiiic 

Accumulated other conipieliensive income (loss) consisted ol’the Ibllowing: 

Wliiiiiiiuiii 

I’ciisiw Arruiiitil:ifetl 
Li;ibilily Deriv:itivc Illcllllle 

( i i i  iiiilliotis) Ailiiistiiient Giiiu or I.oss h e - I  :IX ‘I i l X E S  Ncr 
Ih la i icc at  December 3 I, 2003 s (48) $(IO) $(64)  E27 F(37) 

Miiiiinuni pension liability adjuslnient 
Gains (losses) on derivative instruiiiciits 

tlcsigii:itetl a i d  q w l i l y i n g  as cis11 l low 
hedgiiig insti unients 

I h l a n c e  at  1)ecenihcr 3 I, 2004 

Minii i iui i i  Iicnsioii 1i;ibility adjustmciit 
U:ilancc at  Dcccnibci 3 I, 2005 

Minimum pension liability adjustment 
Gains (IossesJ on derivative instrunients 

designated aiid quali lying as ci lsl i  l l ow 
Iiedging itistriinieiits 

Balance at December 3 I, 2006 

6 
3 1  
- 

Note 14 - Selected Qii;iiterly I h t s  (Unnudiled) 

Sclcckd linancial data l o r  the lour  quarters of2006 and 2005 are sliowii below Because 01  seasonal lluctuations iii t en ipe ta t~ i i e  and 
otlier lactors, results Ibr quarteis may Iluctuate thioughout the year 

0i i ; i i - turs  Eriilrd 
( i l k  i i i i l l i w s )  ~~ kI:irrh . Itt i ie Sut,tewbei I ) r r r i ~ l ~ r  
zcn,r, 
Opciating irevenues $413 $277 5303 $345 
Net opeiating iiiconiu 50 47 71 55 
Net inconie 26 25 40 26 

$402 E281 5310 8422 
62 53 66 40 
34 28 42 25  
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Note 15 - Siibsecjiient ICveiits 

Chksuni: 52506 Cycle 7 0 
IO-K L.ouisvillc Gns SC f lcc t i ic  

On January 16, 2007, ILGSCE made a disci-etionaiy conlribution to tlie pension plan in the amount ol$56 million, wliich was slightly 
niore t l ian tIicIF52 i i i i l l ion acciued benefit l iability as ofDecember 3 I ,  2006 

On .lanuaiy 3 I ,  2007, L.GSCE received an Older liom the Kentucky Commission appioving the chal-ges antl ciedits billed thiougli the 
ECll  dui-ing tlie review pci iod as well as approving bi l l ing adjustments, a lol l- in to base ~a tcs ,  levisions to the monthly surcIxi1ge 
fil ing and a late 01 return on capital 

On January 3 1, 2007, (lie Kentucky Commission issued an Oidei appoving LGSCE,’s application foi cei-lain linancial transactions, 
including ait’;ingenicnts wliicli pi-ovide a souicc ol’funds for the possible r e t l c m p h  of LGSCE’s picferted stock In Match 2007, a 

s board authorized the iedenipliuii oltlie pieferred stock, elfective in Api il 2007, p u ~ s t i m t  to existing ieclcmption 
10 sucli series L.GSCE wi l l  icdcem on s~icli redemption da 

stocli at tlie following retlenipiion pi ices, respectively, plus an amount equal to 
I I  01 its outstanding sliaics ol iis sei-ies olpiefei-ietl 
rued and unpaid dividends to the icdeinpiion date: 

860,187 sliaies of5%, cuniulative preferrcd stock (pa1 value 525 per shaie) at 52s pci’sliarc; 

200,000 sliaies of55  875 cumulative prcferietl slock (williout par value) at $100 1x1 sliale; and e 

500.000 sliiiics o f  auction rate, series A,  ciiniulative pieferret1 stock (witlioul par value) a1 $100 1x1 sliaic 

Dividends on the sh;iies 01 prcfei-led stock sliall c m s e  to iiccuniulatc on tlic redemption date ant1 no I‘urtlicl tlivitlcntls wi l l  be pnitl 0 1  

wil l  w x i  tie on siicli piel’cnctl stock thcleafter 

On Fcbruaiy 9, 2007, IAGBE liled with tlic Kentucky Coiiimission an application lor appinval o l a  “gicen energy” ridci I his 
application details I. G&E’s plans to olfei, its custonieis a “gicen enei gy” progl’nni that conti-ibutes funds to the maintenance and 
giowtli 01 renewable energy in  Kentucky and conliguous slates An Oidei is cxpccted during [lie second quartel 012007 

On March 2 I, 2007. ILGSCE lilcd a real-time pilot progiani for residential and gencial service cusloniei-s with IIie I<cnlucky 

Coniniission iesulting li-om not adopting tlic Sniai-t-Metei-ing ;ind liitei-conncction standards inclutlcd i n  the El’Act 2005. An ortier 
Ironi tlic I<cntucky Coiiimission is anticipated bcfoie [lie end ol2007 

giccd to in tlic I ta te  Case s e l h n e n t  agieenicnt antl in response to additional iecjuircnients oit lcicd by the I<entiicky 
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Louisville Gas  and Electric Company 
I1EI’OR~I OF MANAGEMENT 

1 lie nianagenicnt o f  Louisville Gas aiid Electric Company (“LGSrE”) is icsponsiblc lor the piepalation antl integi i ty  01 tlic liiiancial 
stiiteiiieiits and related inloi mation included in this Annual Report ’I licsc statements liavc been prcpiicd in 

uuntiiig principles genei-ally accepted in tlic Uii itcd States applied on a consistent basis and, necessarily, include amounts tliat 
iellcct the best estimates and jutlgnienr 0 1  management 

I.CBE’s linancial statcnieiits lor tlie three years ended December 3 I, 2006, have been audited by Pi icewaiciliotIscCo[)Pers LLI’, an 
intlcpcndcnt icgistcietl public accounting I’irni Management made available to I’riccwaterliotiscCoopcrs 1.1-1’ a l l  ILG 
~ccoids a n d  related data as well as the iiiinutcs 01 sliarcliolders’ and dircctois’ meetings 

Man:igement lias established and maintains a systcni of iiitei-iial contiols that piovitlcs icasonablc assuiance that t1aiis;ictiom aie 
completed iii accordance with nianagenicnt’s authorization, that assets ale saf‘eguaitled and tliat financial statements ale prepaictl iii 
coiilbi-niity wi th gcncially accepted accounting principles Managcmcnt believes that an adequate systcni ol’intci-nal controls is 
maintained through tlie selcction and training of’personnel, appropriate division of responsibility, establishment and communication 01’ 
policies and  piocedui-cs and by regulai ireviews ol’intcrnal accounting controls by LGBE’s  internal auditors Management IC\ icws aiid 
motlilies i t s  system ol’internal contiols in liglit 01 cliaiiges in conditions and opcrations, as well as in i-csponse to rcconinieiidatioiis 
li om tlie iiitei-iial and extei-iial auditors ‘Tlicsc recommendations 1’01 the yeai- ended Deccmbei- 3 I, 2006, did not identity any ni:itcriaI 
weaknesses i n  tlic design and operation of LGSrE’s internal coiitl-ol sti-ucturc 

i s  not ail accclcratcd filer undci the Sarbanes-Oxley Act 01’2002 and associated I ules (tlie “Act”) and consequently hiis not 
issued Management’s Ilcport on Inlei-nal Conti-ols over Financial lieporting pursuant to Section 404 ol’tlie Act 

111 cart-ying out its oversight role lor the financial repoi-ling antl internal contiols of LGBE,  the Bonrd ol.Dii-cctors meets iegiilal ly with 
LGBE’s intlepentlcnt icgistcied public accounting l i im, internal auditors and management The Board 01 Directors reviews [lie irestilts 
ol’tlie indcpcntlent registcicd public accounting h i ’ s  audit ot’tlie financial statenients and tlieir audit proccclurcs, :inti discusses tlic 
adequacy 01’ internal accounting controls The Board ot’ Directors also approves the annual internal auditing piogiani antl reviews the 
aclivities and results of the  internal auditing lunction Both the independent i-egistei-ed public accounting lirni and tlic internal auditoi-s 
have access to the Board of Directors at any tinie 

LGBE maintains and internally coniniunicates a written coclc ot business conduct and a senior financial ollicer code 0 1  ctliics wli icl i 
addrcss, among other items, potential conllicts o l  intciest, compliance with laws, including tliose relating to linancial disclosuie, and  
tlic conlidcntiality of proprietary inlormation 

S 13iatlloi-d l l ives 
Cl i ic f  Financial Ol l icei  

Louisville Gas and Elccti-ic Conipaiy 
Louisville, I<entucky 

Datc: March 2 I, 200’7 
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Report o f  Indepcntlcnt Rcgistei-ed I’ublic Accounting Firm 

To the Sliaielioltlcr 0 1  ILouisville Gas aiid Electric Coii ipmy: 

111 oui. opinion, tlic accompanying balancc sliect and the related statenients ol capitalization. iiiconic, I ctained cai niiigs, cash llows 
anti comprcliensive iiicoiiie picsent fairly, in all mate1 ial  respects, the linancial position oILouisvi l le G 
Dcccnibcr 3 I, 2006 and December 3 I ,  2005, and the results ol  its operations and its cash llows for cacli 01‘ the th icc ycais in tlie 
pel-iod entictl Ilcccnibcr 3 1 ,  2006 iii confoiniity with accounting principles generally accepted iii tlic Llnited States o f  Aniei icit Tliese 
linancial stittciiieiits arc the I-esponsibility 01 tlic Company’s rnanageincnt Our responsibility is to cxpicss an opinion on these 
liiiancial statements based on our audits. We conducted QUI- audits o f  tlicse stateiiieiits in accordance with the stantiurds oftlic Public 
Conipany Accounting Oveisiglit Board (United Stales). Those standaids require that we plan and perform the audil to obtain 
tonsonable :issi~~aiice about wlicther the linancial slatciiieiits ai-e fi-ee 01 material niisstatciiieiit An audit iiicludes examining, on a test 
bnsis, evidence supporting tlic mounts  and disclosures in the linaiicial statements, assessing the accounting pi inciples used and 
s i g i i i k m t  csliiiiales made by managcmeiit. and CvalUating the ovelali financial Statcnient ~liescnlalion We believe lliaf oiil ailtiits 
provide a rcasonable basis for our opinion 

As discussed in Note 1 to the financial statcnicnts, Louisville Gas and E,lectric Company changed [lie iiiaiiner in wli icl i  i t  accounts foi 
tielined beticlit pciisioii and otlicr postrctiicmcnt benefit plans as 0 1  December 3 I, 2006 and tlie manner in wli ich it iiccoiiiits foi 
contlitioniil ;isset 1-etireiiicnt obligations as 01‘ December 3 I ,  2005 

tnt f  Elccti ic Coiiip”iiy at 

Is/ I”-icew~tcrlloL1sccoo~lers LLI’ 

I+bl llal y 8, 2007 
I. oiiisvillc, I<entucky 
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I I E M  9 Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

Not applicable 

1 I EM 9A Contiols and Procetlures 

1)isclosuie C.ontrols 

LCSrI? niaintains a system 01 disclosure controls and piocedurcs designed to ensuie that inlbrniation iequii-ed to be disclosctl by the 
Company iii i-elioits they l i lc  oi submit under the Securities Exchange Act of 1934 is Iecoided, processed, suniiiiai ized and ireported 
within tlic tinie periods specilied in the Securities and Exchange Commission iules and forms L 
co1i t1-01~ and procedurcs under tlie supervision and wit l i  tlic participation oltlie Conilmny's Management. including the Cliaii-mnn, 
I'iesitlent and C'liiet Executive Ollicct ("CIIO") and the Chiel' Financial Ollicer ("CFO") I3asetl upon t1i;it evaluation, (lie CEO and 
CFO are ol the conclusion tliat tlic Company's disclosuie conti-ols and pi-ocetlurcs are ef'lcctive as 01 the end 0 1  the pciioii coveted by 
tliis report 

111 pieparation tor 1-cquii-cd repoiling under Section 404 oltlie Sarbancs-Osley Act of 2002. tlic Company is conducting a thorough 
icview o l i l s  intcrn;il control ovei linancial repoiling, including disclosute contiols and pioccdures. Based on this review, tlic 
C'oiiqxuiy liiis made internal control cnliancenicnts and w i l l  conlinue to make luture  cnhanccnicnts to its internal conti-01 w r r  linancinl 
icpoit i i ig I licic has been no change in tlic Conipiany's intei-nal contiol o v a  linancial reporting tlmt occuired during tlie liscal year 
ended Dcccmbcr 3 I ,  2006,tliat Iws materially allkctcd, o r  is reasonably liltely to malei ially aI'I'ccr, the Company's internal contiol 
over linancial reporting 

IL(iSrE is not an accelciated filer under tlie Sarbancs-Oslcy Act of2002 and associated iules (tlic "Act") and conscqucntly has  not 
issuctl Management's Report on Internal Controls over Financial Reporting pui-suant to Section 404 ol tlie Act 

I T E M  9B Other Inlbi-niation 

Not applicable 

coiitliicted an cvaluation ol'sucli 

PARI111 

C;citain inlbrniation for I I E M S  10, I I, 12, 13 and 14 is omitted pursuant to General Instruction G ol'Foriii 10-K rlie inlbrniation 
tcquiietl by  I I EMS 10, 1 1 ,  12. 13 and 14 for LGSrE is incorporated lierein by  relcicnce to its delinitive p iosy statements and/or Foim 
I O-I</A amentlmcnts which may be l i let l  chi-ing Apr i l  2007 with tlie SEC puisuant to Regulation 14A oftlic Secui ities and Exchange 
Act 01 1934 Additionally, in accordance with General Instruction G, eellain inlbrniation required by I I E M  10 ielating to executive 
ollicers oTLGSrE has been included in I'a1.1 I of th is  1:oini 10-K 
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I’AIU‘ IV 

I E M  15 Exhibits, Financinl Statement Schedules 

(a) I Financial Statements (inclucled in lteni 8): 

Stalenients 01’ Income for the tliree years ended December 3 I ,  2006 (page 47). 
Statements o l  Retained Eainings Iioi the tliice ycais ended Deccnibci 3 1 ,  2006 (page 47) 
Statcnicnts olCompiclicnsivc Income fool llie thee years endcd December 3 I ,  2006 (page 48) 
13alance Sheets-December 3 1, 2006, and 2005 (page 49) 
Statements of Cash Flows h r  tlie three years ended Dccenibei- 3 I ,  2006 (page 5 I) 
Statements o l  Ca[~itali;..ation-Dcceiiiber 3 I, 2006, and 2005 (page 52) 
Notes to Financial Statements (pages 53-85) 
I<epoi t o l  Man:igenicnl (page 86) 
Ilcport ol  Independent I<cgistered I’ublic Accounting Firm (page 87) 

2 Fiii;incial Statement Sclieilules (included in Pait IV): 

All schedules have been omitled as not applicable or not required or because the infoi-niation required to be shown is 
includctl i n  the Financial Statements 01- tlic acconipanying Notes to Financial Statements 

3 Exhibits: 

l h h i l i i t  
No. l)cscriii(ioti 

2 01 Copy 0 1  Agrecnicnt and I’lan ofMerger, dated as 01 Febiiiai-y 27, 2000, by and among I’owcrgen plc, L G M  Energy 
Colp , US Sublioldco2 and Merger Sub, including certain exhibits tlicreto. [Filed as Exhibit 1 to l..C&l~’s Current Ileporl 
on Forni X-K filed Fcbiuaiy 29, 2000 and incoiporatcd by rcfcrencc lierein ] 

Amcntlnicnt N o  1 to Agrccnicnt and I’lan olMergcr, dated as of December 8, 2000, among I..G&IS Energy Corp , 
I’oweigcn plc, I’owcigcn US Invcstnicnts Coip and I’owerpcn Acquisition Coi-11 [Filed as Exhibit 2 01 to L.C&E’s 
Ciiiicnt Ileport oii Foi-ni 8-K liletl L3eccmber I 1 ,  2000 and incoiporatcd by iefercncc herein 1 

Copy 0 1  Agiccnient iind Plan olMergcr, dated as of May 20, 1997, by and between LGSLE, Energy and I<U Encipy, 
including certain exhibits tliereto. [Filed 3s Exhibit 2 to L.GBE,’s Cui-rent Report on I%rm 8-I< lilcd May 30, I997 ;ind 
incorporated by I-cltrence liercin ] 

Copy 0 1  Ilestatctl Ai-ticks 01 Incoiporation ol l . .GtE,  dated Novenibci 6, I996 [Filed as Exhibit 3 06 to LGtE, ’s  
Quai tcrly Ilcport on Foim IO-Q Ibr tlic quarter cndetl September 3 0 ,  1996, and incoi-poiatcd by iefei-eiice heicin J 

Copy o i  Anicndnient to Ai-ticks oflncoipoiation ol  L G t E ,  dated Fcbiuary 6, 2004 [Filed as Exhibit 3 02 to I.Ci&E’s 
Annual Ilcport on Fomi 10-K for (lie year ended Dccenibci 31, 2003, and incoi-por;itcd by relei-cnce Iierciii J 

2 02 

2 03 

3 01 

3 02 
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3 03 

4 01 

4 02 

4 03  

4 04 

4 os 

4 00 

4 07 

4 os 

4 09 

Copy of By-Laws of'LGBE, as amended through December 16, 2003 [Filed as Exhibit 3 0 3  to LGSrE's A i i i i ~ i a l  Rcpoit 
on Form 10-K Ibr the year ended December 3 I, 2003, and incorporated by rclcicncc licrcin 1 

Copy 0 1  Trust Indenture dated Novcniber I, 1949, Itom LG&E to Harris I rust and Savings Bank, I irtistec [l:iletl as 
Exhibit 7 01 to LGSrE's Ilegistration Statement 2-8283 and incorporatctl by icfeience hcicin J 

Copy of Suppleniental lndeiituie dated September I ,  1992, wli icl i  i s  a supplemental instiunicnt to Exhibit 4 0 I lielcto 
(1:iletl as Exhibit 4 32 to LGS(I's Annual Report on Form 10-K for the ycar ended December 31, 1992, and incoiporatctl 
by iclkrcnce herein 1 

Copy 0 1  Supplenientd Indenture dated September 2, 1992, wliicli is a supplcniental iiistiuiiieiit to Exhibit 4 01 licicto 
[Filed as Exhibit 4 33 to LGBE's Annual Ilcport on Form 10-K Ibr the yea1 cndcd December 3 I ,  1992. and incoi-poiaictl 
by iclbrcnce licrcin 1 

Copy 01 Supplcnicntal Indenture dated August 16, 1993, wliicli i s  a siipplcnicntal iiistiunient to Exhibit 4 01 l i c i c tu  
[Filed as Exhibit 4 35 to LGBE's Annual Ileport on Form 10-K fot tlie year cndcd Dcccmbcr 3 1 ,  1993, and iiicor~ioratccl 
by ieleiencc licrcin ] 

Copy 0 1  Supplcnicntal Intlenture dated August I, 2000, wliicli is a supplemental insti-unient to Exhibit 4 0 I licicto [Filed 
iis Exhibit 4 38 to LGBE's Annual I lcpoi t  on Form IO-K/A Vor the year cndcd Ileceniber 3 I ,  2000, and  incoipoiiitctl by 
ic lk icnce herein 1 

Copy 0 1  Supplenicntal Indentuie dated Scptenibci 1, 2001, wli ic l i  is a supplcnicntal instrument to Exhibit 4 01 licicto 
[Filed :IS Exhibit 4 42 to LGBE's Annual Report on I'orni IO-K/A lor tlic year ended Dcccnibci 3 1, 2001, and 
incoiporatcd by refei-ence liciein 1 

Chpy of Supplenicntal Indenture dakd March 1, 2002, wliicli is a supplemental insti unicnt to Exhibit 4.01 I icicto [I;iled 
as Exhibit 4 39 to LGSrE's Annual Report on Form IO-K lor the year cndcd Dcccinbcr 3 1, 2002, and incorpoiatcd by 
ic lc icncc herein J 

Copy 0 1  Supplcmental Indenturc dated March 15, 2002, wliicli is a supplcnicntal instrunicnt to Exhibit 4 0 I Iiercto [ l ~ i l c t l  
as Exhibit 4 40 to LGBE's Annual Report on Fomi IO-K lor the ycar ended December 3 I ,  2002, and  incorporatctl by 
reli.ieiice herein J 

Copy ofSupplcmenta1 Indenture dated October I ,  2002, which is a suppleniental instrument to Exhibit 4 01 Iiercto [Filed 
as Exhibit 4 41 to LGBE's Annual Ilepoit on Form IO-K I'or tlie year ended December 3 I, 2002, and incoiporatetl by 
relirence herein J 
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Copy of Suppleniciital Indenture dated Octobei I ,  2003, wliicl i is a supplemental iiistrunicnt to Exhibit 4 0 I liereto [Filctl 
as Exhibit 4 22 to LGSrE’s Annual Report on 1:ol-m 10-I( for tlie yclir ended Decenihei 3 1 ,  2003, and  iiicoiporated by 
icfereiice liciein I 

Supplemental Indenture dated as 0 1  Apiil I ,  2005, from Louisville Gas and Elccti ic Company to BNY Midwest 1 ius1 
Company, as Trustee, wliicli is a supplemental instrument to Exhibit 4 01 licieto [l:iled as Exhibit 4 1 to L.GSrE’s 1:orni S- 
K lilctl on April 13, 2005, and incol~~orated by icl‘ereiice hcicin ] 

Copy of Loan Agreement between 1.GSrE antl Fidel ia  Coiporation, tlatetl April 30, 2003 /Filed as Exhibit 4 24 to 
ILGSrE’s Annual Report on Foini 10-K for the year ended Dccenibci 3 I ,  2003, and incolporatcti by reference Iieiciii ] 

Copy 01’ Loan Agicenient between L.GSrE and 1:itlelia Corporation. dated Januaiy 15, 2004 [Filed 
LG&E’s Annual Report on Form 10-K for the Y Y J ~  ended Deccmbci 3 I ,  2004, and incoiporatctl by rcfe~cnce lierein J 

Copy o l l o a n  and Sccui-ity Agreement belwccn L.G&E and Fidclia Coiporalion, dated as o f  Augiisl 15, 2003 [Filed as 
Exhibit 4 27 to L.G&E’s Annual Report on Forni IO-I< foi tlie year ended December 3 I ,  2003, and  incoi poratcd by 
iefei-encc liei-eiii ] 

Copics o l f i )  Inter-Company Power Agrecnicnl, dated July 10, 1953, between Ohio Valley Elcctiic Colpolatioii :uid 
Sponsoi-ing Companies (which Agieeiiient includes as I?xliibit A the I’owei Agreement, dated July IO,  1953, between 
Ohio Valley Blect i  ic Coipoiation and Indiana-Kentucky Elcctiic Corporalion); (ii) First Supplenientai y T1aiisniission 
Agicemciit, clatctl liily 10, 1953, between Oliio Valley Elcctl-ic Corpoiation and S~~onsoi ing Companies; (iii) liitci- 

Company i3ond Agrcenieiit, tlated July IO, 1953, between Ohio Valley Electric C o i p  ation and Sponso! ing Companies; 
(iv) Inlei--Conipany Bank Ci-edit Agrecnicnl, dated July IO, 1953, betwccn Ohio Valley IZlectric Coiporalion antl 
Spoiisoiiiig Coiiipanics [Filed as Exhibit 5 021 to LGSrE’s Registiation Statement 2-61 607 ant l  incoi-poratcd by reference 
1icicin.l 

Copy of Modilication No 1 and No 2 ( 
Agiccnicnt dated July 10, 1953 [Filed 
incorporated by refei-eiice herein 1 

Copies 0 1  Ameiidmcnts to Agiecnicnts ( i i i )  and (iv) I-cfeincd to under 10 01 above as follows: (i) Amendment to Inter- 
Company Bond Agieement and (ii) Amendment to Inlci--Conipnny Bank Credit Agreement [ Filed as llxliibit 5.0211 to 
LGStE’s Ikgistratioii Statement 2-61607 and iiicnrpoiatetl by icfcrence Iiei-ein ] 

Copy 01 Modilkation No 1 ,  tlatcd August 20, 1958, lo First Stipplcnientaiy Tiaiisniission Agrccnienl, dated July IO, 
1953, among Ohio Valley Elcctr-ic Corporation ;ind die Sponsoring Companies [Filed ;IS Exhibit 5 02i lo I.G&E’s 
Registration Statement 2-6 1607 and incoilmi atcd by reference hei-cin J 

1 June 3, 1966 and Januaiy 7, 1967, respectively, to Intel-Company Po\vei 
xliibits 4(a)(8) and 4(a)( IO) to L,G&E’s Repisti-alien Statement 2-26003 and 
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Copy 01 Modification No 2, dated April I ,  1965, to tlie First Supplenienta~y Tiansniission Agreement, tlatetl July IO, 
1953, among Ohio Valley Electric Corporation and tlic Sponsoring Companies [Filed as Exhibit 5 02j to LG 
Itcgistratioii Statement 2-6 I607 and incorporated by reference lierein 1 

Copy of Modilication No 3, dated Januaiy 20, 1967, to First Supplementary Transmission Agreement. dated July IO, 
1953, among Ohio Valley Electvic Coiporation and the Sponsoring Companies [Filed as Exhibit 4(a)(7) to LCGrE’s 
I<cgistration Statement 2-26063 and incorporated by relei-cncc heiein 1 

Copy ol‘Motlilication N o  3 dated November 15, 1967,to the Inter-Company Power Agiccnicnt dated July IO, 1953 
[Filccl as lixliihit 4 02ni to LG&E’s Registiation Statement 2-3736s and incoiporatcd by iefciencc licicin ] 

Copy ol‘Moditication No 4 dated Novcniber 5, 1975, to the Inter-Company Power Agreement dated July IO, 1953 
[Filed as Exhibit 5 020 to LGGrE’s Ikgistiation Statement 2-56357 and incorpoiated by tcfe~cnce herein 1 

Copy ot Modilication No. 4 dated April 30, 1976,to First Supplementary .I ransiiiission Agieement, dated July 10, 1953, 
among Ohio Valley EIccti ic Corporation and the Sponsoring Companies [Filed as Exhibit 5 0211 to LG&E’s I<cgistI-ation 
Statement 2-61 607 and incoiporated by iefcicnce herein 1 

Copy ol’Motlilication No 5 dated September I ,  1979, to Intel-Company I’owci Agreement dated July 5 ,  1953, among 
Ohio Valley Electric Coipoiation and Spoiisoriiig Companies [I:ilcd as Exhibit 4 to LGJiE’s Annual Repwt on Form 10- 
I< for the yea, ciitictl 13eccnibei 3 I ,  1979, and incoiporatetl by ieference lie!-eiii J 

Copy ol Modilication N o  6 dated August I ,  1981, to Intel-Company Powo- Agrccnient tlatetl July 5, 1953, among Ohio 
Valley Elect!-ic Corporation and Sponsoring Companies [Filed as Exhibit 10.26 to I_GGrll’s Annual Itepott on Fotm I O -  
IC Ibi tlie year ended December 3 I ,  198 I ,  nnd incorpoi-atcd by iclkience herein J 

:p Copy 01 Noli-Qualilied Savings Plan coveiiiig ol l iceis of tlie Company, elliective Januaiy I ,  I992 [I:ilctl as Exhibit 
10 43 to tlie Company’s Annual Report on Foim 10-K Cor tlie ycar ended December 3 I ,  1992, and incorporated by 
reference herein ] 

Copy of Modilication No 7 dated January 15, 1992, to Inter-Company I’owcr Agieenicnt dated July IO, 1953, among 
Ohio Valley Electric Corporation and Sponsoring Companies [Filed as Exhibit 10.44 to LGGrE’s Annual Report on 
Form IO-K lbr the year ended December 31, 1993, and incorporated by reference heicin 1 

Copy 0 1  Modification No 8 dated January 19, 1994,to Inter-Company Power Agreement, dated July IO, 1953, among 
Ohio Valley Electric Corporation and the Sponsoring Conipanies [Filed as Exhibit 10 43 to IdG&ll’s Annual Report on 
Form 10-I< Ibr tlie year ended Ucceniber 31, 1995, and incoiporatcd by rclcrence lieiein 1 

Copy 01  Modilication No 9, dated August 17, 1995,to the Inter-Company I’owei Agiccnicnt dated July 10, 1953, anionp 
Ohio Valley Electric Corporation and the Sponsoring Companies [Filed as Exhibit 10.39 to LGJtE’s Annual Ilcport on 
1:orrii 10-K foi- the yea1 ended December 3 1, 1996, and incorporated by rclkrencc hcicin 1 
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* Copy of Amendment 10 llie Non-Qualified Savings Plan, ell'ective January 1 ,  1992 [Filed as Exhibit 10 55 to I..GSrE's 
Annual llcport on Foini 10-K foi- the year ended Ilecembei 3 1, 1995, and incoi-poialed by I-efercnce lierein ] 

* Copy 0 1  Amendment to the Non-Qualilied Savings I%m, el'lcctive Januaiy I, 1995 [Filed 3s Eshibit 10 56 to ILGkE's 
Annual I<cport on Form 10-K foi tlie ycai ended Deccniber 3 I ,  1995, and incoi-poiateti by ieleicnce herein 1 

:* Copy 0 1  Amciiilmcnl IO ilie Non-Qunlifietl Savings l'lan, ell'ectivc Jaiiuaiy I ,  1995 [I:iled as Exliibil 10 57 10 I .G~. l i ' s  
Annual Ilepoit on i h i i  10-1< rbi- IIic yew cndcd Deccnibei 31, 1995, and incoipointcd by iefciciicc lieiein ] 

* Coliy o f  Supplenicntal Executive Iletirement l'lan :is amended thiougli Januaiy I, 1998, covci ing ollicers 01 I.G&B 
Energy [Filcil as Exhibit I0 74 to LGSrE Energy's Annual Repoi-t on F o i n i  I O - I <  loi tlic year ended Deccnibct 31, 1997, 
and incorpoia~ed by rcfeieiice lieiein.] 

* Copy or Anicndiiient to LGSrE Energy's Supplcniental Executive Rctiienienl Plan, cf'fcciive Scpteniber 2, 1998 [l:ilcd 
as Exhibit 10 90 to L.GSrE Energy's Annual Repoit on Foim 10-K Tor the year ended December 3 I ,  1998 and 
incoiporaled by reference hei-ein ] 

* Copy o l  Eniploymcnt and Severance Agreement, dated as olFebruary 25, 2000, by and among LG&E Eneigy, 
I'owcigon plc and :in executive olficer ortlie Conipany [Filed as Exhibit 10 54 to LGSrE's Annual Ilep~iil oii Foil11 10-I< 
Ibr tlic year ended December 3 I ,  2002, and incoipoi-ated by rel'ei ence lieiein 1 

* Cbpy 0 1  Anicndment, elfeclive October 1, 1999, to LG&E Eneigy's Non-Qualilied Savings I'lan I Filed as Ilxhihit 
I O  96 10 I.G&E's Aiintial I<eport on I;orni IO-I< for the year ended L)ccember 3 I ,  1999, and  incoqmi-atcd by relcicncc 
herein ] 

* Copy of Aniendnieni, ell'eclivc Lkccmbei- 1, l999,to LG&E Eneigy's Non-Qualified Savings Plan [Filed as Exhibit 

lieiein J 

Copy oflvlodilication No I O ,  dalcd January I ,  199X, to ilie Inter-Company Powci Agieement dated July IO,  1953, among 
Ohio Valley Elcctric Coiporation and llie Sponsoring Companies [Filed as E.xhibit IO. 102 lo LG&E,'s Annual Ileport on 
I:oriii 10-K for the year ended Decenibei 3 1 ,  1999, and incoiporatctl by relerencc lierein 1 

Copy of Modification N o  1 1 ,  dated Api-il I, 1999, lo tlie Inter-Company I'ower Agreement dated July 10, 1953, among 
Ohio V;illcy Electi ic Coqmration and the Sponsoi-ing Companies [Filed as Exhibit I O  103 to ILG&IS's Annual  llcport on 
Form I O - I <  Ibi- tlic year entlecl Dcccniber 31, 1999, and incoipoiated by rcle~ciicc lieiein 1 

Annual Ilepoi-t on Form 10-K for the yea1 ended Dcccnibei 31, 1999, unci incorpowtcd by iefci-encc 
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* Copy oll’owci-gcn Short- leini Incentive Plan, ellcctive January I ,  2001, applicable to certain employees 01 I .GM 
Energy Corp and its subsidiaries [Filed as Exhibit 10 109 Lo LGBE’s Annual Ilepoi-t on Form 10-I< l b r  tlic year ended 
Decenibei 3 I, 2000, and incorporated heieiii by iclci-ence j 

* Copy 01 two foi-iiis ol  C:liange-InCoiitiol Agieenieiit applicnble to certain employees 01 LGSrE Energy Coip and its 
subsidiaiics [Filed as Exhibit I0 1 IO to LGJlrE’s Annual Repoit oii Foini 10-I< Ioi tlie year cntletl Deccnibci 31, 2000. 
and iiicoiporatccl by reference heiein 1 

* Copy of I5nploynient and Seveiancc Agreenient, dated as 01 Fcbi tiaiy 25, 2000, ant l  aniendnicnts lliei-cto dated 
Deccnibcr 8, 2000 aiid Apri l  30, 2001, by and among LG6rE Enci-gy, I’oweigen pic and Victor A Stallicri [Filed as 
Exhibit I 0  74 to L G b E ’ s  Annual Iceport oii 1;onii IO-IUA tbi-the year cndcd Dcccmbei 3 I ,  2001, aiid incoipoiatcd by 
iclkrence lierciii j 

* C’opy 0 1  Aiiiciiclmeiit, dated as 01 December 8, 2000, to Employment and Scvci-aiice Agieenieiit dated as 01 Fcbi wiry 25, 
2000, by and among LGSrE Energy, Poweigeii pic aiid an executive oll icer ol’the Company [ Filed as Exhibit IO 63 LO 

’ Annual Repoi-t oil Foriii IO-I< for tlie ycai- cntletl Decciiibci 3 I, 2002, aiid incoilminted by iefcrciice I ierei i i  J 

* Copy 0 1  I hiid Anientliiicnt, tlatcd July I, 2002, Lo Eiiiploynicnt aiid Sevciance Agicenicnt iliited iis o l  Fcbirtai 
2000 by aiid aiiioiiy I: ON AG, I.G&E Energy, I’owcigcn aiid Victor A Stal l ic i i  [Filed ;is Exhibit 10 74 to LG 
Annual Ilcpwt on Form IO-I< hi- the ycai ended Decenibef 31, 2002, antl iiicoiporatcd by  ielkiencc heieiii j 

* Copy 01 l‘oriii of Ilereiition aiitl Severance Agieement datcil AprillMiiy, 2002 by and among L G B E  Eiieigy, I! ON A G  
aiid ccitaiii executive oll icers of tlie ConiImiics [Filed as Exhibit 10 75 to I-GSrE’s Annual Repoit on Fo i i i i  10-K Ibr the 
year ended Uccenibcr 3 I, 2002, and incoqwrated by I-clerencc herein ] 

* Copy 01 Secoiid Anicntlnient, tlated May 20, 2002, to Eniploynient and Severance Agreement, dated bebruai y 25, 2000, 
by and among E ON AG, LG&E Energy Coip.. I’owcrgcn pic and an exectitive 01 thc Companies [Filed as Exhibit IO 76 
to LGSrE’s Annual Repoit o i i  I;oiiii IO-K Ioi- the ycar ended December 31, 2002, and incorporated by reference licicii i  1 

* Copy ol Ilepiesenlotive Tci-nis and Conditions Ibr Stoclc Appreciation Rights Issued as part oi E ON GIoup’s Slnclc 
Appreciation Rights I’iogmnis, applicable to certain executive ollicers 0 1  tlie Companies [Filed as Exhibit 10 79 to 
LGSLE’s Annual Report on Form IO-K foi tlie year ended December 3 I, 2002, aiid iiicoi-porated by relkrcnce herein ] 

* Copy 0 1  LG&E Encigy Corp ILong- 1 e i n i  I’ei I‘oriiiance Unit  Plan, adopted Api il 25,2003, cllcctive Jaiiuai-y I, 2003 
[Filed as Exhibi! 10 65 to LGSrE Annual Report oil Form 10-K I b r  the year ended Deceniber 31, 2003, antl iiicoipoiated 
by relkierice heiein j 
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Copy 01 Modilication No I2 datcd as 0 1  November 1, 1999, to Inter-Company I’owci Agreement rlatcd July IO, 1953, 
among Ohio Vallcy Electric Coiporation and Sponsoi-ing Companies [lyilcd as Exhibit 10 69 to LG&E,’s Annual Ilcport 
nii Form IO- IC  for h e  year ended Deccmbci 3 I ,  2003, and incoipoiatcd by iclkicncc herein I 

Copy olModif icat ion No 13 tlatcd :is ol-May 24, 2000, to Inter-Chipany I’owcr Agiecnicnt daleti July IO, 1353, aniony 
Ohio V:illcy I ~ l c c t r i c  Corpoi-ation and Sponsoring Coiiipinics LFiled as  Exhibit 10 70 to I.C&E’s Annual Ilcport on Foim 
10-1< Ibi tlic y e a  cndcd I>eccnibcr 31, 2003, and incorporated by rcfcicncc Iicrcin ] 

Copy 01  Modilication N o .  14 dated ;IS of Apri l  I, 2001, to Inter-Company I’owci Ayrccnicnt rlatctl .July 10, 1953, among 
Ohio Valley Electric Corpoiation and Sponsoring Companies [Filed as Exhibit 10 7 I to LGSrE’s Annual I~cpcirt on Foi-ni 
IO-IC for the year ended Decenibei- 31, 2003, and incorporated by rderoicc l ieicin J 

Copy ol Amended and Restated Inter-Company Power Agreement dated as ol’ Maicl i  13, 2006, among Ohio Valley 
Electiic Corporation and Sponsoring Companies, including LGSrE. [Filcd as Exhibit 10 1 to LGSrE’s Form 10-Q fo~  tlie 
pel-iod ended .lune 30,2004, and incorpoi-atcd by reference herein ] 

* Copy ol Fourth Aniendnicnt dated as 01 Febiuaiy I ,  2004 to Employment and Scvciancc Agiccment tlatcd as ol  
February 25, 2000 by and among E, ON AG, L,G&E’s Eneigy, I’owcrgcn and Victoi- A Slal’licii [Filed as Exhibit 10 02 to 
L.GC13’s Foim IO-Q for tlie ~ i c i i o d  ended June 30, 2004, antl incoi~ioi~itetl by ielelciicc l ic ic in ] 

Copy 01ModiIication No 15. dated as 0 1  Ap i i l  30, 2004, to Inter-Conipany I’owei- Agreement dated July 10, 1953, 
aiiiong Ohio Valley Electric Coiyoration and Sponsoring Companies [Filed os Exliibit 10 03 to LGSrE’s hi-in I O - Q  lbr 
tlie pet iod cndcd June 30, 2004, and incorpol-atcd by refei encc l ici c i i i  1 

Particilmtion Agieenicnl between 1. 
;IS Exhibit 10 42 to l.(i&E,’s Annual Rcpoi-t on F o n  10-K 101 the year entlcd Ileceniber 3 I ,  2004, anti incorpoiatctl by 
iefcrence hcicin J 

I’aiticipation Agrccnicnt between LGSrE and Indiana Municipal Powcr Agency, dated as of February 1, 1993 [Filed as 
Exhibit IO 43 to LG&E’s Annual Report on Fonii 10-K for the ycai ended December 31, 2004, and incor1)oiatcd by 
icfeiencc Iicrein ] 

I%rticipation Agreement by arid aniong LGSrE antl 1CU antl Illinois Municip:ll Elccti-ic Agency anti lndi;inii Municipal 
1)nwcr Agency, dated as ofI?3~ruary 9, LO04 {Filed as Exhibit 10 44 to LGSrl?’s Annual I<cport on Form 1 0 - I <  I n i  Ihc 
yc:ii- entlcd December 3 I ,  2004, and incorpoi atcd by refti-cncc Iierciii J 

C ~ p y  of Uaige ‘1 innsportation Agreement between LG&E, elfective January I, 2002, and KIJ, cllcctivc luly I, 2002, mil 
Crounsc Corporation [filed as I x l ~ i b i t  IO 45 to Ll3“cE’s Annii:il Ileport on IFnrni IO-I< foi tlie yuai entlcd I k c c m b e i  3 I ,  
2004, ant l  incni-pol-ated by refei-cnce liciein I 

and I l l inois Municipal Electric Agency, dated as ol Selitcniber 24, I990 [Filed 
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Amciitlnicnt No I to Barge Imisportation Agicciiicnt between Louisvil le Gas and EIccli ic Company and Kentucky 
Uti l i t ies C.‘onipany and Crounse Coiporation, dated as of January 1, 2005 [Filed as Exhibit 10.46 to LGBE’s  Annual 
Rcpoit on Form 10-K lor the ycai ended December 3 I, 2005, and incoipoiatetl by telcrcnce lieiein 1 

* Copy 01 L G B E  Energy LLC Nonqualilicd Savings Plan, etfective January I ,  2005 (Filed as Exhibit IO 4 7  to LGSrE’s 
Annual Repor1 on 1:oim IO-K Lor the yeai ended December ’3 1,2005, and incoqmaled by reference 1ieiein.l 

* Executive Otliccr Salary Inlimiatioii 

* I:oi-iii of Rcpreseiitalive Specimen Awaid under LGBE Energy Long-.rc!-m I’CI foi-niaiicc Unit I’lan [l:ilcd as Exhibit 
I O  47 10 LCSrE’s Annual Ilepon oil Form 10-1< lor  tlic yeai- ended Decenibci- 3 I, 2004, ani1 incoiporated by ielbrcnce 
hcicin J 

* Form of Repicsentalive Specimen Award under E ON Group Stock Appreciation Rights l’rograni [Filed as Exhibit 
10 48 to LGBE’s Annual RepoIt on Foim IO-K lor  the year ended December 3 I .  2004, and incorpoioted by iclercnce 
lieiein ] 

* Copies o l E  ON Shale I’crlorniancc Plan (i) [ernis aiid Conditions 101 the I Il-anche (2006-2008) and (ii) 
Aii i icx, cacli dated as 01 June 2006 [Filed as Exhibit 10 01 to ILGSrE’s Foini IO-Q lor the quaitci ended Septeiiilict 30, 
2006 and iiicoiporated by icl‘crcnce herein ’J 

:* Copies ol forni tcpicscntativc spcciiiien C:citilicatc Award untlei E ON Shale Pel-loiinaiicc I’laii [Filed LIS Exliibit 10 02 
to ILGSrE‘s 1:oiiii IO-Q 101 tile qtiaitcr entlctl Septenibci- 30, 2006 and iiicorpoi-ateti by 1-elkrcncc lieteiii ] 

Computation ol’Ratio ol Earnings to Fixed Cliaigcs lor LGBE 

Subsidiaries of the I<egistrant 

l’ower 01’ Attorney 

Cer-tilication o f  Cli iel Executive Ollicer, Pursuant lo Section 302 ol’Sarbancs-Oxley Act ol 2002 

Ccrti l ication of Chief‘Financial Ollicer, Pursuant to Section 302 ol Sarbanes-Oxley Act ot 2002 

Ccrtilications pursuant to Section 906 of t l ic  Sarbanes-Oxley Act ol 2002 

Cautioiiary Statenicnt for purposes 0 1  the “Safe Harbor” provisions ol’t l ie 1’1-ivate Securities ILitigation Relorm Act 01 
I995 

I 
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SIGNA. IU IU3  - I..OUISVILLE GAS A N D  ELECTRIC COMPANY 

1’iiisu:int 10 the rcquitcnients of Section 13 or 15(d) o l  tl ie Sccuritics Exchange Act of 1934, llie Iegistlant lias duly caused this ieporl 
10 be signcd on its bcl ia l l  b y  l l ic undcisignctl, thereunto duly authol {zed 

I.OUISVII.l.13 GAS A N I 1  ELEC I IlIC COMPANY 
llegistratit 

M:ircli 2 I, LOO7 
(Dale)  

By:/s/ S. 13i:itllbid Rives 
S l31-adl‘oid l l ivcs 
Chief 1:inancial Oll icei 

I’ursuaiit to llic rcquiicnients ofthe Securities E,xcliange Acl of 1934, this report has bcen signed below by the Ib l lowing pelsons on 
bcliall ol tile iegistiant and in  the capacities and on the date indicated 

By: :s/ S. Uiatll‘otd Rives 
(Attoi ney-In-Facl) 

1 itlc nntc 

Cliairnian of  tlie Board, 
1’1-csident and Chief Executive Ollicer 
(PI incipal Executive Ollicei) 

Direc~oi- and Chief  1:inanci:il Olliccr 
(PI incipal Financial Ollicer and Principal Accounting Olf icci) 

Director and Executive Vice I’icsitleiit, 
General Counsel and Coi-poi-ate Sect etaiy 

Director and Senior Vice 1’1-esident, Energy Dclivei y 

Director and Senioi- Vice I’resident, Energy Services 

Maicli 2 I, LO07 
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Loiiisvillc G;is & Elecciic 

Exhibit 10.47 

Base Salaries for N:uiied Iheciitivc Ollicers 

111 Dccciiibci 2006, l l ic base salary iiicicascs lor executive ollicei-s lbr 2007 wcic apptovcd. 'I lie 2007 snl;iiies 101- I.G&E's named 
executive o l l i cc i s  oie :IS follows: 

?.I107 Ihisu 
S:i I:) r v 0 1  lirer N:i rite 

I lcriiiaiiii, C'IN is x 295,lll)l) 

1110 snlaiy iiiciL'iIses wcic clfeclivc .January I ,  2007 



Mcrrill Corpor;ilioii 07-5042- I Tile Mar  I3 06:06:58 2007 ( V  2 247w-DI0602) Chksum: 0 Cyclc 7 0 
I % l ?  Louisville Gas SC Electric 
Lspangl c:\fc\726643676~h10324~1854201\5042-1-KE.pdf ELIGAR :I<cdliiic:OFF Doc 3 I-lcxlci- 

DOC 3 Hcadei 



Mci-rill Corporatioii 07-5042-1 Tt ie  Mnr 13 06:06:58 2007 (V 2 247w--D10602) Cliltsuiii: 12627 Cycle 7.0 
E X - I 2  L.ouisville Gas & Electric 
tspangl c.\fc\726643676-h 10324- 185420 1\5042-1-KE.pdf -, EDGAR :Redliiic:OFF Doc 3 Page I 

lisltibit I2 

L.oiiisvillc Gas and Electric Conipniiy 
Computation 0 1  l latio 01' Eai-nings to 17ixctl C h i  ges 

(Mill ions ol'IF) 

1:. ,1111111gs: . ' 

Net Iiicoinc 

Add: 
lwlcriil incoiiic I;IXCS - cttrtstit 
State iiicoiiic tiixcs - ctirrent 
I ) c k i i c t l  Fcdcial iiicoriie taxes -- net 
1)clixted Sttile incoiiie lases - iiet 
Iiivestiiiciit t a x  cicdit net 
Fixed cllatpcs 

I I a i  iiiiip 

I.iscd C'liiiiges: 
Interest chaiges 1x1 suteiiieiits 01 income 
Add: 

Onc-third of rentals chaigctl to operating expense ( I )  
Fixed clini-yes 

l latio 01 l ia in i i igs to Fixed Charges 

$ 41 $ 37 33 $ 3 1  $ 30 

- I I - -  

5.16 6.1 I 5.38 5.55 5.73 

9 ----- - IF43  $311 
- ~ _ _ - -  ----- 

NO I li ( I )  In [lie Cotiipnny's opiiiioii, one-tliiid 01 ie i i ta ls  teprescnts a reasonable apptoxiniatioii ot the iiilcrest lactoi 

I 
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Loiiisvillc Gas & lllcctric 

Exii ibit  21 

SUUS ID1 ARI E S OF TI-I E REG Is’r IIANTS 

A i  Decciiibcr 3 I ,  2006: 

I.ouisville Gas ant1 I3ect i  ic Conipany, a I<cntucky coiporatioii, has no applicable subsidiai ies 
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Exhibit 24 

POWER OF AI"1ORNEY 

\VIIERI?AS, ILOUISVILLE GAS AND ELECTRIC COMPANY, a Kentucky copra t ion ,  is to l i l c  with t l ie Sccuiilies and 1:xclianyc 
C:omniissioti, tinder the piovisions oltlic Securities E,xchange Act of 1934, as amended, its Annual I lcpoi l  on Form 10-I< Ibi- tlie y r a ~  
cnrlctl Ijcccniber 3 1, 2006 (t l ic 2006 Form IO-K); and 

\V1IEI<ISAS, c x l i  ol llic untlcrsignctl lioltls l l i e  oflice or ol l iccs in L.OLIISVII 
his i i m i c ;  

N O W ,  ~ 1 l l l ~ l ~ l ~ l ~ O l < f ~ ,  cilcl i o f  [lie unrleisignctl liereby coiistitiitcs and appoiiils JOI IN It MCCAL.1.. ;ind S. 1311ADFORL) RIVES, 
:ind each 0 1  tlicm, individually, his attoincy, with lull  powci- to act Ibr him wid i n  liis name, pI:icc, and stead, to sign liis name in tlic 
capnciry 01 c:ipacitics set lorlli below to tlic 2006 ]%I-m 10-K and to any and a l l  amenclnients to sucli 2006 1:orni I O - I <  and l icicby 
iatilies aiid confirms all tliat said attorney may or  s1i:ill Iawliii ly do oi catisc to bc done by vit-tiic l ic icof  

I N  IVI'I'NESS \VI. lEl<1501~,  !lie untlcisignctl have hereunto set tlleii Iixids and sea1 

GAS A N D  I~LEC'IRIC CBMPANY set opposite 

01 tliis 19th day 01 Maicli, 2007 

lsl Vicioi A. Stallieri 
VIc"I'OI< A STAFFIEIU 
Cliairnian, 1'1esidcnt ;ind Cliicl 
lisccutivc 01 l icci 
(1'1 iiicipnl Excctilivc Ollicc1) 

l s l  S. Diatlloitl Rives 
S URAI)I'OI<D RIVES 
Cliiel 1:inntici~il Ollicci- and L>ircctoi 

l s l  l'oul W. I Iionipson 
I'ALIL \V TJIOMI'SON 

is/ John I< McCall 
JOllN R McCALL 
ISxecutivc Vice 1'1 csidcnt, Gcnci-a1 Counsel 

Diicctoi 
and C O l  pol ate See1 ctary 

l s l  Chi is I-lcrniatin 
CI-II<IS I-IEI(MANN 
Senior Vice I'rcsident - Enciyy Delivei y and Diiectoi 

Scnioi- Vice Picsidetit - Encigy Services and 
Director 
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Iluliibit 31.1 

CEI~llFICA'I~IONS 

Louisville Gas and EIccti-ic Company 

I, Victor A Stallicii, Chaitman 01 [lie 13oatd, Piesiclent and CliielExecutivc Olliccr, cctti ly tliat: 

I 1 Iiave tcvietved this annual  icpoit on Form IO-K 01 Louisville Gas and Electtic Conipnny; 

2 I3ascd 011 niy knowledge, this rc13ort docs not contiiin any tintrue statciiicnt ol' a material kict o r  omit to slate a material l ict  
ncccssat-y to make [lie statcnicnts made, in light 01 tlic citcunistances under wliich such statcnicii~s wetc ni:ttlc, not misleading with 
tcspcct 10 the pci iod covcicd b y  this tcport; 

3 Based on m y  laiowlcdgc, tlic linancinl statenients, and otliei linancial inl'ormatio~n included in  this repot-t, l'airly present in all 
miterial tespects the linancial condition, results 01 opciations and cash I lows 0 1  the tcgistinnt as ol; antl rot, tlic periods picscntcd in  
h i s  tcpott; 

4 7 lie tcgistl.ant's otlicr cetti lying ol l iccts and I ate ~-csponsible Ibi cstnblishing and  maint;iitiing disclosttic conttols :~nd  proccdutcs 
(3s tlclinctl in  Excliongc Act I<iilcs 13a-I5(e) :itid I5tl-l5(e)) Ibr tlic icgisttant and Ii;~ve: 

;I) dcsigned such discIosu~c conltols and ~itoccdutcs, or caused sue11 disclosttic contiols and  ptocedttrcs to be ticsigned undct out 
stipcr\ ision, to cnsuic tliat niatei ial iiil'oi-ination relating to [lie registiant, including its coi isol idated sttbsitliet ics, is nixlc litlowti t o  us 
by olliers withit i those entities, j)3tticuIatly diu ing tlic l ici iod in wliicli t h i s  tcpot-t is being pic~~aiced; 

b) cv:iIu:itcd the cll'cctiveness ol the iegistiant's tlisclosuie conti-01s iind piocctlurcs and ~ i ~ c s c n ~ e d  i n  tliis ie l io i t  our conclusions about 
[lie ell'ectivcness ol'tlic disclosute controls antl ptocedurcs, as 01 the end o1tIic period covcrcd by tliis repot-t based on such evaluation; 
antl 

e )  disclosed in this i epo t~  any change in  the icgistiant's internal conttol ovct liiiaticiill rcpoiting that O ~ C L I ~ I - C ~  tlttring tlic tcgistrant's 
most teccnt liscal quattct- (the I-egistiant's l'ourtli l iscnl qttartet- in  the case olati annual report) [lint l~ils materially al'l'cctcd, o r  is 
rcasotiably likely to materially al'l'ect, the tcgistrant's inietnnl control over financial teporting; 

5 The tcgisttunt's otlict cctti lying ol'liccts and I Iiavc disclosed, bnsctl on otit most recent ev:~I~tation o1'intcrnal contiol over finnncial 
tcix)rting. to tlic tcgistt-ant's audilots and  tlic aidi t  coniniiucc 01 tegisttant's bo:inl 01 tlircctois (01 persons pcrlbrniing tlic eqitivalcnt 
lunctions): 

a) all signilicant dclicicncies and material wcakncsses it1 the design or opctatioti 01 iiitctnal cotitto1 over linanci:~l ic1ioitiny wli icl i me 
rcasotiably likely to ntlvctscly 31 lkct [lie registrant's ability to ~ccord, process, suniniat-izc and report linancial iiilbt-mation; and 

1)) any liaud, whether ot not iiiatetial, that involves nianagenicnt 01 other employees wlio have a signilicant tole in the I-cgisttant's 
iiitcriial conttol ovct financial repot Ling 

Ihtc: Mat-ch 21, 2007 

/s/ Victot- A. Stall ici i 
Victor A Stal'lieii 
C'linii-m:in of the l3oaid, 1'1-csitlcni :tiid C h i d  Esecri~ivc Oll'icrr 
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Ilsliibit 3 1.2 

I~ouisvi l lc  Gos and Electi ic Company 

I, S 13radloicl I‘\ivcs, Cl i ic l  1~in:incial Ol l icei ,  certify tliat: 

I I have ievicwcd this aiiiiual icpoit on Form IO-K 01 Louisville Gas and Elcc l~ ic  Company; 

2 13ascd nii my knowledge, this icport clocs not cuiitaiii any imtiuc statcriiciit 01 a ni;itci ia1 fact oi omit to state a niateiial lac1 
necessaiy to malic the statcrncnts made, in  light 01 tile circuiiistaiiccs undei which such statements wci-e made. not iiiislcadiiig wi th 
~espcc t  to tlic 1x1-iotl covered by this icpoit; 

3 Based on my knowledge, tlic financial stalcnicnls, and other linancial information included i n  this report, lhirly piesent iii al l  
mate l  i:il respects the lin;tncial condition, I - C S I I I I S  o l o p e ~ a t i o ~ i s  and cash Ilows 01 the icgistiant as 01, and lor, the periods pt-ese~itct l  iii 
this icport; 

4 The tegistiant’s otlici ccitil‘ying olficcis and I ai-e responsible lo1 establishing and maintaining disclosure contiols and p~occdurcs 
(21s dclinctl in  Esclinnpc Act Rules I3a-l5(e) and 15d-I5(e)) Ibr the registiant and Iiavc: 

a) dcsigiicd siicli disclosurc co~it~ols  aiid pioceduics, or caused such tlisciosuic controls and proccclurcs to be tlcsipncd t111dc1 our 
siipei-vision. to crisuic t1i:it niatcrial inlormation relating to the registiant, including its cnnsolidatctl subsitli;iries, is niade l ino\v~i  to us 
by oilicrs wit l i i i i  those entities, paiticularly during tlic pel iod in  wliicli this icport is being picpalcd; 

11) cv;~Iu;~~cd tlic ellcctiveness 01 tlie registiant’s tiisclosure co~itroIs awl piocctluies and piescntecl in  this iepoi t  our conclusions ;Ibout 
the e l  fcctivcncss 0 1  tlic disclostii-e coiitiols and pioccdui-cs, as ol the end 0 1  the pel iod c o v c ~ c d  by this I-cport basctl on such cv;iluatioii; 
and 

c) tliscloscd in this report any cliange in tlic legistiant’s intci-ii;il contiol over finaiicial reporting that occurred dui ing tile icgistrant’s 
most iecciit l isc11 q u a t c r  (the registiant’s fourth liscal quarter in  tlic c w e  o f  an annual icport) that 113s materially aflcctcd, 01 is 
leasotiably likely to niaterially affect, tlic I-egistiant’s intei 1131 conti-ul ovei financial i-cpoi-ting; 

5 ‘1 lie icgisti-:iiit’s otlici eel-til’ying olficci-s and I have disclosed, based on OUI- most tcccnt cv:iIuatioii o l intcnial  control o v w  1iiiaiici:il 
reporting, to tlic iegistrant’s aiiditois and  the audit coniniittec olrcgistlant’s board of diicctois (or pcisons pci forming tlic cquivaloit 
I’uiictions): 

a) a11 signilicant tlcficiciicics and niatei-id \vCaknesses i n  tile design or operation o f  ititeinal control ovei financial tepoiting wli icl i a ~ c  
reasoiiubly likely to atlvciscly a l l i ic t  the rcgisti-ant’s :ibility to 1-ccoic1, pioccss, suniniai izc and icpoi I l i i iaiicial infoiniation; and 

b) any lrnud, wlictlici 01 not niatci id, that iiivolvcs management oi other employees who have a signilicant role in tlic I-egistiant’s 
iiiteiiial contiol ovci- financial icpoi-ting 

Date: Maicli 21. 2007 

/s/ S. 131.atlloitl Rives 
S 13iadfurtl Rives 
Chief Financial Olficei 

I 
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ILxliibit 32 

Certilication I'ursuanl io 18 U S C Section 1350 
As Adopted I'ursuant to Section 906 of'llie Sal-banes-Oxley Act of2002 

I n  conriectioii with i l ie Aiinual Report of I..ouisville Gas and Elccti-ic Company (the "Company") on Folm IO-K 101- the yeai- ended 
Ileccnibci 3 I ,  2006, as filed wiih !lie Securities and Excliange Commission on the date lieicuf(t1ie "Report"), cacli o l t l ie  undetsigiictl 
docs hcrehy ccrtily, puisuant to 18 Cl S C. Section 1350, as adoplcd purstiant 10 Section 906 oftlie Sarbancs-Oxley Act of 2002, t h t ,  
1 0  such olliccr 's knowledge, 

I) 

2) 
01 tlic Company as 0 1  the dates and for the pci  io& expressed iii tlic Ilepoit 

iv laicl i  21, 2007 

I Iic I<cporl lu l ly  coinplies with the iequiremeiits of' Seclion 13(a) o r  15(d) oflhc Securities I&chaiigc Act 0 1  1934; and 

I lie iiiloriiiatioii contained in tlic llepoii Ihirly picsents, in a11 maicrial respects, tlie lin;inciol condition and tesu l is  of' opeiatiotis 

/s/ Victoi A. Staf'fiei-i 
Cliairnian o f  the Board, President 

and Chief Executive Oll iccr 
Lotiisvillc Gas and Elcctiic Coiiipany 

/s/ S. Ill-adfoid I<ivcs 
Ch ic f  Financial Officer 

L.ouisvillc Gas and Elcctiic Company 

' l l ic  Ioicgoing certification is being Iurnislicd solely puisuunt to 18 lJ S C Section 1350 and is i io i  being l i lcd as pait ol the llcpoit or 
3s ii S C I J D I ~ I L '  tlisclosrric tlocumcnt. 

1 
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Exl i ib i t  99.01 

Cnutionai-y I-%ctoi-s lor  Louisville Gas and Electi ic Company 

Tlie PI iviitc Securities Litigation I l e l b t  111 Act 0 1  I995 piovitlcs a “sali: hat-bor” for Ibi-ward-looking statements to encourage such 
disclosurcs \\.ithotit the tlircat of’ litigation providing tliose statements ale idcntified as I‘oi waid-looking and arc acconipanicd by 
inc;tningful, cnutioiiaiy statctiiciits identifying inipoi-tant factors that could cause the actual results to di l lc i  niatci ially lioni tl~osc 
piojcctcd iii the stateiiicnt Foi-wud-looking statements have been anti w i l l  be macle i n  written documents and oral prcscntalions 01 
13 ON A(; (“I ON”), I< ON U S L.LC ON U S ”), Louisville Gas and Electric Coni l~ai iy (“l..GLE” oi tlic “Company”) Such 
st:tictiictits arc based 011 management’s c k  as well as assumptions niade by atid inI’orrnation cunently available to tiinnaycment 

Wlieii ttsctl in the Chnlmiiy’s documents or oral 111 cseiitatioiis, the woi ds “anticipate,” “cstiniate,” “cxpcct,” “objective” and siiii i lai 
csprcssioiis arc intentled to idcnti ly Ibi ward-looking st;itemcnts In :tddition to any assuniptioiis antl other Ihctois ~-clti-rccl to 
specilically iii connection wi th sticli forwal-d-looltin::va~-d-Iool~iiig statements, lactois that could catisc the Company’s actual ~ c s u l t s  to dif lbi 
iii:itct i d l y  l i  otii Iliosc conlemplatetl iii ;my 1i)t-w~ii-d-Iookiiig statcnictits include, among otliers, (a) tliosc (bctors dcsci ibcd tintlei 
caption Item I A  Risk Facto is  01 tlic Conii’any’s Annual Report 01 Fomi IO-I<  lor  the year ended December 3 I ,  2006 and (b) tlie 
Ibllowing: 

Incrcascd competition in tlic utility, nattii-a1 gas aiid electric powei niatkcting industries, incluciing clfccts 0 1  dcctcasing maigins 
as :I restilt olcoii ipctit ive picssutes; industiy rcstritctut ing initiatives; tiaiisiiiissioti system operation and/oi adiiiiti istiatioii 
initiatives; rccoveiy of  invcstnicnts made under tia?itional tcgulation; nature ol~competilois ctitci-ing [lie industty; iretail wlicclitrg; 
a iiew p i  icing st i  LIC~III~; and foiiiiet customeis cnteiing the generation niatket; 

C‘liaiiging iiiarkct conditions xid  a variety of  othct lactor 
including, h i t  not limited to, pi ice, basis, credit, liquidity, volatility, capacity, ti:rnsniissioti, curlciicy, i n k i e s t  I:itc atid war-tmty 
risks; 

ociatctl with physical cncigy and financial tiailing activities 

llislts associated with 111 ice risk niatiagenient stiatcgics intended to mitigate cxposu~c to advci-se niovenient in tlic prices 01 

clcctt ici ly antl i iatutal gas on both a global and regional basis; 

Lcg;il, 1cgu1~to ty ,  public policy-related x i t l  ofher dcvclopmcnts wli icl i niay restilt i n  ic-dctci-tiiiiiatioii, ;itljustmcnt 01 c~11iccl1;itioii 
of icveiiue payiiient stteatiis paid to, 01- incleased capital cxlicnditutes or opel:iting atid iii;iintcnnncc costs incuned by. tlic 
C.’ompatiics. in cotiiiectioii with I ate, lucl, transmission, ciivii-oiiiiiciital, coiisunicr clioicc, safety and scctii i ty m d  otlier 
proccctiings 0 1  I L I ~ S  al~plicable to the Cotnp;itiy; 

Lcpnl, icgiilatoi-y, ccoiioiiiic and other lactors wliicli may iesult in re-dctei-niination 01 cnnccllatioti ol icvci iuc paynicnt sti-c:tnis 
wider po\vcr sales rigrecnicnts resulting in reduced operating income aiid potential asset inipaii ment I-elated to the Company’s 
investments in  intlepciidcnt po\vcr. pi oduction ventures, as applicable; 

I.cgol, rcgulatory, political, piiblic policy, coninicrcial, social and other developments relating to cnvironnicntal iiiatters, including 
l imits on a i l  atid \vatel emissions, disposal 01 hazai-dous wastes, reniedi:itioii 0 1  existing environmental situations, restrictions on 
cat bun or otlicr gi ccnhouse gas emissions; 

liconomic conditions including interest r~ tc s .  inllation iates and monetary oi ctiirency lluctuations; 

Ti-adc, monetary, liscal, tasatioii, and environmental policies of govci nnicnts, agencies atid siiii i lai organizations in  gcoyrapliic 
ateas whew die C‘omp:iny hits ;I fitionci;il inlcresl; 

e 
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C tistoiiier business conditions including deniand lbr tlicir products or services and supply of labor and materials used in creating 
tlicii pioducts anti  services; 

Financial 01 icgulatoi y accounting principles or policies imposed by tlie Public Company Accounting Ovcisight Boaid, 1;iiinncial 
Accounting Standards Board, the Securities and Exchange Commission, the Federal Eneigy l<egulatory Commission, state public 
uti l i ty commissions and siting boards, llic Environmental Protection Agcncy and the state equivalent, state entitics which icgulntc 
i ia t t i ia l  gas tiansniission, gathering and piocessing and similar entities with rcgulatoi y ovei-sight; 

Availabil ity o r  cost ol capital such as changes in: interest rates, niai kct pciccptions oftlic util i ty aiid energy-iclatcd intlusti ics. (lie 
Company’s o r  any 0 1  its subsidiaries or security ratings; 

Pactois allecting utility operations such as unusual weather conditions; catastiophic wcalhcr-rcl:itcd damage; uiisclieiluled 
generation outages, tinusual niaiiitenance or repaiis; unanticipated changes to fossil lucl, or gas stipply costs or availability due to  
i i g l i c i  tlcnimd, shortages, traiispoi-tation pioblcnis or other developments; environmental incidents; or electi.ic transmission oi gas 
pipeline system coiistriiints; 

I;actois wliicli niay allkct the Company’s utility opciations or the demand lbi tlic Company’s clccti ic power 0 1  gas such :IS iiatural 
dis:istcrs, wais. terrorist 

l i inployce woi-kfoicc Iiictois including changes iii key executives, collcctivc bargaining agreements with unioii cniployecs, or  

or the etl’ects tlieieol (including increased security costs). embargoes and otliei catastrophic cvciits; 

W O l k  stoppages; 

kitc-setting policies oi procedui-es o l  regulatory entities, including eiiviroiinicntal extei-nalitics; 

Social attitudes regaitliiig tlie utility, natural gas and power indusriics; 

Itlentilication of suitable iiivestnient oppoi tunities to enhance shareholder returns and achieve long-term liiiancial oL>jectives 
through business acquisitions; 

Some l i i tuic piojcct invcstiiieiits made by tlic Company, iespcctively, as applicable, cotild take tlic lbrm 01 minority iiiteiests, 
which would l imit the Company’s ability to control the development or operation of the project; 

1-cgal :iiid rcgulatui-y delays and orhcr untoreseeable obstacles associated with nici-gels, acquisitions and iiivcstii1ciits iii joint 
ventures: 

I l i e  icsolution, costs and other uftects ol’ lcyal and administrative piocccdings, settlements, investigations, clainis and mattcis, 
including but not l imited to those described in  Notes 3, 9 and 15 (for LGLE) 0 1  the Notes IO Financial Statements olthe 
Company’s Aiinual Ilcpoi-t on Forni IO-K lor the year ended I)cceriibci 3 I, 2006, and itenis under the caption ltcni 3. ILegal 
Pi oceetlings; and the resolution, costs and oilier eflccts of tax and pension iiiattcrs, including but not liniitod to those tlesci-ibcd in 
Notes 5 and 6 (lor L G M )  ol’tlic Notes to Financial Statements ofthc Company’s Annual Icepoit on Form IO-K I o i  the ycai 
cndctl December 3 I, 2006; 

I echnological devclopmcnts, changing markets and other lactors that result in  conipetitivc ciisadvantages anti crcate 1111: potciiti;il 
Ioi- impairment of existing assets; 

Otlicr biisiiicss or investnient considci-ations h a t  niay be disclosed lrom time to tinie i n  [lie Company’s Secu~ ities and Eschangc 
Coniniission filings or iii otliei publicly disseminated wiitten docunicnts; 
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Factors affecting the realization olanticipatcd cost savings associated with the iiiergcr between E ON U S (l'olmcl ly LGCE 
Enol gy) and KCI Eneigy Coipoiation including national and regional economic conditions, national and tcgional competitive 
conditions, inllntion iates, weatlici conditions, tinancial market conditions, and syncigics iesulting li om the business 
combination; 

ociatcd with, resulting lion? or afl'ecting tile acquisitions and opciations of E, ON U S (formclly LGcW Energy) by 
E ON ( 0 1 ,  pieviously, by  I'owergen pic), including [lie intcgiation oftlic existing business and opeil:itions ofL.GBE as p a i t  ol'thc 
E ON got ip  ol'coiiipanies tliereunder, as well as national and intona[ioiial economic, financial maikct, vcgdatory alitl iiidtrsiiy 
conditions o r  cnviionments applicable to E ON and i ts  subsidiaries, including IACE, in the I'uturc 

'Tlic C h i p a n y  iiiidci taltes no obligation to publicly update or rcvisc any lo1 ward-looking statements, wlietlier as a  result of new 
inlbimation, I'utuic cvents or otliei wise 









UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D. C. 20549 

FOFtM 10-K 

(Mark One) 
[XI ANNTJAL REPORT PURSTJANT TO SECTION 13 OR 15(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED) 

OR 

[ I  TRANSITION REPORT PURSUANT TO SECTION 13 OR lS(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED) 

Commission 
File Number 

1-10568 

2-26720 

1-3464 

For the fiscal year ended December 31,1999 

Registrant, State of Incorporation, 
Address, and Telephone Number 

IRS Employer 
Identification Number 

LG&E Energy Corp. 
(A Kentucky Corporation) 

220 West Main Street 
P. 0. Box 32030 

Louisville, Kentucky 40232 
(502) 627-2000 

Louisville Gas and Electric Company 
(A Kentucky Corporation) 

220 West Main Street 
P. 0. Box 32010 

Louisville, Kentucky 40232 
(502) 627-2000 

Kentucky Utilities Company 
(A Kentucky and Virginia Corporation) 

One Quality Street 
Lexington, Kentucky 40507-1428 

(606) 255-2100 

61-1174555 

61 -02641 50 

6 1-0247570 

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

LG&E Energv Corp. 
Name of each exchange on 

which registered 
New York Stock Exchange 

and 
Chicago Stock Exchange 

Title of each class 
Common Stock, without par value 

Rights to Purchase Series A Preferred 
Stock, without par value 

Louisville Gas and Electric Comuany 
Name of each exchange on 

which registered 
New York Stock Exchange 

Title of each class 
First Mortgage Bonds, Series due July 1,2002,7 112% 



Kentucky Utilities Company 
Name of each exchange on 

which registered 
Philadelphia Stock Exchange 

Title of each class 
Preferred Stock, 4.75% cumulative, 

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 Comuany 
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 -& 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 I11 of this 
Form 10-K or any amendment to this Form 10-K. [XI 

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 
-,ommon 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, all held by LG&E Energy Corp. 

rhis combined Form 10-K is separately filed by LG&E Energy Corp., Louisville Gas and Electric Company and Kentucky Utilities 
Zompany. 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 
3nergy Corp. or any of its direct or indirect subsidiaries other than Louisville Gas and Electric Company or Kentucky Utilities Company is 
wovided 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 111 of this Form 10-K. 



TABLE OF CONTENTS 

PART I 

Item 1 . Business .................................................................................................................................................. 
Overview of Operations .......................................................................................................................... 
Merger with KU Energy Corporation ..................................................................................................... 
Discontinuance of Merchant Energy Trading and Sales Business .......................................................... 
Louisville Gas and Electric Company 

General ............................................................................................................................................ 
Electric Operations .......................................................................................................................... 
Gas Operations ................................................................................................................................ 

Construction Program and Financing .............................................................................................. 
Rates and Regulation ...................................................................................................................... 

Coal Supply ..................................................................................................................................... 
Gas Supply ...................................................................................................................................... 
Environmental Matters .................................................................................................................... 
Competition .................................................................................................................................... 

Kentucky Utilities Company 
General ............................................................................................................................................ 
Electric Operations .......................................................................................................................... 
Rates and Regulation ...................................................................................................................... 
Construction Program and Financing .............................................................................................. 
Coal Supply ..................................................................................................................................... 
Environmental Matters .................................................................................................................... 

LG&E Capital Corp ................................................................................................................................ 

Westem Kentucky Energy ...................................................................................................................... 
Argentine Gas Distribution Division ...................................................................................................... 

Power Operations ................................................................................................................................... 

Capital Corp . Other ................................................................................................................................ 
Discontinued Operations ........................................................................................................................ 
Employees and Labor Relations ............................................................................................................. 

Item 2 . Properties ................................................................................................................................................ 
Item 3 . 
Item 4 . 

Legal Proceedings .................................................................................................................................. 
Submission of Matters to a Vote of Security Holders ............................................................................ 

Executive Officers of the Company .......................................................................................................................... 

PART I1 

Item 5 . 

Item 6 . 
Item 7 . 

Item 7A . 
Item 8 . 

Item 9 . 

Market for the Registrant's Common Equity and Related 
Stockholder Matters ........................................................................................................................ 

Selected Financial Data .......................................................................................................................... 
Management's Discussion and Analysis of Results of 

Operations and Financial Condition: 
LG&E Energy Corp ................................................................................................................. 
Louisville Gas and Electric Company ..................................................................................... 
Kentucky Utilities Company ................................................................................................... 

Quantitative and Qualitative Disclosures About Market Risk ................................................................ 

LG&E Energy Corp ........................................................................................................................ 
Financial Statements and Supplementary Data: 

Louisville Gas and Electric Company ............................................................................................. 
Kentucky Utilities Company ........................................................................................................... 

and Financial Disclosure ................................................................................................................. 
Changes in and Disagreements with Accountme on Accounting 

1 
1 
1 
2 

3 
5 
6 
7 
7 
8 
8 
9 
9 

9 
10 
11 
1 1  
12 
12 
13 
13 
15 
16 
17 
19 
19 
20 
24 
26 
27 

34 
35 

38 
56 
66 
74 

75 
119 
145 

167 



Item 10. 
Item 11 .  
Item 12. 

Item 13. 

Item 14. 

TABLE OF CONTENTS (CON”.) 

PART I11 

Directors and Executive Officers of the Registrant (a) ........................................................................... 167 
Executive Compensation (a) ................................................................................................................... 167 
Security Ownership of Certain Beneficial Owners 

and Management (a) ........................................................................................................................ 167 
167 Certain Relationships and Related Transactions (a) ............................................................................... 

PART IV 

Exhibits, Financial Statement Schedules, 
and Reports on Form 8-K ................................................................................................................ 167 

Signatures ........................................................................................................................................................ 194 

(a) Incorporated by reference. 



INDEX OF ABBREVIATIONS 

Act 
AP&L 
Big Rivers 
BPA 
Capital Corp. 
Centro 
Company 
CRC 
Cuyana 
CWLP 
D&P 
DSM 
ECR 
EEI 
EITF 
Energy Systems 
EPA 
ESM 
EWG 
FAC 
FERC 
FPA 
FT 
FUCO 
Gas BAN 
Gas Operations 
Gas Systems 
GSC 
Hancock 
Henderson 
Holding Company Act 
IBEW 
IMEA 
IMPA 
Inversora 
IT 
Kenetech 
Kentucky Commission 
KIUC 
KU 
KU Capital 
KU Energy Common Stock 
KU Energy 
Kva 
LEM 
LG&E 
LG&E Energy 
LG&E Energy Common Stock 
LIBOR 
LII 
LIU 
LPI 
Mcf 

The Clean Air Act Amendments of 1990 
Arkansas Power & Light Company 
Big Rivers Electric Corporation 
Bonneville Power Administration 
LG&E Capital Corp. 
Distribuidora de Gas Del Centro 
LG&E Energy Corp. 
CRC-Evans Holdings Corp. and Affiliates 
Distribuidora de Gas Cuyana 
City of Springfield, Illinois, City Water, Light and Power Company 
Duff & Phelps Credit Rating Co. 
Demand Side Management 
Environmental Cost Recovery 
Electric Energy, Inc. 
Emerging Issues Task Force Issue 
LG&E Energy Systems Inc. 
U.S. Environmental Protection Agency 
Earnings Sharing Mechanism 
Exempt Wholesale Generator 
Fuel Adjustment Clause 
Federal Energy Regulatory Commission 
Federal Power Act 
Firm Transportation 
Foreign Utility Company 
Gas Natural Ban, S.A. 
Natural Gas Gathering and Processing Business 
LG&E Gas Systems Inc. 
Gas Supply Clause 
John Hancock Mutual Life Insurance Company 
City of Henderson, Kentucky 
Public Utility Holding Company Act of 1935 
International Brotherhood of Electrical Workers 
Illinois Municipal Electric Agency 
Indiana Municipal Power Agency 
Inversora de Gas Del Centro 
Information Technology 
Kenetech Windpower, Inc. 
Kentucky Public Service Commission 
Kentucky Industrial Utility Consumers, Inc. 
Kentucky Utilities Company 
KU Capital Corporation 
Each outstanding share of the common stock, without par value, of KU Energy 
KU Energy Corporation 
Kilovolt-ampere 
LG&E Energy Marketing Inc. 
L,ouisville Gas and Electric Company 
LG&E Energy Corp. 
Common stock of LG&E Energy 
London Interbank Offered Rate 
LG&E International Inc. 
Laborers International Union of North America 
LG&E Power Inc. 
Thousand Cubic Feet 



INDEX OF ABBREVIATIONS (CONT.) 

Merger Agreement 
MGP 
Mmbtu 
Moody's 
MRA 
MW 
Mwh 
NAAQS 
NGA 
NGPA 
NIMO 
NNS 
Nan-Utility Operations 
NOx 
OMU 
OPC 
PBR 
Portland General 
PowerGen 
Power Operations 
PPA 
PUHCA 
PURPA 
QF 
ROVA I 
ROVA I1 
S&P 
SEC 
SERP 
SFAS 
SIP 
s o 2  
SOP 
Southampton 
Staff 
Tarifa 
Tennessee 
Texas Gas 
TLP 

Trimble County 
' r u  

UAJ-APPI 

USEPA 
USWA 
Utility Operations 
VEPCO 
Virginia Commission 
WKE 
WLP 
WPP 93 
W P  94 

Agreement and Plan of Merger dated May 20,1997 
Manufactured Gas Plant 
Million British thermal units 
Moody's Investor Services, Inc. 
Master Restructuring Agreement 
Megawatts 
Megawatt hours 
National Ambient Air Quality Standards 
Natural Gas Act 
Natural Gas Policy Act of 1978 
Niagara Mohawk Power Corporation 
No-Notice Service 
Operations of Capital Carp. and LEM 
Nitrogen Oxide 
Owensboro Municipal Utilities 
Oglethorpe Power Corporation 
Performance-Based Ratemaking 
Portland General Electric Company 
PowerGen PIC 
Capital Corp.'s Independent Power Operations 
Long-Term Power Purchase Agreement 
Public Utility Holding Company Act of 1935 
Public Utility Regulatory Policy Act of 1978 
Qualifying Cogeneration Facility 
Roanoke Valley I Facility 
Roanoke Valley I1 Facility 
Standard & Poor's Rating Services 
Securities and Exchange Commission 
Supplemental Security Plan 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Statement of Position 
Southampton Cogeneration Facility 
Virginia Commission Staff 
K.W. Tarifa, S.A. 
Tennessee Gas Pipeline Company 
Texas Gas Transmission Corporation 
Tenaska Limited Partnerships 
Tennessee Regulatory Authority 
LG&E's Trimble County Unit 1 
United Association of Journeymen and Apprentices of the Plumbing and Pipefitting 
Industry of the United States and Canada 
US.  Environmental Protection Agency 
United Steelworkers of America 
Operations of LG&E and KU 
Virginia Electric and Power Company 
Virginia State Corporation Commission 
Western Kentucky Energy Corp. and its Affiliates 
Westmoreland-LG&E Partners 
Windpower Partners 1993 
Windpower Partners 1994 

i 



PART I. 

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 L,EM. The Company's domestic regulated 
operations are conducted by L,G&E and KU. 

The Company and its subsidiaries currently are exempt fiom 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 KIJ by the Kentucky 
Commission, and of KIJ by the Virginia Commission and FERC, which includes the ability to regulate certain 
intercompany transactions between LG&E, KIJ 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 PIJHCA 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 .O 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-IC, 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 frnancial 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 
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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 basec 
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 terns 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. 

4s a result of the Company's decision to discontinue its merchant energy trading and sales activity, and the 
nitial 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 
If 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. 

it  the time the Company decided to discontinue its merchant energy trading and sales business, it also decided 
D 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 
i the 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. 

1 the 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 
herse 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 
lditional write-off included costs related to the remaining commitments in its portfolio and exit costs expected 
I be incurred to serve those commitments. Although the Company used what it believes to be appropriate 
;timates for future energy prices, among other factors, to calculate the net realizable value of discontinued 
3erations, there are inherent limitations in models to accurately predict future commodity prices, load demands 
id other events that could impact the amounts recorded by the Company. See Notes 3 and 18 of LG&E 
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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 3 1 , 2002, and, under 
certain circurnstances, 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 RAN by $13 .O 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 RIG RIVERS FACILJTIES 

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 kture 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. 

LOTJISVILLE 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. 

I I 

For the year ended December 3 1 , 1999,82% of total operating revenues was derived fiom electric operations and 
18% fiom gas operations, Electric and gas operating revenues and the percentages by classes of service on a 
combined basis for this period were as follows: 

Residential 
Commercial 
Industrial 
Public authorities 

Wholesale sales 
Gas transported - net 
Provision for rate refunds 
Miscellaneous 

Total retail 

'Total 

Electric 

$2 15,019 
176,692 
112,038 
56.042 

559,791 
22 1,336 

( 17735) 

$!zBJzQ 
1 1,278 

(Thousands of $) 
- Gas 

$103,655 
38,627 
10,40 1 
9.0 13 

161,696 
8,118 
6,350 

1,415 
rn 

Combined 

$3 18,674 
215,319 
122,439 
65.055 

721,487 
229,454 

6,350 

12,693 
(1,735) 

$968.249 

% Combined 

44% 
30 
17 
9 - 

lan./o 

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 3 1 , 1999. 



Electric Operations 

The sources of LG&E's electric operating revenues and the volumes of sales for the three years ended 
December 3 1 ,  1999, were as follows: 

EL,ECTRIC OPERATING REVENUES 
(Thousands of $): 
Residential 
Small commercial and industrial 
Large commercial 
Large industrial 
Public authorities 

Wholesale sales 
Provision for rate refunds 
Miscellaneous 

Tatal retail 

Total 

ELECTRIC SALES (Thousands of Mwh): 
Residential 
Small commercial and industrial 
Large commercial 
Large industrial 
Public authorities 

Total retail 
Wholesale sales 

Total 

- 1999 

$2 15,019 
79,261 
97,43 1 

112,038 
56,042 

559,791 
221,336 

(1,735) 
1 1,278 

322iuzB 

3,680 
1,218 
2,072 
3,047 
1,187 

1 1,204 
8,428 
u 

1998 

$2 13,476 
76,304 
94,650 

113,372 
55,075 

552,877 
99,340 
(4,500) 
10,794 

$658.511 

3,534 
1,156 
1,977 
3,097 
1.140 

10,904 
4,970 
u 

1997 

$205,137 
72,769 
90,131 

110,652 
53,412 

532,101 
70,942 

11,489 
$614.532 

3,302 
1,108 
1,880 
3,054 
1.105 

10,449 
3.800 
w 

LG&E uses efficient coal-fxed 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 
lbs./Mmbtu of heat input, which is significantly below the Year 2000 Phase I1 limit of 1.2 1bs.M.mbtu established 
by the Act. 

The 1999 maximum local peak load of 2,6 12 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 
msociated 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 3 1 , 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 1 1 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 andor sale of capacity and energy and for the 
utilization of their bulk transmission system. 
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Gas Operations 

The sources of LG&E's gas operating revenues and the volumes of sales for the three years ended December 3 1, 
1999, were as follows: 

GAS OPERATING REVENUES 
(Thousands of $): 
Residential 
Commercial 
Industrial 
Public authorities 

Wholesale sales 
Gas transported - net 
Miscellaneous 

Total retail 

Total 

GAS SALES (Millions of cu. €t.): 
Residential 
Commercial 
Industrial 
Public authorities 

Total retail 
Wholesale sales 
Gas transported 

Total 

$103,655 
38,627 
10,40 1 
9,013 

161,696 
8,118 
6,350 
1,415 - 

21,565 
9,033 
2,781 
2,228 

35,607 
3,881 

14,014 
=2!&242 

$1 13,430 
40,888 
1 1,969 
8,884 

175,171 
8,720 
6,926 

728 
$191.545 

$139,967 
52,440 
17,892 
12.052 

222,35 1 

6,997 
1,663 

w 

20,040 24,038 
8,448 10,212 
2,860 3,948 
1,967 2,467 

33,315 40,665 
3,880 

13.027 - 1m 
50.222 54.117 

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. 

4 number of industrial customers purchase their natural gas requirements directly from alternate suppliers for 
ielivery through LG&E's distribution system. Generally, transportation of natural gas for LG&E's customers does 
iot 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. 

I'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 -1 1 degrees F. During 1999, the maximum day gas sendout was 5 11,000 Mcf, 
)ccurring 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 fbrther discussion, see Gas Supply under Item 1. 
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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 fiom other utilities. 

LG&E's gas rates contain a 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 refimded 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 3 1 , 1999, gross property additions amounted to $645 million. Internally 
generated funds and external fmancings for the five-year period were sufficient to provide for all of these gross 
additions. The gross additions during this period amounted to approximately 2 1 % of total utility plant at December 
3 1, 1999, and consisted of $493 million for electric properties and $152 million for gas properties. Gross 
retirements during the same period were $1 16 million, consisting of $88 million for electric properties and $28 
million for gas properties. 
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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 hture. 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 3 1 , 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 desulfiuization 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: 

Per ton 
Per Mmbtu 

- 1999 

$2 1.49 
9.5 

- 1998 

$22.38 $2 1.66 
.98 .94 

f ie  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. 

luring 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 
:solution 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 
i 2001,2003, and 2005. LG&E also transports on the Tennessee system under Tennessee's Rate FT-A. LG&E's 
mtract levels with Tennessee are 5 1,000 Mmbtu per day annually. The FT-A agreement with Tennessee expires 
102. 

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 
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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 L,G&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 pennits 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 
Carp. 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 hture. 

KENTUCKY IJTILITIES COMPANY 

General 

KU was incorporated in Kentucky in 19 12 and incorporated in Virginia in 199 1. 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. 
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Electric Operations 

The sources of KU's electric operating revenues and the volumes of sales for the three years ended December 
3 1 , 1999, were as follows: 

ELECTRIC OPERATING REVENUES 
(Thousands of $): 
Residential 
Commercial 
Industrial 
Mine Power 
Public authorities 

Wholesale sales 
Provision for rate refunds 
Miscellaneous 

Total - ultimate consumers 

Total 

ELECTRIC SALES (Thousands of Mwh): 
Residential 
Commercial 
Industrial 
Mine Power 
Public authorities 

Wholesale sales 
Total - ultimate consumers 

Total 

- 1999 

$242,304 
160,895 
154,460 
28,792 
58.500 

644,95 1 
286,595 

1 1,664 
(5,900) 

$937.310 

5,447 
3,760 
4,911 

752 
1.437 

16,307 
10,188 
a64ns. 

- 1998 

$238,566 
158,340 
154,475 
3 1,620 
58.740 

641,741 
179,118 
(2 1,500) 
10,755 

%810.114 

5,247 
3,644 
4,747 

838 
1,424 

15,900 
I 7,224 
2w_24 

- 1997 

$23 1,824 
150,794 
146,801 
34,541 
56,243 

620,203 
87,330 

8,904 
$716.437 

5,061 
3,422 
4,464 

926 
1.355 

15,228 
3,397 
m 

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 3 1, 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 3 1 , 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 horn 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 
Zost of other power purchased or generated by KU. Such power constituted about 7% of KU's net system 
mtput during 1999. See Note 1 1 of KU's Notes to Financial Statements and Note 18 of LG&E Energy's Notes 
:o 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 
mtput in 1999. See Note 1 1 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 KTJ, and in certain other respects as provided in the FPA. FERC has classified KTJ 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 KTJ's Notes to the Financial Statements and Note 6 of LG&E Energy's Notes to 
Financial Statements under Item 8. 

KU'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 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 awnership in EEI, 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 3 1 , 1999, construction expenditures aggregated about $596 million, i 
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 _I 1997 

Per ton 
Per Mmbtu - all sources 
Per Mmbtu - spot purchases only 
Spot purchases as % of all sources 

$26.65 $26.97 $27.97 
$1.11 $1.12 $1.15 
$1.11 $1.10 $1.12 
53% 42% 34% 

I'he 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. 

LU believes there are adequate reserves available to supply its existing base-load generating units with the 
pantity and quality of coal required for those units throughout their useful lives. KU intends to meet a portion 
if 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 3 1 , 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. 

ivironmental 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 1 1 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 COW. 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, KTJ 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 Item 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.'~ 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 - Kensselaer, 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 1 14-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 KOVA I1 in North Carolina; Southern California Edison Co. for 
W P  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 
md Campbell Soup for TLP in Texas; Puget Sound Power & Light for TLP in Washington; and Compania 
3evillana 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 
were sold to that company at a pre-tax gain of $3 million. Capital Corp. owned 100% of two of these turbines 
md 49% ownership interest in the others. 

n October, 1999, one combustion turbine previously leased to Puget Sound Power & Light Company in 
Washington 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 
lrbines through the CEC-APL, L.P. partnership. Upon expiration of the AP&L leveraged lease, the $9 million 
:sidual value of the turbines was reclassified to Investment in Unconsolidated Affiliates. See Note 9 of LG&E 
hergy'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 I, each of Power operations' projects in the United States 
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is a QF under PIJRPA. 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 PUWA. In addition, Power 
Operations has obtained EWG status for the entities which own the ROVA I and ROVA I1 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 $3 1 .O 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 
I 

In connection with these transactions, WKE has undertaken to bear certain of the future capital requirements of 
these generating assets. VirKE'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 $1 1.8 million excluding personal property acquired fiom Big 
fivers. Internally generated funds and intercompany financing fiom Capital Corp. provided 100% of the 
construction expenditures. 

Coal Supply 

Coal-fired generating units provided 90% of the electric generating capacity controlled by W E ,  the remainder 
being made up of a combustion turbine peaking unit fueled by fuel oil. Coal is the predominant fuel used by 
W E ,  with fuel oil being used for peaking capacity. 
agreements with suppliers for coal deliveries for 2000 and beyond. WKE normally augments its coal supply 
agreements with spot market purchases. At December 3 1, 1999, WKE had on hand coal inventory of 
approximately 1.5 million tons or a 75-day supply. 

has entered into various multi-year coal 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, fiom western Kentucky and southwest Indiana. The abundant supply of this relatively low 
priced coal, combined with present and future desulfbrization 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 WJW 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. 
rhose 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 
eepresented approximately $1.4 million and $.5 million of WKE's construction expenditures, respectively. See 
gate 18 of LG&E Energy's Notes to Financial Statements under Item 8 for a discussion of specific environ- 
nental proceedings. 

ARGENTINE GAS DISTRIBUTION 

;enera1 

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. 
‘,entre 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, FlJCO 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 
Carp., 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 3 1 , 
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 1 0-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 Bcf 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. 

services. An average of approximately 100,000 Mcf of natural gas per day moved through the Llano pipeline in 
1999. 

transports natural gas through the Llano pipeline for third parties and is paid a transportation fee for such I 

The 1 1 gathering systems owned (seven loo%, one leased and ownership interests ranging from 1 1% 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 2 15,000 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 Bcf. Capital C o p ,  through a subsidiary, offers this storage capacity to 
third parties on a fee basis. As of December 3 1 , 1999, storage capacity of approximately 3.0 Bcf 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 
mrsuant 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 
:ategories of gas and provided for graduated deregulation of price controls of several categories of gas and the 
ieregulation of sales of certain categories of gas. All price deregulation contemplated under the NGPA has 
tlready taken place. Subsequently, the Natural Gas Wellhead Decontrol Act of 1989 terminated all NGA and 
?GPA regulation of "first sales" of domestic natural gas on January 1 , 1993. The sale for resale of certain 
iatural 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 
2gulation under section 3 1 1 of the NGPA. 'These services are frequently sold to gas distribution companies 
iat contract with interstate pipeline companies for transportation from the Llano facility to their respective 
mice areas. Section 3 1 1 permits intrastate pipelines under certain circumstances to sell gas to, transport gas 
)r, 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 
398 which was approved without intervention. 

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. CKC 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. 

DISCONTINTJED 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 3 1 , 1999, including 2,237 full- 
time employees of LG&E and 1,747 full-time employees of KU. At December 3 1 , 1999, LG&E had 1,297 
operating, maintenance, and construction employees that were members of IBEW Local 21 00. The current three 
year contract with the IBEW will expire in November 200 1. At December 3 1 , 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 
Unit 2 
Unit 3 
Unit 4 

Total Mill Creek 

Cane Run - near Louisville, KY. 
Unit 4 
Unit 5 
Unit 6 

Total Cane Run 

Trimble County - Bedford, KY. (a) 
Unit 1 

Combustion Turbine Generators (Peaking capability): 
Z O r n  

Paddy's Run 
Cane Run 
Waterside 
E.W.Brown (b) 

Total combustion turbine generators 

303,000 
301,000 
386,000 
480,000 

1,470,000 

155,000 
168,000 
240,000 
563,000 

371,000 

16,000 
43,000 
16,000 
33,000 

125,000 
233,000 

Total capability rating 2i&zQQQ 

(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 fbrther 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 
'y the FERC. 

i t  December 3 1 ,  1999, LG&E's electric transmission system included 2 1 substations with a total capacity of 
pproximately 1 1,07 1,700 Kva and approximately 652 structure miles of lines. The electric distribution system 
icluded 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 
dudes 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: 

Steam Stations: 
Tyrone - Tyrone, KY. 

Unit 1 
Unit 2 
Unit 3 

Total Tyrone 

Capability 
Rating (Kw) 

30,000 
33,000 
73,000 

136,000 

Green River - South Carrollton, 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 

717,000 Total E.W. Brown 

Pineville - Four Mile, KY. 
Unit 3 

Ghent - Ghent, KY. 
Unit 1 
Unit 2 
Unit 3 
Unit 4 

Total Ghent 

34,000 

487,000 
497,000 
513,000 
500,000 

1,997,000 

Combustion Turbine Generators (Peaking capability): 
E.W. Brown - Burgin, KY. 

Unit 6 (a) 102,000 
Unit 7 (a) 102,000 

Unit 9 120,000 

Unit 11 122,000 

135,000 Unit 8 

Unit 10 135,000 

Haefling - Lexington, KY. 
Unit 1 59.000 

Total combustion turbine generators - 775.000 

Total capability rating 3&2&QQQ 

(a) Amount shown represents the KU's 62% interest in Unit 6 and 7 at E.W. Brown. See Notes 1 land 
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. 

22 



Substantially all properties are subject to the lien of KU's Mortgage Indenture. 

KIJ also owns a 24 Mw hydroelectric generating station located in Burgin, Kentucky, operated under license 
issued by the FERC. 

At December 3 1, 1999, KU's electric transmission system included 1 12 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 3 1, 1999, Power Operations owned the percentage indicated of the following joint ventures: 

LG&E Westmoreland-Southampton 
Franklin, Virginia 

LG&E Westmoreland-Altavista 
Altavista, Virginia 

LG&E Westmoreland-Hopewell 
Hopewell, Virginia 

Westmoreland-LG&E Partners 
(Roanoke Valley I) 
Weldon, North Carolina 

Windpower Partners 1993 L.P. 
Palm Springs, California 

Windpower Partners 1993 L.P 
Buffalo Ridge, Minnesota 

Windpower Partners 1994 L.P. 
Culberson County, Texas 

Westmoreland-LG&E Partners 
(Roanoke Valley 11) 
Weldon, North Carolina 

K.W. Tarifa, S.A. 
Tarifa, Spain 

Net 
Ownership Capability 
Interest YO -- Fuel Ratinp (Mw) 

50 Coal 63 

so Coal 63 

50 Coal 63 

50 Coal 165 

50 Wind 43 

50 Wind 25 

25 Wind 25-35 

50 Coal 44 

46 Wind 30 

Tenaska Limited Partnerships 5-10 Gas 223-258 

Gregory Power Partners 
Gregory, Texas (under construction) 

50 Gas 550 

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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Statements 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, W E  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 
?rovince, Argentina, and neighboring provinces. Gas BAN'S transmission and distribution system includes 
I 1,580 miles of transmission and distribution mains in the northern region of Buenos Aires. 

3RC owns a 29-acre equipment yard/manufacturing/maintenance facility and supply warehouse in Tulsa, 
3Mahoma 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 
ifice 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. 

Lates and Kegulatory Matters 

or a discussion of current regulatory matters, including, among others, a discussion of (a) rate matters related 
) 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 
xovery surcharge refunds, and (c) fuel adjustment clause proceedings before the Kentucky Commission 
:garding electric line loss refimds, 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 LCi&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 1 1 and 14 of KTJ'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 qualifLing facility for 1992, see Note 1 8 
of LG&E Energy Corp.'~ 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.'~ 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 C W P  
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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Executive Officers of L,G&E Energy Cop. :  

Roger W. Hale 

Victor A. Staffieri 

R. Foster Duncan 

Stephen R. Wood 

Robert M. Hewett 

John R. McCall 

Wayne T. Lucas 

George W. Basinger 

56 

44 

46 

57 

53 

56 

52 

54 

Donald F. Santa, Jr. 41 

Frederick J. Newton 111 44 

S. Bradford Rives 41 

Paul W. Thompson 43 

Rebecca L. Farrar 40 

Wendy C. Heck 46 

Chris Hermann 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 

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 
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& Position 

Effective Date of 
Election to Present 
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 affliates from May 1994 to 
lanuary 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 
Iivision 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 
%mning of KU from January 1982 to April 1997; Senior Vice President - Customer Service and Marketing of 
CU 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 
day 1998. 
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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 [Jnilever 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-TJtility Business of L,G&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 KTJ 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 KTJ from May 1998 to the present. 
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Executive Officers of LG&E: 

Name Ai32 

Roger W. Hale 56 

Stephen R. Wood 

Robert M. Hewett 

R. Foster Duncan 

John R. McCall 

Wayne T. Lucas 

Frederick J. Newton III 

Rebecca L. Farrar 

Wendy C. Heck 

Chris Hermann 

Michael D. Robinson 

Charles A. Markel 

57 

53 

46 

56 

52 

44 

40 

46 

52 

44 

52 

Position 

Chairman of the Board, 
and Chief Executive 
Officer 

Group Executive - 
Retail Business 

Group Executive - 
Regulatory Affairs 

Executive Vice President 
and Chief Financial Officer 

Executive Vice President, 
General Counsel and 
Corporate Secretary 

Executive Vice President - 
Power Generation 

Senior Vice President and 
Chief Administrative 
Officer 

Senior Vice President - 
Distribution Operations 

Vice President - Infor- 
mation Technology 

Vice President, Supply 
and Logistics 

Vice President and 
Controller 

Treasurer 

Effective Date of 
Election to Present 
Position 

January 1,1992 

January 1,2000 

January 1,2000 

February 16,1999 

July 1, 1994 

May 4,1998 

January 2,1999 

January 1,2000 

February 3,1998 

January 1,2000 

May 4,1998 

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. 

is Group Executive - Retail Business of LG&E Energy Corp. and KU; Mr. Hewett is Group Executive - 
I 
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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; Mi. Newton is Senior Vice President and Chief 
Administrative Officer of LG&E Energy Corp. and KI J; Mi. Markel is Vice President - Finance and Treasurer 
of LG&E Energy Corp. and Treasurer of RU; Mr. Robinson is Vice President and Controller of LG&E Energy 
Corp. and KU; Ms. Farrar is Senior Vice President - Distribution Operations of L,G&E Energy Corp. and KU; 
and Ms. Heck is Vice President - Information Technology of LG&E Energy Corp and KU. Mr. Hemann 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 199.5 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 K U  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 199.5 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 K U  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: 

Name 

Roger W. Hale 

A!&? 

56 

Stephen R. Wood 57 

Robert M. Hewett 53 

Wayne T. Lucas 52 

R. Foster Duncan 46 

John R. McCall 56 

Frederick J. Newton 111 44 

Position 

Chairman of the Board, 
and Chief Executive 
Officer 

Group Executive - 
Retail Business 

Group Executive - 
Regulatory Affairs 

Executive Vice President - 
Power Generation 

Executive Vice President 
and Chief Financial Officer 

Executive Vice President, 
General Counsel and 
Corporate Secretary 

Senior Vice President and 
Chief Administrative 
Officer 

Rebecca L. Farm 40 Senior Vice President - 
Distribution Operations 

Wendy C. Heck 46 Vice President - Infor- 
mation Technology 

Gary E. Blake 46 Vice President - Sales 
and Service 

James J. Ellington 54 Vice President - Power 
Generation 

Michael D. Robinson 44 Vice President and 
Controller 

Charles A. Markel 52 Treasurer 

Effective Date of 
Election to Present 
Position 

May 4,1998 

January 1,2000 

January 1,2000 

May 4,1998 

February 16,1999 

May 4,1998 

January 2,1999 

January 1,2000 

April 2 1, 1999 

May 4,1998 

May 4,1998 

May 4,1998 

May 4,1998 

fhe present term of office of each of the above executive officers extends to the meeting of the Board of 
Xrectors following the Annual Meeting of Shareholders, scheduled to be held in June 2000. 

fiere are no family relationships between executive officers of KU. 

dessrs. Hale, Lucas, Duncan, Wood, Hewett, McCall, Newton, Markel and Robinson, and Ms. Farrar and Ms. 
ieck 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 I,G&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 L,G&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. Fmar 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, Mi-. 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 fiom 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 fiom 
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. 

j 

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 11. 

ITEM 5. Market for the Registrant's Common Equity and Related Stockholder Matters. 

LG&E Energy; 
LG&E Energy Is 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 
P a  pr& - Price Price Erk 

First quarter $.3075 $28.7500 $20.7500 
Second quarter .3075 23.0000 20.6875 
Third quarter .3075 23.6875 20.6875 
Fourth quarter .3175 23.3125 17.3750 

$.2975 $26.4375 $23.0000 
.2975 27.7500 24.6875 
.2975 27.8750 22.5000 
.3075 29.3125 26.0625 

'he number of record holders of Common Stock at December 3 1 , 1999, totaled 48,296. The book value of the 
hmpany'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 I_ 1998 

First quarter 
Second quarter 
Third quarter 
Fourth quarter 

$22,000 $20,000 
22,000 19,800 
22,000 2 1,200 
23,000 22,000 
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- 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 KIJ's cash distributions on common stock paid (in thousands of $): 

First quarter 
Second quarter 
Third quarter 
Fourth quarter 

$18,000 $1 7,018 
18,000 5,673 
18,000 17,400 
19,000 18,000 

ITEM 6 .  Selected Financial Data. 

Years Ended December 3 1 
[Thousands of $ Exceat per Share Data) 

LG&E Enerw: 
Revenues: 
Revenues 
Provision for rate refunds 

Net revenues 

Operating income: 
Before non-recurring items 
Provision for rate refunds 
Merger costs and non- 

Operating income 
recurring charges 

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) 

- 1999 

$2,714,911 
(7,635) 

_2F2122226 

502,230 
(7,635) 

494.595 

24 1,953 
(5,690) 

236,263 

(174,212) 

b 
Average number of com- 

mon shares outstand- 
ing (000's) 129,677 

~ 1998 

$2,112,246 
(26.000) 

472,561 
(26,000) 

L65.318) 
-381.243 

230,617 
( 15,556) 

(56,389) 

158,672 
(22,852) 

(224,148) 

(7,162) - 

-_ 1997 

$1,832,746 

1.832.746 

420,97 1 

420.971 

208,363 

208,363 
(25,367) 

$ 182,996 

- 1996 

$1,645,719 

=!d&tLu 

384,867 

(5.493) 
379.374 

195,659 

(2.400) 

193,259 
(7,307) - 

129,679 129,627 129,450 

- 1995 

$1,503,330 
(28,300) 

1.475.030 

349,578 
(29,800) 

-_I_ 

319.778 

176,674 
(17,852) 

158,822 
61 

N 

129,261 
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Years Ended December 3 1 
{Thousands of $ Except per Share Data) 

- 1996 - 1995 - 1998 ___ 1997 

LG&E Energy (cont.2: 
Basic earnings (loss) per 

share of common stock: 
Before non-recurring items 
Provision for rate refunds 
Merger costs and non- 

Other - rounding 
recurring charges 

Total continuing 
operations 

Discontinued operations 
Loss on disposal of dis- 

continued operations 
Cumulative effect of 

accounting change 
Basic earnings 

(loss) per share 

$1.87 
(-05) 

- 

1.82 

(1.34) 

~ 

$148 

$1.87 
(.05) 

___ 

1.82 

(1.34) 

- 

w 

$1.250 

67.0% 

$53 33,757 

1,711,225 

$1.61 $1.51 $1.37 
(. 14) 

1.49 
(-05) 

1.23 

___ 

$1.44 

Diluted earnings (loss) per 
share of common stock 

Before non-recurring items 
Provision for rate refinds 
Merger costs and non- 

recurring charges 
Total continuing 

operations 
Discontinued operations 
Loss on disposal of dis- 

continued operations 
Cumulative effect of 

accounting change 
Diluted earnings 

(loss) per share 

$1.77 

(.43) 

1.22 
(.I71 

(1.72) 

L!m 
w 

$1.61 $1.51 

1.49 
(305) 

1.23 

ai22 

$1.050 
Cash dividends declared per 

share of common stock $1.240 $1.113 $1.081 

Payout ratio (from continuing 
operations before non- 
recurring items) 69.7% 69.3% ' 7 1.5% 76.5% 

$4,823,118 $4,620,190 $4,190,249 $4,148,208 Total assets 

Long-term obligations 
(including amounts 
due within one year) 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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Years Ended December 3 1 
{Thousands of $1 

LG&E: 
Operating revenues: 
Revenues 
Provision for rate refunds 

Total operating revenues 

Net operating income: 
Before unusual items 
Provision for rate refunds 

Total net operating income 

Net income: 
Before unusual items 
Provision for rate refunds 
Merger costs 

Net income 

Net income available 
for common stock 

Total assets 

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

- 1999 

$969,984 
(1,735) 

=23322@ 

142,263 

140,09 1 
(2,172) 

108,442 
(2,172) 

106.270 

m 
2.171.452 

$626.800 

- 1998 

$854,556 
(4,500) 

=!LZQB& 

13 8,207 
(2.684) - 

104,38 1 

(23,577) 
(2,684) 

===Z&La 

==zL322 

2- 

$626.800 

1997 

$845,543 

845.543 

148,186 

148.186 

113,273 

=lL2222 

108.688 

2.055.641 - 

1996 

$821,115 

821.1 15 

147,263 

147.26'3 
_____- 

107,941 - 
_102323. 

2.006.71 2 

&2i%LBa 

~ 1995 

$75 1,763 
(28.300) 

138,203 
(16,877) 
121.326 

100,061 
(16,877) 

=lGL?34 

76.873 

Ja2EkE2 

&$!zLBG 

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. 

Years Ended December 3 1 
[Thousands of $1 

- KU: 
Operating revenues: 
Revenues 
Provision for rate refund 

Operating revenues 

Net operating income: 
Before unusual items 
Provision for rate refund 

Operating income 

Net income: 
Before unusual items 
Provision for rate refund 
Merger costs 

Net income 

1999 

$943,210 
(5,900) 

43z11Q 

139,534 
(3,518) 

11&11l4 

1 10,076 
(335 18) 

.106.558 
--- 

1998 

$83 1,614 
(21,500) 

JAlLLLU 

138,263 
(12.875) 

..125.388 

107,303 
(12,875) 
(21.664) 

_22344 

37 

-- 1997 

$716,437 

=226dEz 

118,408 

.118.408 

85,713 

85.713 

- 1996 

$711,711 
-- 
u 

117,337 
.~ 

112132 

86,163 

-_____ 
85.163 

~ 1995 

$686,430 
1- 

686.430 

108,544 

= 
76,842 

~- 



Years Ended December 3 1 
crhousands of $1 

~ 1999 - 1998 1997 1996 

KU (cont.): 
Net income available 

- for common stock 104.302 70.508 83,457 83.907 - 

Total assets m 4za2Q.L JJiEs23 1.673.055 ?J&&243 

Long-term obligations 
(including amounts 

due within one year) &24&224 -w w $546.373 - 
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, fbture 
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. 

bme 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. 
ictual 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 
Zgislation; 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 3 1,1998. 

ZERGERS AND ACQUISITIONS 

a 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 
mtinue their separate identities and serve customers in Kentucky and Virginia under their present names. The 
cferred 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 
)OO, shortly after all of the conditions to consummation of the acquisition are met. Those conditions include, 
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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 PTJHCA 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 L,G&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 3 1 , 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 $1 3.0 
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 fbture 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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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 
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 
md 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 3 1 , 
1999, include $25 1 .O million for commitments prior to disposal, $69.6 million for transaction settlements, $1 1.1 
nillion for goodwill, and $30.5 million for other exit costs. While the Company has been successful in settling 
3ortions 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 
~arious power purchase commitments and planned construction of physical assets. Management cannot predict 
he ultimate effectiveness of these hedges. 

The pretax net fair value of the remaining commitments as of December 3 1 , 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. I 

is of December 3 1, 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 1 0-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 8. 

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 L,G&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 refimds 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 .SO 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 RAN 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 $1.6 1 earned from continuing 
operations in 1997. Earnings for 1998 include non-recurring charges for merger-related costs and environ- 
mental cost recovery refinds of approximately 43 cents and 12 cents, respectively. Excluding these non- 
recurring charges, earnings per share fiom 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 ($1.3 5) 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 ($0.1 7) 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. 
Merger surcredit 
Demand side management/decoupling 
Environmental cost recovery surcharge 
Performance based rate reduction 
Variation in sales volumes 

Total retail sales 
Wholesale sales 
Gas transportation-net 
Other 

Total 

$ (3,758) 
(8,3 17) 
(2,985) 
(2,547) 

(1 1,634) 
41,312 
12,071 

215,374 

764 - 
$ 4,908 

(7,501) 
(6,299) 

(807) 

52.892 
43,193 
88,851 

1.21 1 
w 

$ (24,791) 

(6,462) 

17.779 
( 13,474) 

(602) 
(575) 

m 
685 

$ (4,393) 

(369) 

(42,418) 
(47,180) 

8,720 
(71) 

(935) 
$=E&k@a 

Ilectric 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 
rrger amounts of power available for off-system sales, and an increase in the unit price of electricity sold. Gas 
:venues 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 
F the sales. Gas retail sales decreased from 1997 due to the warmer seasonal weather in 1998. Gas wholesale 
iles increased to $8.7 million in 1998 fiom zero in 1997 due to the implementation of LG&E's gas perform- 
ice-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 KTJ'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 KTJ'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 PRR 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 KTJ ($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 $2 19.9 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 $1 1 . 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 L,G&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 
3 1 , 1999 and 5.57% at December 3 1 , 1998. KU's embedded cost of long-term debt was 7.00% at December 3 1, 
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, W E  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 Item 8. 

Expenses 

Direct costs of revenues are primarily comprised of labor and related expenses associated with the Company 's 
speration 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 1 14 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 

ME'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 (1 59%) 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 $1 36.6 million (1 86%) 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. Centra's operating expenses increased by $.8 million (3%) in 1999 due to higher 
consumption. Centra'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%) fiom 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 fbnding the Gas BAN and CRC acquisitions. The increase in 1998 was 
primarily 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. 

,IQUIDITY AND CAPITAL RESOURCES 

The Company uses net cash generated from its operations and external financing to fund construction of plant 
md 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 
ielieves that such sources of funds will be sufficient to meet the needs of its business in the foreseeable future. 

)perating Activities 

lash provided by operations was $343.3 million, $209.6 million and $333.7 million in 1999, 1998 and 1997, 
:spectively. 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, 
id a net increase in net current assets, including increases in accounts payable, accrued taxes and interest, and 
laterials and supplies. The 1998 decrease was primarily due to a decrease in net income and an increase in 
laterials 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- 
Junconsolidated ventures. Capital expenditures were $382.6 million, $343.6 million and $225.7 million in 
199,1998 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 
xogen oxide burner systems for LG&E, KU and WKE as described in the section titled "Environmental 
Bikers.'' 
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Net cash used for investment activities increased by $1 15.4 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, $1 11.6 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 $5 1.7 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: 

LG&E 
First mortgage bonds 
Unsecured debt 
Preferred stock 
Commercial paper 

_. KU 
First mortgage bonds 
Preferred stock 
Commercial paper 

Capital Corn. 
Medium-term notes 
Commercial paper 

Moody's 

A1 
A2 
a2 
P- 1 

AI 
a2 
P- 1 

A3 
P-2 

s&p - D&P 

A+ AA- 
A- A+ 
BBB+ A 
A- 1 D- 1 

Ai- AA- 
BBB+ A 
A- 1 D-1 

A- A- 
A- 1 D-l- 

The ratings stated above reflect the downgrades received by the Corn any following an adverse decision in the 
OPC arbitration case, which resulted in an additional $1 75 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 2 1,2000, 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 .lo% 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 
zxposures, the Company has entered into various derivative instruments. Derivative positions are monitored 
using techniques that include market value and sensitivity analysis. 

[nterest Kate Sensitivity 

The Company has short-term and long-term variable rate debt obligations outstanding. At December 3 1, 1999, 
he potential change in interest expense associated with a 1% change in base interest rates of the Company's 
lnswapped debt is estimated at $7.0 million. These swaps hedge specific debt issuance and consistent with 
nanagement's designation are accorded hedge accounting treatment. 

Is of December 3 1,1999, the Company had swaps with a combined notional value of $404 million. LG&E 
md 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 3 1, 1999,3 1 % of the outstanding variable interest rate 
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borrowings were converted to fixed interest rates, while 1 1 % 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 3 1 , 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 L,G&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 fbel prices. To mitigate 
this risk, WKE has entered into various multi-year fbel supply contracts which expire at various times through 
2003 and is also pursuing the use of alternative fbels. Realized gains and losses are recognized in the income 
statement as incurred. At December 3 1 , 1999, exposure fiom 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 M E .  To 
mitigate residual risks relative to the movements in electricity prices, W E  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 3 1 , 1999, exposure fiom 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 1J.S. dollar to mitigate currency risk attributable to its 
Argentine investments and views its investments in Canada, Spain and the IJK as too small to cost-effectively 
hedge. A 10% decline in the December 3 1 , 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 resuIts 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 ANT) EGULATION 

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. 7 1,  Accounting fur the 
Eflects of Certain Types ufReguZation. 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 
5CR. The court remanded the case to the Kentucky Commission to determine amounts to be reknded for 
Sevenues collected for such pre- 1993 environmental projects. Accordingly, the Company recorded a provision 
'or rate refunds of $26 million in December 1998. 

The 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 
If 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 firther 
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- 
aaditional 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 L,G&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 KITJC 
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. KITJC's position called 
for annual revenue reductions for LG&E and KTJ of $69.6 million and $6 1.5 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 Cammission 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 K1.J 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 3 1. During the first two years of the mechanism ended October 3 1 , 
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 d e  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. LO&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 he1 costs associated with electric line losses on off-system sales appropriate for recovery 
:hrough the FAC, and KU's method for computing system line losses for the purpose of calculating the system 
;ales component of the FAC charge. At KU's request, in July 1999, the Kentucky Commission stayed the 
* e h d  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 
LU'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 
ian 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 
Irder amount of $10.1 million. In August 1999, LG&E and KU each recorded its estimated share of 
nticipated 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 
wices. LG&E expects implementation before the end of 2000. 

I 
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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. L,G&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 11, 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, KT.J, 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 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 lb. 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 lb./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 
3dditional 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 
iy the Company, the Company is unable to determine what, if any, additional exposure or liability it may have 
is 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 
lipeline at KU's E.W. Brown Station. Under the oversight of EPA and state officials, the Company commenced 
mediate spill containment and recovery measures which prevented the spill fiom reaching the Kentucky 
liver. 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 
lompany'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- 

ialifying cogeneration facilities at a price based on the purchasing utility's avoided costs. The Company is the 
vtial owner and contractual operator of several qualifying cogeneration facilities. While the Company 

ienting regulations require, among other things, that electric utilities purchase electricity generated by \ 
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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 
L,G&E Capital Carp. 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 utiIity 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 

L,G&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 1,200 1, 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. 

I 

LG&E: 

GENERAL 

The following discussion and analysis by management focuses on those factors that had a material effect on 
LG&E's frnancial 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 fiom 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 3 1 , 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. 

tEsuLrs OF OPERATIONS 

\Jet Income 

,G&E's net income increased $28.2 million for 1999, as compared to 1998, primarily due to non-recurring 
:barges 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 
ierger-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 

Retail sales: 
Fuel and gas supply adjustments, etc. 
Merger surcredit 
Performance based rate reduction 
Demand side managementldecoupling 
Environmental cost recovery surcharge 
Variation in sales volumes 

Total retail sales 
Wholesale sales 
Gas transportation-net 
Other 

Tatal 

.__ 1999 

$ (2,014) 
(4,194) 
(6,076) 
(2,985) 

(570) 
22.009 
6,170 

121,996 

1.228 
$129.39_4 

- 1998 

$ 3,750 
(3,466) 

(6,299) 
(260) 

27.05 1 
20,776 
28,398 

(695) 
&$lL422 

-- 1999 1998 

$ (24,791) $ (4,393) 

(6,462) (369) 

- 17.779 (42,418) 
(13,474) (47,180) 

(602) 8,720 
(575) (71) 

m $ u e 4 6 6 )  
685 (93.5) 

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 KLJ of $1 1.6 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 fiom 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. L,G&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 $1 19.4 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 (1 91 %) 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 $1 1 .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 (2 1 %) 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 (1 0.1%) 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 
hergy 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. 

nterest 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 
lortgage 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 
nder Item 8. 

ariations in income tax expenses are largely attributable to changes in pre-tax income as well as non- 
tductible merger expenses. 

le 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 h d s  will be sufficient to meet 
the needs of its business in the foreseeable future. 

Operating Activities 

Cash provided by operations was $1 80.5 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, $13 8 million and $1 1 1 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 3 1 , 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 million with various banks. 
TJnused 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 
Unsecured debt 
Preferred stock 
Commercial paper 

AI A+ AA- 
A2 A- A+ 
a2 BBB+ A 
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 Eunds could 
increase by .05% to .12% on short-term borrowings and .lo% 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 3 1 1999, the 
jotential change in interest expense associated with a 1% change in base interest rates of LG&E's unswapped 
iebt is estimated at $1 .O 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. 

is of December 3 1,1999, LG&E had swaps with a combined notional value of $1 5 1 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 3 1 , 1999,6 1 % of the outstanding variable 
iterest rate borrowings were converted to fixed interest rates through swaps. The potential loss in fair value 
rom these positions resulting Erom a hypothetical 1% adverse movement in base interest rates is estimated at 
2.1 million as of December 3 1 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 he1 and electricity, as long as cost-based 
:gulations 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 REGIJLATION 

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 Eflects 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. Rased 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 Kate 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 PBK, included financial incentives for LG&E to reduce fuel costs and 
increase generating efficiency, and to share any resulting savings with customers. Additionally, the PBK 
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 PBK 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 
ofJune 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 3 1. During the first two years of the mechanism ended October 3 1 , 
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 L,G&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 re&d 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 frrst 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 drae 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. 

I 

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 11, 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, hture 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 
:missions to 0.15 lb./Mmbtu - an 85% reduction from 1990 levels. In related proceedings in response to 
3etitions 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 
;tales, various labor and industry groups, and individual companies have appealed both EPA rulings to the U.S. 
Zourt 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 
rnplement the final regulatory mandate. However, if the 0.15 lb. target is ultimately imposed, LG&E will be 
equired to incur significant capital expenditures and increased operation and maintenance costs for additional 
ontrols. 

iubject 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 

:vel of .25 1b.N.mbt.u (Commonwealth of Kentucky's proposed NOx compliance level) to $165 million to 
:duce emissions to the level of .  15 lb./Mmbtu (current EPA regulations). These costs would generally be 
Icurred 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 
:lieve that a significant portion of such costs could be recovered. However, Kentucky Commission approval is 
xessary 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 
id directed EPA to undertake additional rulemaking efforts. LG&E continues to monitor EPA actions to 
iallenge 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. Afier 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 , 
200 1 , 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, consurners, 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. 

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 fiom 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 
3n Form 10-K for the year ended December 3 1,1998. 

VERGER 

3ffective May 4, 1998, following the receipt of all required state and federal regulatory approvals, LG&E 
3nergy and KU Energy merged, with LG&E Energy as the surviving corporation. The outstanding preferred 
Itock of KU, a subsidiary of KU Energy before the merger, was not affected by the merger. See Note 2 of KU's 
?otes to Financial Statements under Item 8. 

ESULTS OF OPERATIONS 

?et Income 

:U's net income increased $33.8 million for 1999, as compared to 1998, primarily due to non-recurring charges 
1 1998 for merger-related expenses and environmental cost recovery refund of $2 1.5 million and $12.9 million, 
Fter tax, respectively, offset by net rate refkids incurred in 1999 of $3.5 million, after tax. Excluding these 
un-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 
c 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 
m e r  weather and increased marketing efforts. 

:venues 

comparison of operating revenues for the years 1999 and 1998, excluding the provision for rate refimds for 
; ECR refund and the FAC refind previously recovered fiom customers, $5.9 million in 1999 and $21.5 
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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 $): 

Retail sales: 
Fuel clause adjustments, etc. 
Merger surcredit 
Environmental cost recovery surcharge 
Performance based rate reduction 
Variation in sales volumes 

Total retail sales 
Wholesale sales 
Other 

Total 

Increase (Decrease) 
From Prior Period 
1999 .- 1998 

$ (1,744) 
(4,123) 
(1,977) 
(5 ,5S 8) 
19,303 
5,901 

106,160 
----@.a) u 

$ 1,158 
(4,035) 

(547) 

25.841 
22,417 
90,253 
2,507 

Gl 5.177 

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 
L,G&E of $16 million due to economic dispatch following the merger in May 1998 of LG&E Energy and KTJ 
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 KTJ'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 furtlner 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 Comission 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 (1 3%) 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 $1 15.7 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 $1 1.6 
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 3 1, 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. 

I'he rate of inflation may have a significant impact on KU's utility operations, its ability to control costs and the 
ieed to seek timely and adequate rate adjustments. However, relatively low rates of inflation in the past few 
tears 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. 

Iperating 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 
=funds. 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 
vpenditures were $181 million, $92 million and $94 million in 1999, 1998 and 1997, respectively. The $89 
tillion increase in 1999 capital expenditures was primarily due to the purchase of a 62% interest in the two 
Imbustion turbines. KU expects its capital expenditures for 2000 and 2001 will total approximately $324 
iillion which consists primarily of construction costs associated with installation of low nitrogen oxide burner 
[stems 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. KIJ 
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 3 1 1999 remained 
$546.3 million. 

KIJ's debt ratings as of February 16,2000, were: 

Moodv's s&p D&P 

First mortgage bonds 
Preferred stock 
Commercial paper 

A1 A+ AA- 
a2 BBB+ A 
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 .lo% 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 

KIJ 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 3 1 , 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 .O 
million. These swaps hedge specific debt issuance and consistent with management's designation are accorded 
hedge accounting treatment. 

As of December 3 1 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 3 1, 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 
ill matters related to electric utility regulation, and as such, its accounting is subject to SFAS No. 71, 
llccounting for the Eflects 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 
tpplication of SFAS No. 71. See Note 6 of LG&E Energy's Notes to Financial Statements under Item 8. 

3wironmental Cost Recovery 

n August 1994, KU implemented an ECR surcharge. The Kentucky Commission's order approving the 
iurcharge as well as the constitutionality of the surcharge was challenged by certain intervenors in Franklin 
3rcuit 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 
5CR. 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 

70 



KU (cont.): 

refund of $2 1.5 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 KTJ 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 PRR, 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 PRR 
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 PRR 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 PRR 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 K1.J 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. 

I 

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 fiom 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 
Df the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million fiom the original 
Order amount of $10.1 million. In August 1999, KU recorded its estimated share of anticipated FAC refunds of 
E7.7 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 
:omission 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 
o 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 fiom 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, 
3, as well as all parties to the proceeding, filed comments on the Kentucky Commission draft proposals. In 
Iecember 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 
iaterial 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. KIJ met its Phase I 
SO2 requirements primarily through installation of a scrubber on Ghent IJnit 1. KLJ's strategy for Phase 11, 
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.lhlmbtu - 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 lb. 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 
lb./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 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. 

KIJ 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 3 8,000 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 oficials, 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 violatian for the incident. KU is currently negotiating with the state in an 
effort to reach a complete resolution of this matter. To date KIJ 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. 

I 

See Note 11 of KU's Notes to Financial Statements under Item 8 for an additional discussion of environmental 
issues. 

wrum 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 
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 
yecommending no general electric industry restructuring actions during the 2000 legislative session. 

rhus, at the time of this report, neither the Kentucky General Assembly nor the Kentucky Commission has 
rdopted 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, 
which may be significant, cannot currently be predicted. 

TEM 7A. Quantitative and Qualitative Disclosure About Market Risk. 

See LG&E Energy's, LG&E's and KU's Management's Discussion and Analysis of Results of Operations and 
hancial 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 utility (Note 1) ........................................................................... 
Gas utility (Note 1) ................................................................................. 
International and non-utility ................................................................... 
Provision for rate refunds (Note 6) ......................................................... 

Net revenues ..................................................................................... 

OPERATING EXPENSES: 
Operation and maintenance: 

Fuel and power purchased ...................................................................... 
Gas supply expenses ............................................................................... 
Utility operation and maintenance .......................................................... 
International and non-utility operation and maintenance ....................... 

Depreciation and amortization ..................................................................... 
Merger costs (Note 2) ................................................................................... 

Total operating expenses .................................................................. 

Equity in earnings of unconsolidated ventures (Note 9) ............................... 

OPERATING INCOME .............................................................................. 

Other income and (deductions) (Note 14) .................................................... 
Interest charges and preferred dividends ...................................................... 
Minority interest ........................................................................................... 
Income from continuing operations, before income taxes ............................ 

Income taxes (Note 13) ................................................................................ 
Income from continuing operations .............................................................. 

Loss from discontinued operations, net of income tax benefit 

Loss on disposal of discontinued operations, net o f  income 

Income (loss) before cumulative effect of change in 

of$15, 008 and $16, 622 (Notes 1, 3 and 4) ............................................. 

tax benefit of$104, 716 and $123, 905 (Notes 3 and 4) ........................... 

accounting principle ............................................................................... 

Cumulative effect of change in accounting for start-up 
costs, net of income tax benefit of$5, 061 (Note 1) ................................ 

NET INCOME (LOSS) ................................................................................ 

. 1999 

$1,693, 033 
177. 579 
844. 299 

(7.635) 
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 

(1 74. 2 12) 

62. 05 1 . 

Years Ended December 3 1 
1998 

$1.464. 824 
191. 545 
455. 877 
(26.000) 

2.086.246 

640. 438 
294. 880 
432. 763 
138. 952 
206. 450 

65.3 18 
1.778. 801 

73.798 

3 8 1. 243 

8. 100 
109. 389 
10. 453 

269. 501 

110. 829 

158. 672 

(22. 852) 

(224. 148) 

(88. 328) 

(7.162) - 

. 1997 

$1, 33 1, 569 
231. 011 
270. 166 

1,832.746 

442. 949 
3 4 2 5  14. 
415. 882 

67. 565 
193. 891 

1.434. 712 

22. 937 

420. 971 

2 6 8 3  1. 
104. 427 

9.035 

329. 192 

120.829 

208. 363 

-__ 

(25. 367) 

182. 996 

... 

$182.996 

The accompanying notes are an integral part of these consolidated financial statements . 
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LG&E Energy Corp. and Subsidiaries 
Consolidated Statements of Income (cont.) 
(Thousands of $ Except Per Share Data) 

Years Ended December 3 1 
1999 - 1998 

Average common shares outstanding ........................................................... 129,677 129,679 

Continuing operations .................................................................................. $1.82 $1.22 
(* 17) Loss from discontinued operations ............................................................... 

Loss on disposal of discontinued operations ................................................ (1.34) (1.73) 

Total u 
Continuing operations .................................................................................. $1.82 $1.22 

(J7) Loss from discontinued operations ............................................................... 
Loss on disposal of discontinued operations ................................................ (1.34) (1.72) 
Cumulative effect of accounting change ...................................................... 
Total u s;Lu', 

Earnings (loss) per share of common stock - basic: 

...................................................... - id28 Cumulative effect of accounting change 

Earnings (loss) per share of common stock - diluted: 

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

- 
........................................................................................................ 

Consolidated Statements of Comprehensive Income 
(Thousands of $) 

Years Ended December 3 1 
- 1999 __. 1998 

Net income (loss) ......................................................................................... $62,05 1 $(95,490) 

arising during the period (403) (168) 
Unrealized holding losses on available-for-sale securities 

teclassification adjustment for realized gains and (losses) on 

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

............................... 123 available-for-sale securities included in net income ---.&&%I 
........................................................... 3her comprehensive loss before tax (697) (45) 

comprehensive income 264 -.----&I 
Jomprehensive income (loss) $61.618 $Ipri54n) 

ncome tax (expense) benefit related to items of other 
........................................................................... 

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

Consolidated Statements of Retained Earnings 
(Thousands of $) 

Years Ended December 3 1 
1999 - 1998 

alance January 1 ......................................................................................... $466,279 $722,584 $683,962 
dd net income (loss) .................................................................................. 62,05 1 (95,490) 182,996 

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) ..................................................... (162,096) (160,815) (144,366) 

(8) Other -.-- l__l 

%lance December 3 1 w $5k@LzB iiz&La@ 

educt: 

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

le accompanying notes are an integral part of these consolidated financial statements. 
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L. G&E Energy Corp . and Subsidiaries 
Consolidated Balance Sheets 

(Thousands of $) 

December 3 1 
1999 1998 

ASSETS: 
Current assets: 

Cash and temporary cash investments ...................................................................... 
Marketable securities (Note 11) ............................................................................... 
Accounts receivable - less reserve of $8, 285 in 1999 and $10, 532 in 1998 ............. 
Materials and supplies - primarily at average cost: 

Fuel (predominantly coal) ................................................................................... 
Gas stored underground ...................................................................................... 
Other .................................................................................................................. 

Net assets of discontinued operations (Notes 1 and 3) ............................................. 
Prepayments and ather ............................................................................................. 

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

IJtility plant: 
At original cost (Note 1) ........................................................................................... 
Less: reserve for depreciation .................................................................................. 

Net utility plant ................................................................................................... 

Other property and investments - less reserve: 
Investments in unconsolidated ventures (Notes 9 and 10) ........................................ 

Other ..................................................................................................................... 
Total other property and investments ................................................................. 

Non-utility property and plant, net (Notes 1 and 2) .................................................. 

Deferred debits and other assets: 
Regulatory assets (Note 6) ........................................................................................ 
Goodwill, net (Note 2) .............................................................................................. 
Other ..................................................................................................................... 

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

CAPITAL AND LIABILITIES: 
Current liabilities: 

Current portion of long-term debt (Note 16) ............................................................ 
Notes payable (Note 17) ........................................................................................... 
Accounts payable ..................................................................................................... 
Net liabilities of discontinued operations (Notes 1 and 3) ........................................ 
Taxes and interest accrued ........................................................................................ 
Common dividends declared .................................................................................... 
Provision for rate refunds ......................................................................................... 
Customer deposits .................................................................................................... 
Other ..................................................................................................................... 

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

Long-term debt (Note 16) ............................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Notes 1 and 13) ............................................. 
Accumulated provision for pensions and related benefit (Note 12) .......................... 
Regulatory liability (Note 6) ..................................................................................... 
Other ..................................................................................................................... 

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

Investment tax credit, in process of amortization ..................................................... 

Minority interest (Note 2) ............................................................................................... 
Cumulative preferred stock ............................................................................................ 
Commitments and contingencies (Note 18) 
Common equity .............................................................................................................. 

Total capital and liabilities ............................................................................ 

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

$ 91. 413 $ 105. 604 
10. 126 20. 862 

318. 914 293. 340 

91. 931 78. 855 
49. 03 8 39. 249 
90. 259 72. 456 

3. 219 
54. 038 33.449 

705.7 19 647.034 

5.916. 905 5.581. 667 
2.503.851 2.352.306 
3,413.054 3 . 2 2 9 a  

249. 455 167. 878 
477. 442 447. 372 

25.596 117.321 
- 752. 493 732. 571 

54. 476 65. 871 
74. 398 36. 906 

$ 411. 810 
449. 578 
220. 460 
15 8. 222 
72. 674 
41. 172 
29. 529 
17. 838 
87.628 

1.488.911 

1.299. 415 

$ 
365. 135 
254. 225 

102. 228 
39. 876 
34. 761 
17. 404 
37.954 

851. 583 

1. 5 7 7 5  10. 

585. 880 568. 103 
85. 828 93. 844 

101. 090 120. 233 
110. 081 104. 795 

8 1.267 82. 916 
958.860 - 975. 177 

109. 952 
135. 328 

107. 815 
136. 530 

1. 14 1.291 1.24 1.238 - %4.823.118 
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LG&E Energy Corp . and Subsidiaries 
Consolidated Statements of Cash Flows 

(Thousands of $) 

Years Ended December 3 1 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income (loss) .................................................................................... 

Depreciation and amortization .......................................................... 
Deferred income taxes - net .............................................................. 
Investment tax credit - net ................................................................ 
Undistributed earnings of unconsolidated ventures .......................... 
Loss from discontinued operations (Notes 1 and 3) .......................... 
Loss on disposal of discontinued 

Cumulative effect of change in accounting 

Other ................................................................................................ 
Accounts receivable .......................................................................... 
Materials and supplies ...................................................................... 
Net assets of discontinued operations (Notes 1 and 3) ...................... 
Provision for rate refunds ................................................................. 
Accounts payable .............................................................................. 
Accrued taxes and interest ................................................................ 
Customer deposits ............................................................................. 
Prepayments and other ...................................................................... 

Other ..................................................................................................... 
Net cash flows from operating activities ..................................... 

Purchases of securities ............................................................................ 
Proceeds from sales of securities ............................................................ 
Construction expenditures ...................................................................... 
Investment in subsidiaries net of cash and 

temporary cash investments acquired (Note 2) ................................. 
Investments in unconsolidated ventures (Notes 2 and 9) ........................ 
Proceeds from sale of investment in affiliate 

and sale of leveraged leases (Notes 9 and 10) .................................. 
Net cash flows used for investing activities ................................ 

Issuance of medium-term notes (Notes 16 and 17) ................................ 
Issuance of long-term debt ..................................................................... 
Retirement of long-term debt (Notes 2 and 16) ...................................... 
Short-term borrowings ............................................................................ 
Repayment of short-term borrowings ..................................................... 
Issuance of preferred stock ..................................................................... 
Redemption of preferred stock ............................................................... 
Issuance of common stock ...................................................................... 
Payment of common dividends .............................................................. 

Net cash flows from financing activities ..................................... 
lhange in cash and temporary cash investments ......................................... 
?eginning cash and temporary cash investments ......................................... 
nding cash and temporary cash investments .............................................. 
upplemental disclosures of cash flow information: 

Items not requiring cash currently: 

operations (Note 3) ..................................................................... 

principle (Note 1) ........................................................................ 
Change in certain net current assets: 

CASH FLOWS FROM INVESTING ACTIVITIES: 

JASH FLOWS FROM FINANCING ACTIVITIES: 

Cash paid during the year for: 
Income taxes ..................................................................................... 
Interest on borrowed money ............................................................. 

1999 

$ 62. 051 

219. 318 
1 2. 04 1 
(8. 0 16) 

(21. 651) 

174. 212 

17. 978 

( 1. 204) 
(21. 009) 
(1 3. 723) 

(41. 550) 
(28. 912) 

434 

2.965 
343.328 

(5. 232) 

(4. 374) 

(1. 645) 
1 1. 747 

(382. 631) 

(3 9. 693) 
(85. 768) 

55.569 
(442.42 1) 

200. 020 

(35. 288) 
4.973. 725 

(4.891. 553) 

( 1. 202) 

(16O.800) 
84.902 

(14. 191) 

105.604 
I_ - 
$ 29. 968 

1 15. 446 

. 1998 

$ (95, 490) 

206, 450 
(30. 924) 
(8. 087) 

(1 8. 833) 
22. 852 

224. 148 

7. 162 
21. 838 

(36. 331) 
(45. 894) 
156. 662) 
21. 513 

100. 341 
57. 216 

1. 609 
(25. 303) 
(35. 978) 
2 0 9. 6 2 7 

(1 8. 421) 
19. 995 

(343. 628) 

16.000 
(327.064) 

300. 000 

(20. 042) 
6.751. 089 

(6.776. 845) 

(1. 823) 

(140.73 1) 
111.648 

(5. 789) 

11 1. 393 

m 

$ 55. 513 
96. 356 

. 1997 

$ 182, 996 

193, 891 
1 9 7 4  1. 
(8. 276) 
(2. 326) 
25. 367 

14. 213 

(22. 371) 
(8. 704) 
(7. 196) 
(4. 263) 
(2. 400) 
5. 859 
2. 392 
(960) 

(46. 458) 
333. 738 

(21. 526) 
5. 030 

(225. 714) 

(8 1. 7 19) 
(48. 665) 

-(372.594) 

69. 776 
(7 1. 7 14) 

3.871. 905 
(3.690. 321) 

3. 025 

3. 781 
(143.647) 

42. 805 

3. 949 

107.444 

m 

$ 82. 662 
93. 451 

le  accompanying notes are an integral part of these consolidated financial statements . 
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LG&E Energy Cop. and Subsidiaries 
Consolidated Statements of Capitalization 

(Thousands of $) 

December 3 1 
1999 - 1998 - 

COMMON EQUITY: 
Common stock, without par value - 

Authorized 300,000,000 shares, outstanding 
129,677,030 shares (Note 15) ................................................................................... $ 777,013 $ 776,328 

Common stock expense .................................................................................................. (1,690) (1,536) 

................................... 167 
466.279 

taxes (benefit) of($170) in 1999 and $94 in 1998 (Note 11) 
Retained earnings ........................................................................................................... 366.234 - 

................................................................................................ 1,241,238 Total common equity 1.141.291 - 

Unrealized gain (loss) on marketable securities, net of income 
(266) 

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 - 
Without par value, 6,750,000 shares authorized - 

5% series ............................................................ 860,287 $28.00 21,507 

Auction rate ......................................................... 500,000 100.00 50,000 
$5.875 series ........................................................ 250,000 104.70 25,000 

Total L,G&E cumulative preferred stock .................................................................. _I 95.328 
Preferred stock expense .................................................................................................. (,1.179) 

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 ........................... 200,000 $101 .oo 20,000 
6.53% series, $100 stated value ........................... 200,000 Not redeemable 20.000 

Total KU cumulative preferred stock .................................................................. 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) ............................................. 

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% ................................................................................... 

P due June 15, 2015, 7.45% ................................................................................ 
R due November 1, 2020, 6.55% ........................................................................ 

T due September 1, 2017, variable ..................................................................... 

Series due August 15, 2003, 6% ............................................................................... 
Pollution control series: 

Q due November 1 , 2020, 7.625% ...................................................................... 
S due September 1, 2017, variable ...................................................................... 
U due August 15, 2013, variable ......................................................................... 
V due August 15, 2019, 5.625% ......................................................................... 
W due October 15, 2020, 5.45% ......................................................................... 

Total first mortgage bonds ............................................................................ 
X due April 15, 2023, 5.90% .............................................................................. 

20,000 
42,600 

25,000 
83,335 
41,665 
3 1,000 
60,000 
35,200 
102,000 
26,000 
40.000 
506,800 

21,507 

50,000 
25,000 
(1.1 79) 
95,328 

20,000 
20,000 
40.000 

1.202 

136.530 

20,000 
42,600 

25,000 
83,335 
41,665 
3 1,000 
60,000 
35,200 
102,000 
26,000 

The accompanying notes are an integral part of these consolidated financial statements. 
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LG&E Energy Corp . and Subsidiaries 
Consolidated Statements of Capitalization (cont . ) 

(Thousands of $) 

December 3 1 

Pollution control bonds (unsecured) . 
Jefferson County Series due September 1. 2026. variable ........................................ 
Trimble County Series due September 1, 2026, variable .......................................... 
Jefferson County Series due November 1, 2027, variable ........................................ 
Trimble County Series due November 1, 2027, variable .......................................... 

Total unsecured pollution control bonds ............................................................. 
Total LG&E bonds outstanding .................................................................... 

Kentucky Utilities Company: 

Series Q, due June 15, 2000, 5.95% ......................................................................... 
Series Q, due June 15, 2003, 6.32% ......................................................................... 
Series S. due January 15, 2006, 5.99% ..................................................................... 
Series P, due May 15, 2007, 7.92% .......................................................................... 
Series R, due June 1, 2025, 7.55% ............................................................................ 
Series P, due May 15, 2027, 8.55% .......................................................................... 
Pollution Control Series: 

Series 7, due May 1, 2010, 7.375% .................................................................... 
Series 8, due September 15, 2016, 7.45% ........................................................... 
Series lB, due February 1, 2018, 6.25% ............................................................. 
Series 2B, due February 1, 2018, 6.25% ............................................................. 
Series 3B, due February 1, 2018, 6.25% ............................................................. 
Series 4B. due February 1, 2018, 6.25% ............................................................. 
Series 7, due May 1, 2020, 7.60% ...................................................................... 
Series 9, due December 1, 2023, 5.75% ............................................................. 
Series 10, due November 1, 2024, variable ......................................................... 

Total KU bonds outstanding ......................................................................... 
LG&E Capital Corp . . 
Argentine negotiable obligations, due August 2001, 10.5% ........................................... 
Note payable, due May 2003, 6.75% .............................................................................. 
Medium term notes, due September 7, 2000, variable ................................................... 
Medium term notes, due May 1, 2004, 6.205% .............................................................. 
Medium term notes, due January 15, 2008, 6.46% ......................................................... 
Medium term notes, due November 1, 201 1, 5.75% ...................................................... 

Total Capital Corp . bonds outstanding .......................................................... 
Total bonds outstanding ................................................................................................. 
Less current portion of long-term debt ........................................................................... 
Long-term debt ............................................................................................................... 
Total capitalization ......................................................................................................... 

'he accompanying notes are an integral part of these consolidated financial statements . 

22. 500 
27. 500 
35. 000 
35.000 

120. 000 

626.800 

6 1. 500 
62. 000 
36. 000 
53. 000 
50. 000 
33. 000 

4. 000 
96. 000 
20. 930 

2. 400 
7. 200 
7. 400 
8. 900 

50. 000 
54. 000 

. 546. 330 

37. 782 
3 13 

50. 000 
150. 000 
150. 000 
150.000 

538.095 

1.711. 225 

41 1. 810 

1,299.4 15 - 

. 1998 

22, 500 
27, 500 
35. 000 
35. 000 

120. 000 

626.800 

61. 500 
62. 000 
36. 000 
53. 000 
50. 000 
33. 000 

4. 000 
96. 000 
20. 930 

2. 400 
7. 200 
7. 400 
8. 900 

50. 000 
54.000 

546. 330 

37. 645 

150. 000 
150.000 

337.645 

1.510. 775 

1.5 10.775 

w 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1 - Summary of Significa t 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 KTJ 
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, L,G&E, Capital Corp., KU, LEM 
and their respective wholly owned subsidiaries, collectively referred to herein as the Company. 

L,G&E Energy's operations include utility operations and non-utility operations. Capital Corp. has various 
subsidiaries referred to in these financial statements, including LPI, 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 PIJHCA. 

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 3 1, 1999 and 1998. IJtility gas inventories were $38.8 million and $33.5 
million at December 3 1, 1999 and 1998, respectively. LG&E accounts for gas inventories using the average- 
cost method. Nan-utility gas inventories as of December 3 1, 1999 and 1998 were $10.2 million and $5.8 
million, respectively. 

Utility Plant. LG&E's and KTJ'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 KTJ has recorded any significant 
allowance for h d s  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, qre recognized. 

ep~eciation and Amort~ation. Utility 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 
Segulatory practices. 

3eferred 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 
nvestment 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 
ierger, and the KU Energy shares were retired. Prior period shares, dividends and earnings per share of 
mmon stock have been restated to reflect the exchange of KU Energy's shares for shares of LG&E Energy. 
)iluted earnings per share reflects the potential dilution that could occur if securities or other contracts to issue 
3mmon 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 
ireement 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. 98-1 0, 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 
Software 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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ergers and A c ~ ~ ~ s i ~ ~ ~ n s  

s. 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 owiers based on CRC's meeting certain financial targets over the period ending March 3 1,2002. 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 
Liabilities 
Cash paid, excluding transaction costs 
Cash and cash equivalents acquired 
Net cash paid, excluding transaction costs 
Transaction costs 
Net cash paid 

$123,444 
78.899 
44,545 

5,943 
38,602 

1,091 
a 

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 CKC at the beginning of the period. 

- 1999 - I998 

Revenues 
Net income (loss) 
Earnings (loss) per share (basic and diluted) 

$2,746,477 $2,18 1,034 
60,607 (77,934) 

.47 (-60) 

rhese 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 
~anuary 1, 1998, nor are such amounts necessarily indicative of results that may occur in future periods. 

4rgentine 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 
lortion 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 
balance sheet. The Company accounted for the acquisition using the purchase method, and it records its share 
rf earnings using the equity method. The purchase price exceeded the underlying equity in Gas BAN by $13 .O 
nillion. 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 $1 1.1 million. These funds were used by the Company's Argentine holding company to 
repay its debt. 

In February 1 997, 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 
Liabilities 
Minority interests 
Cash paid, excluding transaction costs 
Cash and cash equivalents acquired 
Net cash paid, excluding transaction costs 
Transaction costs 
Net cash paid 

$330,215 
86,455 

103.916 
139,844 
16,453 

123,391 
1.202 

$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 3 1 , 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, L,G&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 KTJ 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 KTJ 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,s 17,5 17 shares of KU Energy common stock outstanding. Based on such capitalization, immediately 
following the merger, 5 1.3% 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 
m the impact that volatility and rising prices in the power market had on its portfolio of energy marketing 
;ontracts 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 
If 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 
nxperienced personnel to maximize the value of power sales fiom physical assets it owns or controls, including 
,G&E, KU and W. 

LS a result of the Company's decision to discontinue its merchant energy trading and sales activity, and the 
litial decision to sell the associated gas gathering and processing business, the Company recorded an after-tax 
iss 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 
1 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 
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 
1 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 3 1 for the discontinued merchant 
energy trading and sales business, follow (in thousands of $). 

Revenues 
Loss before taxes 
Net loss 

$ 747,983 $ 3,755,187 $3,147,484 
(175,940) (167,109) (41,989) 
(70,905) (109,43 1) (25,367) 

Net (liabilities) assets of the merchant energy trading and sales business at December 3 1, follow (in thousands 
of $). 

Cash and temporary cash investments 
Accounts receivable 
Price risk management assets, net 
Non-utility property and plant, net 
Accounts payable and accruals 
Price risk management liabilities, net 
Other assets and liabilities, net 

Net assets before accrued loss on disposal of dis- 
continued operations 

Accrued loss on disposal of discontinued operations, 
net of income tax benefit of $109,503 and $74,297 

$ $ 4,671 
36,558 70,775 
29,576 98,885 

2,037 
(25,233) (58,526) 
(10,262) (32,693) 
(1 8,163) 37.45 1 

12,476 122,600 

170,698 119,381 

2cL=L2E Net assets (liabilities) of discontinued operations $ (158,222) 

Total pretax charges against the accrued loss on disposal of discontinued operations through December 3 1, 
1999, include $25 1 .0 million for commitments prior to disposal, $69.6 million for transaction settlements, $1 I .  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 3 1 , 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 3 1 , 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 3 1, 1999, over 97% of the 
Company's price risk management commitments were with counterparties rated RBB equivalent or better. As 
of December 3 1, 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. 3 1, 
~ 1999 _I 1998 

Revenues 
Net loss 

$33,302 $48,942 
(788) (852) 
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Net assets at December 3 1 follow (in thousands of $): 

Cash and temporary cash investments 
Accounts receivable 
Non-utility property and plant, net 
Accounts payable and accruals 
Goodwill and other assets and liabilities, net 

$ 12,073 $ 
24,622 7,425 

146,958 161,473 

(29.0 18) (22.3 18) 
(6,274) (6,148) 

Net assets - $ 140.432 

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 lass 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 Rig 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, WJSE 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 

Accounting for the regulated utility business codorms 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 Eflects of Certain Types of Regulation. 
Under SFAS No. 7 1, 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 3 1 (in thousands of $): 

Unamortized loss on bonds 
Merger costs 
Manufactured gas sites 
Other 
Total regulatory assets 

Deferred income taxes - net 
Other 
Total regulatory liabilities 

$ 24,150 $ 26,302 
27,026 34,749 

2,185 3,684 
1.115 1.136 

54,476 65,871 

(99,759) (109,411) 

( 104,795) CllO.081) 
(5.036) (670) 

Regulatory liabilities - net w m 
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- 
zlity 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 
:onstitutionality 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 
ie subject to refund pending final determination of all appeals. 

n December 1998, the Kentucky Supreme Court rendered an opinion upholding the constitutionality of the 
Lurcharge statute but denied recovery of costs associated with pre- 1993 environmental projects through the 
3CR. The court remanded the case to the Kentucky Commission to determine amounts to be refunded for 
evenues collected for such pre- 1 993 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 
Lentucky Commission in August 1999. This Final Order resulted in the reversal of approximately $0.9 million 
If the provision for rate refunds established by KU and LG&E in December 1998. The refund is being applied 
3 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 
3r 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 
!omission 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 
3mence  non-traditional regulation. The proposed ratemaking method, known as PBR, included financial 
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incentives for LG&E and KIJ to reduce fuel costs and increase generating efficiency, and to share any resulting 
savings with customers. Additionally, the PRR proposal provided for financial penalties and rewards to assure 
continued high quality service and reliability. 

In April 1999, LG&E and K1.J 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 fiom 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. KItJC'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 KtJ in the subject cases. The 
Kentucky Commission ruled that LG&E and KtJ 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 1,12000. 
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 1 997, 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 3 1. During the first two years of the mechanism ended October 3 1 , 
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 
fiu-ther 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. 

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 
:he 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 
xevious ruling concerning the computation of system line losses in the calculation of the FAC. The net effect 
I f  the Kentucky Commission's Final Order was to reduce the refund obligation to $5.8 million from the original 
3rder amount of $10.1 million. In August 1999, LG&E and KU each recorded its estimated share of 
tnticipated FAC refunds of $8.7 million. KU began implementing the refund in October and will continue the 
cfimd through September 2000. Both KU and the KIUC have appealed the Order to the Franklin Circuit Court. 
1 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 
cuthority 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 
Ilocations, 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 fiom 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 3 1 , 1999 and 1998 follow (in 
thousands of $): 

Marketable securities 
Long-term investments - 

Not practicable to estimate 
fair value 

Preferred stock subject 
to mandatory redemption 

Long-term debt (including 
current portion) 

U.S. Treasury note and 
bond futures 

Interest rate swaps 

$ 10,562 $ 10,126 $ 20,601 $ 20,862 

2,269 2,269 2,527 2,527 

25,000 24,86 1 25,000 26,413 

1,711,225 1,690,752 1,510,775 1,576,502 

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 3 1 , 
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 3 1 , 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 3 1 , 1999,9 1 % 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 3 1 , 
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 21 00 employees, which represent approximately 60% of LCi&E's 
workforce, entered into a three-year collective bargaining agreement. In September 1998, WKE and IBEW 
Local 170 1 employees entered into a three-year collective bargaining agreement. CKC contracts with 
zmployees represented by applicable locals of the LIU and the UAJ-APPI on a project basis. 

Vote 9 - Investments in Unconsolidated Ventures 

fhe Company's investments in unconsolidated ventures reflect interests in domestic and foreign electric power 
tnd 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 3 1 , 
1999, are summarized as follows (in thousands of $): 

Carrying 
Fuel Tvue YO Owned Amount 

L,G&E Westmoreland - Southampton 
LG&E Westmoreland - Altavista 
LG&E Westmoreland - Hopewell 
Westmoreland - LG&E Partners - Roanoke Valley 
Electric Energy, Inc. (Note 18) 
LG&E Power Gregory (under construction) 
Distribuidora de Gas Cuyana (Note 2) 
Gas Natural BAN, S.A. (Note 2) 
Tenaska Limited Partnerships 

Windpower Partners 1994 
Windpower Partners 1993 
KW Tarifa, S.A. 

CEC-APL L.P. 

Coal 
Coal 
Coal 
Coal 
Coal 
Gas 
Gas 
Gas 
Gas 
Gas 

Wind 
Wind 
Wind 

50 
50 
50 
50 
20 
50 

'14 
20 

5-10 
49 
25 
50 
46 

$ 15,466 
14,345 
12,737 
25,196 
2,123 

42,675 
92,23 1 

5,842 
9,138 

22,158 
7,994 

(450) 

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 3 1 , 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 11, 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 $2 1 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 3 1, 1999. See Note 9, Investment in Unconsolidated 
Ventures and Note 18, Commitments and Contingencies. 

The following is a sumrnary of the components of Capital Corp.'~ net investment in leveraged leases at 
December 3 1, 1998 (in thousands of $): 

Rents receivable (net of nonrecourse debt) 
Estimated residual value of leased property 
Less: unearned and deferred income 
Investment in leveraged leases 
Less: accumulated deferred income taxes 
Net investment in leveraged leases 

$ 1,556 
32,707 
3.319 
30,944 
7.301 

lii2d2G 

See Note 14, Other Income and Deductions for income from leveraged leases. 

qote 11 - Marketable Securities 

-he Company's marketable securities have been determined to be "available-for-sale" under the provisions of 
lFAS No. 1 15, Accounting for Certain Investments in Debt and Equity Securities. Proceeds from sales of 
vailable-for-sale securities in 1999 were approximately $1 1.7 million, which resulted in realized gains of 
pproximately $.7 million and losses of approximately $.2 million, calculated using the specific identification 
iethod. Proceeds fkom 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. 
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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 $): 

1999: 
cost 
Unrealized gains 
Unrealized losses 
Fair values 

Fair values: 
No maturity 
Contractual maturities: 

Less than one year 
One to five years 
Five to ten years 

Total fair values 

1998: 
Cost 
Unrealized gains 
Unrealized losses 
Fair values 

Fair values: 
No maturity 
Contractual maturities: 

Less than one year 
One to five years 
Over ten years 

Total fair values 

Equity 

$7,529 
170 

(498) 
&2iu 

$7,201 

$7.201 

$6,467 
545 

(196) 
$dslh 

$6,816 

$ds14 

Fixed 
Income 

$3,033 
3 

(111) 
w 

$ -  

2,134 
63 1 

-- 160 
$2925. 

$14,134 
40 

(128) 
$14.046 

$ 178 

8,301 
3,861 
1.706 

$14.046 

Total 

$10,562 
173 

(609) 
$10.126 

$7,201 

2,134 
63 1 
160 

$10.126 

$20,601 
585 

-A.32!4) 
$20.862 

$6,994 

8,301 
3,861 
1.706 

$20.862 
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rernent Benefits 

enefits. 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 3 1, 1999, and a statement of the fonded status as of December 3 1 for each of the last three 
years (in thousands of $): 

Pension Plans: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendments 
Acquisitions/divestitures 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Administrative expenses 
Fair value of plan assets at end of year 

Reconciliation of funded status 
Funded status 
Unrecognized actuarial (gain) or loss 
Unrecognized transition (asset) or obligation 
Unrecognized prior service cost 
Net amount recognized at year-end 

$ 558,641 
13,761 
37,749 
(2,3 11) 

(28,475) 
(57,951) 

$_523_919: 

$550,711 
102,824 
19,484 

(28,475) 
(2.329) 

$642.215 

$ 120,801 
(200,620) 

(7,839) 
40.916 

s=@&Eta 

$499,143 
14,242 
35,715 

6,377 
(2,243) 

(364) 
23,965 

(2 3,823) 
5.629 

w 

$501,361 
70,63 1 
2,638 

(23,823) 
(96) 
$550.711 

$ (7,930) 
(96,368) 
(9,059) 
47.286 
$0 

$432,55 1 
12,675 
32,927 

3,143 

(22,114) 
39.961 - 

$432,6 12 
8 1,645 

(22,114) 
10,101 

--.-.@@) - 
$ 2,218 

(79,891) 
(10,358) 
48.064 

&42&2iB 
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Other Benefits: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendments 
Acquisitions/divestitures 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at end of year 

Reconciliation of funded status 
Funded status 
Unrecognized actuarial (gain) or loss 
1Jnrecognized transition (asset) or obligation 
Unrecognized prior service cost 
Net amount recognized at year-end 

rn 

$127,593 
3,040 
7,248 

(22,236) 

(7,709) 

$101.337 
(6.599) 

$30,484 
7,221 
8,650 

(6.458) 
$39.897 

$ (61,441) 
(3 1,838) 
38,183 
4,291 

m 

- 1998 

$115,894 
2,870 
8,255 

613 
2,283 
3,584 
2,855 

(3.501) 
(5,260) 

$127.593 

$22,192 
5 3  13 
7,056 

(4.077) 
$30.484 

$ (97,109) 
(20,115) 
63,834 

3,572 
r(49.8 18) 

1997 

$106,743 
2,633 
7,860 

(6,648) 

$115.894 
5,306 

$15,568 
3,649 
7,577 

(4,602) 
$i2&z22 

$ (93,702) 
(16,730) 
70,230 

- 3.456 
m 

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 3 1 , 1999, 1998 and 1997 (in thousands of $): 

- 1999 ~ 1998 - 1997 

Pension Plans: 
Amounts recognized in the consolidated 

balance sheet consisted of: 
Accrued benefit liability 
Intangible asset 
Prepaid benefit cost 
Other 
Net amount recognized at year-end 

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

Projected benefit obligation (1) 
Accumulated benefit obligation (2) 
Fair value of plan assets (1) 

$ (56,757) $ (67,126) $ (40,296) 
301 426 28 1 

-.--G!&) -- 706 710 
6,471 

rn 3i&&229 - 
$159,13 1 $163,722 $138,492 

1 1,249 142,94 1 1 1,879 
14 1,346 11 1,914 102,775 

(1) All years include LG&E's non-union plan, LG&E Energy's plan and the Company's unfunded SERPs. 1999 and 

(2) All years include the Company's SERPs plus in 1999 W ' s  union plan and in 1998 LG&E's non-union plan, 
1998 also include WKE's 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 o t  
Accrued benefit liability 
Other 
Net amount recognized at year-end 

$ (50,805) $ (49,s 18) $ (36,746) 
(4.421) (4,166) 

m LTds22% &=&Z!La 

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

Projected benefit obligation $101,337 $127,593 $ 1  15,894 
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 $): 

Pension Plans: 
Components of net periodic benefit cost 

Service cost 
Interest cost 
Expected return on pian assets 
Amortization of prior service cost 
Amortization of transition (asset) or obligation 
Recognized actuarial (gain) or loss 
Net periodic benefit cost 

Special charges 
Curtailment gain 

I Prior service cost recognized 
Special termination benefits 
Total charges 

Other Benefits: 
Components of net periodic benefit cost 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of transition (asset) or obligation 
Recognized actuarial (gain) or loss 
Net periodic benefit cost 

Special charges 
Curtailment loss 
Special termination benefits 
Total dharges 

- 1999 

$ 13,761 
37,749 

(5 1,435) 
4,059 

(2.759) 
(1,220) 

li==iLS 

$ 

% 

$ 3,040 
7,248 

473 
2,937 

(2,302) 

(700) 
%10.696 

$ 

- 1998 

$ 14,242 
35,715 

(42,278) 
4,421 

(2,248) 
( 1 ,224) 

w 

$ (2,204) 
2,015 

23.965 
$23326 

$ 2,870 
8,255 

373 
4,62 1 
(467) 

( 1,722) 

$13p3n 

$ 2,243 
2.855 
u 

- 1997 

$ 12,675 
32,927 

(35,511) 
4,133 

(2,854) 
(1,229) 

m 

$ 

.."- 
L 

$ 2,633 
7,860 

332 
4,682 

(1,204) 

(810) 
&=LUd23 

$ 

L 
__I__- 

In 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 
hmpany invested approximately $24.0 million in special termination benefits as a result of its early retirement I 

wogram 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: 

Weighted-average assumptions as of December 3 1 
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 YO Increase 1 % Decrease 

Effect on total of service and interest cost components for 1999 
Effect on year-end 1999 postretirement benefit obligations 

$ (535) 
(5,319) 

$ 621 
6,123 

Thrift Savings Plans. The Company has thrift savings plans under section 40 1 (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 

- foreign 
- state 

- state - net 
Deferred investment tax credit 
Amortization of investment tax credit 

Deferred - federal - net 

$91,825 $113,990 $ 88,531 
15,160 12,208 9,055 
22,514 23,642 19,545 
7,173 (25,657) 10,43 5 
4,868 (5,267) 1,539 

102 
(8.016) (8.087) (8.378) 

Total $1l3524 $110.82p $120.829 
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Net deferred tax liabilities resulting from book-tax temporary differences are shown below (in thousands of $): 

I__ 1999 1998 

Deferred tax liabilities: 
Depreciation and other 

plant-related items 
Other liabilities 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Deferred income 
Accrued liabilities not currently 

deductible and other 

$716,064 $683,023 
44.1 17 39,550 
- 760,181 722.573 

34,642 37,878 
39,300 43,021 
1 1,294 1 1,626 

89,065 61.945 
174.301 154.470 

Net deferred income tax liability $585.880 

At December 3 1, 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 3 1 , 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 
State income taxes net of federal benefit 
Effect of foreign operations including foreign tax credit 
Investment and other tax credits 
Nondeductible merger expenses 
Other differences - net 

3 5 .O% 3 5 .O% 35.0% 
4.9 4.4 3.9 

.9 1.8 1.1 

4.7 
(3.9) (3 -6) (3.1) 

(1) (2.2) (0.g) 

Effective income tax rate 
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Note 14 - Other Income and Deductions 

Other income and deductions consisted of the following at December 3 1 (in thousands of $): 

Income from leveraged leases 
Interest and dividend income 
Gains (losses) on disposals - net 
Other 

Total other income and (deductions) 

$ 3,205 $ 4,273 $ 3,974 
9,803 10,552 10,159 
3,801 (4,942) 7,083 
2,496 (1.783) 467 

$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 KTJ Energy common stock. 

Outstanding January I 
Issues under the Employee 

Common Stock Purchase 
Plan ($1,613) 

Issues under the Omnibus 
Long-Term Incentive Plan 
($2,195) 

Merger-related buy-back of 
fractional shares 

129,677 129,683 129,497 

77 

109 

(6) 

Outstanding December 31 129.677 w 129.683 

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 consurnmation 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 .O 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. 
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A summary of the status of the Company's nonqualified stock options follows: 

As of December 3 1 ,  1996 
Options granted and 

exercisable 
Options exercised 
Options cancelled 

As of December 3 1,1997 
Options granted and 

exercisable 
Options exercised 
Options cancelled 

As of December 3 1,1998 
Options granted and 

exercisable 
Options exercised 
Options cancelled 

As of December 3 1,1999 

Outstanding 

Options 

864,344 

394,945 
(87,568) 
(77,100) 

1,094,62 1 

90 1,588 
(153,456) 
(100,284) 

1,742,469 

660,641 
(20,341) 
(56.48 1) 

2,326,288 

Weighted- 
Average 
- Price 

19.57 

24.15 
18.97 
23.04 

21.01 

24.19 
20.42 
23.05 

22.60 

25.75 
20.89 
24.36 

$23.46 

Exercisable 

Options 

443,074 

352,966 
(87,568) 

-- 

708,472 

437,373 
(153,456) 
~- 

992,389 

732,080 
(20,341) 
(28.628) 

1.675.500 

Weighted- 
Average 
- Price 

18.09 

21.22 
18.97 

19.54 

24.19 
20.42 

2 1.46 

24.11 
20.89 
23.58 

$.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. 

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 fiom 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. 

In 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 3 1, 1999. 

LG&E 
KU 
Capital Corp. 

Totai long-term debt 

L,G&E (pollution control bonds) 
KU (pollution control bonds) 
KU (first mortgage bond) 
Capital Corp. (medium-term notes) 

Total current portion of 
long-term debt 

Stated 
Interest Rates 

5.45% - 7.63% 
5.75% - 8.55% 
5.75% - 10.5% 

Variable 
Variable 

5.95% 
Variable 

Weighted 
Average 
Interest 

6.44% 
7.02% 
6.48% 
l5Ls.Yi 

3.67% 
5.40% 
5.95% 
-- 6.48% 

6.15% 

Maturities 

2002 - 2023 
2003 - 2027 
2001 - 2011 

2013 - 2027 
2024 
2000 
2000 

P r i n c i p a I 
Amounts 

$ 380,600 
430,830 
487,985 

$1 ?299.415 

$ 246,200 
54,000 
61,500 
50.1 10 

$411.810 

Under the provisions for L,G&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 I,G&E's and KU's bonds, respectively. 

Maturities of long-term debt outstanding (principal amounts stated in thousands of $) at December 3 1, 1999, are 
summarized below. 

2001 
2002 
2003 
2004 
200s 
Thereafter 
Total 

$ 37,873 
20,09 1 

104,623 
150,000 

986.828 
2LL2BAu 

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 201 1 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 h d s  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 (1 66 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, at a 
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 3 1, 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 3 1,1999, and 1998. 

At December 3 1 , 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 
Jorrowing, letter of credit issuance, and support of commercial-paper borrowings. Unused capacity under these 
ines totaled $395.6 million after considering the comercial paper support and approximately $5 1.7 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 
txpire. The KU credit facilities that provided for short-term borrowing and support of commercial paper 
torrowing expired on December 3 1 , 1999. 

%e 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 
ieir obligations under the credit facilities, commercial paper program, and medium-term notes. 

[ote 18 - Commitments and Contingencies 

lonstruction 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 3 1, 1999. LG&E's construction expenditures for 2000 and 
2001 are estimated to total approximately $401 million. KTJ'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 3 1, 1999 and 1998, respectively. 

Projects 

Springfield Municipal Contract. In January 2000, LEM reached a settlement with CWLP regarding a suit 
previously pending before the TJnited 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, 
W P  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 WL,P 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 during1 999 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. 

S Q M t ~ a ~ ~ t o n .  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 i.ssued by WPP 94 to Hancock. WPP 94 and Hancock 
lave 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 
If WPP 94's debt obligations. Because of the continuing nature of the negotiations, the Company is not able to 
xedict the outcome of this event. The Company wrote off its aggregate investment in WPP94 in 1998 and does 
lot expect the ultimate resolution of this matter to have a material effect on its results of operations or financial 
wndition. 

Cenetech Bankruptcy. In May 1996, Kenetech filed in the United States Bankruptcy Court in the Northern 
Xstrict of California for protection under Chapter 11 of the United States Bankruptcy Code seeking, among 
lther 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 $3 1 million. As part of 
ie 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 

108 



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 millian, respectively. The future 
minimum annual lease payments under lease agreements for years subsequent to December 3 1 , 1999, are as 
follows (in thousands of $): 

2000 
2001 
2002 
2003 
2004 
Thereafter 
Total 

$ 19,574 
42,735 
47,605 
46,896 

2 16,448 
593,028 

$966.286 

Future minimum annual lease payments have been reduced by rental payments to be received fiom noncancel- 
able subleases of approximately $1.9 million in 2000, and $1.3 million in 2001. 

In December 1999, LG&E and KTJ 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 3 1 , 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. 
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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 11, 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 lb./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 lb. 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 fiom $300 million to reduce 
emissions to the level of 0.25 lb./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to 
$550 million to reduce emissions to the level of 0.15 lb./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. M e r  reviewing additional 
modeling information submitted by the Company, in January 2000, EPA concluded that the Cane Run Station 
joes not contribute to any potential NAAQS exceedance and that no further action is required from the 
Zompany. 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 fiom 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 3 8,000 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 Campany 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 

K1.J has purchase power arrangements with OMIT, 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 3 1 , 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 3 1 , 2004, are as follows (in thousands of S):  

2000 
2001 
2002 
2003 
2004 
Total 

$ 28,765 
3 1,495 
30,683 
30,947 
31,155 

$153.04$ 

Note 19 - Jointly Owne 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 he1 cost, operation and 
maintenance expenses, and incremental assets. 

The following data represents shares of the jointly owned property: 

Ownership interest 
Mw capacity 

Trimble County 
LG&E IMPA IMEA ?lotal 

75% 12.88% 12.12% 100% 
37 1.25 63.75 60.00 495.00 

(in thousands of $): 
Cost $546,497 
Accumulated depreciation 140.972 

Net book vahe $403.525 

Construction work in progress 
(included above) $673 

Vote 20 - Segments of Business and Related Information 

Zffective December 3 1 , 1998, the Company adopted SFAS No. 13 1, Disclosure About Segments of an 
Ynterprise and Related Information. The Company's principal business segments consist of LG&E's regulated 
dectric 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 S): 

- Year 

1999 

Revenues 

Depreciation and amortization 

Interest income 

Interest expense 

Equity in unconsolidated ventures 

Income taxes 

Income (loss) from continuing 
operations 

Total assets 

Construction expenditures 

Year 

___ 1998 

Revenues 

Depreciation and amortization 

Interest income 

Interest expense 

Equity in unconsolidated ventures 

Merger costs 

Income taxes 

Income (loss) from continuing 
operations 

Total assets 

Construction expenditures 

Utilitv Ooerations 

LG&E - 
$ 790,670 

83,619 

2,898 

35,384 

57,389 

100,598 

1,821,849 

160.844 

LG&E KU 
__ Gas Electric 

$177,579 $ 937,310 

13,602 89,922 

536 5,001 

6,427 41,860 

891 58,019 

1,171 104,302 

349,604 1,785,090 

33,800 181,341 

Utilitv Ooerations 

LG&E 

$ 658,510 

79,861 

3,672 

34,221 

32,073 

48,415 

71,536 

1,734,221 

105,837 

LG&E KU 
- Gas 

$191,545 $ 810,114 

13,312 86,657 

679 1,811 

6,668 40,896 

21,830 

(152) 49,444 

2,016 70,508 

332,789 1,746,209 

32,509 91,992 

Non-Utilitv Ouerations 

Non-Utilitv Ooerations 

Inde- 
pendent Western 

Power Kentucky 
Ooerations 

$ 24,713 $333,785 

2,893 3,850 

10,297 1,326 

5,429 

40,897 

21,388 4,041 

20,475 13,385 

98,327 188,421 

669 12,227 

Argentine 
Gas 

Distri- 
bution - Other 

$ 156,249 $ 329,552 

9,964 14,081 

10,746 

16,315 44,399 

8,820 

10,943 (9,281) 

437,764 403,851 

28,343 86,756 

Inde- 
pendent Western 

Power Kentucky 
Ooerations EnerFN 

$ 24,157 $ 128,519 

4,633 1,345 

5,025 18 

6 2,63 1 

71,297 

24,432 2,442 

41,608 3,592 

163,663 176,166 

4,242 17,549 

Argentine 
Gas 

Distri- 
- Other 

$148,162 $ 155,039 

8,973 10,792 

2,3 13 14,734 

12,581 27,694 

2,501 

5,752 (9,802) 

346,305 175,661 

14,977 70,892 

Elim 
Adj 
and Consol- 

h j d a t e d  

$ (42,582) $2,707,276 

1,387 219,318 

(21,001 ) 9,803 

(17,748) 132,066 

49,7 17 

(9,866) 133,524 

(13,575) 236,263 

48,851 5,133,757 

(121,349) 382,631 

Elim 
Adj 
and Consol- 

C o r p . j d a t e d  

$ (29,800) $2,086,246 

871 206,450 

(17,700) 10,552 

(15,308) 109,389 

73,798 

11,415 65,318 

(17,467) 110,829 

(26,538) 158,672 

148,104 4,823,118 

5,630 343,628 

113 



- Year 

- 1997 

Revenues 

Depreciation and amortization 

Interest income 

Interest expense 

Equity in unconsolidated ventures 

Income taxes 

Income (loss) from continuing 
operations 

Total asseki 

Construction expenditures 

Revenue By Product: 

1999 

1998 

1997 

Utility ODerations 

LG&E 
Electric 

$ 615,159 

79,958 

5,400 

37,236 

6 1,426 

104,349 

1,728,761 

81,713 

LG&E KU 

$231,011 $ 716,410 

13,062 84,111 

953 1,673 

6,539 41,955 

4,667 47,789 

4,339 83,457 

325,864 1,676,436 

29,180 94,006 

Retail 
Electric 

$1,220,048 

1,189,185 

1,173,275 

Long-Lived Assets By Geographic Area: 

Year 

1999 

(998 

I997 

Retail 
- Gas 

$333,828 

339,707 

358,193 

Non-Utility Owrations 
Inde- 

pendent 
Power 

Ooerations 

$ 19,622 

1,287 

2,321 

20,526 

10,154 

17,795 

2 14,952 

45 

Asset-Based 
Energy 

$826,446 

390,567 

158,294 

Domestic 

$4,011,839 

3,876,640 

3,647,358 

Argentine 
Westem Gas 

Kentucky Distri- 
Ener.w bution Other 

$ - $127,182 $ 123,362 

QtJIeJ 

$326,954 

166,787 

142,984 

hter- 
national 

$4 16,199 

299,444 

360,106 

7,569 7,426 

1,691 7,836 

10,472 16,819 

2,411 

7,264 613 

4,860 (138) 

340,144 76,287 

4,369 15,730 

Totals 

$2,707,276 

2,086,246 

1,832,746 

$4,428,038 

4,176,084 

4,007,464 

Elim. 
Adj 
and Consol- 
Q J p W  

$ - $1,832,746 

418 193,891 

(9,721) 10,159 

(8,594) 104,427 

22,937 

( 1 1,084) 120,829 

(6,299) 208,363 

257,746 4,620,190 

671 225.114 
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Note 21 - Selected ata (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) 

1999 
Revenues 

Operating income 

Net income (loss): 
Continuing operations 
Gain (loss) on disposal of 

discontinued operations 
Total 

Earnings per share of common 
stock (basic and diluted): 

Continuing operations 
Gain on disposal of discon- 

tinued operations 
Total 

- 1998 
Revenues 

Operating income 

Net income (loss): 
Continuing operations 
Discontinued operations 
Gain (loss) on disposal of dis- 

continued operations 
Cumulative effect of account- 

ing change 
Total 

Earnings per share of common 

Continuing operations 
Discontinued operations 
Loss on disposal of discon- 

Cumulative effect of account- 

stock (basic and diluted): 

tinued operations 

ing change 
Total 

$599,265 

117,364 

56,779 

788 
57,567 

.44 

- 
.44 

$480,564 

94,669 

46,218 
(3,050) 

(7,162) 
36,006 

Quarters Ended 
Junn 

$623,657 

1 1 1,689 

49,965 

49,965 

.39 

- 
.39 

$472,188 

73,534 

13,003 
(19,802) 

(225,000) 

(23 1,799) 

September 

$865,390 

172,163 

87,166 

87,166 

.67 

~ 

.67 

$629,176 

157,361 

78,854 

658 

79,512 

December 

$618,964 

93,379 

42,353 

(175,000) 
( 132,647) 

.33 

(1.35) 
(1.02) 

$ 504,318 

5 5,679 

20,597 

194 

20,79 1 

(1.73) 

(.06) - - - 
.28 (1.79) .61 .16 
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Note 22 - ~ ~ ~ s ~ q ~ e ~ ~  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 lb./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. 

In 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 
Sedesigning various other processes. 

The 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 LL,P 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 3 1 , 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 
KEYORT 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 3 1 , 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 ow 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 3 1 , 1999 and 1998, and the results of 
their operations and their cash flows for each of the three years in the period ended December 3 1 , 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 
January 26,2000 (Except with respect 
to the matters discussed in Note 22, as 
to which the date is March 3,2000.) 

Arthur Andersen LLP 
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Louisville Gas and Electric Company 
Statements of Income 

(Thousands of $) 

Years Ended December 3 1 
1999 1998 1997 

OPERATING REVENIJES: 
$792,405 $663,011 $614,532 

231,011 

Net operating revenues (Note 1) ....................................................... 968,249 850.056 845,543 

Electric .................................................................................................. 
Gas ........................................................................................................ 177,579 191,545 
Provision for rate refunds (Note 3) ......................................................... (1,735) (4.500) 

OPERATING EXPENSES: 
Fuel for electric generation ..................................................................... 
Power purchased ..................................................................................... 
Gas supply expenses ............................................................................... 
Other operation expenses ....................................................................... 

Depreciation and amortization ................................................................ 

Property and other taxes ......................................................................... 
Total operating expenses .................................................................. 

Maintenance ........................................................................................... 

Federal and state income taxes (Note 8) ................................................. 

159,129 
169,573 
114,745 
154,667 
58,119 
97,221 
57,774 
16.930 

828.158 

154,683 149,463 
50,176 17,229 

125,894 158,929 
163,584 150,750 
52,786 47,586 
93,178 93,020 
56,307 64,08 1 
17.925 

714,533 
16,299 

697,352 

Net operating income ................................................................................... 140,09 1 135,523 148,186 

Merger costs (Note 2) ................................................................................... 
Other income and (deductions) (Note 9) ...................................................... 4,141 10,99 1 4,277 
Interest charges ............................................................................................. 37.962 36,322 39,190 

Net income ................................................................................................... 106,270 78,120 113,273 

Preferred stock dividends ............................................................................. 4.501 4,568 4,585 

32,072 

Net income available for common stock ...................................................... $101.769 $73.552 $108.688 

Statements of Retained Earnings 
(Thousands of $) 

Years Ended December 3 1 
1999 1998 1997 

Balance January 1 ......................................................................................... $2 4 7,4 6 2 $258,910 $2 0 9,2 2 2 
............................................................................................ 106,270 78,120 113,273 Add net income 

353.732 337.030 322,495 

Deduct: Cash dividends declared on stock: 
5% cumulative preferred ........................................................... 1,075 1,075 1,075 
Auction rate cumulative preferred ............................................ 1,957 2,024 2,041 
$5.875 cumulative preferred ..................................................... 1,469 1,469 1,469 
Common ................................................................................... 90.000 85,000 59.000 

_. 94.501 89,568 63.585 

Balance December 3 1 ................................................................................... $259,23 1 $247.462 $258.910 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Comprehensive Income 

(Thousands of $) 

Years Ended December 3 1 
1999 - 1998 - 1997 

Net income available for common stock ...................................................... $ 101,769 $73,552 $108,688 

Unrealized holding losses on available-for-sale securities 

Reclassification adjustment for realized gains on 

......................................................................... arising during the period (402) (14) (426) 

available-for-sale securities included in net income.. ............................. 188 

............................................ Other comprehensive income (loss) before tax (402) (14) (238) 

Income tax (expense) benefit related to items of other 
........................................................................... 119 comprehensive income 163 A) 

................................................................................ Comprehensive income u &22?22Q lalE&2B 
The accompanying notes are an integral part of these financial statements. 

\ 
I 
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Louisville Gas and Electric Company 
Balance Sheets 

(Thousands of %) 

ASSETS: 
Utility plant. at original cost: 

Electric .................................................................................................................... 
Gas ..................................................................................................................... 
Common .................................................................................................................. 

Less: reserve for depreciation .................................................................................. 
Construction work in progress .................................................................................. 

Other properly and investments . less reserve ................................................................ 

Cash and temporary cash investments ...................................................................... 
Marketable securities (Note 6) ................................................................................. 
Accounts receivable - less reserve of $1, 233 in 1999 and $1, 399 in 1998 ............... 

Gas stored underground ...................................................................................... 

Prepayments and other ............................................................................................. 

Current assets: 

Materials and supplies - at average cost: 
Fuel (predominantly coal) ................................................................................... 
Other .................................................................................................................. 

Deferred debits and other assets: 
Unamortized debt expense ........................................................................................ 
Regulatory assets (Note 3) ........................................................................................ 
Other ..................................................................................................................... 

CAPITAL AND LIABILITIES: 
Capitalization (see statements of capitalization): 

Common equity ........................................................................................................ 

Long-term debt (Note 10) ......................................................................................... 
Cumulative preferred stock ...................................................................................... 

Current liabilities: 
Current portion of long-term debt ............................................................................ 
Notes payable ........................................................................................................... 
Accounts payable ..................................................................................................... 
Provision for rate refunds ......................................................................................... 
Dividends declared ................................................................................................... 
Accrued taxes ........................................................................................................... 
Accrued interest ........................................................................................................ 
Other ..................................................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Notes 1 and 8) ............................................... 
Investment tax credit, in process of amortization ..................................................... 
Customers' advances for construction ...................................................................... 
Regulatory liability (Note 3) ..................................................................................... 
Other ..................................................................................................................... 

Accumulated provision for pensions and related benefits (Note 7) .......................... 

Commitments and contingencies (Note 12) 

$2.396. 707 
365. 128 

1 :2 151032 
1.687. 812 

162. 995 
1.850. 807 

1. 224 

54. 761 
6. 936 

113. 859 

17. 350 
38. 780 
35. 010 

2.7 3 
269. 471 

5. 607 
3 1. 443 

$ 683. 376 
95. 328 

380.600 
1.159. 304 

246. 200 
120. 097 
113. 008 

8. 962 
24. 236 
23. 759 
9. 265 

15.725 
561. 252 

255. 910 
67. 253 
38. 43 1 
11. 104 
58. 726 
19. 472 

I 450. 896 

$2.171.452 

December 3 1 
1998 

$2.268. 860 
339. 647 
131. 271 

2.739. 778 

. 1561361 
1.752. 016 

1. 154 

31. 730 
17. 851 

142. 580 

23. 993 
33. 485 
33. 103 

21285 
285. 027 

5. 919 
37.643 
. 221878 

66, 440 

$ 671. 846 
95. 328 

6261800 
1.393. 974 

13 3. 673 
13. 261 
23. 168 
3 9 2 9  1. 

8. 038 
1 5.242 

225. 311 

254. 589 
71. 542 
59. 529 
10. 848 
63. 529 
25.315 

485.352 

$2.104.637 

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

(Thousands of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................. 
Items not requiring cash currently: 

Depreciation and amortization .......................................................... 
Deferred income taxes - net .............................................................. 
Investment tax credit - net ................................................................ 
Other ................................................................................................ 
Accounts receivable .......................................................................... 
Materials and supplies ...................................................................... 
Accounts payable .............................................................................. 
Provision for rate refunds ................................................................. 
Accrued taxes ................................................................................... 
Accrued interest ................................................................................ 
Prepayments and other ...................................................................... 

Other ..................................................................................................... 
Net cash flows from operating activities .......................................... 

Change in certain net current assets: 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Purchases of securities ............................................................................ 
Proceeds from sales of securities ............................................................ 
Construction expenditures ...................................................................... 

Net cash flows from investing activities ........................................... 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Short-term borrowing ............................................................................. 
Issuance of first mortgage bonds and pollution control bonds ............... 
Retirement of first mortgage bonds and pollution control bonds ........... 
Payment of dividends ............................................................................. 

Net cash flows from financing activities .......................................... 
Change in cash and temporary cash investments ......................................... 
Cash and temporary cash investments at beginning of year ......................... 
Cash and temporary cash investments at end of year ................................... 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes ..................................................................................... 
Interest on borrowed money ............................................................. 

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

. 1999 

$ 106, 270 

97, 22 1 
(5. 279) 
(4. 289) 
6. 924 

28. 72 1 

(20. 665) 
(559) 

(4. 299) 

(7) 

(8. 170) 
1. 227 

(16. 602) 
180. 493 

(1. 144) 
1 1. 662 

( 194.644) 
( 184.126) 

120. 097 

(93.433) 
26.664 

23. 03 1 

.- 3 1. 730 

w 

$ 76. 761 
33. 507 

Years Ended December 3 t 
. 1998 

$ 78, 120 

93, 178 
2. 747 

(4. 258) 
5. 534 

(17. 708) 
423 

34. 779 
13 

13. 206 
22 

976 
18.679 

225.71 1 

(1 7. 397) 
18. 841 

13 8. 345) 
(136.90 1) 

(20. 000) 

(107.552) 
(87.552) 

(1 8. 742) 

50.472 

$31.730 

$ 40. 334 
34. 245 

.. 

. 1997 

$ 113, 273 

93. 020 
(37495) 
(4. 240) 

(9. 728) 
(8. 492) 

(4. 263) 

(1. 978) 

4. 640 

1. 416 

6. 741 

1. 333 
(3.188) 

185.039 

(1 8. 529) 
2. 544 

( I  10.893) 
(126. 878) 

69. 776 
(71. 693) 
(62. 564) 
(64.481) 

(6. 320) 

56.792 

$50.472 

$ 63. 421 
39. 582 
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Louisville Gas and Electric Company 
Statements of Capitalization 

(Thousands of $) 

COMMON EQUITY: 
Common stock. without par value . 

Unrealized gain (loss) on marketable securities, net of income 

Authorized 75.000. 000 shares. outstanding 2 1.294. 223 shares ................................ 
Common stock expense .................................................................................................. 

Retained earnings ........................................................................................................... 
taxes ($128) in 1999 and $34 in 1998 (Note 6) ........................................................ 

CUMULATIVE PREFERRED STOCK: 
Redeemable on 30 days notice by LG&E 

Shares Current 
Outstanding Redemption Price 

$25 par value. 1.720. 000 shares authorized . 
5% series ............................................................ 860, 287 $28.00 

Without par value, 6,750, 000 shares authorized . 
Auction rate ......................................................... 500, 000 100.00 
$5.875 series ........................................................ 250, 000 104.70 

Preferred stock expense .................................................................................................. 

LONG-TERM DEBT (Note 10): 
First mortgage bonds . 

Series due July 1. 2002. 7 112% ................................................................................ 
Series due August 15, 2003, 6% ............................................................................... 
Pollution control series: 

P due June 15, 2015, 7.45% ................................................................................ 
Q due November 1, 2020, 7 5/8% ....................................................................... 
R due November 1, 2020, 6.55% ........................................................................ 
S due September 1, 2017, variable ...................................................................... 
U due August 15, 20 13, variable ......................................................................... 

W due October 15, 2020, 5.45% ......................................................................... 

T due September 1, 2017, variable ..................................................................... 

V due August 15, 2019, 5 518% .......................................................................... 

X due April 15, 2023, 5.90% .............................................................................. 
Total first mortgage bonds ............................................................................ 

Jefferson County Series due September 1, 2026, variable ........................................ 
Trimble County Series due September 1, 2026, variable .......................................... 
Jefferson County Series due November 1, 2027, variable ........................................ 
Trimble County Series due November 1, 2027, variable .......................................... 

Total unsecured pollution control bonds ............................................................. 

Pollution control bonds (unsecured) - 

Total bonds outstanding ............................................................................................ 
Less current portion of long-term debt ..................................................................... 

Long-term debt ......................................................................................................... 
Total capitalization ................................................................................................... 

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

December 3 1 
1999 . 1998 

$ 425. 170 $ 425. 170 
(836) (836) 

(189) 50 
247. 462 

- 683.376 671.846 

259. 23 1 

21. 507 

50. 000 
25. 000 

11.179) 
95.328 

20. 000 
42. 600 

25. 000 
83. 335 
41. 665 
3 1. 000 
60. 000 
35. 200 

102. 000 
26. 000 
40.000 

506. 800 

22. 500 
27. 500 
35. 000 
35. 000 

120. 000 

626. 800 

. 246.200 

380.600 

$1.159.304 

21. 507 

50. 000 
25. 000 
(1. 179) 

95. 328 

20. 000 
42. 600 

25. 000 
83. 335 
41. 665 
3 0 0 0  1. 
60. 000 
35. 200 

102. 000 
26. 000 
40. 000 

506. 800 

22. 500 
27. 500 
35. 000 
35.000 

120.000 

626. 800 

626.800 

$1.393.974 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

ary of $igni~cant A~counting 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 h d s  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 3 1,1999 and 1998, 
:espectively, are included in gas stored underground in the balance sheet. The inventory is accounted for using the 
werage-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 
iote and bond futures to hedge its exposure to fluctuations in the value of its investments in the preferred stocks 
tf 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 fkom 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 3 1 , 1999, the value of these 
itures 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 L,G&E at December 3 1 , 1999 and 1998, were 
approximately $3 1.1 million and $25.1 million, respectively. tJnder 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. 

ents. 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 L,G&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. 

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 3 1 ,  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. 

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 $18.1 million or 50% of the originally estimated costs to 
whieve such savings, be applied to reduce customer rates through a surcredit on customers' bills and the 
eemaining 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 
iext five years and will amount to approximately $55 million in net non-fuel savings to LG&E. Any fuel cost 
iavings are passed to Kentucky customers through the companies' fuel adjustment clauses. See Note 3 for more 
nfonnation 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 Efsects 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 3 1 (in thousands of $): 

Unamortized loss on bonds 
Merger costs 
Manufactured gas sites 
Total regulatory assets 

Deferred income taxes - net 
Deferred net gain 
Total regulatory liabilities 

$ 16,556 $ 17,627 
12,702 16,332 
2,185 3,684 

3 1.443 __. 37,643 

(56,767) (63,529) 

(58.726) (63,529) 
(1,959) 

Regulatory liabilities - net $0 s(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 ta 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 r e h d  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 frnancial 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 
cornmence non-traditional regulation. The proposed ratemaking method, known as PRR, 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 YBR 
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 YBR 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 $2'7.2 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 
Dther 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 
Zommission on a number of items in the case in late January. Certain intervening parties in the proceedings 
lave also filed motions for reconsideration asserting, among other things, that the Kentucky Commission 
mderstated the amount of base rate reductions. 

3ther Rate Matters. LG&E's rates contain a DSM provision. The provision includes a rate mechanism that 
wovides concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. This 
brogram 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 
;eptember 1998, the Kentucky Commission accepted LG&E's modified tariff discontinuing the decoupling 
nechanism effective as of June 1,1998. 

lince October 199'7, 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 
ktober 1997, rate adjustments related to this mechanism will be determined for each 12-month period 
eginning November 1 and ending October 3 1. During the first two years of the mechanism ended October 3 1 , 
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 refbnded 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 1 8-month period ended April 1998. The Kentucky 
Commission also granted rehearing on the KITJC'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 Is 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, L,G&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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The cost and estimated fair values of LG&E's non-trading frnancial iristnunents as of December 3 1,1999 and 1998 
follow (in thousands of $): I 

- 1999 ~ 1998 
Fair Fair 

- cost Value Cost Value 

Marketable securities 
Long-term investments - 

Not practicable to estimate 
fair value 

Preferred stock subject 
to mandatory redemption 

Long-term debt (including 
current portion) 
US. Treasury note and 

bond fbtures 
Interest-rate swaps 

$ 7,253 $ 6,936 $ 17,767 $ 17,851 

746 746 748 748 

25,000 24,86 1 25,000 26,413 

626,800 623,498 626,800 648,603 

81 (50) 
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 fiom 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 3 1 , 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. 

Vote 5 - Concentrations of Credit and Other Risk 

'3redit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to 
)erform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
xstomers 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. 

,G&E's customer receivables and gas and electric revenues arise ftom deliveries of natural gas to approximately 
i95,OOO customers and electricity to approximately 366,000 customers in Louisville and adjacent areas in 
Lentucky. For the year ended December 3 1,1999,82% of total revenue was derived fiom electric operations and 
8% fiom gas operations. 

n December 1998, LG&E and IBEW Local 2 100 employees, which represent approximately 60% of LG&E's 
irorkforce, 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. 1 15, Accounting for Certain Investments in Debt and Equity Securities. Proceeds fkom sales of available- 
for-sale securities in 1999 were approximately $1 1.7 million, which resulted in an immaterial net realized gain, 
calculated using the specific identification method. Proceeds fiom 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 L,G&E's available-for-sale securities by 
major security type, as of December 3 1,1999 and 1998, follow (in thousands of $): 

I___ 1999: 

Unrealized gains 
IJnrealized losses 
Fair values 

Cost 

Fair values: 
No maturity 
Contractual maturities: 

Less than one year 
One to five years 

Total fair values 

1998: 
cost 
Unrealized gains 
Unrealized losses 
Fair values 

Fair values: 
No maturity 
Contractual maturities: 

Less than one year 
One to five years 
Over ten years 

Total fair values 

Equity 

$4,385 
90 
B) u 

$4,171 

u 

$3,798 
276 

S I  
li2222 

$3,979 

Fixed 
Income 

$2,868 
3 

(106) 
$2345 

$ -  

2,134 
63 1 

li2iZG2 

$13,969 
31 

$L3.822 

$ 178 

8,301 
3,861 
1,532 

$=?2&zZ 

- Total 

$7,253 
93 

&!I) 
L!i6226 

$4,171 

2,134 
63 1 -.__ 

$Xi&!25 

$17,767 
307 

(223) 
w 

$ 4,157 

8,301 
3,861 
1.532 
u 
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ension 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 3 1, 1999, and a 
statement of the funded status as of December 3 1 for each of the last three years (in thousands of $): 

, 

Pension Plans: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendments 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at end of year 

Reconciliation of fimded status 
Funded status 
Unrecognized actuarial (gain) or loss 
Unrecognized transition (asset) or obligation 
Unrecognized prior service cost 
Net amount recognized at end of year 

Other Benefits: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendments 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at end of year 

- 1999 

$31 1,935 
5,005 

21,014 
(2,397) 

(1 5,471) 
- (36,819) 
$281iw 

$308,660 
5 1,995 
14,911 

(1 5,471) 
&2&4A2% 

$ 76,828 
(126,554) 

(6,965) 
35.588 
m 

$44,964 
1,205 
3,270 
2,377 

$ 6,062 
1,776 
4,681 

(1.993) 
w 

- 1998 

$274,095 
6,333 

19,873 
3,724 

18,295 
(1 0,866) 

2.699 

(2,218) 

w 

$280,238 
38,913 

375 
(10,866) 

$308.660 

$ (3,275) 
(72,037) 
(8,076) 
41,447 

&42&24& 

$43,373 
76 1 

2,946 
599 
344 

2,855 

(3,280) 
(2,634) 

$44964 

$ 4,384 
199 

3,207 
( 1,728) 
w 

- 1997 

$229,349 
5,214 

17,629 
3,085 

(8,735) 
27,553 

$238,026 
46,078 
4,869 

(8,735) - 
$ 6,143 

(61,720) 

43,518 
(9,188) 

$1212423 

$39,951 
746 

2,942 

$ 2,284 
80 

3,696 
(1.676) 
$i=AdJB 
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- 1999 - 1998 - 1997 

Reconciliation of hnded status 
Funded status $(34,471) $(38,902) $438,989) 
Unrecognized actuarial (gain) or loss ( 1,63 8) (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 $iiu22Q - $(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 3 1, 1999, 1998 and 1997 (in thousands of $): 

Pension Plans; 
Amounts recognized in the balance sheet 

consisted of: 
Prepaid benefits cost 
Accrued benefit liability 
Intangible asset 
Net amount recognized at year-end 

~ 1999 ___ 1998 

$ 6,466 $ 
(27,569) (41,977) 

36 
m $(41.941 

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

Projected benefit obligation ( I )  $139,491 $148,005 
Accumulated benefit obligation (2) 4,327 131,430 
Fair value of plan assets (1) 133,336 107,988 

(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 %o $(17.588 

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

Projected benefit obligation $44,997 $4 4,9 6 4 
Fair value of plan assets 13,074 6,062 

1997 

$ 
(21,317) 

70 -- 
$12L247_) 

$121,902 
4,179 

99,151 

$(12.625', 

$43,373 
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 $): 

Pension Plans: 
Components of net periodic benefit cost 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of transition (asset) or obligation 
Recognized actuarial (gain) or loss 
Net periodic benefit cost 

Special charges 
Curtailment gain 
Prior service cost recognized 
Special termination benefits 
Total charges 

Other Benefits: 
Components of net periodic benefit cost 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of transition (asset) or obligation 
Recognized actuarial gain 
Net periodic benefit cost 

Special charges 
Curtailment loss 
Prior service cost recognized 
Special termination benefits 
Total charges 

1999 

$ 5,005 
21,014 

(28,946) 
3,462 

(2,621) 
(191 12) 

li4LE2J 

$ -  

L 

$ 1,205 
3,270 

473 
1,114 

(40 1 ) 

-A.!.?2) 
$sZ€424 

$ -  

L 

- 1998 

$ 6,333 
19,873 

(23,701) 
3,882 

(2.248) 
(1,112) 

w 

$ (2,168) 
1,914 

18.295 
ilL&uku 

$ 761 
2,946 

367 
1,315 

(296) 

-- 
$=2&22 

$ 1,005 
124 

2,855 
$_2n84 

- 1997 

$ 5,214 
17,629 

(19,849) 
3,708 

(2,866) 
(1,112) 

$2.724 

$ -  

$ 

$ 746 
2,942 

328 
1,337 

(151) 

&LLZQ 

$ -  

3n May 4, 1998, LG&E Energy and KU Energy merged, with LG&E Energy as the surviving corporation. 
luring 1998, LG&E invested approximately $18 million in special termination benefits as a result of its early 
setirement program offered to eligible employees post-merger. 

The 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 3 1: 
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 
iereafter. 
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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 
Effect on year-end 1999 postretirement benefit obligations 

$ (150) $ 176 
(1,189) 1,358 

Thrift Savings Plans. LG&E has a thrift savings plan under section 40 1 (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 $): 

Included in operating expenses: 
Current - federal 

Deferred - federal - net 

Deferred investment tax credit 
Amortization of investment tax credit 

- state 

- state - net 

Total 

Included in other income and (deductions): 

- federal - merger costs 
- state 
- state - merger costs 

- state - net 

Current - federal 

Deferred - federal - net 

Total 

$53,981 $45,7 16 
13,680 11,895 
(498 18) 2,276 

(780) 678 
55 

57,774 56,307 
(4,289) (4,313) 

217 660 

(30) 6 
(6,758) 

( 1,737) 
254 (165) 
65 (42) 

_._____ 506 (8.036) 

Total income tax expense $58.280 w 

- 1997 

$57,590 
14,593 
(4,565) 

703 
102 

(4,342) 
64.08 1 

1,484 

161 

292 
75 

2.012 

$66.993 

135 



Net deferred tax liabilities resulting fiom book-tax temporary differences are shown below (in thousands of $): 

- 1999 I_ 1998 

Deferred tax liabilities: 
Depreciation and other 

plant-related items 
Other liabilities 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Pension overfunding 
Accrued liabilities not currently 

deductible and other 

$321,889 $323,869 
5.324 9.644 

327.213 333.513 

27,145 28,876 
22,588 25,447 
2,193 2,099 

19,377 22,502 
7 1.303 78.924 

Net deferred income tax liability $255.910 

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

Statutory federal income tax rate 
State income taxes net of federal benefit 
Amortization of investment tax credit 
Nondeductible merger expenses 
Other differences - net 

35.0% 35.0% 35.0% 
5.1 5.5 5.7 

2.4 
(2.8) (3.4) (2.4) 

( 1 9 )  (1.3) (1.5) 

Effective income tax rate W h  368% 

Note 9 - Other Income and Deductions 

Other income and deductions consisted of the following at December 3 1 (in thousands of $): 

Interest and dividend income 
Interest on income tax settlement 
Gain on sale of stock options 
Gains (losses) on fixed asset disposal 
Donations 
Income taxes and other 
Income tax benefit on merger costs 

Total other income and deductions 

$4,086 $ 4,245 $4,786 
1,446 
1,794 

2,394 530 77 
(102) (168) ( 147) 

(27237) (2,111) (3,679) 
8.495 

I I 
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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 3 1 , 1999. 

Weight e d 
Average 

Stated Interest Principal 
Interest Rates - Rate Maturities Amounts 

Noncurrent portion 
Current portion (pollution 

control bonds) 

5.45% - 7.63% 6.44% 2002 - 2023 $380,600 

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 L,G&E's first mortgage bonds and pollution control bonds (principal amounts stated in thausands 
of $) at December 31,1999, are summarized below. 

200 1 
2002 
2003 
2004 
2005 
Thereafter 
Total 

$ 
20,000 
42,600 

3 18,000 
%380.609 

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 far 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 3 1 , 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 3 1 , 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 200 1. 
Management expects to renegotiate these lines when they expire. 

Construction Progra . LG&E had commitments in connection with its construction program aggregating 
approximately $14.5 million at December 3 1, 1999. Construction expenditures for the years 2000 and 200 1 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 mual lease payments under lease agreements 
for years subsequent to December 3 1, 1999, are as follows (in thousands of $): 

2000 
2001 
2002 
2003 
2004 
Thereafter 
Total 

$ 3,321 
3,654 
3,594 
3,507 
3,507 
1,754 
w 

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, 
:ommencing 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 
VOX emission requirements of the Act through installation of low-NOx burner systems. LG&E's compliance 
)lam are subject to many factors including developments in the emission allowance and fuel markets, future 
aegulatory 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 eficient and cost- 
jffective 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 
i2 states covered by the rule is fiee 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 lb./Minbtu - an 85% reduction from 1990 levels. In related proceedings in response to 
letitions filed by various Northeast states, in December 1999, EPA issued a final rule directing similar NOx 
:ductions 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 0.1 5 lb. 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 
lb./Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $1 65 million to reduce 
emissions to the level of 0.15 lb./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 Iike 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. 

LG&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: 

Ownership interest 
Mw capacity 

Trimbie County 
LG&E IMPA IMEA Total 

75% 12.88% 12.12% 100% 
371.25 63.75 60.00 495.00 

(in thousands of $): 
cost $546,497 
Accumulated depreciation 140,972 
Net book value li&ExL3 

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 3 1 , 1998, LG&E adopted SFAS No. 13 1 , Disclosure About Segments of an Enterprise and 
Related Infirmation. 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 $): 

1999 

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

1998 

Operating revenues 
Depreciation and amortization 
Interest income 
Interest expense 
Merger costs 
Operating income taxes 
Net income 
Total assets 
Construction expenditures 

-- Electric 

$ 790,67O(a) 
83,619 
3,435 

31,558 
56,883 

104,853 
1,775,498 

160,844 

$ 658,51l(b) 
79,866 

3,566 
30,389 
32,072 
56,401 
75,368 

1,727,463 
105,836 

- Gas ___ Total 

$177,579 
13,602 

65 1 
6,404 

89 1 
1,417 

395,954 
33,800 

$191,545 
13,312 

679 
5,933 

(94) 
2,752 

377,174 
32,509 

$ 968,249 
97,22 1 

4,086 
37,962 
57,774 

106,270 
2,171,452 

194,644 

$ 850,056 
93,178 
4,245 

36,322 
32,072 
56,307 
78,120 

2,104,637 
138,345 
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Electric 

1997 

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

$ 614,532 
79,958 
5,279 

33,349 
59,415 

108,236 
1,677,278 

81,713 

$231,011 
13,062 

953 
5,841 
4,666 
5,037 

378,363 
29,180 

$ 845,543 
93,020 
6,232 

39,190 
64,081 

113,273 
2,055,641 

1 10,893 

(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 

(Thousands of $) 
March September December 

1999 
operating revenues 
Net operating income 
Net income 
Net income available 

for common stock 

&EJfJ 
Operating revenues 
Net operating income 
Net income 
Net income (loss) available 

for common stock 

$226,620 $214,097 $296,395 $23 1,137 
27,016 30,596 51,036 3 1,443 
18,916 22,040 41,704 23,610 

17,826 20,954 (a) 40,614 22,375 (b) 

$233,344 $201,389 $229,885 $185,438 
32,326 33,629 53,420 16,148 
23,399 21 44,861 9,839 

22,276 (1 51 22) 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 7J.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 7Jtility Operations' obligation to continue to file SEC reports. The acquisition is expected to close 9 to 12 
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months fiom 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 1b.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. 

142 



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 
mounts 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 L,LP 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 fkom the internal auditors. These 
recommendations for the year ended December 3 1 , 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 
LG&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. 

143 



Louisville Gas and Electric Company 
w p o w  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 3 1, 
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 3 1,1999. 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 3 1,1999 and 1998, and the results of its 
operations and its cash flows for each of the three years in the period ended December 3 1,1999, 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 
Ianuary 26,2000 (Except with respect 
.o the matters discussed in Note 16, as 
o which the date is March 3,2000.) 

Arthur Andersen LLP 
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Kentucky Utilities Company 
Statements of Income 

(Thousands of $) 

OPERATING REVENIJES: 
Electric (Note 1) ..................................................................................... 
Provision for rate rehnds (Note 3) ......................................................... 

Total operating revenues ................................................................... 

OPERATING EXPENSES: 
Fuel, principally coal, used in generation ............................................... 
Power purchased ..................................................................................... 
Other operation expenses ....................................................................... 

Depreciation and amortization ................................................................ 
Federal and state income taxes (Note 7) ................................................. 
Property and other taxes ......................................................................... 

Total operating expenses .................................................................. 

Net operating income ................................................................................... 

Merger costs (Note 2) ................................................................................... 

Interest charges ............................................................................................. 

Net income ................................................................................................... 
Preferred stock dividends ............................................................................. 

Net income available for common stock ...................................................... 

Maintenance ........................................................................................... 

Interest and dividend income (Note 8) ......................................................... 
Other income and (deductions) (Note 8) ...................................................... 

Years Ended December 3 1 rn -- 1998 

$943,210 $ 831,614 
(5,900) (21,500) 

937.3 10 810.114 

219,883 21 7,401 
242,3 15 126,584 
116,521 121,275 
57,318 63,608 
89,922 86,657 
60,380 53,256 

15.945 
684,726 

14,955 
801.294 

136,O 16 125,388 

21,830 
4,293 1,811 
5,144 6,035 

38,895 38.640 

106,558 72,764 

- 2.256 2.256 

$104.302 $70.508 

- 1997 

$716,437 

716,437 

188,439 
72,542 

120,95 1 
64,990 
84,111 
5 1,690 
15.306 

598.029 

118,408 

1,673 
5,330 

39.698 

85,713 

2,256 

$83.457 

Statements of Retained Earnings 
(Thousands of $) 

Years Ended December 3 1 
1998 - 1997 - 1999 - 

$304,750 $287,852 
106,558 72,764 85.713 
405,725 377,514 373,565 

......................................................................................... $299,167 Balance January 1 
Add net income ............................................................................................ 

Deduct: Cash dividends declared on stock 
4.75% cumulative preferred 950 950 950 
6.53% cumulative preferred 1,306 1,306 1,306 

................................................................................... 73.999 76.091 66,559 Common 
_I 78,347 - 68.8 15 

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

...................................................... 
76,255 

................................................................................... Balance December 3 1 $329.470 $304.750 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Thousands of $) 

ASSETS: 
Utility plant, at original cost (Note 1) ............................................................................. 
Less: reserve for depreciation ........................................................................................ 
Construction work in progress ....................................................................................... 

Other property and investments - less reserve ................................................................ 

Current assets: 
Cash and temporary cash investments ...................................................................... 
Accounts receivable - less reserve of 

$800 in 1999 and $520 in 1998 .......................................................................... 
Materials and supplies - at average cost: 

Fuel (predominantly coal) ................................................................................... 
Prepayments and other ............................................................................................. 

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

Deferred debits and other assets: 
Unamortized debt expense ........................................................................................ 
Regulatory assets (Note 3) ........................................................................................ 
Other ..................................................................................................................... 

CAPITAL AND LIABILITIES: 
Capitalization (see statements of capitalization): 

Common equity ........................................................................................................ 
Cumulative preferred stock ...................................................................................... 
Long-term debt (Note 9) ........................................................................................... 

Current liabilities: 
Current portion of long-term debt (Note 9) .............................................................. 
Accounts payable ..................................................................................................... 
Provision for rate refunds ......................................................................................... 
Dividends declared ................................................................................................... 
Accrued taxes ........................................................................................................... 
Accrued interest ........................................................................................................ 
Other ..................................................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Notes 1 and 7) ............................................... 
Investment tax credit, in process of amortization ..................................................... 
Accumulated provision €or pensions and related benefits (Note 6) .......................... 
Customers' advances for construction ...................................................................... 
Regulatory liability (Note 3) ..................................................................................... 
Other ..................................................................................................................... 

:ommitments and contingencies (Note 11) 

- 1999 

$2,744,380 
1.288,819 
1,455,561 

106.686 
1,562.247 

14,349 

6,793 

88,549 

30,225 
26,213 

3,743 
155.523 

4,827 
23,033 
25.1 11 
52.971 

$L2859pe 

$ 637,015 
40,000 

430.830 
1.107.845 

115,500 
116,546 
20,567 
19,150 
10,502 
7,329 

18.617 
308.21 1 

243,620 
18,575 
48,285 

1,174 
46,069 
11.311 

369,034 

2i=uaE8 

December 3 1 
- 1998 

$2,602,167 
1,208,183 
1,393,984 

83,361 
1,477,345 

14,238 

58,949 

106,125 

23,927 
24,248 

3,055 
216.304 

5,227 
28,228 
19.859 
53.3 14 

4i4ZLaa 

$ 606,713 
40,000 

546,330 
1,193,043 

110,268 
21,500 
18,188 
16,733 
8,110 

20.97 1 
195,770 

244,493 
22,302 
52,287 

1,264 
46,552 

5.490 
372,388 - 

-he accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Thousands of $) 

Years Ended December 3 1 
1998 

$ 72. 764 

86. 657 
(2. 437) 
(3. 829) 

'(3 1. 482) 
3. 272 

71. 162 
2 1. 500 
9. 260 
(173) 

(53) - 12. 776 
239. 417 

179 
(91.992) 
(91.8 13) 

38 1. 500 
(415. 100) 

(60.347) 
(93.989) 

53. 615 

5. 334 

(42) 

$_1894p 

$ 46. 490 
36. 008 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................. 
Items not requiring cash currently: 

Depreciation and amortization .......................................................... 
Deferred income taxes - net .............................................................. 
Investment tax credit - net ................................................................ 

Accounts receivable .......................................................................... 
Materials and supplies ...................................................................... 
Accounts payable .............................................................................. 
Provision for rate refunds ................................................................. 
Accrued taxes ................................................................................... 
Accrued interest ................................................................................ 
Prepayments and other ...................................................................... 

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

Change in certain net current assets: 

Net cash flows from operating activities .......................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Proceeds from insurance reimbursement ................................................ 
Construction expenditures ...................................................................... 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Short-term borrowings ............................................................................ 

Repayment of long-term debt ................................................................. 
Payment of dividends ............................................................................. 

Net cash flows from financing activities .......................................... 
Change in cash and temporary cash investments ......................................... 
Beginning cash and temporary cash investments ......................................... 

Ending cash and temporary cash investments .............................................. 

Supplemental disclosures of cash flow information: 

Repayments of short-term borrowings .................................................... 

Cash paid during the year for: 
Income taxes ........................................................................ : 
Interest on borrowed money ............................................................. 

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

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

1999 

$ 106. 558 

89. 922 
(3. 763) 
(3. 727) 

(8. 263) 

(933) 
(6923 1)  

(781) 
(3. 042) 

17. 576 

6. 5 14 

10.346 
204. 176 

206 
(181. 341) 
(1 8 1. 135) 

(75.197) 
(75. 197) 

(52. 156) 

58.949 

u 

$ 71. 258 
35.508 

. 1997 

$ 85, 713 

84, 111 
4. 606 

(4. 036) 

280 
1. 104 
4. 807 

2. 090 
235 

1. 922 
( 1.943) 

178. 889 

4. 270 
(94.006) 
(89. 736) 

2.645. 500 
(2.666. 100) 

(68.815) 
(89.436) 

(21) 

(283) 

5. 617 

u 

$ 44. 857 
37. 053 
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Kentucky Utilities Company 
Statements of Capitalization 

(Thousands of $) 

December 3 1 
I__ 1999 

COMMON EQUITY: 
Common stock. without par value . 

outstanding 37.817. 878 shares .................................................................................. $ 308, 140 
Retained earnings ........................................................................................................... 329, 470 

0 Other ............................................................................................................................. 
637.015 

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 ........................... 200, 000 $101.00 20. 000 
6.53% series, $100 stated value ........................... 200, 000 Not redeemable 20. 000 

40.000 

LONG-TERM DEBT . first mortgage bonds (Note 9): 
Q due June 15. 2000. 5.95% ........................................................................................... 
Q due June 15, 2003, 6.32% ........................................................................................... 
S due January 15, 2006, 5.99% ...................................................................................... 
P due May 15, 2007, 7.92% ............................................................................................ 
R due June 1, 2025, 7.55% ............................................................................................. 
P due May 15, 2027, 8.55% ............................................................................................ 
Pollution control series: 

1B due February 1, 2018, 6.25% .............................................................................. 
2B due February 1, 2018, 6.25% .............................................................................. 
3B due February 1, 2018, 6.25% .............................................................................. 
4B due February 1, 2018, 6.25% .............................................................................. 
7, due May 1, 2010, 7.375% ..................................................................................... 
7, due May 1 ,  2020, 7.60% ....................................................................................... 
8, due September 15, 2016, 7.45% ........................................................................... 
9, due December 1, 2023, 5.75% .............................................................................. 
10, due November 1, 2024, variable .... ." .................................................................... 

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 

Total bonds outstanding ............................................................................................ 546. 330 

Less current portion of long-term debt ..................................................................... 115. 500 

Long-term debt I 430.830 ......................................................................................................... 
................................................................................................... Total capitalization &JJQuk@ 

'he accompanying notes are an integral part of these financial statements . 

. 1998 

$ 1 4 0  308. 
299. 168 

(595) 

606.713 

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 

546. 330 

%1.193.043 
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Kentucky TJtilities 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 Cop., and LEM. All of the KT.T'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' he1 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 Egects 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 3 1 (in thousands of $): 

Unamortized loss on bonds 
Merger costs 
Other 
Total regulatory assets 

Deferred income taxes - net 
Other 
Total regulatory liabilities 

$ 7,594 $ 8,675 
14,324 18,417 
I 1,115 1,136 

23,033 28,228 

(42,992) (45,882) 

(46.069) (46,552) 
(3.077) (670) 

Regulatory liabilities - net $u8324) 

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 ECK 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 fmal 
jetemination 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 
SCR. The court remanded the case to the Kentucky Commission to determine amounts to be refimded 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 KTJ 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 KTJ to indicate whether they desired to remain under traditional rate of return regulation or 
commence non-traditional regulation. The proposed ratemaking method, known as PRR, 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, KTJ 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 KIJ by $1 0.6 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 PRR 
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 KTJ 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. 

L,ater 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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atters. 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 he1 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 r e h d  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. 3 69 to consider Kentucky Commission policy regarding cost 
illocations, affiliate transactions and codes of conduct governing the relationship between utilities and their 
ion-utility operations and affiliates. The Kentucky Commission intends to address two major areas in the 
mceedings: the tools and conditions needed to prevent cost shifting and cross-subsidization between regulated 
md 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 
haft code of conduct and cost allocation guidelines. In January 1999, KU, as well as all parties to the 
iroceeding, filed comments on the Kentucky Commission draft proposals. In December 1999, the Kentucky 
hnmission 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 
ie Company's financial position or results of operations. 
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Note 4 - Financial Instruments 

The cost and estimated fair values of the KTJ's non-trading financial instruments as of December 3 1, 1999 and 
1998 follow (in thousands of $): 

- 1999 - 1998 
Fair Fair 

Cost __. cost w 
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 fiom dealers or amounts calculated using accepted pricing models. 

Interest Rate Swap. KIJ 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 3 1, 1999, KU was party to an interest rate swap with a notional amount of $53 .O million. Under the 
swap agreement KU received a fixed rate of 7.92% and paid a variable rate of 7.90% at December 3 1, 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 perfarm as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or caunterparties 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 3 1, 1999, 100% of total utility revenue was derived fiom electric operations. 

In August 1999, KU and their employees represented by IBEW Local 101 and USWA Local 8686, which 
represents approximately 14% of KTJ's workforce, entered into a one-year collective bargaining agreement. 
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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 3 1, 1999, and a statement of the funded 
status as of December 3 1 for each of the last three years (in thousands of $): 

Pension Plans: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendment 
Acquisitionddivestitures 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Administrative expenses 
Fair value of plan assets at end of year 

Reconciliation of hnded status 
Funded status 
Unrecognized actuarial (gain) or loss 
Unrecognized transition (asset) or obligation 
Unrecognized prior service cost 
Net amount recognized at year-end 

Other Benefits: 
Change in benefit obligation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan amendments 
Curtailment (gain) or loss 
Special termination benefits 
Benefits paid 
Actuarial (gain) or loss 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at end of year 

- 1999 

$233,288 
6,210 

15,564 

(12,822) 
(22,612) 

&2A2&24 

$238,124 
49,883 

(12,822) 
( 1,076) 

&22ALQ2 

$ 54,481 
(74,579) 

(988) 

$117.522) 

3,564 

$79,650 
1,596 
3,837 

(24,488) 

(4,646) 

$24,337 
7,612 
3,520 

(4.459) 
&2=LQLQ 

- 1998 

$2 14,657 
6,672 

15,043 
2,226 

1,901 
5,427 

(12,762) 
2,367 

(2,243) 

$224244 

$217,500 
3 1,209 
2,273 

(1 2,762) 
-(96) 
2i23LG2 

$ 4,835 
(26,487) 
(1,128) 
4,943 

$0 

$72,139 
2,012 
5,207 

3,240 

(296 17) 

$79.650 
(33 1) 

$ 17,763 
5,117 
3,805 

I (2,348) 
w 

1997 

$194,874 
6,728 

14,680 

(13,313) 
11,688 
w 

$191,879 
35,066 
4,750 

(1 3,3 14) 
(882) 
m 

$ 2,843 
(19,552) 

3,635 
(1,350) 

$114924) 

$66,519 
1,853 
4,895 

2,910 
$72,139 

$ 13,270 
3,569 
3,848 

(2.924) 
$17.763 
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- 1999 - 1998 1997 

Reconciliation of finded status 
Funded status $(23,191) $(55,3 13) $ (54,376) 
Unrecognized actuarial (gain) or loss (3 1,266) (19,944) (19,697) 
Unrecognized transition (asset) or obligation 23.694 45.701 50,118 
Net amount recognized at year-end m $12e55h) $ (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 3 1, 1999, 1998 and 1997 (in thousands of $): 

Pension Plans: 
Amounts recognized in the balance sheet 

consisted of: 
Accrued benefit liability 
Other 
Net amount recognized at year-end 

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

Projected benefit obligation 
Accumulated benefit obligation 

Other Benefits: 
Amounts recognized in the balance sheet 

consisted of: 
Accrued benefit liability 
Other 
Net amount recognized at year-end 

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

Projected benefit obligation 
Fair value of plan assets 

$ (17,522) $ (17,837) $ (14,424) 
(22) __I- 

$ (17,522) m $ ( 14.424) 

$ 1,132 $ 2,300 $ 6,199 
40 99 3,975 

$ (30,763) $ (29,556) $ (23,955) 
(2.817) (2,955) 

$iAax&a m $i4&2L@ 

$54,201 $ 79,650 $72,139 
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 $): 

Pension Plans: 
Components of net periodic benefit cost 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition (asset) or obligation 
Amortization of prior service cost 
Amortization of net (gain) loss 
Net periodic benefit cost 

Special charges 
Prior service cost recognized 
Special termination benefits 
Total charges 

- 1999 1998 - 1997 

$ 6,211 $ 6,673 $ 6,728 
15,564 15,043 14,680 

(2 1,957) (1 8,264) (1 5,427) 
(141) 435 354 
410 ( 146) (150) 

(3 19) (151) ---..-a) - $6.154 

Other Benefits: 
Components of net periodic benefit cost 

Service cost $ 1,596 $ 2,012 $ 1,853 
Interest cost 3,837 5,207 4,895 

Amortization of transition (asset) or obligation 1,823 3,303 3,341 
Expected return on plan assets (1,897) ( 1,424) (1,051) 

Amortization of net (gain) loss (445) 3) -..-@.E> 
Net periodic benefit cost $__4plrl $__8,5h2 M 

Special charges 
Curtailment loss 

3n 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 
hpplemental Security Plan (SERP), the Merger Agreement constituted a change-in-control which required that 
i lump sum present value payment be made out of KU's SERP to retired employees entitled to retirement 
Ienefits on the date of the Merger Agreement. In May 1997, $4.7 million in lump sum payments were made to 
hese retired employees. 

3ffective May 4, 1998, due to the change in control, the present value balance of KU's SEW of $4.9 million 
vas transferred and allocated between LG&E Energy's Nonqualified Savings Plan and KU's Nonqualified 
iavings 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 at a 
ate equal to the average yield on five-year Treasury notes. 

luring 1998, KU invested approximately $6.6 million in special termination benefits as a result of its early 
:tirement program offered to eligible employees post-merger. 

XJ 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: 

Weighted-average assumptions as of December 3 1 : 
Discount rate 
Expected long-term rate of return on plan assets 
Rate of compensation increase 

8.00% 7.00% 7.75% 
9.50% 8.25% 8.25% 
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 
Effect on year-end 1999 postretirement benefit obligations 

$ (366) 
(4,029) 

$ 423 
4,650 

Thrift Savings Plans. KU has a thrift savings plan under section 40 1 (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 $): 

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 5 1,690 

Included in other income and (deductions): 

- state 

- state - net 

Current - federal 

Deferred - federal - net 

Amortization of investment tax credit 
Total 

1,028 (617) (853) 
54 (237) (246) 

182 694 975 
102 178 258 

(3,727) (3.829) (4.036) 
(2,361) (3.81 1) (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 $): 

Deferred tax liabilities: 
Depreciation and other 

plant-related items 
Other liabilities 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Accrued liabilities not currently 

deductible and other 
Less: amounts included in 

current assets 

$3 13,202 $289,147 
11.286 I_ 5.598 

324.488 294.745 

7,497 9,001 
16,712 17,574 

5,797 6,162 

50.862 17.515 
80.868 50.252 

Net deferred income tax liability %243.620 

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

- 1999 __L 1998 1997 

Statutory federal income tax rate 
State income taxes net of federal benefit 
Amortization of investment tax credit 
Nondeductible merger expenses 
Other differences - net 

35.0% 3 5 .O% 35.0% 
5.7 5.4 5 .O 

(2.9) (3.1) (3.0) 

(2.5) (12) 
- -  6.4 

Note 8 - Other Income and Deductions 

Equity in earnings - subsidiary company 
Interest and dividend income 
Gains (losses) on fixed asset disposal 
Donations 
Income taxes and other 

Effective income tax rate W h  W h  

Other income and deductions consisted of the following at December 3 1 (in thousands of $): 

- 1999 - 1998 ~ 1997 

$2,334 $ 2,167 $2,480 
4,293 1,811 1,673 

759 272 412 

I 2.158 4,049 2.826 
(107) (453) (388) 

Net other income $9.437 $2846 $7.003 
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Note 9 - First Mortgage onds 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 3 1, 1999. 

Stated interest rates 
Weighted-average interest rate 
Maturities 
Noncurrent portion at December 31, 1999 
Current portion at December 31,1999 

5.75% - 8.55% 
7.02% 

2003 - 2027 
$430,830 
$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 KTJ's bonds. 

Maturities of KU's first mortgage bonds and pollution control bonds (principal amounts stated in thousands of 
$) at December 3 1 , 1999, are summarized below. 

2001 
2002 
2003 
2004 
2005 
Thereafter 
Total 

62,000 

368.830 

Substantially all of KTJ'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. KTJ had no short- 
term borrowings at December 3 1 , 1999, and 1998. 

The KU credit facilities that provided for short-term borrowing and support of commercial paper borrowing 
expired on December 3 1 , 1999. 

Note 11 - Commitments and Contingencies 

Construction Program. KU had $1 3.8 million of commitments in connection with its construction program at 
December 3 1 , 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 
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been deferred pending resolution of rate treatment by the Kentucky Commission. 

ental. 'The Act imposed stringent new SO2 and NOx emission limits on electric generating units. 

i 
KU met its Phase I SO2 requirements primarily through installation of a scrubber on Ghent Unit 1. KU's 
strategy for Phase 11, 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 lb./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 lb. 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 1b.Mmbtu (Commonwealth of Kentucky's proposed NOx compliance level) to $168 million to 
reduce emissions to the level of .  15 lb./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 fiom customers under its environmental surcharge mechanisms and believe that a 
significant portion of such costs could be recovered. However, Kentucky Commission approval is necessary 
md there can be no guarantee of recovery. 

CU is also addressing other air quality issues. First, KU is monitoring the status of EPA's revised NAAQS for 
)zone and particulate matter. In May 1999, the Washington D.C. Circuit remanded the final rule and directed 
{PA 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 
u-e 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 
iwned by KU, KU is unable to determine what, if any, additional exposure or liability it may have as it lacks 
iomplete information on current site conditions. 

n October 1999, approximately 38,000 gallons of diesel fuel leaked from a cracked valve in an underground 
iipeline at KU's E.W. Brown Station. Under the oversight of EPA and state officials, KU commenced 
mediate spill containment and recovery measures which prevented the spill from reaching the Kentucky 

I 
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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. KTJ has purchase power arrangements with OMU, EEI and other parties. Under the OMU 
agreement, which expires on January 1 , 2020, KTJ purchases all of the output of a 400-Mw generating station 
not required by OMJ. 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 OMTJ 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 3 1 , 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 3 1 , 2004, are as follows (in thousands of $): 

Note 

2000 
200 1 
2002 
2003 
2004 
Total 

2 - Jointly Ownec Electric Utility Plant 

$ 28,765 
3 1,495 
30,683 
30,947 
31,155 - 

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 
Carp. 
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Note 13 - Selected 

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. t 

Quarters Ended 

(Thousands of $) 
March June SeDtember December 

I_ 1999 
Revenues 
Operating income 
Net income 
Net income available 

for common stock 

~ 1998 
Revenues 
Operating income 
Net income (loss) 
Net income (loss) available 

for common stock 

$217,349 $225,794 $281,503 $2 12,664 
36,966 34,997 32,529 3 1,524 
29,628 27,757 24,426 24,747 

29,064 27,193 (a) 23,862 (b) 24,183 (c) 

$183,219 $193,079 $246,117 $1 87,699 
33,035 28,144 44,677 19,532 
25,049 (1,i 19) 36,980 11,854 

24,485 (1,683) 36,416 1 1,290 

(a) 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. 

(c) 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 
:he second quarter of 2000 for both LG&E Energy and PowerGen. During the first quarter of 2000, the 
Zompany expensed approximately $1 .O 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 lb./Mmbtu by 
May 2003. Some of the litigants will likely seek fkther 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 fbm 
the internal auditors. 'I'hese recommendations for the year ended December 3 1 , 1998, did not identi@ 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 confdentiality of proprietary information. 
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Kentucky tJtilities 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 3 1 , 
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 3 1 , 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 3 1 , 1999 and 1998, and the results of its operations and its 
cash flows for each of the three years in the period ended December 3 1 , 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 
January 26,2000 (Except with respect 
to the matters discussed in Note 14, as 
to which the date is March 3,2000.) 

Arthur Andersen LLP 
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure. 

'None. 

PART I11 I 

ITEMS 10, 1 1 , 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 3 1 , 1999 (page 75). 
Consolidated statements of retained earnings for the three years ended December 3 1 , 1999 (page 76). 
Consolidated statements of comprehensive income for the three years ended December 3 1 , 1999 (page 

Consolidated balance sheets - December 31, 1999, and 1998 (page 77). 
Consolidated statements of cash flows for the three years ended December 3 1 , 1999 (page 78). 
Consolidated statements of capitalization - December 3 1, 1999, and 1998 (page 79). 
Notes to consolidated financial statements (pages 8 1 - 1 16). 
Report of management (page 1 17). 
Report of independent public accountants (page 1 18). 

76) 

LG&E: 
Statements of income for the three years ended December 3 1, 1999 (page 1 19). 
Statements of retained earnings for the three years ended December 3 1, 1999 (page 1 19). 
Statements of comprehensive income for the three years ended December 3 1, 1999 (page 120). 
Balance sheets - December 3 1, 1999, and 1998 (page 12 1). 
Statements of cash flows for the three years ended December 3 1, 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 3 1,1999 (page 145). 
Statements of retained earnings for the three years ended December 31, 1999 (page 145). 
Balance sheets - December 3 1 , 1999, and 1998 (page 146). 
Statements of cash flows for the three years ended December 3 1 , 1 999 (page 147). 
Statements of capitalization - December 3 1 , 1999, and 1998 (page 148). 
Notes to financial statements (pages 149- 164). 
Report of management (page 165). 
Report of independent public accountants (page 166). 

2. Financial Statement Schedules (included in Part IV): 

Schedule I1 Valuation and Qualifying Accounts for the three years ended December 3 1 , 1999, for 
LG&E Energy (page 191), L,G&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: 

Applicable 
to Form 10-K of 

Exhibit LG&E 
- No. Energy LG&E Description 

2.01 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] 

2.02 

3.01 

3.02 

3.03 

X X X Copy of Agreement and Plan of Merger, dated as of May 20, 
1997, by and between LG&E Energy and KTJ 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 

X 

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] 

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] 

Copy of Bylaws of LG&E Energy, as amended through June 2, 
1999. 
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Applicable 
to Form 10-K of 

Exhibit LG&E 
- No. Energy LG&E KU 

3.04 X 

3.05 X 

3.06 X 

4.01 X X 

4.02 

4.03 

4.04 

#.05 

1.06 

1.07 

1.08 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

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 2-1 1923 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 Kegistration 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 I,Ci&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 JCJJ 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] 

4.09 

4.10 

4.1 1 

4.12 

4.13 

4.14 

4.15 

4.16 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

Copy of Supplemental Indenture dated August 1, 197 1, 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. piled 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 2.1 1 to LG&E's Registration Statement 2-57252 and in- 
corporated by reference herein] 

Copy of Supplemental Indenture dated September 1, 1 975, 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. piled as Exhibit 
2.15 to LG&E's Registration Statement 2-6527 1 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] 

4.17 X X 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 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 3 1, 1980, and incorporated by reference 
herein] 

4.18 

4.19 

4.20 

4.2 1 

4.22 

t .23 

1.24 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

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 3 1,1980, and incorporated by ref- 
erence herein] 

Copy of Supplemental Indenture dated September 1 5,198 1, 
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 3 1,198 1, 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 3 1, 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 4.2 1 to LG&E's Annual Keport on Form 10-K for the year 
ended December 3 1, 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 3 1, 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 3 1, 1984, and incorporated by reference 
herein] 

Copy of Supplemental Indenture dated July 1,1985, which is 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] 

,.25 X X Copy of Supplemental Indenture dated November 15, 1986, 
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Applicable 
to Form 10-K of 

Exhibit LG&E 
N a  Energy LG&E Ku 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 3 1 , 1986, and incorporated by ref- 
erence herein] 

4.26 

4.27 

4.28 

4.29 

4.30 

4.31 

4.32 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

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 3 1 , 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 3 1 , 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 3 1 , 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 3 1 , 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 3 1 , 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 4.3 1 to LG&E's Annual Report an Form 10-K for the 
year ended December 3 1 , 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 3 1 , 1992, and incorporated by reference 
herein] 
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4.33 X X 

4.34 

4.35 

4.36 

4.37 

X X 

X X 

X X 

X 

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 3 1, 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 3 1, 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 3 1, 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 3 1, 1993, and incorporated by reference 
herein] 

X 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- 10 120), April 1, 1955 (Amended Exhibit 4.02 in 
File No. 2-1 1476), 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- 
46 16 l), 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 I, 1979 (Exhibit 2.04 
in File No. 2-64969), May 1,1980 (Exhibit 2 to Form 10-Q 
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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 3 1 , 1984), June 1 , 1985 (Exhibit 4 to Form 
10-Q Quarterly Report of KIJ 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 KTJ 
dated December 10,1993), November 1 , 1994 (Exhibit 4.C to 
Form 10-K Annual Report of KTJ for the year ended December 
3 1 , 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 3 1 , 1995). Incorporated by reference. 

4.38 

10.01 

10.02 

X 

X X 

X X 

10.03 X X 

X 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 
3 1 , 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 
L,G&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 Ohia Valley Electric Corporation and 
Atomic Energy commission. [Filed as Exhibit 5 . 0 2 ~  to LG&E's 
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Registration Statement 2-6 1607 and incorporated by reference 
herein] 

10.04 

10.05 

X X 

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] 

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 2-273 16 and incorporated by reference 
herein] 

10.06 X X X Copies of (i) Inter-Company Power Agreement, dated July 10, 
1953, between Ohio Valley Electric Corporation and Sponsoring 
Companies (which Agreement includes as Exhibit A the Power 
Agreement, dated July 10, 1953, between Ohio Valley Electric 
Corporation and Indiana-Kentucky Electric Corporation); (ii) 
First Supplementary Transmission Agreement, dated July 10, 
1953, between Ohio Valley Electric Corporation and Sponsoring 
Companies; (iii) Inter-Company Bond Agreement, dated July 10, 
1953, between Ohio Valley Electric Corporation and Sponsoring 
Companies; (iv) Inter-Company Bank Credit Agreement, dated 
July 10, 1953, between Ohio Valley Electric Corporation and 
Sponsoring Companies. [Filed as Exhibit 5.02f to LG&E's Reg- 
istration Statement 2-6 1607 and incorporated by reference 
herein] 

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 

0.09 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 2-6 1607 and incorporated by reference hereinf 

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 
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Companies. [Filed as Exhibit 5.02i to LG&E's Registration 
Statement 2-61 607 and incorporated by reference herein] 

10.10 

10.1 1 

10.12 

10.13 

10.14 

10.15 

10.16 

10.17 

X X 

X X 

X X 

X X X 

X X 

X X X 

X X 

X X 

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 2-6 1607 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 . 0 2 ~  to L,G&E's Registration 
Statement 2-6 1607 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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Atomic Energy Commission. [Filed as Exhibit 5.02q to LG&E's 
Registration Statement 2-61 607 and incorporated by reference 
herein] 

10.18 

10.19 

10.20 

10.21 

! 0.22 

0.23 

0.24 

X X 

X X 

X X 

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 2-63 149 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 3 1 , 
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 3 1, 
1979, and incorporated by reference herein] 

X X X 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 I,G&E's Annual Report on Form 10-K for the 
year ended December 3 1, 1979, and incorporated by reference 
herein] 

X X Copy of Modification No. 12 dated August 1, 198 1, 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 3 1, 
198 1, and incorporated by reference herein] 

X X X Copy of Modification No. 6 dated August 1, 198 1, 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 3 1, 198 1, and incorporated by reference 
herein] 

X X * 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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the Company's Annual Report on Form 10-K for the year ended 
December 3 1, 1991, and incorporated by reference herein] 

10.25 

10.26 

10.27 

10.28 

10.29 

10.30 

10.31 

X X 

X X 

X X 

X X 

X X X 

X X 

X X 

* 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 3 l ,  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 3 1, 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 3 1, 
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 3 1, 
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 3 1, 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 3 1, 
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 3 l ,  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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I___ No. Energy Lti&E &LJ Description 

tion and LG&E (expires October 3 1,2000) 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 3 l, 2003) covering the trans- 
mission of natural gas. 

[Filed as Exhibit 10.47 to Lti&E's Annual Report on Form 10-K 
for the year ended December 3 1,1993, and incorporated by ref- 
erence herein] 

10.32 

10.33 

10.34 

10.35 

X X X * Copy of LG&E Energy Corp. Stock Option Plan for Non- 
Employee Directors. [Filed as Exhibit 10.5 1 to the Company's 
Annual Report on Form 10-K for the year ended December 3 1, 
1993, and incorporated by reference herein] 

X X X 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 3 1 , 1995, and incorporated by 
reference herein] 

X X Copy of Amendment dated March 1 1995, to Firm No-Notice 
Transportation Agreements dated November 1,1993 (2-Y ear, 5- 
Year and &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 3 1, 1995, and incorporated by reference 
herein] 

X X X 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 3 1,1996, and incorporated by ref- 
erence herein] 

.0.36 X X 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 2 1, 1995, and incorporated by reference herein] 

179 



Applicable 
to Form 10-K of 

Exhibit LG&E 
No. Energy LG&E Description 

10.37 X X 

10.38 

10.39 

10.40 

10.41 

10.42 

10.43 

X X 

X X X 

X X X 

X X 

X X 

X X 

Copy of Firm Transportation Agreement, dated March 1 , 1995, 
between Texas Gas Transmission Corporation and LG&E (ex- 
pires October 3 1 , 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 3 1 , 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 3 1 , 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 3 1 , 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 3 1 , 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 3 l , 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 IO-K for 
the year ended December 3 1 , 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 3 1 , 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 1 0-K for the year ended Decem- 
ber 3 1 , 1995, and incorporated by reference herein] 

* Copy of Amendment to the Nan-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 3 1 , 1995, and incorporated by reference herein] 
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10.44 X X 

10.45 

10.46 

10.47 

10.48 

10.49 

X X 

X X 

X X 

X X 

X X 

Copy of Form of Master Gas Purchase Agreement, dated 
December 14,1993, among Santa Fey SFEOP and A G E .  [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 3 1,  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 3 1,2001). [Filed as 
Exhibit 10.42 to LG&E's Annual Report on Form 1 O X  for the 
year ended December 3 1, 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 3 1,1996, 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 3 1,1996, 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 3 1, 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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ties and Exchange Commission] 

10.50 X 

10.51 

10.52 

10.53 

10.54 

10.55 

X 

X 

X 

X 

X X 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 
Tnc., 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 L,G&E Energy's Quarterly 
Report on Form 10-Q for the quarter ended September 30,1997, 
and incorporated by reference herein] 

Copy of U.S. $200,000,000 Credit Agreement, dated as of 
September 5, 1997, among L,G&E Capital Corp., as Borrower, 
and the Ranks 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 10-0 for the quarter ended September 30,1997, 
and incorporated by reference herein] 

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] 

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] 

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] 

* 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 3 1 , 1997, and 
incorporated by reference herein] 
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_I No. Enernv LG&E 

10.56 X X 

10.57 

10.58 

10.59 

10.60 

10.61 

10.62 

10.63 

X 

X 

X X 

X X 

X X 

X X 

X X 

- KU Description 1 

* 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 3 l , 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 1 0 4  
for the year ended December 3 1, 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 3 1 , 1997, and 
incorporated by reference herein] 

X * 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 3 1, 1997, and incorpo- 
rated by reference herein] 

X * 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 3 1 , 
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 3 1 , 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 3 1 , 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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Report on Form 10-K for the year ended December 3 1,1997, and 
incorporated by reference herein] 

10.64 

10.65 

10.66 

10.67 

10.68 

10.69 

10.70 

10.71 

10.72 

10.73 

10.74 

10.75 

X X 

X 

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 3 1, 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 L,G&E Energy's Annual Report on Form 10-K for the 
year ended December 3 1 , 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.] 

mot used.] 

[Not used.] 

* KU Energy's L,ong-Term Incentive Plan [Filed as Exhibit 
10.27 to Form 10-K Annual Report of KU Energy for the year 
ended December 3 1, 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 L,G&E Energy Corp. 
and KU Energy Corporation dated August 22, 1997, and incorpo- 
rated by reference herein] 
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Applicable 
to Form 10-K of 

Exhibit LG&E 
No. Energy LG&E Ku DescriDtion 

10.76 X X 

10.77 X X 

10.78 

10.79 

10.80 X 

10.81 X 

10.82 X 

i 0.83 X 

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 3 1 , 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 3 1 , 1998 and incorporated by reference herein] 

mot used.] 

v o t  used.] 

X 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 3 1,  1997. [Filed as Exhibit 10.80 to KU's An- 
nual Report on Form 10-K for the year ended December 3 1 , 
1998 and incorporated by reference herein] 

X 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 1 0.8 1 to KU's Annual Report on Form 1 0-K for the year 
ended December 3 1 , 1998 and incorporated by reference herein] 

X 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 Annul Report on Form 10-K for 
the year ended December 3 1 , 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., \;vKE Station Two 
Inc. and Western Kentucky Energy Corp. [Certain portions of 

ment request filed with the Securities and Exchange Commis- 
sion.] [Filed as Exhibit 10.83 to LG&E Energy's Annual Report 

this exhibit have been omitted pursuant to a confidential treat- I 
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Applicable 
to Form 10-K of 

Exhibit LG&E 
No. Energy LG&E Description 

on Form 10-K for the year ended December 3 1 , 1998 and incor- 
porated by reference herein] 

10.84 

10.85 

10.86 

10.87 

X 

X 

X 

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 3 1 , 1998 and incorporated by reference 
herein] 

Copy of Second Amendment dated June 15,1998 to New 
Participation Agreement dated April 6, 1998 among Big Rivers 
Electric Corporation. L,G&E Energy Marketing Inc., Western 
Kentucky Leasing Corp., WKE Station Two Inc. and Western 
Kentucky Energy Cop. [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 3 1 , 1998 and incorporated by reference 
herein] 

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 3 1 , 1998 and incorporated by reference 
herein] 

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.] piled as Exhibit 
10.87 to LG&E Energy's Annual Report on Form 10-K for the 
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Applicable 
to Form 10-K of 

Exhibit LG&E 
No. Enernv LG&E Description 

10.88 

10.89 

10.90 

10.91 

10.92 

10.93 

X 

X 

X X X 

X X X 

X 

X X X 

year ended December 3 1 , 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 3 1 , 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 3 l , 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 3 1 , 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 3 1 , 
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 3 1 , 1998 and incorporated by refer- 
ence herein] 

* Copy of Employment Agreement, dated as of February 25, 
2000, by and among LG&E Energy, PowerGen pic 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 
No. 

10.94 

10.95 

10.96 

10.97 

10.98 

10.99 

10.100 

10.101 

10.102 

LG&E 
Energy 

X 

X 

X 

X 

X 

X 

X 

X 

LG&E Description 

2000 and incorporated by reference herein] 

X X * 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. 

X X * 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. 

X X * Copy of Amendment, effective October 1 , 1999, to LG&E 
Energy's Non-Qualified Savings Plan. 

X X * 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. 

X X * 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 LG&E Capital Corp. and The Bank of New 
York as Trustee. 

X X Copy of Modification No. 1 O., dated January 1 , 1998, to the 
Inter-Company Power Agreement dated July 10, 1953, among 
Ohio Valley Electric Corporation and the Sponsoring Compa- 

X X X 10.103 

10.104 X X 

10.105 X X 

nies. 

Copy of Modification No. 1 1, 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 
No. 

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 
Enerm 

X 

X 

x 

X 

X 

X 

X 

LG&E 

X 

X 

X 

X 

X 

X 

X 

JaJ 

X 

X 

X 

X 

X 

X 

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. 

(c) 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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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, L,G&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. 

(d) 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 (KLJ Project) 1990 Series A, due May 1,201 0 and May 1 2020. 

2. Loan Agreement dated as of May 1,1991 between KTJ and the County of Carroll, Kentucky, in 
connection with $96,000,000 County of Carroll, Kentucky, Collateralized Pollution Control Revenue 
Bonds (KTJ 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 Cy 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 l , 201 8. 

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 (KTJ Project) 1994 Series A, due November 1, 2024. 
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Balance December 3 1, 1996 

Additions: 
Charged to costs and expenses 
Other additions 

Net charges of nature for which 

Other deductions 

Deductions: 

reserves were created 

LG&E Energy Corp. and Subsidiaries 
Schedule I1 - Valuation and Qualifying Accounts 
For the Three Years Ended December 3 1,1999 

(‘Thousands of $) 

Balance December 3 1,1997 

Additions: 
Charged to costs and expenses 
Other additions 

Net charges of nature for which 

Other deductions 

Deductions: 

reserves were created 

- -- 

Balance December 3 1, 1998 

Additions: 
Charged to costs and expenses 
Other additions 

Net charges of nature for which 
Deductions: 

reserves were created 

Balance December 3 1,1999 

Other Accounts 
Property Receivable 

and (Uncollectible 
Investments Accounts) 

$1 8,966 $ 7,121 

11,875 5,356 
7,570 1,997 

354 4,212 - 75 -.-- 

38,057 10,187 

23,791 4,770 
1,750 248 

11,399 4,648 
108 25 

52,09 1 10,532 

26,956 4,746 - 1,030 

6,890 8,023 

$72.157 $ 8.285 

(a) 
Discon- 

tinued 
Operations 

Reserve 

$ - 

.. 

.. 

- 

224,148 
w 

104,767 

Schedule I1 

(b) 
Accumulated 

Deferred 
Income Taxes 

forwards) 

$25,601 

(NOL carry- 

- 
- 

- 
- ~- 

25,60 1 

- 
- 

- 

119,381 25,601 

174,212 
- 

122,895 2,s 15 

$22.786 $170,698 

(a) Amounts presented are after tax. 
3) 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 I1 - Valuation and Qualifying Accounts 
For the Three Years Ended December 3 1 , 1999 

(Thousands of $) 

Other 
Property 

and 
Investments 

$ 63 Balance December 3 1 , 1996 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1 , 1997 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1 , 1998 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1 , 1999 

63 

Schedule I1 

Accounts 
Receivable 

(Uncollectible 
Accounts) 

$ 1,470 

2,300 

2,475 

1,295 

2,300 

2,196 

1,399 

1,925 

2,09 1 

$ 1.233 

192 



Balance December 3 1 , 1996 

Kentucky Utilities Company 
Schedule I1 - Valuation and Qualifying Accounts 
For the Three Years Ended December 3 1 , 1999 

(Thousands of $) 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1,1997 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1 , 1998 

Additions: 

Deductions: 
Charged to costs and expenses 

Net charges of nature for which 
reserves were created 

Balance December 3 1 , 1999 

Other 
Property 

and 
I n v e s t m e  

$ 263 

82 

345 

23 1 

576 

1 1 1  

Schedule I1 

Accounts 
Receivable 

(Uncollectible 
Accounts) 

$ 520 

1,374 

1,374 

520 

1,308 

1,308 

520 

1,707 

1,427 

lL-l&@ 

193 



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. 

LG&E ENERGY COW. 
Registrant 

March 24,2000 
(Date) 

/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, I1 

Carol M. Gatton 

J. David Gnssom 

David €3. Lewis 

Anne H. McNamara 

By !s_l R. Foster Duncan 
R. Foster Duncan 
(Attorney -In-Fact) 

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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SIGNAI'UKES - LG&E ENERGY COW. 
(Second of 'T'wo 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 yi& 

T. Ballard Morton, Jr. Director; 

Frank V. Ramsey, Jr. Director; 

William L. Rouse, Jr. Director; 

Charles L. Shearer, Ph.D. 

Lee 'r. Todd, Jr., Ph.D. 

By /s/ R. Foster Duncan 

I 

Director; and 

Director. 

R. Foster Duncan 
(Attorne y-In-Fact) 

March 24,2000 
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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. 

LOUISVILLE GAS AND ELECTRIC COMPANY 
Registrant 

-- March 24,2000 
(Date) 

/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 T* 

Roger W. Hale 

R. Foster Duncan 

Michael D. Robinson 

Mira S. Ball 

William C. Ballard, Jr. 

Owsley Brown, I1 

Carol M. Gatton 

1. David Grissom 

David B. Lewis 

By /s/ R. Foster Duncan 
R. Foster Duncan 
(Attorney -In-F act) 

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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March 24,2000 

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 _.I_ Title 

Anne H. McNamara Director; 

T. Ballard Morton, Jr. Director; 

Frank V. Kamsey, 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 
R. Foster Duncan 
(Attorne y-In-Fact) 
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SIGNATURES - KENTUCKY UTILiITIES 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 
(Date) 

/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 Title 

Roger W. Hale 

R. Foster Duncan 

Michael D. Robinson 

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); 

Mira S. Ball Director; 

William C. Rallard, Jr. Director; 

Owsley Brown, I1 Director; 

Carol M. Gatton Director; 

J. David Grissom Director; 

David B. Lewis Director; 

Anne W. McNamara Director; 

By /s/ R. Foster Duncan 
R. Foster Duncan 
(Attorney -In-Fact) 

March 24,2000 
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March 24,2000 

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 ?‘itle - Date 

T. Ballad Morton, Jr. Director; 

Frank V. Kamsey, Jr. Director; 

William L. Rouse, Jr. Director; 

Charles L. Shearer, Ph.D. 

Lee T. Todd, Jr., Ph.D. 

By &/ R. Foster Duncan 

Director; and 

Director. 

R. Foster Duncan 
(Attorney -In-Fact) 
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