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: CAPTION SHEET E MANAGEMENT SYSTEM
1. REPORT DATE: oo/oo/c. : ‘
2. BUREAU: OTS ! : '
3. "SECTION(S): : 4. PUBLIC MEETING DATE:
5. ‘APPROVED BY: : 00/00/00
DIRECTOR: :
SUPERVISOR: :
6. PERSON IN CHARGE: : 7. DATE FILED: 03/29/07
8. DOCKET NO: R-00072155 : 9. EFFECTIVE DATE: 06/01/07

PARTY/COMPLAINANT: PUC
RESPONDENT/APPLICANT: PPL ELECTRIC UTILITIES CORP

COMP/APP COUNTY : UTILITY CODE: 110500

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

....03/30/07 PPL ELECTRIC UTILITIES CORPORATION FILED SUPPLEMENT NO. 54 TO
TARIFF-ELECTRIC PA P.U.C. NO. 201 PROPOSING A DISTRIBUTION ONLY RATE INCREASE
IN THE AMOUNT OF $83,521,261 OR 2.67%. NUMBER OF CUSTOMERS: 1,382,796. AREA
SERVED; PORTIONS OF BERKS, BUCKS, CARBON, CHESTER, CLINTON, COLUMBIA, CUMBER-.
LAND, DAUPHIN, JUNIATA, LACKAWANNA, LANCASTER, LEBANON, LEHIGH, LUZERNE,
LYCOMING, MONROE, MONTGOMERY, MONTOQUR, NORTHAMPTION, NORTHUMBERLAND, PERRY,
PIKE, SCHUYLKILL, SNYDER, SUSQUEHANNA, UNION, WAYNE, WYOMING & YORK COUNTIES.
ADDRESS OF UTILITY: 2 N. NINTH STREET, ALLENTOWN, PA 18101.
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DATE:

SUBJECT:

TO:

FROM:

COMMONWEALTH OF PENNSYLVANIA
March 1, 2007

R-00072155

Office of Special Assistants

S —, g
cOLDER

PPL Electric Utilities Corporation

Attached is a copy of a Confidential letter
filed by PPL Electric Utilities Corporation
advising of their intent to file a general rate
increase filing in its distribution service rates
on or about March 29, 2007.

Pursuant to 52 Pa Code, §53.45(a), this
Notice “shall be deemed proprietary and
confidential.”

This matter is assigned to your Cffice
for appropriate action. -

Attachments AL FEB 28 2007

cc: Office of Trial Staff-memo only
Bureau of Fixed Utility Services
Office of Administrative Law Judge

ddt
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PPL
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Tel. 610.774.4254 Fax 610.774.6726 g J e: =~
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James J. McNulty, Esquire
Secretary i N
Pennsylvania Public Utility Commission bl =
Commonwealth Keystone Building o i :
400 North Street Xiieony A
Harrisburg, Pennsylvania 17120 (}',_i O
3 l.': :9 -
o " :
SN .1
L 7
. —

Re: PPL Electric Utilities Corporation
Supplement No. 54 to Tariff -
Electric Pa. P.U.C. No. 201
Docket No. R-00072155

Dear Mr. McNulty:
Enciosed for filing on behalf of PPL Electric Utilities Corporation (“PPL
Electric” or the “Company”) are an original and eight (8) copies of Supplement No. 54

to PPL Electric's Tariff - Electric Pa. P.U.C. No. 201. Also enclosed are an original
and eight (8) copies of a Statement of Reasons and supporting data, including data
required by Sections 53.52 and 53.53 of the Commission’s regulations, 52 Pa. Code

§§ 53.52 and 53.53.
In this filing, PPL Electric is proposing to increase its retail distribution

rates by approximately $83.6 million. This increase is set forth in Supplement No. 54
to PPL Electric’s Tariff - Electric Pa. P.U.C. No. 201. If granted by the Commission,
this request will produce an average increase in distribution rates of approximately

13 percent, which equates to an average increase in total rates (distribution,
transmission, generation and transition charges) of approximately 2.7 percent. PPL

Electric is proposing that the new distribution rates become effective for service

rendered on and after June 1, 2007.
PPL Electric will be represented in this proceeding by the following

counsel and requests that they be included on the official service list:



James J. McNulty, Esquire -2- March 29, 2007

David B. MacGregor, Esquire
Post & Schell, P.C.

Four Penn Center

1600 John F. Kennedy Boulevard
Philadelphia, PA 19103

Michael W. Gang, Esquire
Michael W. Hassell, Esquire
John H. Isom, Esquire

Post & Schell, P.C.

17 North Second Street
12th Floor

Harrisburg, PA 17101-1601

Paul E. Russell, Esquire
PPL Services Corporation
Two North Ninth Street
Allentown, PA 18101-1173

PPL Electric hereby advises the Commission that it has elected to use
the alternative method of customer notification set forth in Section 53.45(b)(4) of the
Commission’s regulations, 52 Pa. Code § 53.45(b)(4).

As indicated on the attached Certificate of Service, | have served
copies of this filing and all supporting data on the Office of Consumer Advocate, as
required by Section 53.51(d) of the Commission's regulations, 52 Pa. Code
§ 53.51(d), on the Office of Small Business Advocate and on the PUC’s Office of Trial
Staff.

If you have any questions regarding the enclosed filing or supporting
data, please call.

Very truly yours,

(P33

Paul E. Russell
Enclosures

cc: Cerificate of Service
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This book contains responses to each of the pertinent

items contained in § 53.52 (Information in Response to the

Commission’s Regulations), § 53.53, Part | (Summary of Filing), and

§ 53.53, Part ll (Primary Statements of Rate Base and Operating

Income) of the Commission’s Regulations.



PPL ELECTRIC UTILITIES CORPORATION
SUPPLEMENT NO. 54 TO TARIFF-ELECTRIC PA P.U.C. NO. 201
SUPPLEMENTAL INFORMATION
REQUIRED BY 52 PA. CODE § 53.52(a), (b) AND (c)

PPL Electric Utilities Corporation ("PPL Electric") hereby submits the following information in
support of Supplement No. 54 to Tariff-Electric Pa P.U.C. No. 201. This tariff supplement
proposes a distribution-only rate increase for PPL Electric’s retail customers. In response to
each of the applicable subsections of 52 Pa. Code § 53.52(a) and (b), PPL Electric states the

following:
52 Pa. Code § 53.52(a) (1)
MAR 2 9 2007
Q. The specific reasons for each change. PA PUBLIC UTILITY COMMISSION
SECRETARY'S BUREAU

A. See PPL Electric's Statement of Reasons in Exhibit Future 1, Section A.

52 Pa. Code § 53.52(a) (2)

Q. The total number of customers served by the utility.

A. As of December 31, 2006, PPL Electric served a total of 1,377,750 customers.

52 Pa. Code § 53.52(a) (3)

Q. A calculation of the number of customers, by tariff subdivision, whose bills will be affected by

the change.

A. See PPL Electric’s Exhibit Future 1, Schedule D-3.



52 Pa. Code § 53.52(a) (4)

. The effect of the change on the utility's customers. REC EHVED

. See PPL: Electric's Electric Future 1, Schedule D-3. MAR 2 9 2007

PA PUBLIC UTILITY COMMISSION
SECRETARY'S BUREAU

52 Pa. Code § 53.52(a) (5

. The effect, whether direct or indirect, of the proposed change on the utility's revenues and

expenses.

. See PPL Electric's Exhibit Future 1, Schedule D-1.

52 Pa. Code § 53.52(a) (6)

. The effect of the change on the service rendered by the utility.

. See PPL Electric’s Exhibits OGK 1 and OGK 2.

52 Pa. Code § 53.52(a) (7)

. A list of factors considered by the utility in its determination to make the change. The list
shall include a comprehensive statement as to why these factors were chosen and the
relative importance of each. This subsection does not apply to a portion of a tariff change
seeking a general rate increase as defined in 66 Pa.C.S. § 1308 (relating to voluntary

changes in rates).

. Not Applicable.



52 Pa. Code § 53.52(a) (8)

. Studies undertaken by the utility in order to draft its proposed change. This paragraph does
not apply to a portion of a tariff change seeking a general rate increase as defined in
66 Pa.C.S. § 1308.

-a

. Not Applicable.

52 Pa. Code § 53.52(a) (9)

. Customer polis taken and other documentation which indicates customer acceptance and
desire for the proposed change. If the poll or other documents reveal discernible opposition,
an explanation of why the change is in the public interest shall be provided.

. PPL Electric did not take any customer polls or conduct any other research specifically
addressing customer acceptance or desire for the proposed $83.6 million increase in its
distribution rates. However, the Company did undertake general customer research
activities to gauge customer opinions on broad issues regarding the electric utility industry
and PPL Electric. Topics included customer attitudes toward the Company, various social

programs, different rate options, rate increase alternatives and communications.

52 Pa. Code § 53.52(a) (10)

. Plans the utility has for introducing or implementing the changes with respect to its

ratepayers.

. After the Gommission acts on PPL Electric’s filing, the Company will send a special bill insert
to all customers. The bilt insert will describe the rate changes approved by the Commission
and indicate impact on customer bills. The Company also plans to inform customers about

the rate changes in news release, newsletters and on PPL's Internet site.



52 Pa. Code § 53.52(a) (11)

. F.C.C., F.E.R.C. or Commission orders or rulings applicable to the filing.

. None.

52 Pa. Code § 53.52(b) (1)

. The specific reasons for each increase or decrease.

. See PPL Electric’'s Statement of Reasons in Exhibit Future 1, Section A.

52 Pa. Code § 53.52(b) (2}

. The operating income statement for the utility for a 12-month period, the end of which may
not be more than 120 days prior to the filing. Water and sewer utilities with annual revenues
under $100,000 and municipal corporations subject to Commission jurisdiction may provide
operating income statements for a 12-month period, the end of which may not be more than

180 days prior to the filing.

. See PPL Electric's Exhibit Historic 1, Schedule B-2.

52 Pa. Code § 53.52(b) (3)

. A calculation of the number of customers, by tariff subdivision, whose bills will be increased.

. See PPL Electric's response to 52 Pa. Code § 53.52(a) (3).



52 Pa. Code § 53.52(b) (4)

. A calculation of 1otal increases, in dollars, by taritf subdivision, projected to an annual basis.

. See PPL Electric's Exhihit Future 1, Schedule D-3.

52 Pa. Code § 53.52(b) (5)

. A calculation of the number of customers, by tariff subdivision, whose bills will be decreased.

. See PPL Electric's Exhibit Future 1, Schedule D-3.

52 Pa. Code § 53.52(b) (6)

. A calculation of the total decreases, in dollars, by tariff subdivision, projected to an annual

basis.

. See PPL Electric's Exhibit Future 1, Schedule D-3.

52 Pa. Code § 53.52(c) (1)

. A statement showing the utility’s calculation of the rate of return earned in the 12-month
period referred to in subsection (b)(2), and the anticipated rate of return to be earned when
the tariff revision, or supplement becomes effective. The rate base used in the calculation

shall be supported by summatries of original costs.

. See Schedule C-1 of PPL Electric’s Exhibits Historic 1 and Future 1.



Q

52 Pa. Code § 53.52(c) (2)

A detailed balance sheet of the utility as of the close of the period referred to in
subsection (b)(2).

See Schedule B-1 of PPL Electric's Exhibits Historic 1 and Future 1,

52 Pa. Code § 53.52(c} (3)

A summary, by detailed plant accounts, of the book value of the property of the utility at the
date of the balance sheet required by paragraph (2).

See Schedule C-2 of PPL Electric's Exhibit Historic 1 and Future 1, and the response to
Question 3 of Exhibit Regs § 53.53, Part V, Section A.

52 Pa. Code § 53.52(c) {(4)

A statement showing the amount of the depreciation reserve, at the date of the balance
sheet required by paragraph (2), applicable to the property, summarized as required by
paragraph (3).

See Schedule C-2 of PPL Electric's Exhibit’s Historic 1 and Future 1, and the response to
Question 3 of Exhibit Regs § 53.53, Part V, Section A.

52 Pa. Code § 53.52(c) (5)

A statement of operating income, setting forth the operating revenues and expenses by
detailed accounts for the 12-month period ending on the date of the balance sheet required

by paragraph (2).

See Schedules B-2, B-3, B-4, and B-5 of PPL Electric's Exhibits Historic 1 and Future 1.



Q. A brief description of a major change in the operating or financial condition of the utility
occurring between the date of the balance sheet required by paragraph (2) and the date of
transmittal of the tariff, revision, or supplement. As used in this paragraph, a major change
in one which materially alters the operating or financial condition of the utility from that
reflected in paragraphs (1) — (5).

A. There have been no major changes in the operating or financial condition of PPL Electric
between the date of the balance sheet as of December 31, 2006, and the date of the filing of
Supplement No. 54,



Q.1.

A

I-A-1
Various

Provide a summary discussion of the rate change request, including specific
reasons for each increase or decrease. Also provide a breakdown which
identifies the revenue requirement value of the major items generating the
requested rate change.

See Section A of Exhibit Future 1.



I-A-2
Page 1 of 1
Various

Q.2. Identify the proposed witnesses for all statements and schedules of
revenues, expenses, taxes, property, valuation and the like.

A2 See Testimony Book 1 and Testimony Book .

- .



Q.3.

A.3.

I-A-3

Page 1 of 1

J.M. Kleha

D.A. Cunningham

Provide a single page summary table showing, at present and at proposed
rates, together with references to the filing information, the following as
claimed for the fully adjusted test year:

Revenues

Operating Expenses
Operating Income

Rate Base

Rate of Return (produced)

Attachment |-A-3 provides the requested information.



Revenue

Operating Expenses
Operating Income
Rate Base

Rate of Return

PPL ELECTRIC UTILITIES CORPORATION

PUC Jurisdictional
Year Ended December 31, 2007
(Thousands of Dollars)

AT PRESENT RATES AT PROPOSED RATES

Exhibit Future 1 Exhibit Future 1

Amount Reference Amount Reference

$ 673,618 Sch. D-1, Col. (6), line 1 $ 757,191 Sch. D-1, Col. {8), line 1
549 985 Sch. D-1, Cal. (6), line 12 588.071 Sch. D-1, Col. (8}, line 12
$ 123633 Sch. D-1, Col. (6), fine 13 $ 169,120 Sch. D-1, Col. (B), line 13
$2,022,969 Sch. C-1, Col. (2), line 12 $2,022,969 Sch. C-1, Col. (2), line 12
6.11% Sch. C-1, Col. (2), line 14 8.36% Sch. C-1, Col. (2), line 16

L Jo | abed
V-1 JUSLIYIERY

£



Q4.

A4

I-A-4
Page 1 of 1
D.A. Cunningham

Whenever a major generating plant is placed in operating service or
removed from operating service the utility shall separately indicate the effect
of the plant addition or removal from service upon rate base, revenue,
expense, tax, income and revenue requirement as it affects the test year.

This filing requirement is not applicable to PPL Electric’s current rate filing.



Q. 1.

l-B-1

Page 1 of 1
D. G. DeCampli

Provide a corporate history including the dates of original incorporation,
subsequent mergers and acquisitions. Indicate all counties, cities and other
governmental subdivisions to which service is provided, including service
areas outside this Commonwealth, and the total number of customers or billed
units in the areas served.

PPL Electric Utilities Corporation (“PPL Electric") was founded in 1920 through
consolidation of eight electric companies.1 It presently serves a 10,000
square mile territory in 29 counties of central-eastern Pennsylvania. This
territory contains extensive agricultural and industrial sections, as well as over
800 major communities, including the cities of Allentown, Bethlehem,
Harrisburg, Lancaster, Scranton, Wilkes-Barre and Williamsport. PPL Electric
serves approximately 1.4 million customers.

The requested corporate history, together with a map of PPL Electric’s service
territory and a list of all governmental subdivisions in which service is
rendered, is provided in Attachment i-B-1.

1

These Companies are listed at Page 1 of Attachment I-B-1.



Attachment |-B-1
Page 1 of 6

HIGHLIGHTS OF CORPORATE HISTORY

1920 Pennsylvania Power & Light Company (PP&L) founded through consolidation
of eight electric companies,1 as a direct subsidiary of Lehigh Power Securities
Corporation and an indirect subsidiary of Electric Bond and Share Company.

1923 Wilkes-Barre Electric Company merges with PP&L.

1925 PP&L acquires ownership of United Electric Company.

1929 PP&L acquires ownership of Harrisburg Light & Power Company.

1930 PP&L acquires 28 electric and gas companies which serve substantially all of
Lancaster County.

1938 Conestoga Transmission Company and Lehighton Electric Light & Power
Company merge with PP&L.

1939 Lehigh Power Securities Corporation is dissolved. PP&L becomes a
subsidiary of National Power & Light Company, and remains an indirect
subsidiary of Electric Bond and Share Company.

1945- PP&L becomes independent as a result of a multi-step process (carried out

1947 under the Public Utility Holding Company Act of 1935) during which National
Power & Light Company and Electric Bond and Share Company divest
themselves of PP&L ownership, and PP&L stock is sold to the public.

1948 PP&L acquires Palmerton Lighting Company.

1951 PP&L divests itself of all gas properties, in accordance with decision to
confine operations to the electric business.?

1955 Pennsylvania Water & Power Company merges with PP&L.
PP&L purchases one-third ownership of Safe Harbor Water Power
Corporation.

1956 Scranton Electric Company merges with PP&L.

1980 Hershey Electric Company merges with PP&L.

These companies were: Columbia and Montour Electric Company, The Harwood Electric Company,
The Lehigh Valley Light & Power Company, Northern Central Gas Company, Northumberland County
Gas & Electric Company, Pennsylvania Lighting Company, Pennsylvania Power & Light Company
and the Schuylkill Gas & Electric Company.

Except some listed steam service provided to the City of Harrisburg.



1985

1994

1995

1997

1998

2000

2000

2001

Attachment |-B-1
Page 2 of 6

PP&L divests itself of all steam service provided to the City of Harrisburg.

PP&L Resources, Inc. is incorporated as an energy and utility holding
company.

PP&L Resources, Inc. becomes the parent company of PP&L.

Name of the operating electric utility changed from PP&L (Pennsylvania
Power & Light Company) to PP&L, Inc.

PP&L Resources, Inc. acquired Penn Fuel Gas, Inc. which owns two gas
utilities, PFG Gas, Inc. and North Penn Gas Company.

Name of the operating electric utility changed from PP&L, Inc. to PPL Electric
Utilities Corporation and name of utility holding company changed from PP&L
Resources, Inc. to PPL Corporation.

On July 1, PPL Corporation and PPL Electric completed a corporate
realignment in order to effectively separate PPL Electric’s regulated
transmission and distribution operations from its dereguiated generation
operations.

PPL Corporation completed a strategic initiative to confirm the structural

separation of PPL Electric from PPL Corporation’s and PPL Electric's other
affiliated companies.

In addition to the communities indicated on the attached map, PPL Electric

also serves certain other communities which border its chartered territory pursuant to its
adjacency rights.



Attachment |-B-1
Page 3 of 6



OVER SIZED DOCUMENTS

PPL ELECTRIC UTILITIES CORPORATION

SERVICE TERRITORY
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PP&L, Inc.

Attachment I-B-1
Page 4 of 6

Supplement No. 2

Electric Pa. P.U.C. No. 201

Second Revised Page No. 4
Canceling First Revised Page No. 4

TERRITORY COVERED BY THIS TARIFF

BERKS COUNTY
Boroughs of New Morgan, Rebesonia, Shillington,
Sinking Spring, Wernersville, West Lawn,
Womelsdorf, Wyomissing, and Wyomissing Hills.
Townships of Caernarvon, Cumru, Heidelberg,
Lower Heidelberg, South Heidelberg, and Spring.

BUCKS COUNTY
Boroughs of Richlandtown, Sellersvitle, Silverdale,
Telford, and Trumbauersville,
Townships of East Rockhill, Haycock, Hilltown,
Milford, Richland, Springfield, and West Rockhill.

CARBON COUNTY
Boroughs of Beaver Meadows, Bowmanstown, East
Side, Jim Thorpe, Lansford, Nesquehoning,
Palmerton, Parryville, Surmmit Hill, and Weissport.
Townships of Banks, East Penn, Franklin, Kidder,
Lausanne, Lehigh, Lower Towamensing, Mahoning,
Packer, Penn Foresl, and Towamensing.

CHESTER COUNTY
Boroughs of Atglen, Eiverson, and Honey Brook.
Townships of Honey Brook, West Nantmeal, and
West Sadsbury.

CLINTON COUNTY
City of Lock Haven.
Boroughs of Avis, Flemington, Loganton, Mill Hall,
Renovo, and South Renovo.

Townships of Allison, Bald Eagle, Castanea, Chapman,
Colebrook, Crawford, Dunnstable, Gallagher,
Greene, Grugan, Logan, Noyes, Pine Creek, Wayne,
and Woodward,

COLUMBIA COUNTY

Town of Bloomsburg.

Boroughs of Ashfand, Benton, Berwick, Briar Creek,
Centralia, Millville, Orangeville, and Stillwater.

Townships of Beaver, Benton, Briar Creek,
Catawissa, Cleveland, Conyngham, Fishing Creek,
Franklin, Greenwood, Hemlock, Jackson, Locust,
Madison, Main, Mifflin, Montour, Mount Pleasant,
North Centre, Orange, Pine, Roaring Creek, Scott,
South Centre, and Sugarloaf.

CUMBERLAND COUNTY

Boroughs of Camp Hill, Carlisle, Lemoyne,
Mechanicsburg, New Cumberland, Newville,
Shiremanstown, West Fairview, and Wormleysburg.

Townships of Dickinson, East Pennsbeoro, Hampden,
Lower Allen, Middlesex, Monroe, North Middleton,
North Newton, Penn, Silver Spring, Scuth Middleton,
South Newton, Upper Alien, and West Pennsboro.

DAUPHIN COUNTY

City of Harrisburg.

Boroughs of Berrysburg, Dauphin, Elizabethville,
Gratz, Halifax, Highspire, Hummelstown, Lykens,
Millersburg, Paxtang, Penbrook, Pillow, Steelton,
and Williamstown. )

Townships of Derry, East Hanover, Halifax,

Jackson Jefferson, Lower Paxton, Lower Swatara,

Lykens, Middle Paxton, Mifflin, Reed, Rush, South

Hanover, Susquehanna, Swatara, Upper Paxton,

w?ﬁhington. Wayne, West Hanover, Wiconisco, and
inams.

JUNIATA COUNTY
Boroughs of Mifflin, Mifflintown, Port Royal, and
Thompsontown
Townships of Delaware, Fayette, Fermanagh,
Greenwoad, Milford, Monroe, Susquehanna,
Turbett, and Walker.

LACKAWANNA COUNTY

Cities of Carbondale and Scranton.

Boroughs of Archbald, Blakely (part), Clarks Green,
Clarks Summit, Dalton, Dickson City, Dunmore,
Jermyn, Jessup, Mayfield, Moosic, Moscow, Old
Forge, Qlyphant (part), Taylor, Thraop, and
Vandling.

Townships of Abington, Benton, Carbondale, Clifton,
Covington, Elmhurst, Fell, Glenburn, Greenfield,
Jefferson, La Plume, Lehigh, Madison, Newton,
North Abington, Ransom, Roaring Brook, Scoft,
South Abington, Spring Brook, and West Abington.

LANCASTER CCUNTY

City of Lancaster.

Boroughs of Adamstown, (part), Akron, Christiana,
Columbia, Denver, East Petersburg, Elizabethtown,
Ephrata (part), Lititz, Manheim, Marietta, Millersville,
Mount Joy, Mountville, New Holtand, Quarryville,
Strasburg, and Terre Hill.

Townships of Bart, Brecknock, Caemarvon, Clay,
Colerain, Conestoga, Conoy, Drumore, Earl, East
Cocalico, East Donegal, East Drumare, East Earl,
East Hempfield, East Lampeter, Eden, Elizabeth,
Ephrata, Fulton, Lancaster, Leacock, Little Britain,
Manheim, Manor, Martick, Mount Joy, Paradise,
Penn, Pequea, Providence, Rapho, Sadsbury,
Salisbury, Strasburg, Upper Leacock, Warwick,
West Cocalice, West Donegal, West Earl, West
Hempfield, and West Lampeter.

LEBANON COUNTY
Borough of Richtand.
Townships of Heidelberg and Millcreek.

LEHIGH COUNTY

Cities of Allentown and Bethlehem.

Boroughs of Alburtis, Catasauqua, Coopersburg,
Coplay, Emmaus, Fountain Hill, Macungie, and
Slatington.

Townships of Hanover, Heidelberg, Lower Macungie,
Lower Milford, Lowhill, North Whitehall, Satisbury,
South Whitehali, Upper Macungie, Upper Milford,
Upper Saucon, Washington, and Whitehall.

LUZERNE COUNTY

Cities of Hazleton, Pittston, and Wilkes-Barre.

Boroughs of Ashley, Avoca, Bear Creek Village,
Conyngham, Dupont, Duryea, Exeter, Freeland,
Hughestown, Jeddo, Laflin, Laurel Run, Nescopeck,
Nuangola, Penn Lake Park, West Hazleton, West
Pittston, White Haven, and Yatesville.

Townships of Bear Creek, Black Creek, Buck, Butler,
Dennison, Dorrance, Exeter, Fairview, Foster,
Hanover, Hazle, Hollenbach, Jenkins, Nescopeck,
Pittston, Piains, Rice, Salem, Slocum, Sugarloaf,
Wilkes-Barre, and Wright.

Issued August 12, 1998

Effective Januarv 1. 1999
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LYCOMING COUNTY

City of Williamsport.

Boroughs of Duboistown, Hughesville, Jersey Shore,
Montgomery, Montoursvilie, Muncy, Picture Rocks,
Salladasburg, and South Williamspori.

Townships of Anthony, Armstrong, Bastress, Brady,
Clinton, Eldred, Fairfield, Franklin, Hepburn,
Jordan, Limestone, Loyalsock, Lycoming, Mifflin,
Mill Creek, Moreland, Muncy, Muncy Creek,
Nippenose, Old Lycoming, Penn, Piatt, Porter,
Shrewbury, Susquehanna, Upper Fairfield,
Washington, Watson, Wolf, and Woodward.

MONROE COUNTY
Boroughs of East Stroudsburg (part), Mount Pocono,
and Stroudsburg (part).
Townships of Barrett, Chestnuthill, Coolbaugh, Eldred,
Jackson, Paradise, Pocono, Polk, Price, Smithfield,
Stroud, Tobyhanna, and Tunkhannock.

MONTGOMERY COUNTY
Boroughs of East Greenville, Pennsburg, Red Hill,
Souderton, and Teiford.
Townships of Franconia, Hatfield, and Upper
Hanover.

MONTOUR COUNTY
Boroughs of Danville and Washingtonville,
Townships of Anthony, Cooper, Derry, Liberty,
Limestone, Mahoning, Mayberry, Valley and West
Hemlock.

NORTHAMPTON COUNTY

City of Bethlehem.

Boroughs of Freemansburg, Hellertown, Nazareth
(part), North Catasauqua, Northampton, Pen Argyl
{part), Stockerton, Tatamy, and Walnutport.

Townships of Allen, Bethlehem, Bushkill, East Allen,
Forks, Hanover, Lehigh, Lower Mount Bethel, Lower
Nazareth, Lower Saucon, Moore, Palmer, Plainfield,
Upper Nazareth, Washington, and Williams.

NORTHUMBERLAND COUNTY

Cities of Shamokin and Sunbury.

Boroughs of Herndon, Kulpmont, Marion Heights,
McEwensvilite, Milton, Mount Carmel,
Northumberiand, Riverside, Snydertown, and
Turbotville.

Townships of Coal, Delaware, East Cameron, East
Chillisquaque, Jackson, Jordon, Lewis, Little
Mahanoy, Lower Augusta, Lower Mahanoy, Mount
Carmel, Point, Ralpho, Rockefeller, Rush,
Shamokin, Turbot, Upper Augusta, Upper
Mahanoy, Washington, West Cameron, West
Chillisquaque, and Zerbe.

PERRY COUNTY
Boroughs of New Bioomfieid, Landisburg, Liverpool,
Marysville, Millerstown, New Buffalo, and Newpon.
Townships of Buffalo, Carroll, Centre, Greenwood,
Howe, Juniata, Liverpool, Miller, Northeast Madison,
Oliver, Penn, Rye, Saville, Southwest Madison, Spring,
Tuscarora, Tyrone, Watts, and Wheatfield.

PIKE COUNTY
Townships of Blooming Grove, Greene, Lackawaxen,
Palmyra, Porter, and Shohola.

SCHUYLKILL COUNTY

City of Pottsville.
Boroughs of Ashland, Auburn, Coaldale, Cressona,
Deer Lake, Frackville, Gilberton, Girardville, Gordon,
Landingville, Mahanoy City, McAdoo, Mechanicsville,
Middleport, Minersville, Mount Carbon, New
Philadelphia, New Ringgold, Orwigsburg, Palo Alto,
Pine Grove, Port Carbon, Port Clinton, Ringtown,
Shenandoah, Tamaqua, Tower City, and Tremont.

Townships of Barry, Blythe, Branch, Butler, Cass,
Delano, East Brunswick, East Norwegian, East Union,
Eldred, Foster, Frailey, Hegins, Hubley, Kline,
Mahanoy, New Castle, North Manheim, North Union,
Norwegian, Pine Grove, Porter, Reilly, Rush, Ryan,
Schuylkil, South Manheim, Tremont, Union, Upper
Mahantongo, Walker, Washington, Wayne, West
Brunswick, West Mahanoy, and West Penn.

SNYDER COUNTY
Boroughs of Beavertown, Freeburg, McClure,
Middleburg, Selinsgrove, and Shamokin Dam.
Townships of Adams, Beaver, Centre, Chapman,
Frankiin, Jackson, Middlecreek, Monroe, Penn,
Perry, Spring, Union, Washington, West Beaver, and
West Perry.

Issued August 12, 1938

Effective January 1, 1999
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SUSQUEHANNA COUNTY
Boroughs of Forest City and Union Dale,
Townships of Clifford and Herrick.

UNION COUNTY
Boroughs of Hartleton and New Berlin.
Townships of Gregg, Hartley, Kelly, Lewis, Limestene,
Union, West Buffalo and White Deer.

WAYNE COUNTY
Boroughs of Bethany, Hawley, Honesdale, Prompton, and
Waymart.

Townships of Berlin, Canaan, Cherry Ridge, Clinton,
Damascus, Dreher, Dyberry, Lake, Lebanon, Lehigh,
Mount Pleasant, Oregon, Palmyra, Paupack, Salem,
South Canaan, Sterling, and Texas.

WYOMING COUNTY
Borough of Factoryville.
Townships of Clinton, Nicholson, Overfield, and
Tunkhannock.

YORK COUNTY
Boroughs of East Prospect and Wrightsville.
Townships of Fairview, Hellam and Lower Windsor.

tnmiomed Acimoind 49 ANN0 CHAardivin lamiiame 4 40000



Q.2.

A2

I-B-2
Page 1 of 1
bB. A. Krall

Provide a description of the property of the utility and an explanation of the
system'’s operation, and supply the following, using available projections if
actual data is unavailable:

a)

b)

d)

Schedule of generating capability showing for the test year, and for
the two consecutive 12-month periods prior to the test year, net
dependable capacity in KW by unit, plant capacity factor by unit, and
total fuel consumption by type and cost for each unit, if available, or
for each station, and operation and maintenance expenses by
station.

A schedule showing for the test year and for the 12-maonth period
immediately prior to the test year the scheduled and unscheduled
outages - in excess of 48 hours - for each station, the equipment or
unit involved, the date the outage occurred, duration of the outage,
maintenance expenses incurred for each outage, if available, and
amounts reimbursable from suppliers or insurance companies.

A schedule for each unit retired during the test year or subsequent to
the end of the test year, which shows the unit's KW capacity, hours
of operation during the test year, net output generated, cents/KWH of
maintenance and fuel expenses, and date of retirement.

A schedule showing latest projections of capacity additions and
retirements - costs and KW - and reserve capacity at the time of
peak for at least 10 years beyond the test year, including the
inservice dates - actual or expected - and AFDC cutoff dates - if
different from inservice dates - for all new generating units coming on
line during or subsequent to the test year, if claimed.

This filing requirement is not applicable to PPL Electric's current rate filing.



Q.3.

A3.

I-B-3
Page 1 of 1
D. A. Krali

Provide an overall system map, including and labeling all generating plants,
transmission substations - indicate voltage, transmission system lines -
indicate voltage, and all interconnection points with other electric utilities,
power pools, and other like systems.

Attachment |-B-3 provides the overall electric map.
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Q.1.

Al

[I-A-1

Page 1 of 1

D.A. Cunningham
J.M. Kleha

Provide a schedule showing the test year rate base and rates of return at
original cost less accrued depreciation under present rates and under
proposed rates. Claims made on this schedule should be cross-referenced
to appropriate supporting schedules.

Schedule C-1 of Exhibit Future 1 provides the requested information.



Q.2.

AZ.

I1-A-2

Page 1 of 1

D.A. Cunningham
J.M. Kleha

If the schedule provided in response to item 1, is based upon a future test
year, provide a similar schedule which is based upon actual data for the 12-
month period immediately prior to the test year.

Schedule C-1 of Exhibit Historic 1 provides the requested information.



Ii-A-3
Page 1 of 1
D.A. Cunningham

Q.3. When a utility files a tariff stating a new rate based in whole or in part on
the cost of construction, as defined in 66 Pa.C.S. § 1308(f) (relating to
voluntary changes in rates), of an electric generating unit, the utility shall
identify:

a)
b)

d)

The total cost of the generating unit.

The following specific costs:

(1) The cost and quantity of each category of major equipment, such
as switchgear, pumps or diesel generators and the like.

(2) The cost and quantity of each category of bulk materials, such as
concrete, cable and structural steel and the like.

(3) Manual iabor.

(4) Direct and indirect costs of architect/engineering services.

(5) Direct and indirect costs of subcontracts or other contracts
involving major components or systems such as turbines,
generators, nuclear steam supply systems, major structures and
the like.

(6) Distributed costs.

A cost increase of $5 million or more, including AFUDC, over the
original utility estimates provided under 66 Pa.C.S. § 515(a) (relating
to construction cost of electric generating units) and its causes.
Compliance with subsections (a) and (b) will be identical in format and
substance as that provided under 52 Pa. Code § 57.103 (relating to
estimate of construction costs) for original cost estimates submitted
under 66 Pa.C.S. § 515(a).

A3. This filing requirement is not applicable to PPL Electric's current rate filing.




Q1.

A,

11-B-1
Page 1 of 1
D.A. Krall

If a claim is made for plant held for future use, supply the following:

a)

b)
C)

d)
e)

a)

b)

A description of the plant or land site and its cost and any
accumulated depreciation.

The expected date of use for each item claimed.

An explanation as to why it is necessary to acquire each item in
advance of its date of use.

The data when each item was acquired.

The date when each item was placed in plant held for future use.

Attachment 1I-B-1 provides a description and the accumulated cost at
December 31, 2006 by function. PPL Electric Utilities Corporation
does not depreciate future use property.

Attachment 11-B-1 provides the expected date of use for each claimed
item.

PPL Electric's claim for plant or land held for future use is limited to
distribution plant or land. PPL Electric acquires future use property in
advance to accommodate the expected increase in load growth
requirements and to allow construction projects to begin within the
projected required construction period.

Attachment 1I-B-1 provides the date on which each item within the
claim for future use plant was acquired.

Attachment |I-B-1 provides the date that each item was placed in
plant held for future use.



PFL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006
Future Use Property

DESCRIPTION

Transmission Substations
Site for Frackville Area 500-230 kv substation

Additional Site for Alburtis 500-230 kv substation

Rights of Way necessary for numerous existing transmission
facilities on numerous property parcels associated with Theta Land
Corp

Springfield 238/69 Sub Site Acq

Siting for Proposed N. Lancaster 500/230 KV Sub

Land in Vicinity Of Bossard's Corner, Northampton County
Millwood 230/69KV Sub-Design/Construct

Site for Berwick 230/69KV Substation

Site for Lock Haven Area 138/69KV substation

Land Situated in Borough of Archbald Adjacent to Peckville
Substation, Lackawanna County

Siting for 69KV Morgantown Area

Land Associated with Former Frackville-Bern 500KV line
Retain Portion of Hauto property for 230/69KV substation
Sunbury 500KV sub site acquisition

E. Tansville 138/12KV Sub siting

$

TOTAL
AMOUNT
126,552

146,109

373,348
9,649
32,754
31,242
{175,921)
10,512

92,178

41,386
277,164
142,556

626
2,409

1,919

ORIGINAL DATE

1974

1987

2001

2006

2004

1968

2002

1983

1973

1860

1960

1972

1975

2006

2006

EXPECTED UTILIZATION

DATE

2015

2015

2007
2011
2011
2015
2007
2015

2015

2015
2015
2015
2015
2013

2012

0l Jo | abed
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006
Future Use Property

DESCRIPTION

Site for Engleside Substation

Total Transmission Substations

Transmission Lines
Rights of Way and Engineering for the Sunbury-Hummelstown
230KV line, Northumberland and Dauphin Counties

Rights of Way and Engineering for Proposed Susquehanna-
Frackville 500KV line

Rights of Way for Two Proposed Parallel 500KV line Get-A-Ways
from Lackawanna Substation

Rights of Way for Lackawanna-Peckville 230KV line
Rights of Way for Proposed Stanton-Lackawanna 500KV line

Rights of Way for Conversion of Bushkill-Blooming Grove-
Wallenpaupack 230KV line to 500KV Operation

Rights of Way for Frackville-Bossards 500 Kv Line
Rights of Way for Proposed Frackvilie-Hummelstown 500KV line

Rights of Way for Proposed Rebuilding Of The Frackville-Siegfried
230KV line for 500KV Operation

Rights of Way Between Frackville 500KV and 220KV switchyards

Rights of Way for Proposed Alburtis-Bossards 500 Kv Line

TOTAL
AMOUNT

28,148

$  1.140,234

$ 141,759

824,114

405,464
191,656

503,192

194,228
887,756

510,177

403,942
37,862

1,037,728

ORIGINAL DATE

1983

1952

1970

1972

1972

1978

1872

1872

1968

1875

1974

1969

EXPECTED UTILIZATION

DATE

2015

2015

2015

2015
2015

2015

2015
2015

2020

2015
2015

2015

04 Jo Z ebed
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006
Future Use Prope

DESCRIPTION

Rights of Way for Proposed Bossards-Martins Creek 500 Kv Line
Rights of way for Proposed Steel City-Bossard 500KV line

Rights of Way for Proposed Steel City-Martins Creek 500 Kv Line

Rights of Way and Engineering for a Second 500KV line from
Brunner Island to the Juniata-Peach Bottom 500KV line

Rights of Way and Engineering for the Proposed Conversion of
Brunner Island-West Hempfield 230KV Line to 500KV Operation

Rights of Way and Engineering for Haldeman Is-Juniata 500KV line
and Haldeman Is-North 500KV line

Rights of Way for Hummelstown-North Transmission Line

Rights of Way to tap the Juniata-Alburtis 500KV line to Dauphin
Substation, Middle Paxton Tewnship, Dauphin County

Rights of Way for Proposed Three Mile Island-Hummelstown
500KV line

Rights of Way for the Proposed Conversion of Manor-South Akron
230KV line to 500KV Operation

Additional Rights of Way to Install a 500KV line Parallel to the West
Hempfield-Manor #2 230KV line

Additional Rights of Way to convert the West Hempfield-Manor #1
69KV line to 500KV Operation

Rights of Way for Future 500KV Operation of the Brunner island-S.
Akron 230KV line

TOTAL
AMOUNT

1,636,630
1,368,536

1,934,954

157,652

589,318

26,366

56,612

49,958

355,803

423,044

223,687

7,070

16,218

ORIGINAL DATE

1969

1973

1973

1970

1978

1964

1969

1974

1972

1978

1968

1968

1990

EXPECTED UTILIZATION

DATE
2015
2016

2012

2015

2015

2020

2020

2020

2020

2020

2020

2020

2015

L-g-11 Juawyoeny
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006

Future Use Property

TOTAL
DESCRIPTION AMOUNT
Sunbury-Milton Line North Star Steel Company 230KV Tap
construction 209,445
Manor-Engleside #2 230KV line-Purchase Additional Right of Way for
Future 500/230KV Operation 64,449
Rights of Way And Engineering for A 230Kv Circuit From The
Manaor-Scouth Akron 230KV line to Engleside Substation 218,572
Copperstone 230/69-230KV line riw 315
Cando/Adm 69KV tap siting 3,887
Copperstone 230/69-69KV line riw & sub site acquisition 6,570
230KV line service to the Montour Scrubber Station (4,877)
Rights of Way for rebuilding Dauphin-Hummelstown 230KV line 1,143
New 138/69 Ln WS-Whill Siting 725
Rights of Way for Lycoming-Kenmar 138KV line 8,333
Rights of Way for Proposed Milton-Muncy 63KV line 619,001
Rights of Way for 68Kv Line to the Turbotville Area 69/12KV
Substation 66,675
Rights of Way for 69KV Line To the North Milton Area Substation 50,802
Rights of Way for 69Kv Line to the Millvilie Area 69/12KV
Substation 246,728

ORIGINAL DATE

1892

1894

1970

2005

2006

2005

2005

2004

2006

1974

1972

1974

1974

1974

EXPECTED UTILIZATION

DATE

2007

2015

2008
2012
2007
2012
2007
2010
2013
2010

2010

2010

2009

2015

L-8-11 Juawydepy
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PPL ELECTRIC UTILITIES CORPORATICN

As of December 31, 2006
Future Use Property

TOTAL EXPECTED UTILIZATION
DESCRIPTION AMOUNT ORIGINAL DATE DATE
Rights of Way for Proposed 138Kv Line between Newfoundland
and Lakeville 69/12KV Substations 473,833 1974 2010
Proposed South Akron-S. Reading 230KV line and S. Akron-S.
Reading New 230KV Siting 89,590 2005 2008
Proposed S. Lebanon-Berks 230KV line and S. Lebanon-Berks Reb
230KV Siting 752,117 2005 2008
Proposed Berks-S. Akron #2 69 Rel-Siting 761,721 2005 2008
Proposed Carl & W. Carl-69/138KV Tie Siting 1,103 2005 2008
North Shamokin 138Kv Tap Siting and Right of Way 12,987 1991 2011
Rights of Way for Proposed Valmont-East Hazelton 69KV line 309,972 1972 2010
Rights of Way and Engineering for the Hunlock-Harwood 138KV tie 50,757 1870 2020
Rights of Way for Exchange-Danville, Sunbury-Danville Tie 4,670 1860 2012
Rights of Way for Second 69Kyv line to the Lake Harmony Area
69/12KV substation 125,014 1969 2010
Rights of Way for the Allentown-Salisbury 138KV line 33,600 1988 2015
Rights of Way and Engineering for a Second Freemansburg-
Holland Junction 110KV line 9,293 1944 2015

Siting & Right of Way for Proposed W. Shore-Hbg. 138/69KV line
replacement 608,992 1996 2016

L-8-1] Juswyoeny
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2008
Future Use Property

DESCRIPTION

Rights of Way for a 69KV tie between Siegfried-Sumner 69KV tap
to the vicinity of Jordan Creek (Lehigh Valley Mall Taps)

Rights of Way for Proposed Seidersville-Richland 69KV line
Richland 63KV line

Rights of Way for Hosensack-Richland 138KV line

Rights of Way for Bellaire 68KV Connecting lines to Bellaire

Rights of Way for Proposed 138 Kv Line between Carlisle and West
Carlisle Substations

Rights of Way for Proposed 69 Kv Tie Line between Mt. Rock and
Newvilie Area 63/12KV substations

Rights of Way for The West Shore-White Hill 68 Kv Lines

Rights of Way for A Double Circuit Single Wood Pole line between
Dauphin Substation and Rockville 66KV tap

Siting for Proposed 138/69KV supply line to proposed
Lititz/Neffsville area sub

Siting and Rights of Way for Proposed Sunbury-Frackville #1 69KV
line and Mt. Carmel 69KV Tap rebuild secticn to 138KV

Rights of Way for 69KV line from the Dauphin-Capital Park #1
69KV line to Penbrook Area 69/12KV substation

Face Rock-Windsor #11 & #12 69KV line

TOTAL
AMOUNT

117,549
103,240
1,523,062
1,371

60,934

422,567

271,534

152,653

32,549

20,230

270,532

190,163

216,459

ORIGINAL DATE

1977

1972

1991

1975

1969

1974

1975

1974

1974

2001

1993

1974

1891

EXPECTED UTILIZATION

DATE

2015
2012
2012
2015

2010

2010

2012

2010

2010

2008

2015

2010

2015

01 jo g abeyd
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 20086
Future Use Property

DESCRIPTION

Right of Way for Connecting lines to the West Willow 500/230KV
substation

Rights of Way for the Engleside-Kinzer 138KV line

Rights of Way for Conversion of Face Rock-Engleside #2 69KV line
to 138KV

Rights of Way for Double Circuit 138/69KV line parallel to a portion
of the South Akron-Morgantown #1 69KV line

Rights of Way for East Prospect-Letort 138KV line
Derry-Millville 138/69KV line-Stg. & R/W

tnstall fiber optic cable on Millwood 230KV line

Rights of Way for Proposed Steel City-Martins Creek 500KV fine

Siting and Right of Way for Proposed Face Rock-Engleside 69KV
line

Siting for Proposed Peckville-Jackson 69KV line

Total Transmission Lines

TOTAL
AMOUNT

61,291

7,475

3,971

35,649
23,624
22,305

6,215

12,879

65,479

3,294

$ 20,175,365

ORIGINAL DATE

EXPECTED UTILIZATION

1975

1983

1986

1976

1983

1985

2005

2004

2005

2004

DATE

2015

2015

2015

2015
2015
2010

2007

2007

2007

2009

01 Jo 2 abey
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PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006
Future Use Property

DESCRIPTION

Distribution Plant - Area - Substations
Site for Eagle Area 69/12KV substation

Site for Turbotville Area 69/12KV Substation, Lewis Twp.,
Northumberland County

Site for North Milton Area 69/12KV Substation

Site for Tobyhanna Area 69/12KV Substation

Site for Proposed Butler 69/12KV Substation

Site for Tulphehocken Substation

Site for Tanglewood Area 69-12KV Substation

Site for Henryville Area

Site for Central Wilkes-Barre Area 69/12KV Substation
Site for Forest Inn Area 69/12KV Substation

Site for Ringtown Area §9/12KV Substation

North Shamokin 69/12KV Substation Site Acquisition
Site for Chapman Area 69/12KV Substation, Lehigh County

Site for Fountain Hill Area 69/12KV Type "AA" Substation, Salisbury
Twp., Lehigh County

Site for Elliott Heights Area 138/12KV Substation

$

TOTAL
AMOUNT

30,636

17,196
16,054
211
313,646
124,150
50,147
25,553
49,927
3,883
26,204
3,697

7,429

12,894

29,518

ORIGINAL DATE

1977

1974

1974

1855

1996

1996

1974

1974

1980

1983

1976

1992

1968

1971

1986

EXPECTED UTILIZATION

DATE

2010

2015
2015
2015
2010
2015
2015
2015
2015
2015
2015
2011

2015

2015

2015

01 Jo g ebeq
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PPL ELECTRIC UTILITIES CORPCRATION

As of December 31, 2006

DESCRIPTION

Future Use Property

TOTAL
AMOUNT

Site for Bellaire Area 69/12KV Substation, North Middleton Twp.,

Cumberland County

Site for Shermansdale Area 69/12KV Substation
Proposed Jefferson New 69/12KV Sub Siting

Longview Sub Site Acquisition

EPRO Sub and 12KV line siting

Site for Bethlehern Commerce Center 89/12KV Substation
Site for Penbrook Area 69/12KV Substation

Site for Christiana Area 69/12KV Substation

Dem.Rem. Trolley Barn Prince Substation.

Purchase L.and for expansiaon of Prince 69/12KV Substation
Site for Allenwood Substation

Site for Stabler Park 69/12KV Substation

Total Distribution Plant - Area - Substations

26,403
20,129
32,456
256,745
3,867
39,599
28,685
15,036
94,010
310,304
99,133

74,491

$ 1,712,000

ORIGINAL DATE

1971

1974

2004

2008

2008

2003

1874

1973

1998

1984

2000

1994

EXPECTED UTILIZATION

DATE

2010
2008
2009
2008
2011
2008
2015
2015
2015
2015
2015

2008

0L jo 6 abed

L-g-11 Wawyoeny




PPL ELECTRIC UTILITIES CORPORATION

As of December 31, 2006
Future Use Property

DESCRIPTION

Distribution Plant - Area - Lines

Rights of Way for Nippenose 12KV Tap
Tie Stan-Prov2 Subu Prov1 Acquisition

Stan-Broo Extnd 138KV DC

Total Distribution Plant - Area - Lines
Other Distribution

Installation of manholes and conduit to provide supply to and from
Central Wilkes-Barre Sub. For Electric Distribution System

Installation of conduit on Bridge Over Spring Creek, Harrisburg,
Dauphin County

Total Cther Distribution

Total Future Use Property

TOTAL
AMOUNT

30,075
1,684

1,884

33,643

262,366

3,972

266,338

23,327,579

ORIGINAL DATE

1981

2006

2006

1977

1977

EXPECTED UTILIZATION

DATE

2010
2011

2011

2015

2015

0l jo 01 abed
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Q.2.

A2

[I-B-2
Page 1 of 1
D. A. Krall

If a claim is made for construction work in progress, provide a supporting
schedule which sets forth separately, revenue-producing and nonrevenue
producing amounts, and include, for each category a summary of all work
orders, amounts expended at the end of the test year and anticipated
inservice dates. Indicate if the construction work in progress will result in
insurance recoveries, reimbursements, or retirements of existing facilities.
Describe in exact detail the necessity of each project claimed if not detailed
on the summary page from the work order. Include final completion dates
and estimated total amounts to be spent on each project.

PPL Electric is not making a claim for construction work in progress in the
future test year.
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Q.3.

A3.

II-B-3
Page 1 of 1
D.A. Cunningham

If a claim is made for materials and supplies or fuel inventory provide a
supporting schedule for each claim showing the latest actual 13 monthly
balances and showing in the case of fuel inventory claims, the type of fuel,
and location, as in station, and the quantity and price claimed.

The requested information for materials and supplies is provided in
Scheduie C-5 of Exhibits Historic 1 and Future 1. There is no claim being
made for fuel inventory.




Q.4.

A4

II-B-4
Page 1 of 1
J.M. Kleha

If a claim is made for cash working capital provide a supporting schedule
setting forth the method and all detailed data utilized to determine the cash
working capital requirement. If not provided in the support data provide a
lead-lag study of working capital, completed no more than 6 months prior to
the rate increase filing.

Attachment [I-B-4 provides a copy of the working capital lead-lag study.
Schedule C-4 of Exhibits Historic 1 and Future 1 sets forth the method and
detailed data utilized to determine the Company’s claimed cash working
capital requirements.



PPL ELECTRIC UTILITIES CORPORATION
Lag in Days in Payment of Operating Expenses
3 Months Ended September 30, 2006

Payroll
Lag between the midpoint of the 14 day payroll period and pay day (payroll period ends on a Sunday and

employees are paid on the following Friday).

Benefits
Lag between the midpoint of the calendar month when services are provided through PPL Services Corporation and
the payment on the 20th of the following month.

Affiliate Support Costs
Lag between the midpoint of the calendar month when services are provided and the payment on the 20th of
the following month.

Other Operating Expenses
Lag between the receipt of services and materials and payment of invoices based on a review of selected invoices.

Lag in Days

12

35

35

40

¢l Jo | abed
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PPL Electric Utilities Corporation
Lag in Payment of Payroll & Benefits
3 Months Ended September 30, 2006

Payroll

Midpoint of 14 day payroii period

Lag between the end of the payroll period and the pay day (payroli period ends on a Sunday
and employees are paid on the following Friday)

Benefits

Lag between the midpoint of the calendar month when services are provided through PPL Services
Corporation and the payment on the 20th of the following month

Affiliate Support Costs

Lag between the midpoint of the calendar month when services are provided and the payment on
the 20th of the following month

Number
of Daxs

12

Number
of Days

35

Number
of Da!s

35
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t-8-11 JUSWUOERY



PPL Electric Utilities Corporation
Lag in Payment of Other Expenses
3 Months Ended September 30, 2006

Days Weighted

Category Amount Lag Amount
Employee Expenses* $ 562,871 1200 $ 6,754,452
Materials & Supplies 488,233 32.60 15,916,396
Printing & Office Supplies 109,382 3596 5,803,257
Tree Trimming 7,282,572 45.02 327,861,391
Work by Outsiders 7,581,220 67.26 509,912,857
Services 1,537,331 20.91 32,145,591
Postage 1,319,124 (7.01) (9,247,059)
Telephone & Leased Wires 908,779 3512 31,916,318
Rents 3,438,660 17.74 61,001,828
Advertising 66,462 36.93 2,454 442
Miscellaneous 1,554,308 10.00 15,543,080
Total $ 24,900,942 $ 1,000,062,594
Weighted Average Lag = Total Weighted Amount / Total Amount = 40.16

* The majority of employee expenses are processed on a pay pericd basis, accordingly, the 12-day payroll lag
is deemed to be representative.

P-8-1) Juswyoeny
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PPL Electric Utilities Corporation
Lag in Payment of Materials - Bl 25
3 Months Ended September 30, 2006

B8) (A) x (B}

Vendor Voucher tnvoice Mid-point of Payment (A) Days Weighted

Name Number Number Service Date Date Amount Lag Amount
NOVA ELECTRIC 02407015 014183 6/30/2006 7/31/2006  $15,135.00 3 $469,185
RFL ELECTRONICS INC 02402522 92499 6/29/2006 713112006 13,690.00 32 438,080
TMC Industries Inc 02408720 061153 1RA 7/12/2006 8/11/2006 12,937.50 30 388,125
PENNSY SUPPLY INC 02382268 1511781 5/20/2006 71712008 2,270.52 58 131,690
WESTGATE GLOBAL LOGISTICS 02396952 266607 6/22/2006 713/2006 1,050.00 21 22,050
SIGNALCRAFTERS TECH INC 02431449 3334 8/15/20086 9/14/2006 26,800.00 30 804,000
SIGNALCRAFTERS TECH INC 02432314 3324 7/20/2006 8/24/2006 26,800,00 35 938,000
GE Parts Super Center 02427683 884 165399 8/8/2006 9/7/2006 24,890.73 30 746,722
G&W ELECTRIC CO 02433901  G93607 8/18/2006 9/18/2006 12,360.00 K3 383,160
DENT INSTRUMENTS 02395156 56585 6/14/2006 8/2/2006 8,388.00 49 411,012
WESTGATE GLOBAL LOGISTICS 02434371 267156 8/21/2006 9/5/2006 2,750.00 15 41,250
TRENWA INC 02420553 20184 7131720086 8/30/2006 2,000.00 30 60,000
GEORGE S COYNE CHEMICAL CO INC 02415660 700397 7/18/2006 817/2006 1,509.00 30 45,270
PENNSYLVANIA TRANSFORMER 02432137 21073 8/18/2006 9/25/2006 5,500.00 38 209,000
MESA TECHNICAL ASSOCIATES INC 02438314 1889 8/29/2006 9/28/20086 3,389.00 30 101,670
A TO S METALS INC 02451007 11812 8/18/2006 9/27/2006 1,251.00 40 50,040
$160,721 $5,239,254

Weighted Average Lag (A xB) /A 32.60 days

P-8-11 Wawysepy
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PPL Electric Utilities Corporation

Lag in Payment of Printing and Office Supplies - Bl 26

3 Months Ended September 30, 2006

(B) (A} x (B)

Voucher Invoice or Reference  Mid-point of Payment {A) Days Weighted

Number Number Service Date Date Amount Lag Amount
Credit Card Purchase 0000254574 6/17/2006 7/29/2006 $2,415.79 42 $101,463
GRAYBAR ELECTRIC CO INC 02403100 918598037 6/29/2006 713112006 1.975.63 32 63,220
Credit Card Purchase 0000252107 5/31/2006 711872006 497.36 48 23,873
Credit Card Purchase 0000252107 5/31/20086 7/18/2006 43221 48 20,746
Credit Card Purchase 0000255463 7{18/2006 8/8/2006 1,773.00 21 37,233
ALPHAGRAPHICS 02410304 39159 7/13/2006 9/13/2006 450.00 62 27.900
Credit Card Purchase 0000256799 6/22/2006 8/23/2006 2,415.79 62 149,779
Credit Card Purchase 0000256774 7117/2006 8/17/2006 1,424 .51 31 44,160
Credit Card Purchase 0000257867 7/18/2006 8/29/2006 557.76 42 23,426
Credit Card Purchase 0000257646 8/9/2006 8/25/2006 1,259.42 16 20,151
Credit Card Purchase 0000260621 9/12/2006 9/26/2006 1,315.18 14 18,413
EDS Corporation 02432226  U2045563 8/15/2006 9/25/2006 840.02 41 34,441
Credit Card Purchase 0000261563 9/14/2006 9/30/2006 630.45 16 10,087
$15,987 $574,892

Weighted Average Lag (A xB)/A 35.96 days
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PPL Electric Utilities Corporation
Lag in Payment of Tree Trimming - Bl 31
3 Months Ended September 30, 2006

(B) (A) x (B}

Vendor Voucher Invoice Mid-point of Payment (A) Days Weighted

Name Number Number Service Date Date Amount Lag Amount
ASPLUNDH TREE EXPERT CO 02408597 175702 7/5{2006 8/14/2006  $12,510.00 40 $500,400
ASPLUNDH TREE EXPERT CO 02408522 175705 7/5/2006 8/14/2006  108,272.91 40 4,330,916
JAFLO INC 02419774 000931 6/21/2006 8/21/2006 46,000.50 61 2,806,031
JAFLO INC 02415774 000931 6/21/2006 8/21/2006 22,878.75 61 1,395,604
ASPLUNDH TREE EXPERT CO 02431283  27E052 8/9/2006 9/20/2006 10,135.18 42 425,678
JAFLO INC 02419774 000931 7/21/2006 8/21/2006 8,915.50 31 276,381
JAFLO INC 02420237 000934 7/5/2006 8/28/2006 5,883.62 54 317,715
ASPLUNDH TREE EXPERT CO 02431307  23E055 8/9/2006 9/20/2006  272,639.00 42 11,450,838
ASPLUNDH TREE EXPERT CO 02446817 195033 8/30/2006 10/10/2006  153,372.00 41 6,288,252
PNC Bank NA 02446427  31E056 7/29/2006 9/25/2006 83,228.12 58 4,827,231
JAFLO INC 02450680 000940 8/16/2006 10/6/2006 34,106.86 51 1,739,450
ASPLUNDH TREE EXPERT CO 02431313 195037 B/9/2006 9/20/2006 26,015.00 42 1,092,630
ASPLUNDH TREE EXPERT CO 02431314  29E056 8/9/2006 9/20/2006 18,951.48 42 795,562
ASPLUNDH TREE EXPERT CO 02431299 29E055 8/9/2006 9/20/2006 14,760.00 42 619,920
ASPLUNDH TREE EXPERT CO 02431327  27E056 8/9/2006 9/20/2006 7,973.88 42 334,903
ASPLUNDH TREE EXPERT CO 02431313 195037 8/9/2006 9/20/2006 6,743.00 42 283,206
ASPLUNDH TREE EXPERT CO 02431314  29E056 8/9/2006 9/20/2006 4,755.70 42 199,739
$837,142 $37,684,856

Weighted Average Lag (AxB)/ A 45.02 days
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PPL Electric Utilities Corporation
Lag in Payment of Work By Outsiders - Bl 32
3 Months Ended September 30, 2006

(B) (A) x (B)

Vendor Voucher Invoice Mid-point of Payment (A) Days Weighted

Name Number Number Service Date Date Amount Lag Amount
UTILITIES INTERNATIONAL INC 02404750  PPLEUCBS2603 311512006 7/13/2006 4$30,683.80 120 43,682,056
East Coast Drilling and Trenching LLC 02398583  062206PPL31 6/22/2006 7/24/2006  24,999.00 32 799,968
HENKELS & MCCOY INC 02391791  PPLAOG 11168 6/6/2006 7712006 23,121.50 31 716,767
THE TREHAB CENTER 02412633 60106 6/15/2006 7/31/2006  20,097.00 46 924,462
HENKELS & MCCOY INC 02379235  PPLAOG 11120 5/16/2006 7/13/2006  17,268.01 58 1,001,545
DUGGAN & MARCON INC 02406727  6161AA 711112006 8/10/2006  16,500.00 30 495,000
Osmose Utilities Services Inc 02355012 72 6300061 4/12/2006 7126/2006 15,219.37 105 1,598,034
KT Power Inc 02407492 11485 5/18/2006 712712006 12,482.74 70 873,792
HENKELS & MCCOY INC 02425895  PPLAOG 11341 72612006 9/1/2006  25,729.38 37 951,987
WASTE MANAGEMENT OF PA, INC. 02428609 82530 71512006 8/11/2006 13,594.11 68 924,399
AGROTORS INC ) 02429653 20062001 27 8/4/2006 9/11/2006  13,500.00 38 513,000
EVERHART & HOOVER POWER LINE 02425123 0807063 ° 7/29/2006 9/6/2006  11,648.71 39 454,300
LINEAL INDUSTRIES INC 02422657 248859 7/21/2006 9/1/2006  10,406.00 42 437,052
MILLER BROS 02331532 602003 3/8/2006 9/14/2006  68,691.00 190 13,051,290
HENKELS & MCCOY INC 02448612  PPLADG 11451 9/6/2006 10/6/2006  47,304.25 30 1,419,128
PAVEMASTERS 02446433 081506 8/15/2006 10/4/2006  35,793.00 50 1,789,650
AGROTORS INC 02449617 20062001 34 9/13/2006 10/16/2006  28,350.00 33 935,550
THE TREHAB CENTER 02439242 80106 8/15/2006 10/2/2006  21,791.00 48 1,045,968
AGROTORS INC 02433924 20062001 29 8/16/2006 9/20/2006  21,600.00 35 756,000
HENKELS & MCCOY INC 02448751  PPLAOG 11449 9/6/2006 10/6/2006  18,822.24 30 564,667
HENKELS & MCCOY INC 02449587  PPLAOG 11461 9/6/2006 10/6/2006  11,241.83 30 337,255
D L FRY INC. 02439841 1200658 9/1/2006 10/2/2006  10,779.36 31 334,160
$499,622 $33,606,029

Weighted Average Lag (A x B) /A 67.26 days
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PPL Electric Utilities Corporation
Lag in Payment of Services - Bl 33
3 Months Ended September 30, 2006

(B) (A)x{(B)
Vendor Voucher Invoice Mid-point of Payment (A} Days Weighted
Name Number Number Service Date Date Amount Lag Amount
Accenture 02415632 1000086984 8/15/06 7/31/06  $335,507.63 (15) (%5,032,614)
EPRI 02401544  EP00290751 8/15/06 7/31/06 26,447.00 (15) (396,705)
DAVIES CONSULTING INC 02407259 06 698 4/15/06 7/31/06 18,332.12 107 1,961,537
ICR 02405483  DOBESY 8115106 8/4i06 11,472.50 (11) {126,198)
EXECUTIVE RELOCATION CORPORATION 02404190 6450 0946 06 5/15/06 7/14/06 5,357.76 60 321,466
DAVIES CONSULTING INC 02429905 06 707 7/1/06 8/30/06 27,901.72 60 1,674,103
PENNSYLVANIA ONE CALL SYSTEM INC 02421690 0000224455 7/31/06 8/30/06 3,115.80 30 93,474
Accenture 02448503 1000094209 7/1/06 9/26/06  150,000.00 87 13,050,000
Accenture 02450239 10000695484 9/1/06 9/26/06 117,250.00 25 2,931,250
] D Power and Associates 02438152 49390 B/22/06 9/21/06 74,200.00 30 2,226,000
Accenture 02450239 1000095484 89/1/06 9/26/06 57,750.00 25 1,443,750
SIEMENS POWER TRANSMISSION & DIST INC 02447028 50018350 9/1/06 10/2/06 57,650.00 31 1,787,150
J D Power and Associates 02430876 49134 7131/06 9/14/06 47,700.00 45 2,146,500
EXECUTIVE RELOCATION CORPORATION 02420296 6450 0953 06 6/15/06 9/5/06 31,685.46 82 2,598,208
Electrocon International Inc 02438362 5863 3/1/07 9/25/06 12,637.32 (157} (1,984,059)
General Electric International Inc 02449903 PSLF 0044 07 6/30/07 10/2/06 8,400.00 (271} (2,276,400)
EXECUTIVE RELOCATION CORPORATION 02420286 6450 0953 06 6/15/06 9/5/06 2,755.01 82 225911
PENNSYLVANIA ONE CALL SYSTEM INC 02441107 0000226360 8/31/06 10/2/2006 1,972.80 32 63,130
__$990,i35_ _$20,706,502_
Weighted Average Lag (A x B}/ A 20.91 days
h-S
5
83
o 5
@ =
T
o m
w b




PPL Electric Utilities Corporation
Lag in Payment of Postage - Bl 34
3 Months Ended September 30, 2006

(B) (A)x (B)
Vendor Voucher Invoice Mid-point of Payment (A) Days Weighted
Name Number Number Service Date Date Amount Lag Amount
DST OUTPUT * 02311990  PROCESS POSTAGE BILL 17-Jul-06 10-Jul-06  $209,000.00 (7} ($1,463,000)
DST QUTPUT * 02312092  PROCESS POSTAGE BILL 1-Aug-06 25-Jul-08 209,000.00 {7)  (1,463,000)
DST QUTPUT * 02311991  PROCESS POSTAGE BILL 17-Aug-06 10-Aug-06 209,000.00 {7)  (1,463,000)
DST OUTPUT * 02312093  PROCESS POSTAGE BILL 1-Sep-06 25-Aug-06 209,000.00 (7)  (1,463,000)
DST QUTPUT * 02311992  PROCESS POSTAGE BILL 17-Sep-06 8-Sep-06 209,000.00 (9y  (1,881,000)
DST OUTPUT * 02312094  PROCESS POSTAGE BILL 2-Oct-06 25-Sep-06 209,000.00 (7)  (1,463,000)
UNITED STATES POSTAL SERVICE 02455349 35653955 POSTAGE SEF 15-Sep-06 2-Oct-06 12,000.00 17 204,000
DIRECT MAIL SERVICE & PRESS INC 02410614  AUGPOSTAGE 15-Aug-06 1-Sep-06 5,000.00 17 85,000
* Prepayments for postage
$1,271,000 ($8,507,000)
Weighted Average Lag (A x B) / A (7.01) days
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PPL Electric Utilities Corporation
Lag in Payment of Phones & Wires - Bl 35
3 Months Ended September 30, 2006

(B) (A) x (B)

Vendor Voucher Invoice Mid-point of Payment (A) Days Weighted

Name Number Number Service Date Date Amount Lag  Amount
VERIZON 02406892 71949560 6/15/06 7/14/06  $34,450.21 29, $999,056
VERIZON 02406892 71949560 6/15/06 7/14/06  15,071.97 29 437,087
GRAYBAR ELECTRIC CO INC 02403112 918582413 6/28/06 7128106 7,081.36 30 212,441
VERIZON 02408070  717193346599910Y 71106 7119/06 2,522.62 18 45,407
CINGULAR WIRELESS 02377747 2077164 4/21/06 715108 2,079.13 75 155,935
VERIZON WIRELESS 02419451 52806000366 5/28/06 B/3/06  59,458.25 67 3,983,703
VERIZON WIRELESS 02419454 72806000366 7/28/06 8/4/06  50,884.49 7 356,191
VERIZON 02411589 215190 6820995 24 Y 71106 8/16/06  47,550.00 46 2,187,300
MCI 02417792 07656622 7/10/06 8/2/06  37,019.67 23 851,452
VERIZON 02411589 2151906820999 24 Y 71106 8/16/06  30,120.00 46 1,385,520
VERIZON 02410964  215157856599902Y 7/1/06 8/8/06  21,622.15 38 821,642
VERIZON 02425404  215197856599902Y 8/1/06 8/24/06  21,616.67 23 497,183
MCt 02417792 07656622 7/M10/06 8/12/06  16,196.10 33 534,471
EMBARG 02416716 7171271000958 7125/06 a/8/06 3,908.15 14 54,714
SCHUYLKILL MOBILE FONE INC 02421916 31757571 811106 8/10/06 3,180.00 9 28,620
VERIZON 02427455  215190682099924Y 8/1/06 9/8/06  47,550.00 38 1,806,900
MClI 02438113 08297701 8/10/06 9/7/06  37,701.21 28 1,055,634
VERIZON 02427455  215190682099924Y 8/1/06 9/8/06  30,120.00 38 1,144,560
MCI 02438113 08297701 8/10/06 9/7/06  16,4594.28 28 461,840

$484,626

Weighted Average Lag (Ax B) /A

35.12

$17,015,657

days
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PPL Electric Utilities Corporation

Lag in Payment of Rents - Bl 36

3 Months Ended September 30, 2006

{8} (A) x (B)
Vendor Voucher Invoice Mid-point of Payment (A) Days Weighted
Name Number Number Service Date Date Amount Lag Amount
JEDDO-HIGHLAND COAL CO 02019535  LAND RENTS R/W-3 1172007 71312008 $1,471.00 (182) ($267,722)
Freya Land Company 00404300  ATTACH R/W-3 1172007 71172008 897.00 (184) {165,048}
MET-ED 02414311 50144632 8/15/2006 742772008 806.00 {19) (15,314)
HV DIAGNOSTICS Monthly Lease JE 322 711512006 81/2006 2,609.66 17 44,364
DOBLE ENGINEERING Monthly Lease JE 322 711512006 8/1/2008 1,400.53 17 23,809
DILO CO. Monthly Lease JE 322 77152006 8/1/20086 1,235.74 17 21,008
IPC INFORMATIONAL SYSTEM Manthly Lease JE 322 7/15/2006 713142006 1,164.38 16 18,630
IPC INFORMATION SYSTEMS Monthly Lease JE 322 7/15/2006 713172008 4,540.27 18 72,644
HY TECHNOLOGIES Monthly Lease JE 322 7/15/2006 713112006 2,082.54 16 33,321
DOBLE EQUIPMENT Monthly Lease JE 322 711512006 8/1/2008 1,495.30 17 25,420
CLEVELAND BROS. Monthly Lease JE 322 711512006 87172006 1,411.90 17 24,002
CENTRAL PENN DIRECTIONAL DRILLING INC 02415641 865 71912006 8/18/2006 5,778.00 a0 173,340
D L FRY INC. 02416049 I 200653 712512006 91112006 1,372.28 38 52,147
D L FRY INC. 02413137 1200650 7/19/2006 8/25/2006 7,847.00 a7 290,339
DILO CO. Monthly Lease JE 322 B8/15/2006 9112006 1,622.76 17 27,587
1PC INFORMATION SYSTEMS Monthly Lease JE 322 8/15/2006 813172008 4,531.84 16 72,509
HV TECHNOLOGIES Monthly Lease JE 322 8/15/2006 8/31/2008 2,086.47 15 33,384
DOBLE EQUIPMENT Monthly Lease JE 322 8/15/2008 9/1/2006 1,491.52 17 25,356
CLEVELAND BROS. Monthly Lease JE 322 8/15/2006 9/1/2006 1,407.62 17 23,930
CITY OF HARRISBURG 02447582 06080008 81172008 9/21/2008 3,969.00 51 202,419
CLEVELAND BROTHERS EQUIP CO INC 02450711 RS631904 9/12/2006 10/2/20086 3,705.00 20 74,100
United Rentals Inc. 02438466 58669902 001 8M1M7/2006 9/18/2008 2,508.24 32 80,264
HERTZ EQUIPMENT RENTAL 02448341 20941925 005 8/24/2006 1010/2006 1,908.00 47 89,676
HERTZ EQUIPMENT RENTAL 02421834 8708541 017 7/15/2008 8/29/2006 1,200.00 45 54,000
AAT COMMUNCIATIONS SYSTEMS CORPORATION 02445269 665836 81222006 9/20/2008 2,146.44 29 62,247
—__S60688 __SLO76AIL
Weighted Average Lag (Ax B}/ A 17.74 days
>
g
38
® 3
g1
o
o
wh



PPL Electric Utilities Corporation
Lag in Payment of Advertising Expenses - Bl 37
3 Months Ended September 30, 2006

(B) (A) x (B)

Vendor Voucher Invoice Mid-point of Payment {A) Days Weighted

Name Number Number Service Date Date Amount Lag Amount
PENN'S NORTHEAST 02413473 071306 713/2006 71262006 $8,250.00 13 $107,250
THE SCRANTON PLAN 02401496  JUNE 7 2006 6/7/2006 7/19/2006 5,000.00 42 210,000
PENNSYLVANIA ONE CALL SYSTEM INC 02415700 0000215811 4/27/2006 7/28/2006 2,855.80 92 262,734
Focus Central Pennsylvania 02413729 5579084 7/14/2006 7/26/2006 2,343.00 12 28,116
HAZLETON STANDARD-SPEAKER INC 02413695 10070577 6/30/2006 7131/2008 1,548.00 31 47,988
CHAMBER OF COMMERCE 02407204 QLO7 31 7/3/2006 7/18/2006 1,400.00 15 21,000
Greater Hazleton Chamber of Commerce 02416338 . 632 7/20/2006 8/21/2006 975.00 32 31,200
Precision Design 02435877 2 8/16/2006 9/15/2006 2,100.00 30 63,000
VERIZON 02410568 0045716338 11/26/2005 9/1/2006 540.00 279 150,660
THE LAMAR COMPANIES 02454442 9740718 8/25/2006 10/2/2006 6,250.00 38 237,500
THE DUBSS CO 02442105 181758 8/9/2006 9/13/2006 2,520.09 35 88,203
$33,782 $1,247,651

Weighted Average Lag (AxB) /A 36.93 days
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PPL Electric Utilities Corporation

Lag in Payment of Miscellaneous Expenses - Bl 49

3 Months Ended September 30, 2006

(8) (A) x (B)
Vendor Voucher Invoice / Reference Mid-point of Payment {A) Days Weighted
Name Number Number Service Date Date Amount Lag Amount
ERCOMPASS INSURANCE 0241115% 57580 23009 NEBHUT DaizaiG 07121006 $4,791.70 b8 $421,670
POCONOQ RABBIT FARM 02411147 78165 14009 07/13/06 07/24/06 4,750.00 11 52,250
LIBERTY MUTUAL 02401611 005972083 01 06/21/06 07/06/06 3,906.34 15 58,595
ALLEN C HENCH 02402441  PD HAR 06 019 06/15/06 07/07/06 2,730.08 22 60,062
ROBERT R PALMER 02407521  PD HAR 06 026 05/23/06 07/18/06 2,728.10 56 152,774
MERCHANTS MUTUAL INSURANCE CO 02415671  H 0016793 01 02/07/06 07/28/06 2,676.13 171 457,618
CAN DO INC 02404681 7 06/23/06 07/13/06 2,500.00 20 50,000
CAN DO INC 02413501 8 07/12/06 07/26/06 2,500.00 14 35,000
COMMONWEALTH OF PENNSYLVANIA 02397462 080187 06/04/06 07/14/06 1,782.00 40 71,280
PIM Bill JEF2581850 08/15/06 08/20/06  25,177.99 36 906,408
COMMONWEALTH OF PA 02433340 18061 138 07/07/06 08/28/06  24,880.25 52 1,293,773
LORI PEARSON 02428951 51096 88001 08/08/06 08/21/06 4,292.00 13 55,796
ANGEL RIEPHOFF 02422862 89661 26150 07/25/06 08/10/06 3,889.11 16 62,226
BKK COMMUNICATIONS INC 02421920 6043 07/06/06 08/10/06 2,188.37 35 76,593
GLENN G HOLZMANN 02428948 37233 48000 08/10/06 08/21/06 2,166.67 11 23,833
REUABILITY FIRST CORPORATION 02447158 0000260 11/15/06 10/02/06  71,069.14 (44y  (3,127,042)
PIM Bill JEF2987390 09/15/06 10/20/06  47,867.50 35 1,675,363
RAYMOND PASSANTE 02448145 32545 19486 08/24/06 09/22/06 5,302.87 29 153,783
PREMIERE SPEAKERS BUREAU INC 02439508 12049 12/08/06 09/08/06 3,250.00 (1) (295,750)
DALE ROTH 02454684 692 9002 028 09/25/06 09/29/06 3,200.00 4 12,800
WESTFIELD INSURANCE 02448148 NR HOP 1429874 122405 A 09/06/06 09/21/06 2,475.00 15 37,125
PAUL PANZERA 02442248 2006 016 08/31/06 09/13/06 2,455.83 13 31,926
T $226,579_ $2,266,081
Weighted Average Lag (A x B) 1 A 10.00 days

£1 40 €1 abed
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Q.5.

AS.

11-B-5

Page 1 of 1
J.M. Kleha

J.R. Schadt

If a claim is made for compensating bank balances, provide the following
information:

a)
b)

9)
h)

Name and address of each bank.

Types of accounts with each bank—checking, savings, escrow, other
services, and the like.

Average daily balance in each account.

Amount and percentage requirements for compensating bank balance
at each bank.

Average daily compensating bank balance at each bank.

Documents from each bank explaining compensating bank balance
requirements.

Interest earned on each type of account.

A calculation showing the average daily float for each bank.

PPL Electric has no requirements for compensating bank balances with its
banks and has not made a claim for this item.




Q.6.

A.B.

1I-B-6

Page 1 of 1

D.A. Cunningham
J. M. Kleha

Explain in detail by statement or exhibit the appropriateness of additional
claims or the use of a method not previcusly mentioned, in the claimed rate
base.

An explanation of PPL Electric’s claim for any additional rate base items is
set forth in Section C of Exhibit Future 1.



Q.1.

A1

1-C-1

Page 1 of 1

J.M. Kleha

D.A. Cunningham

Prepare a Statement of Income including:

a)
b)

c)
d)
e)

The book, or budgeted, statement for the test year.

Adjustments to annualize and normalize under present rates,
including an elimination of the effects on income of the energy cost
rate and state tax adjustment surcharge.

The income statement under present rates after adjustment.

The adjustment for the revenue requested.

The income statement under requested rates after adjustment.

Each adjustment, including those relating to adjustment clauses, shall
contain an explanation in sufficient clarifying detail to allow a
reasonably informed person to understand the method and rationale
of the adjustment.

The information requested in items a. through e. is set forth in Section D of
Exhibit Future 1.



Q.2.

A2

I-C-2

Page 1 of 1

J.M. Kleha

D.A. Cunningham

If the schedule provided in item 1 is based upon budgeted data for a future
test year, provide a similar schedule which is based upon actual data for the
12-month period immediately prior to the test year.

The information requested is set forth in Section D of Exhibit Historic 1.



Q1.

A1

1-D-1
Page 1 of 1
J.R. Schadt

Provide a schedule showing all revenues and expenses for the test year
and for the 12-month period immediately prior to the test year, together with
an explanation for major variances between test year revenues and
expenses and those for the previous 12-month period. Revenues and
expenses shall be summarized by the major account categories listed
below. If budgeted data for a future test year is not readily available by
these categories, an analysis of the data for the 12-month period
immediately prior to the future test year or for the most recent available
calendar year may serve as the basis for ratably allocating the budgeted
data into the account categories.

Attachment |I-D-1a provides the requested schedule of revenues and
expenses by account categories. Attachment II-D-1b provides explanations
for major variances.



PPL ELECTRIC UTILITIES CORPORATION

Attachment lI-D-1a

Operating Statements Page 1 of 3
For the Twelve Months Ended December 31
(Thousands of Dollars)
2007 20086 Difference
OPERATING REVENUES
400
Electric Revenue:
Residential $1,203,629 $1,167,081 5 36,548
Commercial 1,001,830 1,007,346 (5,516)
Industrial 552,490 530,935 21,555
Pubtic Authorities 17,964 17.710 254
Railroads 3,989 3,933 56
Sales for Resale 145,734 157,719 {11,985)
Provision for Rate Refunds {1,124) (1,124) 0
Total Sales Revenue 2,924 512 2,883,600 40,912
Other Electric Revenue:
Forfeited Discounts 8,923 10,107 (1,184)
Miscellaneous Service Revenue 0 369 (369)
Rent from Electric Property 30,597 32,041 (1,444)
Unbilled Revenues - Net 10,196 2,851 7,345
Other Electric Revenue 151,692 134,370 17,322
Total Other Electric Revenue 201,408 179,738 21,670
Total Operating Revenue 3,125,920 3,063,338 62,582
OPERATING EXPENSE
401 - 402
Operation and Maintenance Expense
Power Production Expenses:
Power Purchases 1,908,952 1,865,165 43,787
Ancillary Expenses 43,273 46,564 (3,291)
Other 0 381 (381)
Transmission Expenses 177,811 143,888 33,923
Regional Market Expenses 4,224 2,760 1,464
Distribution Expenses 135,052 141,935 (6,883)
Customer Accounts Expenses 50,625 52,553 (1,928)
Customer Service & Informational Expenses 17,247 12,532 4,715
Sales Expenses 3,043 3,440 (397)
Administrative and General Expenses 143,895 107,835 36,060
Total Operation & Maint. Expense 2,484,122 2,377,053 107,069
403 - 405
Depreciation Expense and Amortization 132,062 118,078 13,984
of Electric Plant Acquisition Adjustments
407 Regulatory Debits (Credits), net 1,502 11,724 (10,222)
408.1 Taxes Other Than Income Taxes 199,671 195,630 4 041
411.6/411.7 (Gain)/Loss From Disposition of Emission Allowances 0 {122) 122
Total Operating Expenses Prior to Federal & State 2,817,357 2,702,363 114,994
Income Taxes
Operating Income Prior to Federal & State Income $ 308,563 $ 380,975 $ (52,412)

Taxes



Attachment lI-D-1a

PPL ELECTRIC UTILITIES CORPORATION Page 2 of 3
Operating Statements
For the Twelve Months Ended December 31
{Thousands of Dollars)
2007 006 Difference
FEDERAL AND STATE INCOME TAXES
409.1 Federal Income Taxes $ 62732 $ 72604 3 (9.872)
State Income Taxes 18,833 14,165 4,668
410.1 & 411.1
Deferred Federal Income Taxes - Net 8,483 20,855 (12,372)
Deferred State Income Taxes - Net (3,337) 1,005 {(4,342)
Investment Tax Credit Adjustments
Deferrals 0 0 0
411.4 Amortization - Credit (2,392) (2,448) 54
Total Federal & State Income Taxes 84,319 106,183 (21,864)
Operating Income After Federal & State Income
Taxes 224,244 254792 (30,548)
OTHER INCOME AND DEDUCTIONS
Other Income
415 Merchandising Income 0 618 {618)
416,417 Merchandising Expense 0 {487) 487
418.0 Non-Utility Operating Income (Loss) 0 {43) 43
418.1 Equity in Earnings of Subsidiary Companies 0 0 0
419.0 Interest & Dividend Income 9,185 10,773 (1,588)
419.1 Allowance for Other Funds Used During Construction 0 0 4]
421.1 Gain on Disposition of Property 0 1,061 (1,061)
421  Other Misc. Non-Operating Income 0 505 {505)
Total Other Income 9,185 12,427 (3,242)
Other Income Deductions
421.2 Loss on Disposition of Property 0 424 (424)
426 Miscellaneous 1,352 1,472 (120)
Total Other Income Deductions 1,352 1,896 (544)
Taxes Applicable to Other Income Deductions
408.2 Taxes Other Than Income Taxes 0 0 0
409.2 Federal Income Tax 2 467 (618) 3,085
State Income Tax 782 (209) 991
410.2 & 411.2
Deferred Federal Income Taxes - Net 0 (102) 102
Deferred State Income Taxes - Net 0 61 {61)
Total Taxes Applicable to Other Income
Deduction 3,248 {868) 4117
Income Before Interest Charges $ 228,828 $ 266,191 $ {37,363)



PPL ELECTRIC UTILITIES CORPORATION Attachment II-D-1a

Operating Statements Page 3 of 3
For the Twelve Months Ended December 31
{Thousands of Dollars)
2007 200 Difference
INTEREST CHARGES

427 interest on Long-term Debt $ 74,946 $ 75666 $ (720)
428 Amertization of Debt Discount & Expense 2,808 3,713 (907)
428.1 Amoriization of Loss on Reacquired Debt 3,362 3,393 (31)
429 Amortization of Premium on Debt-Credit 0 0 0
430 Interest on Debt to Associated Companies 15,495 16,664 {1.169)
431  Other Interest Expense . 3,078 {3,405) 6,483
432  Allowance for Borrowed Funds Used During 0
Construction (3.377) {1,299) (2.078)
Net Interest Charges 86,310 94,732 1,578
Income Before Extracrdinary lems 132,518 171,459 (38,941)
Extraordinary ltems After Taxes 0 0 0

Net Income

$ 132,518 $ 171,459 $  (38.941)




Attachment II-D-1b
Page 10of 3

PPL Electric Utilities Corporation
Operating Statements
For the 12 Months Ended December 31, 2006 and 2007

Significant increases or decreases (in thousands of doliars} are attributed to the following:
Account 400 - Operating Revenues - $62,582

Residential Sales - $36,548 - The increase is weather related. Sales in 2006 were 2.4% less than budget
due to weather. The 2007 revenue is based on weather-normalized sales and modest sales growth.

Commercial Sales - ($5,516) - The decrease is weather related. Revenues in 2006 were greater than budget
due to high demand charges during the hot summer weather. The 2007 revenue is based on a weather-
normalized sales and includes modest sales growth,

Industrial Sales - $21,555 - The increase is based on assumed improvements in the economy, which
will bring industrial sales in line with the long-term trend.

Sales for Resale - ($11,985) - The decrease is primarily the result of fewer NUG transactions in 2007
compared to 2008.

Unbilled Revenue - Net - $7,345 - The increase is primarily due higher budgeted sales in December 2007
compared to actual sales in December 2008, which were under-budget as a result of mild weather.

Other Electric Revenue - $17,322 - The increase is primarily due to the over/undercollection of the
Transmission Service Charge (TSC). The 20086 revenue included the reversal of the 2005

TSC undercollection of $13.4 million which was being collected through customer rates.

The 2007 budget does not reflect the reversal of an accrual because the TSC overcollection in 2006
was less than $10,000.

Accounts 401 & 402 - Operating and Maintenance Expenses - $107,069

PPL Electric's budgeting process entails budgeting by category of expense, not by account.
However, the Company is providing, for the purpose of this filing, an allocation of budgeted operation
and maintenance expenses to accounts. This allocation is based primarily on the ratio of the

actual charges by account for the historic test year.

Following is a comparison of these expenses by category of expense:

2007 2006 Difference
Power Purchases $ 2108038 % 2031151 $ 76,887
Wages & Employee Benefits 117,957 121,387 {3,430)
Other Operating Costs 258,127 224 515 33,612
$ 2484122 § 2377053 § 107,069

Explanations of major changes in category of expense are:

Power Purchases - $76,887 - The increase is due to increased provider of last resort load as a result of
fewer customers shopping and higher customer usage. PPL Electric also incurred higher
ancillary service costs which were partially offset by fewer NUG power purchases.




Attachment |I-D-1b
Page 2 of 3

PPL Electric Utilities Corporation
Operating Statements
For the 12 Months Ended December 31, 2006 and 2007

Wages & Employee Benefits - ($3,430) - The decrease is due to the capital versus expense work ratio. The
2007 payroll budget inciudes a higher ratio of capital to expense work than incurred in 2008.

Other Operating Costs - $33,612 - Other Operating Costs are further segregated into the following
categories of expense:

2007 006 Difference
Employee Expenses $ 1,206 $ 1,555 § (349)
Vehicles & Equipment Use 7,740 11,032 (3,292)
Materials & Supplies 6,714 5,390 1,324
Printing & Office Supplies 475 523 (48)
Tree Trimming 28,064 25,570 2,494
Work by Qutsiders 44 669 55,163 (10,494)
Services 4545 4,513 32
Postage 5,483 5,472 21
Telephone & Leased Wires 4,004 3,601 403
Rents 8,477 8,515 (1,038)
Advertising 200 583 (383)
Uncollectible Accounts 24,657 23,7 866
Miscellanecus 19,724 (30,029) 49,753
PPL Electric Other Operating Costs 155,968 116,679 39,289
Affiliate Support 102,159 107,836 (5,677)
Fotal Other Operating Costs $ 258,127 $ 224515 % 33,612

Vehicles & Equipment Use ($3,292) - The decrease is primarily due to lower vehicle cost rates in 2007
compared to 2006 as a result of the 2006 buyout of leased equipment contracts.

Materials & Supplies $1,324 - The increase is primarily due to the 2006 return of unused material to inventory,
higher material and supplies budgeted in 20G7 for the repair of non-capital equipment, and
general price escalations.

Tree Trimming $2,494 - The increase is due to increased work in 2007 as a result of a 2006
assessment of reliability-based maintenance programs that identified the need to revise the tree trimming
cycle.

Work by Qutsiders ($10.494) - The decrease is due to a higher ratio of capital to expense work budgeted
in 2007 as compared to 2006.

Rent - {$1,038) - The decrease is primarily due to the buyout of various leased equipment contracts in 2008.

Miscellaneous $49.753 - The increase is primarily due to the ability to use $36 million of Black Lung Trust




Attachment il-D-1b
Page 3 of 3

PPL Electric Utilities Corporation
Operating Statements
For the 12 Months Ended December 31, 2006 and 2007

assets in 2006 to offset future benefit payments for retired miners medical costs. In addition, 2007 includes
costs for enhanced consumer education programs and other work not explicitly identified during the budget
process, such as unanticipated substation maintenance and increased vegetation management.

Affiliate Support ($5.677) - See the response to Question 1-D-8 of Exhibit Regs. §53.53, Part II-Primary
Statements of Rate Base and Operating Income, for the requested data.

Accounts 403 - 405 - Depreciation Expense & Amortization of Electric Plant - $13,984 - The increase
is primarily due to a full year of depreciation on assets placed in service during 2006 and
partial depreciation on assets budgeted to be placed in service during 2007.

Account 407 - Regulatory Debits (Credits), net - ($10,222) - The decrease is due primarily to the write-off
of the Hurricane Isabel deferred asset as a result of the Commonwealth Court of Pennsylvania order

that reversed the December 2003 PUC decision allowing PPL Electric recovery of these costs

over a 10-year period.

Account 408.1 - Taxes Other Than Income Taxes - $4,041 - The increase is due primarily to higher
gross receipts tax as a result of higher budgeted revenue in 2007.

Account 409.1 - Federal Income Taxes - ($9.872) - The decrease is due primarily to a higher income tax
expense recorded in 2006 related to tax reserves and prior year adjustments.

Account 409.1 - State Income Taxes - $4.668 - The increase is due primarily to income tax benefits
recorded in 2006 related to tax reserves, partially offset by higher income tax expense recorded in 2006
related to prior year adjustments and an intercompany tax gain.

Account 410.1 & 411.1 - Deferred Income Taxes - Federal & State - Net - ($16,714) - The decrease is
due primarily to deferred tax expense recorded on Schedule M adjustments in 2006 and not in 2007,
partially offset by deferred tax credits recorded in 2006 related to tax reserves and prior year adjustments.




Q.2

A2

11-D-2

Page 1 of 1

J.M. Kleha

D.A. Cunningham

Provide a summary of test year adjustments which sets forth the effect of
the adjustment upon the following: operating revenues, operating expenses,
taxes other than income taxes, operating income before income taxes, State
income tax, Federal income tax and income available for return. In addition,
test year adjustments shall be presented on the basis of the major account
categories set out at |I-D-1.

Schedule D-2 of Exhibit Future 1 provides a summary, by major account
categories, of test year adjustments claimed by PPL Electric.



Q.3.

A3

II-D-3

Page 1 of 1

J.M. Kleha

D.A. Cunningham

List and explain all nonrecurring or extraordinary expenses incurred in the
test year and all expenses included in the test year which do not occur
yearly but are of a nature that they do occur over an extended period of
years, for example, nonyearly maintenance programs, and the like.

Test year expenses that are non-recurring, extraordinary or do not occur
yearly, but over an extended period of years, are explained and adjusted in
Section D of Exhibit Future 1.




Q.4.

A4

II-D-4

Page 1 of 1

J.M. Kileha

D.A. Cunningham

As a separate item, list extraordinary property losses related to property
previously included in cost of service when the gain or loss on this property
has occurred or is likely to occur in the future test year. The proposed
ratemaking treatment of extraordinary gains and losses must also be
disclosed. Sufficient supporting data must be provided.

PPL Electric does not expect to incur any extraordinary gains or losses in

the future test year which are related to property previously included in its
allowed cost of service.



Q.5.

A5,

1-D-5

Page 1 of 1
J.M. Kleha

J.R. Schadt

Provide the amount of accumulated reserve for uncollectible accounts,
method and rate of accrual, amounts accrued and amounts written off in
each of the last 3 calendar years.

The provision for uncollectible accounts for any year is determined by
reviewing the projected-annual revenue, current reserve balance, current
receivable status, receivable trends, write-off trends and the projected
impact of future collection initiatives on the quality of receivables.

Attachment |I-D-5 presents the accumulated provision for uncollectible
accounts and the amounts written off for the years ended December 31,
2004, 2005 and 2006.



Balance December 31, 2003
Provision
Amounts Written Off
Balance December 31, 2004
Provision
Amounts Written Off
Balance December 31, 2005
Provision
Amounts Written Off

Balance December 31, 2006

PPL ELECTRIC UTILITIES CORPORATION

Accumulated Provision for Uncollectible Accounts

{Thousands of doflars)
Customers Other Property Damage Total
3 22,105 $ 389 ] 1,031 $ 23,525
21,200 343 650 22,193
(26,669) {537) (200) (27,406)
16,636 195 1,481 18,312
22,403 224 1,272 23,899
(21,140) (192) {759) (22,091}
17,899 227 1,994 20,120
23,729 18 1.075 24,822
(24,611) 104 (1,350) (25,857)
$ 17.017 $ 349 $ 1,719 3 19,085

S-Q-ll wawydeny

| jo | abeq



Q6.

AB.

II-D-6

Page 1 of 1

J.M. Kleha

D.A. Cunningham

Supply detailed calculations to support the total claim for rate case expense,
including supporting data for outside service rendered. Provide the items
comprising the estimated rate case expense claim for the current rate case.

Schedule D-6 of Exhibit Future 1 sets forth PPL Electric's claim for rate case
expense.



Q.7.

A7

I1-D-7
Page 1 of 1
J.R. Schadt

Submit schedules for the test year and for the 12-month period
immediately prior to the test year showing by major components, if
included in claimed test year expenses, the expenses incurred in each of
the following expense categories.

a)
b)
c)
d)

e)

f)

Miscellaneous general expenses, including account 930.

Outside service expenses.

Regulatory commission expenses.

Advertising expenses, including advertising engaged in by trade
associations whenever the utility has claimed a contribution to the
trade association as a ratemaking claim - provide explanation of
types and purposes of such advertising.

Research and development expenses - provide a listing of major
projects.

Charitable and civic contributions, by recipient and amount.

Explain major variances between the test year expenses and those
expenses for the prior 12-month period.

See the following attachments for the requested data and an explanation
of the major variances:

Attachment |l-D-7a - Miscellaneous general expenses, including
Account 930

Attachment 1I-D-7b - Outside service expenses

Attachment ll-D-7¢ - Regulatory commission expenses
Attachment |I-D-7d - Advertising expenses

Attachment [I-D-7e - Research and development expenses
Attachment |I-D-7f - Charitable and civic contributions



Attachment 11-D-7a

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Miscellaneous General Expenses - Account 930.2
Years ended December 31,
{Thousands of Dollars)

Line Increase
No. Expense 2007 2006 (Decrease)
1 Sustainable energy funding mandated in the $ 0 $ 2,782 $ (2,782)

PPUC order in PPL Electric's stranded cost filing

2 Environmental remediation expense 0 45 {45)

3 Environmental insurance settlements 0 (464) 464

4 Miscellaneous 437 227 210
5 TOTAL $ 437 $ 2590 $ (2,153)




Attachment lI-D-7b

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Outside Service Expenses
Years Ended December 31,
{Thousands of Dollars)
Line Increase
No. Service 2007 2006 {Decrease)
1 Legal services 5 163 3 170 $ (7)
2 Surety bond 55 57 (2)
3 Miscellaneous - less than $5,000 5 5 0
4 TOTAL $ 223 $ 232 $ {9)

PPL Electric budgets by expense type (payroll, materials, rents, etc.) and activity, not by

FERC account. Therefore, the test year projection in Account 923 - Outside Services Employed,
is based on an allocation. Each line item of detail is allocated based on the various charges to
Account 923 during the 12 months ended December 31, 2008.

See Filing Requirement 11-D-8 Charges by Affiliates for a listing of services provided by PPL Services
Corporation.



Attachment 11-D-7¢

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Regulatory Commission Expenses - Account 928
Years Ended December 31
{Thousands of Dollars)
Line Increase
No. Expense 2007 2006 {(Decrease)
1 PUC Annual Assessment 3 4,494 $ 4777 $ (283)
2 FERC Annual Charges 61 65 4

3 TOTAL $ 4,555 $ 4,842 $ (287)




Attachment II-D-7d

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Advertising Expenses
Years Ended December 31,
{Thousands of Dollars)
Line Increase
No. Description/Purpose 2007 2006 {Decrease)
1 Goodwill or institutional advertising $ 200 $ 476 $  (276)
2 Weather Relief Assistance Program {(WRAP) 0 8 (8)
3 Operation Help 0 18 (18)
4 Line and cable safety program 0 9 (9)
5 Economic Development - Demonstrations 0 67 (67)
and selling and miscellaneous
6 Miscellanecus 0 5 (5)
7 TOTAL $ 200 $ 583 $  (383)
Types of Advertising
8 Television $§ 200 $ 0 $ 200
9 Radio 0 49 (49)
10 Bill Inserts 0 18 (18)
11 Printed Media 0 516 {516)
12 TOTAL $ 200 $ 583 $ 383

Note: This schedule reflects only the costs of outside advertising expenses.

The amounts included above for goodwill or institutional advertising are charged to Account
913, Advertising expenses. These amounts have been excluded from cost of service and
are not reflected in customer rates.



Attachment [I-D-7e

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Research and Development Expenses
Years Ended December 31,
{Thousands of Dollars)

Line Increase
No. Project 2007 2006 (Decrease)
1 Annual membership to EPRI, an $ 208 $ 106 $ 102

independent, nonprofit, R&D service
organization
2 EPRI Solutions Maintenance 0 24 (24)

Optimizaticn & Industry Best
Practices Workshop

3 TOTAL $ 208 $ 130 $ 78




Attachment II-D-7f

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Charitable and Civic Contributions - Account 426.1
Years Ended December 31,
{Thousands of Dollars)

Line Increase
No. Recipient 2007 2006 {Decrease)

1 Operation Help 5 700 $ 282 $ 418

2 Other - each less than $5,000 0 1 (1)

3 TOTAL $ 700 $ 283 $ 417

Note: Charitable and civic contributions are charged to 'Other income and (deductions),’ Account 426.1,
and not to operating expense. Therefore, contributions of this type are not reflected in customer rates.



Q.8.

A.8.

iI-D-8
Page 1 of 3
J.R. Schadt

Provide an analysis by function of charges by affiliates, for the test year and the
12-month period immediately prior to the test year, for services rendered
included in the operating expenses of the filing company. Explain the nature of
the service and the basis on which charges or allocations are made, including a
copy of applicable contract. Also, explain major variances between the charges
for the test year and the corresponding charges for the prior 12-month period.

PPL Services Corporation (“PPL Services"), formed on July 1, 2000 as the
result of a PPL Corporation realignment, provides various administrative and
general services for PPL Electric Utilities and the other affiliates of PPL
Corporation. Providing and charging for these services is based on an
agreement dated April 27, 1995, by and between PPL Resources, Inc. (now .
PPL Corporation) including its subsidiaries, and Pennsylvania Power & Light
Company (now PPL Electric). Attachment [I-D-8a is a copy of that agreement.
Services are provided in two basic forms - Direct Support and Indirect Support.
Direct Support is defined as a distinct product or service, which can be readily
identified as being incurred for a specific affiliate, or group of affiliates,
accounted for, and monitored as direct support. Any allocation to a specific
affiliate of Direct Support is based on product/service unit pricing, or specific
and identifiable cost accumulation and transfer. Indirect Support represents
general and administrative support that generally benefits all PPL Corporation
subsidiaries and cannot be readily identified as being incurred for a specific
affiliate. Allocation of indirect support is based on a muiti-factor allocation
guidelines recommended by the PUC and described in Attachment 11-D-8b.

Listed below are departments/affiliates that provide services to PPL Electric.

o Information Services Department (ISD) — provides Information Technology,
computer hardware and software, and telecommunications support. Direct
Support fees are assessed based on the cost of the service provided.

s External Affairs — coordinates government relations activities and provides
corporate communications functions such as media and public relations
services, and strategic and employee communications. Also directs
community and economic development activities and real estate support.
Direct charges to clients are based on actual costs accumulated for specific
services rendered.

* Human Resources (HR) — provides for the acquisition and departure of
personnel, performance management, consulting, technical training,
compensation and benefits programs, medical screening, and labor
relations. In addition, safety training, safety program evaluation and
inspections, accident/incident investigation, and regulatory
compliance/consultation are provided.

» Environmental Management — provides technical support & waste
management system training, corporate liability & remediation management,
systems & program development, policy & direction and auditing &
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compliance services.

» Financial Department — provides accounting services, corporate
disbursements, pension plan services, insurance, credit and receipts.

e Supply Chain - provides material management services — acquisition and
handling.

o Office of General Counsel — provides legal services. Direct charges to

clients are based on actual cost accumulated for specific services rendered.

¢ Risk Management — provides support for energy acquisition and
management.

s Auditing — provides assessments, consultative services, and investigations.
s Facilities Management — provides building management services.

o PPLSolutions — provides energy load scheduling, reconciliation services,
and administrative services associated with alternative energy suppliers
within PPL Electric's service territory.

Support to PPL Electric
Operating Expense
{Millions of Dollars)

2006 2007
Business Line
Information Services Department $ 325 $ 267
External Affairs 1.6 1.8
Human Resources 8.0 7.0
Environmental Management 0.4 0.4
Financial Department 4.7 5.2
Supply Chain 1.9 1.1
Office of General Counsel 6.8 5.5
Risk Management 0.3 0.3
Auditing 0.2 0.3
Facilities Management 14.2 156.4
PPLSolutions 1.2 1.3
Total Direct Support $ 71.8 $ 65.0
Total Indirect Support 36.0 37.0
Total Support $ 107.8 $ 102.0

Major variances between the test year and the 12-month prior period are as
follows.
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The Information Services Department (ISD) variance is due to an overall
reduction of ISD O&M costs resulting from PPL Corporation’s buy-out of the
corporate master lease. Formerly leased computer and telephone
equipment was capitalized, resulting in a reduction of ieased equipment
expense.

The Human Resources (HR) variance is due to the distribution of charges
(expense vs. capital) to PPL Electric's Field Services work group. Support
group charges to Field Services are applied in a manner consistent with the
work being performed by Field Services. Although total HR support charges
are approximately the same in 2007 and 2006, the 2007 projection contains
a higher percentage of charges applied to capital versus expense projects.

The Office of General Counsel (OGC) variance is due to the anticipated
workload in 2007. Support from OGC is a mix of internal and external
support.

The Facilities Management variance is due to: 1) a general inflationary
increase in expenses, such as wages, benefits, materials and supplies; and
2) a minor adjustment in support costs allocations based on a 2006 review
of all building occupancies.

The indirect cost allocation variance is the result of the 2007 budget
containing a full year premium for the new storm insurance policy, which
began mid-year 2006, partially offset by overall lower indirect cost
allocations to PPL Electric Utilities.



.
o

Attachment i-D-8a
Page 1 of 5

Services Agreement

Thi;ls Agreément is made as of April 27, 1995, by and between PP&L
Resources, Inc., a Pennsylvania corpt;:ration ("Resources”), and Pennsylvania Power
& Light Company, a Pennsylvania corporation (“PP&L").

WHEREAS, Resources, under its Articles of Incorporation, méy eﬁgage
in any lawful act oonoer.ning any lawful business for which corporations r;lay be
incorporated under the Pennsylvania Business Corporation Law and was formed for
the purpose of separating PP&L’s regulated and unregulated business ac:tivities; and

WHEREAS, PP&L is a subsidiary of Resources and is engaged in
providing electﬁb utility service to customers in portions of central eastern Pennsyl-
vania subject to regillation by the Pennsylivania Public Utility Commission; and
| WHEREAS, Resources and PP&L each possess knowledge and skill in
various asbects of business operations; and

WHEREAS, the provision of certain services between Resources and
PP&L will enable the parties to obtain these services effectively anﬁ efficiently; and

WHEREAS, Resources desires to procure services from PP&L on a
non-exclusive basis, and PP&L is willing to provide these services; and

WHEREAS, PP&L desires to procure services from Resources on a
non-exclusive basis; and Resources is willing to provide these services;

NOW, THEREFORE, in consideration of the agreements set fonh.

herein and intending to be legally bound hereby, Resources and PP&L agree as

.) follows:
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A. Services

1. Resourégs agrees to provide, on an as-available basis, such
sen.lices as may from time to time be requested by PP&L. These services may
include any services necessary and appropriate to the safe, efficient and cost effec-
tive operation of PP&L's business, including but not limited to, executive manage-
ment, administration, accounting, ﬁnénce. legal, communications.‘burchasing. billing,
information systems, corporate secretarial, human resources, insurance and other
similar types of services,

2. PP&l agreesto provide.-on an as-available basis, such services as
may from time to time be requested by Resources. These services may include any
services; necessary and appropriate to tﬁe safe, efficient and cost effective operation
of Resources’ business, including but not limited to, executive management, admini-
stration, accounting, finance, legal, cor_nmunications, pufchasing, billing, information
systems, corporate secretarial, human resources, insurance and other similar types
of services.

3. Resources and PP&L. may request services of this nature from time'
to time on an as-needed basis. Neither Resources nor PP&L is under any obligation
to procure a set amount of services pursuant to this Agreement. In addition, neithér
Resources nor PP&L is obligated to procure thesé types of services solely from the
other party to this Agreement. !f they so desire, Resources and PP&L may procure

these or similar services from third-party providers.
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B. Costs and Accounting
1. Services prdvided pursuant to Section A of this Agreement are to be
charged to the recipient at their full cost to the provider.
a. Direct Costs
If costs can be determined with reasonable certainty, these costs
will be éssumed to be the direct and full costs of providing the serlvices' at issue.
b, Indirect Costs
'Costs shall include applicable indirect costs such as overhead, to
the extent that such costs can be calculated with reasonable certainty and are readily

ascertainable. For example, costs associated with an individual's time may include a

| component for additional, related costs, as appropriate (e.g., applicable employee -

benefit costs).
c. Allocation
If charges cannot be directly assignéd to one party, they will be
aliocated between the parties based on a reasonable approximation of the costs
attributable to each party. |
2. All costs incurred by the providing party shall be determined in
accordance with generally accepted accounting principles and shall include reaso-n-

able indirect costs, including overhead, as set forth in Section A of this Agreement.
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C. Billing and Payment
1. ;rhe party providing services under Section A of this Agreement
shall submit invoices on a monthly or more frequent basis to the party receiving such
services. Such invoices shall reference the service provided and the associated -
co;.sts,'which shall be determined in accordance with Section B of this Agreement.
2. Invoices shall bé due and payable within sixty (60) days after
receipt.
D. General _
1. Subsidiary Paricipation
“Resources” as used in this Agreement includes all subsidiary and
affiliated companies of PP&L Resources, Inc.-other than PP&L and its_subsidiaries. -
2. Jem
The term of this Agreement shall commence on the date first set
forth above or the date on which the Pénnsylvania Public Utility Commission.
approves this AQreement, whichever is later. The@aﬂer. this Agreement shall
continue in full force and effect until terminated by either of the parties upon 15 days’
written notice to the other party of its election to do so. | |
3. Governing Law
This Agreement shall be governed by and construed in accordance

with the laws of the Commonwealth of Pennsylvania.
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IN WITNESS WHEREOF, the parties have executed this Agreement as

set forth below.

PP&L RESOURCES, INC.

By * /Z‘é«.fy &—j

Robert J. Grey” J
Vice President, General Counsei

and Secretary

PENNSYLVANIA POWER & LIGHT
COMPANY

o LA C—~

Robert J. Grey”  /
Vice President, Gerfral Counsel

and Secretary
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INDIRECT COST ALLOCATION
METHODOLOGY AND PROCEDURES FOR 2006 AND 2007

In May 2002, the PUC issued its Focused Management and Operations Audit Report on
PPL Electric and PPL Gas Utilities Corporation's utility subsidiaries. As part of that
report, the PUC recommended a change to the 2002 PPL Corporation method of
allocating indirect costs from PPL Service Co. (Service Co.) and PPL Corp. (PPL). The
allocation method used through December 31, 2002 was a single factor allocation
method using Invested Capital to determine the portion of indirect costs to be allocated
to subsidiaries of PPL. Additionally, this method also determined if any of the indirect
costs should not be allocated to a particular subsidiary or subsidiaries if the subsidiary
or subsidiaries did not receive a benefit from the processes incurring those costs. The
PUC, however, indicated that a single factor indirect cost allocation method was not
appropriate, aithough the PUC did agree that excluding certain subsidiaries from certain
indirect cost allocations was appropriate.

in its audit, the PUC recommended that support costs be allocated using a three-factor
methodology. The PUC recommended that the three-factor methodology should
contain an employee or payroll factor, an asset or investment factor, and an operation
and maintenance expense factor. Effective January 2003, PPL accepted the PUC's
recommended three-factor method.

The three-factor allocation methodology results in a reasonable allocation of indirect
costs to all subsidiaries of PPL. Because these subsidiaries are involved in several
businesses, they may have disproportionate amounts of invested capital, operation and
maintenance expenses and employees, when compared to other PPL subsidiaries.
Through the three-factor allocation methodology, all subsidiaries that comprise a
material proportion of PPL, as measured by either invested capital, operation and
maintenance expenses, or employees, will receive an equitable proportion of the
indirect cost allocation.

CALCULATION OF THE MULTI - FACTOR INDIRECT COST ALLOCATION

1. The first factor calculates each subsidiary's proportion of invested capital relative to
its affiliates. For this calculation, invested capita! includes all of the following
components of invested capital for subsidiaries (Short Term Debt, Long Term Debt
Due in One Year, Long Term Debt, Minority Interest, Company Obligated Preferred
Stock, Preferred Stock and Preference Stock, and Common Equity) that are added
together and allocated by each subsidiary's relative Invested Capital as compared to
its affiliates.

2. The second and third factors calculate each subsidiary's proportion of operation and
maintenance expenses and number of employees relative to its affiliates. For these
factors, the methodology generally is the same as for Invested Capital. Each
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subsidiary's data is summed and aliocated by each subsidiary's relative operation
and maintenance and employee data as compared to its affiliates.

PPL determined that each of the three factors was equal in importance and,
therefore, the sum of the three was divided by three to obtain the average multi-
factor allocation % for each subsidiary. For simplicity, and to reduce immaterial
allocations, subsidiaries with a multi-factor average allocation rate of less than 1%
are identified and do not receive an allocation. To be equitable to PPL's regulated
businesses, excess %’s due to not allocating to subsidiaries with an average multi-
factor rate of less than 1% will be charged to the unregulated affiliates.

EXCLUDING THE ALLOCATION OF CERTAIN INDIRECT COSTS TO AFFILIATES

THAT DO NOT BENEFIT FROM THOSE COSTS

1.

Each Support Group analyzed its indirect costs to determine which PPL subsidiaries
receive a significant portion of its services. Those services and related costs are
isolated from other indirect costs to ensure that the PPL subsidiaries that receive a
benefit from the costs are allocated costs applicable to those services. Support
Groups identified either specific costs to be included or identified an appropriate %
of services that should be included based on the operation and the expenses
incurred.

After the Service Groups determined which PPL subsidiaries benefit from their
services, Financial Planning calculated the allocation rate for each Support Group.
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Prepare a detailed schedule for the test year showing types of social
and service organization memberships paid for, the cost thereof, the
accounting treatment and whether included in claimed test year
expenses.

PPL Electric does not include membership dues for social and service
organizations in the test year expenses. These types of expenses are
recorded in Account 426.



Q.10.

A.10.

Note:

1I-D-10
Page 1 of 2
J.R. Schadt

Provide the following payroll and employee benefit data—regular and overtime—
separately for the test year and for the 12-month period immediately prior to the
test year:

a)

b)

c)

d)

The average and year-end number of employees and the unadjusted
annual payroll expense and employee benefit expense associated with
union personnel.

The average and year-end number of employees and the unadjusted
annual payroll expense and employee benefit expense associated with
nonunion personnel.

The average and year-end number of employees and the unadjusted
annual payroll expense and employee benefit expense associated with
management employees, if different than b.

A summary of the wage rate, salary and employee benefit changes granted
or to be granted during the year.

The claimed test year payroll expense and employee benefit expense.
The percentage of payroll expense and employee benefit expense
applicable to operation and maintenance expenses and the basis thereof.

The following is the requested data:

a.

Years Ended December

2007 2006
Union Personnel . ($000) ($000)
Average Number of Employees 1,709 1,680
Year-end Number of Employees 1,697 1,653

Payroll Costs

Normai $ 88835 % 74,735

Overtime $ 14,099 $ 16,230
Benefit Costs $ 38,809 % 33,896
Non-Union Personnel
Average Number of Employees 438 468
Year-end Number of Employees 438 456
Payroll Costs

Normal $ 33347 § 31,336

Overtime $ 513 § 1,514
Benefit Costs $ 9946 $ 9,442

Benefit costs allocated based on Average Number of Employees because costs are
basically the same for both Union and Non-Union personnel.
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c. Sameasb.

Years Ended December

—— 2007 2006
d. Wage Rate ($000) ($000)
Union
Rate 3.35% 3.35%
Annual Effect $ 3337 §$ 2,949
Non-Union
Rate 3.5% 3.5%
Annual Effect $ 1,145 $ 1,111

Benefit Changes - Benefits basically remain unchanged, other than the cost of providing them

to employees.

e. Claimed for Test Year

Payroll Expense $ 86,524

Benefit Expense $ 31,433
f. Percent Applicable to O&M

Payroll Expense 63.3%

Benefit Expense 64.5%

$ 88,415
$ 31,972
72.2%
73.8%

The charge to expense is based on activities performed or expected to be performed during

the applicable years.
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Describe costs relative to leasing equipment, including computer rentals,
and office space, including terms and conditions of the leases. State method
for calculating monthly or annual payments.

As of December 31, 2006, PPL Electric had numerous short-term leases for

rental of miscellaneous equipment from various vendors. For 2006, these
payments were $924,000.
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Submit a statement of past and anticipated changes, since the previous rate
case, in major accounting procedures, explain any differences between the
basis or procedure used in allocations of revenues, expenses, depreciation
and taxes in the current rate case and that used in the prior rate cases, and
list all internal and independent audit reports for the most recent 2 year
period.

Attachment II-D-12a provides a list of major accounting changes since PPL

Electric’'s most recent base rate case. Attachment II-D-12b provides a list of
internal audits performed for PPL Electric in 2005 and 2006. Attachment |I-

D-12c provides a list of third-party audits performed for PPL Electric in 2005
and 2006. No audits have been performed year-to-date 2007.
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Accounting Changes Since PPL Electric Utilities Corporation’s Last Base Rate Case
2004

s in March 2004, PPL Electric Utilities Corporation {PPL Electric) filed a proposed distribution
rate increase of $164 million {(subsequently amended to $160 million) and, at the same time,
notified the Pennsylvania Public Utility Commission (PUC) of an estimated increase in
transmission service charges of $57 million. In December 2004, the PUC entered its order
granting PPL Electric a distribution rate increase of $137 million and approving PPL Electric's
proposed mechanism for collecting all transmission service-related charges.

» PPL Electric deferred storm restoration costs associated with the September 2003 Hurricane
Isabel in accordance with the PUC declaratory order of January 2004. Based on the
December 2004 order mentioned above, the remaining costs were being recovered through
customer distribution rates and were being amortized over ten years beginning on January 1,
2005. See the 2006 section of this attachment for the Commonwealth Court of Pennsylvania
decision which overturned the PUC decision allowing for the recovery of these costs.

* In March 2004, the Financial Accounting Standards Board {(FASB) ratified Emerging Issues
Task Force (EITF) Issue 03-16, "Accounting for Investments in Limited Liability Companies.”
EITF Issue 03-16 provides that an investment in a limited liability company (LLC) that maintains
a specific ownership account for each investor should be viewed similarly to an investmentin a
limited partnership for purposes of determining whether a non-controlling interest in the LLC
should be accounted for using the cost or equity method. EITF Issue 03-16 is effective for
reporting periods beginning after June 15, 2004, and is required to be applied as a change in
accounting principle with a cumulative effect adjustment reflected in the pericd of adoption.

PPL Electric adopted EITF Issue 03-16 effective July 1, 2004. The adoption did not have a
material impact on the results of PPL Electric.

e In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of
2003 (the Act) was signed into law. The Act introduces a prescription drug benefit under
Medicare and also provides for a federal subsidy to sponsors of retiree health care benefit
plans that provide an actuarially equivalent level of prescription drug benefits. The subsidy
would be 28% of eligible drug costs for retirees that are over age 65 and covered under the
other postretirement benefit plan.

In May 2004, the FASB issued FASB Staff Position (FSP) FAS 106-2, "Accounting and
Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and
Modernization Act of 2003," which provides the final accounting guidance related to the Act.
The adoption of FSP FAS 106-2 in 2004 did not have a material impact on the financial
statements of PPL Electric.

2005

« in January 2005, severe ice storms hit PPL Electric's service territory. The total cost of
restoring service, excluding capitalized cost and reguiar payroll expenses, was $16 million.
In August 2005, the PUC issued an order granting PPL Electric's petition for authority to defer
and amortize for regulatory accounting and reporting purposes a portion of these storm costs
subject to certain conditions. As a result of the PUC Order and in accordance with SFAS 71,
PPL Electric deferred $12 million of its previously expensed storm costs. The ratemaking
treatment of these costs will be addressed in this distribution base rate case,

« In March 2005, the FASB issued Interpretation No. 47, "Accounting for Conditional Asset
Retirement Obligations, an Interpretation of FASB Statement No. 143." FIN 47 clarifies that
an entity is required to recognize a liability for the fair value of a conditional asset retirement
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obligation when incurred if the liability's fair value can be reasonably estimated. FIN 47 also
clarifies when an entity would be expected to have sufficient information to reasonably
estimate the fair value of an asset retirement obligation. PPL Electric adopted FIN 47
effective December 31, 2005. The adoption of the standard had no impact on PPL Electric.

2006

» In August 2006, the Commonweaith Court of Pennsylvania overturned the PUC's decision of
December 2004 that previously allowed PPL Electric to recover, over a 10-year period,
restoration costs incurred in connection with Hurricane Isabel, which occurred in September
2003. As aresult of the PUC's 2004 decision and in accordance with SFAS 71, PPL Electric
had established a regulatory asset for the restoration costs. Effective January 1, 2005, PPL
Electric began billing these costs to customers and amortizing the regulatory asset. The
Commonwealth Court denied recovery of these costs because they were incurred when PPL
Electric was subject to capped rates for transmission and distribution services, which
extended through December 31, 2004. As a result of the Court's decision, PPL Electric
recorded a charge to income, reversed the remaining unamortized regulatory asset and
recorded a regulatory liability for restoration costs previously billed to customers from
January 1, 2005 through December 1, 2006.

e In April 2006, the FASB issued FSP No. FIN 46{R})-6, "Determining the Variability to Be
Considered in Applying FASB Interpretation No. 46(R)." FSP No. FIN 46(R)-6 provides that
the variability to be considered in applying FIN 46 (revised December 2003), "Consolidation
of Variable Interest Entities, an Interpretation of ARB 51," (FIN 46(R)) should be based on the
design of the entity involved. PPL Electric adopted FSP No. FIN 46(R)-6 effective July 1,
2006. PPL Electric did not elect to apply retrospective application to any period prior to the
date of adoption. The initial adoption of FSP No. FIN 46(R)-6 did not have an impact on PPL
Electric. However, the impact in periods subsequent to adoption could be material.

+ In September 2006, the SEC staff issued SAB No. 108, "Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements." SAB
108 addresses the observed diversity in the quantification of financial statement
misstatements and the potential, under current practice, for the build-up of improper amounts
on the balance sheet.

The two most commonly used methods cited by the SEC for quantifying the effect of financial
statement misstatements are the "roll-over" and "iron-curtain” methods. The roll-over method
quantifies a misstatement based on the amount of the error originating in the current-year
income statement. This method ignores the effects of correcting the portion of the current-
year balance sheet misstatement that originated in prior years. Conversely, the iron-curtain
method quantifies a misstatement based on the effects of correcting the misstatement
existing in the balance sheet at the end of the current year, regardless of the misstatement's
year(s) of origin.

In SAB 108, the SEC requires a dual appreach combining the roll-over method and the iran-
curtain method. The dual approach requires quantification of financial statement errors
based on the effects of the error on each of the company's financial statements and the
related financial statement disclosures.

SAB 108 permits registrants to initially apply its provisions either by (i) restating prior financial
statements as if the dual approach had always been used or (ii) recording the cumulative
effect of initially applying the dual approach as adjustments to the carrying values of assets
and liabilities as of January 1, 20086, with an offsetting adjustment recorded to the opening
balance of retained earnings. Use of the cumulative effect transition method requires
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detailed disclosure of the nature and amount of each individual error being corrected through
the cumulative adjustment and how and when it arose.

PPL Electric adopted SAB 108 effective December 31, 2006. PPL Electric previously utilized
the dual approach when quantifying the impact of identified errors. Therefore, the adoption of
SAB 108 did not have a material impact on PPL Electric.

in December 2004, the FASB issued SFAS 123 (revised 2004), "Share-Based Payment,™
which is known as SFAS 123(R) and replaces SFAS 123, "Accounting for Stock-Based
Compensation,” as amended by SFAS 148, "Accounting for Stock-Based Compensation-
Transition and Disclosure." Among other things, SFAS 123(R) eliminates the alternative to
use the intrinsic value method of accounting for stock-based compensation. SFAS 123(R)
requires public entities to recognize compensation expense for awards of equity instruments
to employees based on the grant-date fair value of the awards. PPL Corporation (PPL) and
its subsidiaries adopted SFAS 123(R) effective January 1, 2006. PPL and its subsidiaries
applied the modified prospective application transition method of adoption. Under this
application, entities must recognize compensation expense based on the grant-date fair value
for new awards granted or modified after the effective date and for unvested awards
outstanding on the effective date. The adoption of SFAS 123(R) did not have a material
impact on PPL and its subsidiaries, since PPL and its subsidiaries adopted the fair value
method of accounting for stock-based compensation, as described by SFAS 123, effective
January 1, 2003,

Although PPL Electric does not directly sponsor any pension or other postretirement benefit
plans, it is allocated a portion of the liabilities and costs of plans sponsored by PPL Services
Corporation (PPL Services) based on participation in those plans. PPL Electric adopted the
recognition and measurement date provisions of SFAS 158, "Employers' Accounting for
Defined Benefit Pension and Other Postretirement Plans," effective December 31, 2006.

SFAS 158 requires an SEC registrant that sponsors a defined benefit plan{s} to: (i) record an
asset or liability to recognize the funded status of the plan(s) in its consolidated balance sheet
using a measurement date that corresponds with its fiscal year end, and for a registrant's
consolidated subsidiary, the date that is used to consolidate the subsidiary, (ii) recognize in
other comprehensive income, net of tax, gains and losses and prior service costs and credits,
that arise during the period, but currently are not recognized as a component of net periodic
benefit cost, (iii) amortize gains and losses, prior service costs and credits, and transition
assets or obligations recorded in accumutated other comprehensive income to net periodic
benefit cost, and (iv) provide additional disclosures of, among other things, items deferred in
accumulated other comprehensive income. in accordance with SFAS 158, accounting and
related disclosures for 2005 were not affected by the adoption of the new standard. SFAS
158 did not change how pensions and other postretirement benefits are accounted for and
reported in the Statement of Income.

To record its allocated share of PPL Services’ pension and other postretirement benefit
plans, PPL Electric increased its liabilities associated with these plans by $61 million and
established a regulatory asset of $61 millicn. This regulatory asset does not represent a
cash expenditure already incurred, consequently, this asset is not earning a current return.
This regulatory asset represents the costs that would have otherwise been recorded to other
comprehensive income in accordance with SFAS 158. In accordance with SFAS 87 and
SFAS 106, these costs will be recognized in future periods as part of net periodic pension
and other postretirement benefit costs.

fn February 20086, the FASB issued SFAS 155, "Accounting for Certain Hybrid Financial
Instruments, an amendment of FASB Statements No. 133 and 140." Among other things,
SFAS 155 addresses certain accounting issues surrounding securitized financial assets and
hybrid financial instruments with embedded derivatives that require bifurcation. PPL Electric
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adopted SFAS 155 effective January 1, 2007, The initia! adoption did not have an impact on
PPL. Electric,

In July 2008, the FASB issued FIN 48, "Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109.” FIN 48 requires an entity to evaluate its tax
positions following a two-step process. The first step requires an entity to determine whether,
based on the technical merits supporting a particular tax position, it is more likely than not
(greater than a 50 percent chance) that the tax position will be sustained. This determination
assumes that the relevant taxing authority will examine the tax position and is aware of all the
relevant facts surrounding the tax position. The second step requires an entity to recognize
in the financial statements the benefit of a tax position that meets the more-likely-than-not
recognition criterion. The measurement of the benefit equals the largest amount of benefit
that has a likelihood of realization, upon ultimate settlement, that exceeds 50 percent. If the
more-likely-than-not threshold is unmet, it is inappropriate to recognize the tax benefits
associated with the tax position. FIN 48 also provides guidance on derecognition of
previously recognized tax benefits, classification, interest and penalties, accounting in interim
periods, disclosure and transition.

PPL Electric adopted FIN 48 effective January 1, 2007. The adoption will resuit in the
recognition of a cumuiative effect adjustment to the opening balance of retained earnings for
that fiscal year.

The primary impact of the adoption of FIN 48 is expected to be a reclassification between
current liabilities and noncurrent fiabilities. PPL Electric currently estimates that current
liabitities will decrease and noncurrent liabilities will increase between $10-25 miliion.

The cumulative effect adjustment, as well as the remaining impact of the adoption, is not
expected to be material.

In addition to the Balance Sheet impacts, PPL Electric expects that the adoption of FIN 48
will result in greater volatility in its effective tax rate. PPL Electric does not expect that the
adoption of FIN 48 will result in an inability to comply with financial covenants under its debt
agreements.

In September 2006, the FASB issued SFAS 157, "Fair Value Measurements." SFAS 157
provides a definition of fair value, as well as a framework for measuring fair value. In
addition, SFAS 157 expands the fair value measurement disclosure requirements of other
accounting pronouncements to require, among other things, disclosure of the methods and
assumptions used to measure fair value, as well as the earnings impact of certain fair value
measurement techniques. SFAS 157 does not expand the use of fair value in existing
accounting pronouncements. PPL Electric will adopt the provisions of SFAS 157
prospectively, except for financial instruments that were previously measured at fair value in
accordance with footnote 3 of EITF Issue No. 02-3, “Issues Involved in Accounting for
Derivative Contracts Held for Trading Purposes and Coniracts Involved in Energy Trading
and Risk Management Activities," which require retrospective application. PPL Electric must
adopt SFAS 157 no later than January 1, 2008. PPL Electric is in the process of evaluating
the impact of adapting SFAS 157. The potential impact of adoption is not yet determinable,
but it could be material.

In February 2007, the FASB issued SFAS 159, "The Fair Value Option for Financial Assets
and Financial Liabilities—including an amendment of FASB Statement No. 115." SFAS 159
provides entities with an option to measure, upon adoption of this pronouncement and at
specified election dates, certain financial assets and liabilities at fair value, including
available-for-sale and held-to-maturity securities, as well as other eligible items. The fair
value option (i) may be applied on an instrument by instrument basis, with a few exceptions,
(ii) is irrevocable (unless a new election date occurs), and (iii) is applied te an entire



Attachment lI-D-12a
Page5of5

instrument not to only specified risks, cash flows, or portions of that instrument. An entity
shall report unrealized gains and losses on items for which the fair value option has been
elected in its earnings at each subsequent reporting date.

SFAS 159 also establishes presentation and disclosure requirements designed to facilitate
comparisens between similar assets and liabilities measured using different attributes. Upon
adoption of SFAS 158, an entity may elect the fair value option for eligible items that exist at
that date, and shall report the effect of the first remeasurement to fair value as a cumulative-
effect adjustment to the opening balance of retained earnings.

PPL Electric must adopt SFAS 159 no later than January 1, 2008. Early adoption is
permitted as of January 1, 2007 for PPL Electric provided that it (i) has not issued interim
financial statements for 2007 and chooses to early adopt SFAS 159 on or before April 30,
2007, and (ii) also elects to apply the provisions of Statement 157.

PPL Electric is in the process of evaluating the impact of adopting SFAS 159. The potential
impact of adoption is not yet determinable, but it could be material.
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Lisi tmg of Internal Audits

Performedl for PPL. Electric Utilities Corporatlon |
January 1, 2005 through December 31, 2006

1
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PPL
Corporate Audit Services
INTERNAL AUDITING REPORTS ISSUED
Audit
Reference Date
Number Issued Title
) 2005

130-05 3-14-05 Customer Service System (CSS) Billing Controls

138-05 4-6-05 Transportation Services Department — Local Purchases

136-05 6-8-05 Assessment of Work Management System (WMS) Accounting
127-05 6-27-05 FERC Order 2004

137-05 6-27-05 Provider of Last Resort (POLR) Load Forecasting Process

146-05 8-18-05 Assessment of FfPL Elect_rlc Qtllltles Implementation of PUC Chapter

14 - Winter Service Terminations
146-05 9-13-05 Addendum to Report - Assessment of PPL Electric Utilities'
Implementation of PUC Chapter 14 - Winter Service Terminations

145-05 9.29-05 Assessment of Drug and Alcohol Testing Program

132-05 12-27-05 PPL Electric Utilittes (PPLEU) Distribution Tree Trimming Process
142-05 12-28-05 Review of PPL Electric Utilities' Pole Attachment Fees

147-05 12-29-05 Automated Meter Reading (MAR) Data Processing Review
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148-06 6-7-06 PPL Electric Utilities-Field Services' Performance Metrics

150-06 6-22-06 g:\?ae;:;e{]é ;)E) I)DPL Electric Utilities' (PPLEU) Electronic Facilities
160-06 9-27-06 PPLEU Universal Service Programs

157-06 10-4-06 PPL Electric Utilities' {PPLEU) Winter Service Termination Process

Department of Transportation (DOT) Drug and Alcohol Testing

163-06 10-4-06
Process
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Listing of Third-Party Audits

Performed for PPL Electric Utilities Corporation
January 1, 2005 through December 31, 2006
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PPL
Corporate Audit Services

THIRD-PARTY AUDITS

u 2005 -

|

" FINANCIAL AUDITS

Performed By
Description

PricewaterhouseCoopers LLP

* Audit of the Financial Statements of Operation Help for the year ended December 31, 2003

e Audit of the Financial Statements of PPL Electric Utilities Corporation for the year ended December
31, 2004

» Audit of the Financial Statements of PPL Electric Utilities Corporation's FERC Form 1 filing for year
ended December 31, 2004

e Audit of the Financial Statements of PPL Transition Bond Company, LLC for the year ended
December 31, 2004

e Audit of the Financial Statements of Operation Help for the year ended December 31, 2004

REGUEATORY COMPLIANCE AUDITS -

Performed By
Description

Federal Energy Regulatory Commission
s Audit of PPL Electric Utilities Corporation 2002 FERC Form No. 1

PaPUC
» Audit of the Competitive Transition Charge (CTC) for year ended December 31, 2003
e Follow-up of 2002 PaPUC Focus Management and Operations Audit

Pennsylvania Department of Revenue
e Audit of PPL Electric Utilities Corporation 2001 and 2002 Corporate Income Tax/Capital Stock Tax

Reports

« Audit of PPL Electric Utilities Corporation's Sales and Use Tax for the period 6/1/1995 through
12/31/1998

« Audit of PPL Electric Utilities Corporation’s Sales and Use Tax Return for the period 1/1/99 through
6/30/2000

Audit of the Competitive Transition Charge (CTC) for year ended December 31, 2003
Follow-up of 2002 PaPUC Management Audit of PPL Electric




Attachment 1I-D-12¢
Page 3 of 3

. FINANCIAL AUDITS

Performed By
Description

PricewaterhouseCoopers LLP

« Audit of the Financial Statements of Operation Help for the year ended December 31, 2004

= Audit of the Fipancial Statements of PPL Electric Utilities Corporation for the year ended December
31, 2005

« Audit of the Financial Statements of PPL Transition Bond Company, LLC for the year ended
December 31, 2005

» Audit of the Financial Statements of Operation Help for the year ended December 31, 2005

* Audit of the Financial Statements of PPL Electric Utilities Corporation FERC Form 1 filing for the
year ended December 31, 2005

+ Re-issue of an audit report on the Financial Statements included in PPL Electric Utilities
Corporation's 2005 FERC Form 1 filing

* Re-issue of an audit report on the Financial Statements included in PPL Electric Utilities
Corporation's 2002-2004 FERC Form 1 filing

REGULUATORY COMPLIANCE AUDITS ’
Performed By
Description

. Federal Energy Regulatory Commission (FERC)
e A review of PPL Electric Utilities Corporation's 2002 FERC Form No. 1

PaPUC .

+ Audit of the Competitive Transition Charge for year ended December 31, 2003

« Follow-up of 2002 PaPUC Management Audit of PPL Electric

+ Audit of the Competitive Transition Charge for year ended December 31, 2003

» Audit of the Competitive Transition Charge for years ended December 31, 2002 and December 31,

2004

Securities and Exchange Commission (SEC)
» Audit of PPL Corporation and PPL Electric Utilities Corporation Form 10-K for year ending

December 31, 2005

Pennsylvania Department of Revenue
» Audit of PPL Electric Utilities Corporation's Sales and Use Tax Return for the period 1/1/1999

through 6/30/2000



I-D-13
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D.A. Cunningham

Q.13. Regardless of whether a claim for negative or positive net salvage is made,
attach an exhibit showing gross salvage, cost of removal, third party
reimbursements, if any, and net salvage for the test year and 4 previous
years.

A13. Attachment 11-D-13 provides PPL Electric’s claimed provision for negative
net salvage. This claim follows principles previously proposed and accepted
by the Commission at Docket No. R-842651 for the accounting of the
Company’s net salvage.
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PPL ELECTRIC UTILITIES CORPORATION
Negative Net Salvage
{ Thousands of Dollars)
Cost of Gross Negative
12 Months Ending Removal Salvage Net Salvage
December 31, 2003 $ 11,860 $ (1,802) $ 10,058
December 31, 2004 13,097 (1,453) 11,644
December 31, 2005 11,076 (5,906) 5170
December 31, 2006 13,710 (2,564) 11,146
December 31, 2007 12,435 (2,932) 9,503
Total for 5-year period $ 62,178 $(14,657) $ 47,521
ending December 31, 2007 -
Five-year average $ 9504
Less: Amount charged to clearing 0
Negative Net Salvage Claim $ 9,504



Q.14.

A.14.

{I-D-14
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J.M. Kleha

State the amount of debt interest utilized for test year income tax
calculations, including the amount so utilized which has been allocated from
the debt interest of an affiliate, and provide details of debt interest and
allocation computations.

PPL Electric does not utilize any debt interest, which has been allocated
from the debt interest of an affiliate, in the computation of taxable income.
The debt interest utilized for test year income tax calculations is provided in
Schedule D-13 of Exhibit Future 1.
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J.M. Kleha

Q.15. Provide a schedule for the test year of Federal and Pennsylvania taxes
other than income taxes, per books, pro forma at present rates, and pro
forma at proposed rates, including the following tax categories:

a) Social security.

b) Unemployment.

c) Capital stock.

d) Public utility.

e) P.UC assessment.

f)y  Other property taxes.

g) Any other appropriate categories.

A.15. Attachment 11-D-15 provides a schedule of taxes other than income.
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Attachment II-D-15

PPL ELECTRIC UTILITIES CORPORATION Page 1 of 1
Schedule of Taxes Other Than Income
Year Ended December 31, 2007
(Thousands of Dollars)
T&D D Only D Only
Total T&D Pro forma Pro forma Pro forma
Amount QOperations at Present at Present at Proposed
Description Per Budget Per Budget Rates Rates Rates
Social Security $ 6399 3 6,399 6,220 5570 % 5,570
Unemployment 423 423 411 368 368
Capital Stock 3,021 3,021 2912 2,295 2,521
Public Utility 4,549 4,549 4,039 3,182 3,182
Other Property Taxes 677 677 677 535 535
Gross Receipts 184,602 50,425 50,177 37,899 42,830
$ 199671 % 65,494 654,436 49849 3 55,006




Q.16.

A.16.

I1-D-16
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J.M. Kleha

Submit a schedule showing the adjustments from taxable net income per
books to taxable net income pro forma under existing rates and pro forma
under proposed rates, together with an explanation of all normalizing
adjustments. Submit detailed calculations supporting taxable income before
State and Federal income taxes where the income tax is subject to
allocation due to operations in another state or due to operation of other
taxable utility or non-utility business, or by operating divisions or areas.

Detailed calculations supporting PPL. Electric's taxable income are shown in
Schedule D-13 of Exhibit Future 1.



Q.17.

AT

II-D-17
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J.M. Kleha

Submit a schedule showing for the last 5 years the income tax refunds, plus
interest - net of taxes, received from the Federal government due to prior
years' claims.

A schedule of US income tax refunds received for the last 5 years from the
federal government follows:

Year Tax

Received Year Principal interest Total
2004 1991 $277,608 $266,416 $544,024
2004 1992 380,614 317,616 698,230
2004 1993 9,435,390 6,865,756 16,301,146
2004 1994 1,297,773 798,364 2,096,137
2006 1991 77,371 80,256 157,627

2006 1992 227,216 206,332 433,548
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J.M. Kleha

Q.18. Furnish a breakdown of major items comprising prepaid and deferred
income tax charges and other deferred income tax credits, reserves and
associated reversals on liberalized depreciation.

A.18. Attachment II-D-18 provides a breakdown of the major items comprising
prepaid and deferred income tax charges and other deferred income tax
credits as reflected on the Company's future test year Baiance Sheet shown
in Exhibit Future 1, Schedule B-1.
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PPL ELECTRIC UTILITIES CORPORATION

Prepaid and Deferred Taxes
Year Ended December 31, 2007
(Thousands of Dollars)

Page 1 of 1

Current Non-Current
Accumulated Deferred Income Taxes (Account 190)
Contribution in Aid of Construction $ 0 3 88,764
Pension and Post-Retirement Benefits 188 60,204
Mark to Market 5,961 0
SFAS 109 (373) 9,076
Taxes 7,769 558
Retired Miners' Health Care Costs 0 (1,094)
Bad Debt Provision 11,798 0
Vacation Pay 6,853 0
Post Employment Benefits Q 2,680
Litigation Contigencies 4,884 0
Rate Refund 0] 1,866
Miscellaneous 0 (51)
Total Account 190 $ 37,080 % 162,003
Accumulated Deferred Income Taxes (Accounts 282 and 283)
Other Property (Account 282)
Accelerated Cost Recovery System ] 0 % 463,747
SFAS 109 0 154,008
Repair Allowance & Other Basis Differences 0 46,865
Miscellanecus 0 (140)
0 664,480
Other {Account 283)
Competitive Transition Costs 0 145,220
SFAS 109 0 109,490
Loss on Reacquired Debt 0 12,254
Pension and Post Retirement Benefits 0 26,721
ice Storm Deferral 0 5116
Miscellaneous 3,938 1,437
3,938 300,238
Total Account 282 and 283 $ 3938 % 964,718




li-D-19
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J.M. Kleha

Q.19. Explain how the Federal corporate graduated tax rates have been reflected
for rate case purposes. If the Pennsylvania jurisdictional utility is part of a
multi-corporate system, explain how the tax savings are allocated to each
member of the system.

A.19. The Federal corporate graduated tax rates do not apply to the consolidated
group because taxable income exceeds the graduated income limitations.

Tax savings are computed and allocated between the parent corporation
and affiliates. PPL Corporation, the parent of the affiliated group, allocates
federal income tax based upon the taxable income of each member
included in the consolidated return. PPL Corporation allocates Foreign tax
credits to those members that generated the credits in proportion to the
amount of credits they could have used on an unconsolidated basis. PPL
Corporation allocates other credits to the members that generated the
credits in proportion to the amount of credits such members generated on a
separate return basis.



Q.20.

A.20.

11-D-20
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J.M. Kleha

Explain the treatment given to costs of removal in the income tax calculation
and the basis for such treatment.

Section 1.167(a)-11(d)(3) of the IRS regulations related to ADR provides:
“The cost of dismantling, demolishing, or removing an asset in the process
of a retirement from the vintage account shall be treated as an expense
deductible in the year paid or incurred, and such costs shall not be
subtracted from the depreciation reserve for the account.” This applies to
ADR property acquired after December 31, 1870.

In 1972, PPL Electric requested, and was granted, permission from the IRS
national office in Washington, D.C. to deduct as expense all removal costs
applicable to property retired after December 31, 1971. This accounting
change applied to all property retired after December 31, 1971, regardless
of when it was acquired or the method of depreciation used to recover the
expenditure. The Company consistently has followed this method of
accounting on all income tax returns filed since 1972.

PPL Electric provided deferred income taxes on these expense deductions
through December 31, 1980. In accordance with the Commission's order
dated January 31, 1981, at Docket No. R-80031114, the Company
terminated provisions for deferred income taxes. The Company fully
amortized the December 31, 1980 balance of deferred income taxes
through December 31, 2006.



Q.21.

A21.

11-D-21
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J.M. Kleha

Show income tax loss/gain carryovers from previous years. Show loss/gain
carryovers by years of origin and amounts remaining by years at the
beginning of the test year.

For federal income tax purposes, PPL Electric experienced net operating
losses in 1982, 1983 and 1984. The Company carried back and utilized the
1982 loss to tax years 1979, 1980 and 1981. The Company carried forward
and utilized the 1983 and 1984 losses to tax year 1985. No additional net
operating losses have been experienced since 1985 and there were no net
operating loss carryovers remaining at the beginning of the test year.

For Pennsylvania income tax purposes, PPL Electric experienced a net
operating loss in 2004 in the amount of $14,593,188. The amount of the net
operating loss carryforward remaining at December 31, 2006 is
$10,593,188.



Q.22.

A22.
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J.M. Kleha

State whether the company eliminates tax savings by the payment of actual

interest on construction work in progress not in rate base claim.

If response is affirmative:

a) Set forth amount of construction claimed in this tax savings reduction,
and explain the basis for this amount.

b) Explain the manner in which the debt portion of this construction is
determined for purposes of the deferral calculations.

c) State the interest rate used to calculate interest on this construction
debt portion, and the manner in which it is derived.

d) Provide details of calculation to determine tax savings reduction, and
state whether State taxes are increased to reflect the construction
interest elimination.

The adjustment necessary to reflect the pro forma interest charges on
measures of value for the test year is provided in Schedule D-13 of Exhibit
Future 1.
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J.M. Kleha

Q.23. Under section 1552 of the Internal Revenue Code (26 U.S.C.A. § 1552) and
26 CFR 1.1552-1 (1983), if applicable, a parent company, in filing a
consoclidated income tax return for the group, must choose one of four
options by which it must allocate total income tax liability of the group to the
participating members to determine each member's tax liability to the
Federal government (if this interrogatory is not applicable, so state):

a)
b)

A.23. a)

State what option has been chosen by the group.

Provide, in summary form, the amount of tax liability that has been
allocated to each of the participating members in the consclidated
income tax return for the test year and the most recent 3 years for
which data is available.

Provide a schedule, in summary form, of contributions, which were
determined on the basis of separate tax return calculations, made by
each of the participating members to the tax liability indicated in the
consolidated group tax return. Provide total amounts of actual
payments to the tax depository for the tax year, as computed on the
basis of separate returns of members.

Provide the most recent annual income tax return for the group.
Provide details of the amount of the net operating losses of any
member allocated to the income tax returns of each of the members of
the consolidated group for the test year and the 3 most recent years
for which data is available, together with a summary of the actual tax
payments for those years.

Provide details of the amount of net negative income taxes, after all
tax credits are accounted for, of any member allocated to the income
tax return of each of the members of the consolidated group for the
test year and the 3 most recent years for which data is available,
together with a summary of the actual tax payments for those years.

PPL Electric Utilities Corporation is owned by PPL Corporation (PPL).
Internal Revenue Code Section 1552 provides for an allocation of
consolidated income tax for “earnings and profits” purposes only. PPL
elected option (a) (1), i.e., ratio of taxable income of each company
having income to total consolidated taxable income as modified by
Commissioner of Internal Revenue for consolidated income tax retum
purposes only. A copy of the IRS authorization is included as
Attachment [I-D-23a. PPL has chosen, for book purposes and all
other purposes, to allocate consolidated Federal income tax among all
companies based on net taxable income or loss and credits on a
separate return basis. PPL Corporation became the common parent
of the affiliated group in 1995 and elected to continue this allocation
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J.M. Kleha

methodology in its 1995 Federal income tax return.

b) Attachment I}-D-23b details the tax liability allocated to each of the
participating members in the consolidated federal income tax return
for the 2004, 2005 and 2006.

c) PPL Corporation is the parent company of the PPL consolidated group
that includes PPL Electric and makes all necessary income tax
payments to the Internal Revenue Service for the net tax liability that
is due for the consolidated group. PPL Corporation bills member
companies that have a positive federal income tax allocation and pays
member companies that have a negative federal income tax
allocation. The amounts PPL Corporation receives from, or to, pays
each member company are the same amounts as detailed in
Attachment 11-D-23b.

d) The most recent Federal income tax return filed by the consolidated
group is tax year 2005; the complete tax return is voluminous.
Attachment II-D-23c includes pages 1 through 4 of the Federal Form
1120 and a summary of taxable income by member company.
Additional schedules will be furnished upon request.

e) Attachment II-D-23b includes details of the actual payments made to

. members of the consolidated group with net operating losses.

f)  Attachment ll-D-23b includes details of the actual payments made to
members of the consolidated group with a net negative income tax
allocation after credits.




Attachment 1I-D-23a
Page 1 of 2

1. S. TREASURY DEPARTMENT
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2 - Pennsylvania Power & Lizht Co. .
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ity for the adoption of such method.
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07@%

. Acticy Comm

s:.cner

Enclosure:
Copy of this letier




PPL Electric Utilities Cerporation
Burns Mechanical, Inc.

CEP Lending, Inc.

CEP Reserves, Inc.

G.C.P. Inc. of Delaware

H.T. Lyons, Inc.

Lady Jane Collieries, Inc.
McCarl's Inc.

McClure Company

Ninth Street and Hamilten Corporation
Penabscot Hyrdro Co., Inc.

PPL Capital Funding, Inc.

PPL Coal Holdings Corporation
PPL Corparation

PPL Deposit Corporation

PPL Energy Funding Corporation
PPL Energy Services Northeast, Inc.
PPL Fuels Asset Management, Inc.
PPL Gas Utilities Corporation

PPL Interstate Energy Company
PPL Investment Corporation

PPL Montana Holdings, LLC

PPL Power Insurance, Lid.

PPL Principal Corporation

PPL Properties, Inc.

PPL Receivables Corporation

PPL Services Corporalion

PPL Spectrum, Inc.

Realty Company of Pennsylvania

Page 1 of 3
PPL CORPORATION AND SUBSIDIARY COMPANIES
ALLOCATION OF 2006 FEDERAL INCOME TAX
Taxable Tax Less Tax
Income 35% Credits 35%
63,693,239 § 22,292,634 0 $ 22292634
700,474 245,166 245 166
20,523,202 7183121 7,183,121
281,815,281 98,635,348 98,835,348
7,282 2,549 2,549
1,201,507 420,527 420,527
100,000 35,000 35,000
2,941,744 1,029,610 1,029,610
2,096,416 733,746 733,746
(3.649) (1.277) (1,277)
1,985,668 694,984 694,984
21 7 7
3,591,049 1,256,867 1,256,867
(19,971,266) (6.989,943) {(6.985,943)
63,326,969 22,164,439 22,164,438
6,732,772 2,356,470 158,181,329 (155,824 859)
2,823,737 988,308 088,308
43 872,305 15,355,307 15,355,307
17,067,671 5,973,685 5,973,685
1.069,602 374,361 374,361
237,791,352 83,226,973 83,226,973
106,347,497 37,221,624 37,221,624
953,233 333,632 333,832
5,737,795 2,008,228 2,008,228
35,937,074 12,677 976 12,577,976
133,254,944 486,639,230 46,639,230
23,200,359 8,120,126 8,120,126
(855,756) (299,515) (299,515)
154,608 54,113 54,113
$ 1035095130 $ 362,633,296 158,181,328 § 204,451,957

Total Consolidated

Attachment lI-D-23b




PPL Electric Utilities Corporation
Burns Mechanical, Inc.

CEP Lending, Inc.

CEP Reserves, Inc.

G.O.P. Inc. of Delaware

H.T. Lyons, Inc.

Lady Jane Collieties, Inc.
McCarl's Inc.

McClure Company

Ninth Street and Hamilton Corporation
Penobscot Hyrdro Co., Inc.

PPL Capital Funding, Inc.

PPL Coal Holdings Corporation
PPL Corporation

PPL Deposit Corporation

PPL Energy Funding Corporalion
PPL Energy Services Northeast, Inc.
PPL Fuels Asset Management, Inc.
PPL Gas Utilities Corporation

PPL Interstate Energy Company
PPL Investment Corporation

PPL Montana Holdings, LLC

PPL Power Insurance, Ltd.

PPL Principal Corporation

PPL Properties, Inc.

PPL Receivables Corporation

PPL Services Corporation

PPL Spectrum, Inc.

Realty Company of Pennsylvania
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PPL CORPORATION AND SUBSIDIARY COMPANIES
ALLOCATION OF 2005 FEDERAL INCOME TAX
Taxable Tax lLess Tax
Income 35% Credits 35%
$ 94983865 $ 33244353 § 0 % 33244353
(4,185) {(1,465) (1,465)
13,910,843 4,868,795 4,868,795
338,220,568 118,377,199 118,377,199
3,839 1,344 1,344
{847.,862) {296,752) (296,752)
90,383 31,634 31,634
3,607,470 1,262,615 1,262,615
1,009,507 353,327 363,327
61,675 21,586 21,586
1,806,227 632,179 632,179
(2,523,697) (883,294) (883,294)
3,717,985 1,301,295 1,301,295
2,413 531 844737 844,737
5,529,395 1,935,288 1,935,288
(339,923,078) (118,973,077} 99,576,880 {218,549,957)
4,083,980 1,429,393 1,429,393
. 36,015,121 12,605,292 12,605,292
(5.592,326) (1,957,314) {1,957,314)
2,209,555 773,344 773,344
265,050,239 92,767,584 92 767,584
70,079,240 24,527,734 24 527 734
4,470,662 1,564,732 1,564,732
463,408 162,193 162,193
31,333,489 10,966,721 10,966,721
80,176,627 28,061,819 28,061,819
15,298,060 5,354,321 5,354,321
654,667 229,133 229,133
208,069 72,824 72,824
$ 626507257 % 219277540 § 099,576,880 % 119,700,660

Total Consolidated
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PPL CORPORATION AND SUBSIDIARY COMPANIES
ALLOCATION OF 2004 FEDERAL INCOME TAX
Taxable Tax Less Tax
Income 35% Credits 35%

$ (B7,504,892) $ (30626712) $ 0 $ (30626712)
996,463 348,762 348,762
3,234,640 1,132,124 1,132,124
314,403,672 110,041,285 110,041,285
(74,110) (25,939) (25,939)

474 145 165,951 165,951
(358,921) (125,622} (125,622)
2,211,303 773,956 773,956
813,434 284,702 284,702
(4,467) (1,563) {1,563)
1,433,489 501,721 501,721
(2,366,757) (828,365) {828,365)
87,082 30,479 30,479
21,555,861 7,544 551 7,544 551
(368,923,221) (129,123,127) 42,879,242 (172,002,369)
2,976,141 1,041,649 1,041,649
1,623,459 568,211 568,211
1,871,187 654,915 654,915
241,507 469 84,527 614 84,627 614
60,461,592 21,161,557 21,161,557
4,144 768 1,450,669 1,450,669
33,548 887 11,742,110 11,742,110
28,273,962 9,895,887 9,895,887
9,321,795 3,262 628 3,262 628
98,656 34,530 34,530

25613 8,965 8,965

$ 260831250 § 94440938 5 42879242 $ 51,561,696

Total Consolidated




Attachment II-D-23¢
Page 1 of 12

1 1 2 0 U.S. Corporation Income Tax Return OMEB No. 1545-0123
Form For calendar year 2005 or tax year beginning _ _ _ _ _________ _ ending ___ 2@ 05
Internal Revenus Servce. | b See separate Instructlons.
A Check It; Use Name B Employer Identification number

! Consoliated ietum =) JIRS PPL Corporation and Subsidiaries

23-2758192

{attach Form B51) | label
: Personal holding co ' |Number, street, and room or suite no. if a P.O. box, see instructions. C Date incorporated
{attach Sch. PH), . Other-

03/15/1995

3 Persanaiseriee | | lwise, | Two North Ninth Street

cofp.(ses Instructions)
4 Schedule M-3 re-

2.‘."5?""“""5""'I“"’" Allentown, PA 18101

print or [City or 1own, stale, and ZIP code

$

D Total assets (see Instructions)

15,337,137,531.

E Check if: ) (1)] ] Initial retum  {2) | Final retum (3)| INama change (d)l !Address change

1a oGrr:;t:.;ncniph 4,754,087,591. l b :::‘stﬂmms l_ cha|> 1c 4,754,087,59]1.
2 Cost of goods sold (Schedule A, line ®) . . ., . .. ... .... e e, 2 349,346,190.
3 Gross profit. Subtractline 2 fromline 1e |, , , . . .. . e e e e e e e e 3 4,404,741,401.
4 Dividends (ScheduleC,line 19) = = . ... ... ... .. ... ..., c.. 1 1,420,535,814.
al § Interest L L L e e e e 5 19,618,795,
§l & Grossrems ..., ... e R I 20,012,427,
E| 1 Grossroyaies | . . ... ... ... e 7 187,428,
8 Capltal gain net income (attach Schedule D(Form 1120)) , . ., , ... ... ... ... . ... 8 46, 642,530.
9 Net gain or (loss) from Form 4797, Part |, line 17 (atach Form 4797} , . _ ., . ... .. .. .. . 9 -92,768,40].
10 Other income (see instructions - attach schedule). . , , , ., . ... See. Statement. 9 10 1,101,972,881.
11 Total income. Add lines 3 through 10 . . . . . . P T e > |11 6,920,942,875.
—~{ 12 Compensation of officers (Schedule E, lined) _ , ., ., . ... .. ... e et e e e e 12 37,801,288,
§ 13 Salaries and wages (less employmentcredits) _ . . . . . . . . . . e e s e e e e e 13 303,076,222,
%|14 Repairsand maintenance ... ..., e 14 288,479,192.
B|15 Baddebls | . ... ... ..l e e 15 19,814,023.
g[16 Rents, e e e e e e e e e e e e Cee 16 88,335, 530.
2{17 Taxesandlicenses , , . ., ., .. ... ........... e e e e 17 236,993,179.
-% 18 Interest L L L L. . e e e s e e e e e et e e e e . 18 389,932,632
[ 19 Charitable contributions (see instructions for 10% limitation) . . . . Sees Statement. 1.7 19 3,926,995.
& 20a Depreciation (attach Form4562) _ , , _ .. ... .. .. . .. [20a 446,114,884} "
E b Less depreciation claimed on Schedule A and etsewhere onretumn [ 20b 281,470.|20¢ 445,833,414.
El21 Depletion. L L e 21 28,114,
Slaz Advertising . L. 22 195,891.
4|23 Pension, profit-sharing, etc., plans | _ | | | | C e e e e e e e e 23 69,502,975.
‘e| 24 Employee benefitprograms _ ... ... ... .. e 24 46,524,125.
¥4 25 Domestic production activities deduction (attach Form8803) , |, . . . . . ... e, 25 2,265,862,
g 26 Other deductions (attachschedule) |, , , ., ., . ... ...... See Statement 19 26 3,087,742,762.
'§ 27  Total deductions. Add lines 12through 26 | |, . . . . ... . ... ...ttt L |27 5,020,452,204,
©| 28 Taxable income before net operating loss deduction and special deductions. Subtract line 27 from line 11 | 28 1,900,490,671.
Ol 29 pess: a Net operating loss deduction (see instructions} , , . , . . . . 2%a Saon
b Special deductions (Schedule C,line20). . . . . . . . | 29b 1,273,983,414.|29¢ 1,273,.983,414.
30 Taxable income. Subtract line 29¢ from line 28 (see instructions if Schedule C, line 12, was completed) 30 626,507,257,
31 Total tax {(Schedule J, line 11}, . . . . . .. ........ . 31 119,700,660.
% 32 :::r'::::::;:lzcur:;iled to 2005 32a 41,306,738, 7 :
£] b 2005 estimated tax payments  |32b 80,000,000, |* i fnuoil e I e o e
a5 € kess 2005 refund applkd . [32el( ) |d Bal {324 121,306,738.).
T e Tax deposited with Form 7004 _ _ _ _ _ . ... ..., 32e
: f Credi rom {1} Farm 2439 12) Form 4130 ax 329 121,306,738.
= |33 Estimated tax penalty (see instructions). Check if Form 2220 is attached . . . . . . . | 33 372,898.
34 Tax cue. If line 32g is smaller than the total of lines 31 and 33, enter amountowed |, , ., ., , . ., . 34
35 Overpayment. If line 329 is larger than the tolal of lines 31 and 33, enter amount overpaid | _ | | 35 1,233.180.
36 Enter amount of ling 35 you want: Credited to 20086 estimated tax » 1,233,180, Refunded p| 35
I e o e R e e oy o w A R
Sleg:‘e , 3 —Cm l Q{ '3G /(:'Eu S Ir. v - P - Fl nanc lal wn: l:h: preparer :how: :elut:\:
signaiwe ofoficer Paul A. Farr Date Title (340 nstiuetions)? ves| X [No
Preparer's } Date f%f;:;k Preparer's SSN or PTIN
2aid signature employed|
Preparer’s | Firm's name (or EN
Phane no.

Use Only |yours il seif-employed),

address, and ZIP code

15A For Privacy Act and Paperwork Reduction Act Notice, see separate instructions.

5C1110 3,000
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Attachment II-D-23c

PPL Corporation and Subsidiaries Page 2 of 23-2758192
Form 1120 (20085) Page 2
EESITIYY Cost of Goods Sold (see instructions)
1 Inventory at beginningofyear _ _ . . .. ... ... e e e e e e e A | 1l,645,820.
. Purchases . . . . _ .. .. ....... e e e e e e e e e R 93,281,459,
3 Costoffabor . .. ....... . 0., s e e e e et e e e e 3 99,938,439.
4 Additional section 263A costs (attachschedule), |, ., . . ., . . . . . ¢ 0 i it T -10,508.
§ Other costs (attach schedule) . . , . . . . ... e e e e e e e e e 5 156,269,403.
6 Total Addlines 1through5 ., ... ..... e e e e e e e e e e e 8 351,124,613.
7 Inventoryatendofyear | . . L L L L. e e e e e e s e e e e 14 1,778,423,
B Cost of goods sold. Subtract line 7 from line 6. Enter hereand onpage 1,llne2 , . . . . .. ..., ... 8 349,346,190.
9 a Check all methods used for valuing closing inventory: -
o] Cost
i) Lower of cost or market
fiif) Other (Specify method used and attach explanatieny b
b Check if there was a writedownof subnormalgoods . | , ., . . .. . o v i v v v v v v v --------—---——---——----; T
c Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Fonn 970} et e e B B
d If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of closing
inventory computedunder LIFQ | | . . . . ., ... et e e e e e e 9d
& If property Is preduced or acquired for resale, do lha rules of section 263A apply to the corporation?, | | | .| . e |_[ Yes | ¥ | No

f Was there any change in determining quantities, cost, or valuations between opening and clesing inventory? If "Yes

..................................... r_—IYH X | No

attach explanation « - « « « < « « « - - - s
m Dividends and Special Deductions (see instructions) (a) Oividends €] Special deductions
received B % {a) ¥ {b)
1 Dividends from less-than-20%-cwned domestic corparations (cther than
debt-financed S10CK) « « « « . . v v e e e an . Stmt. 43....... 58,867.| 70 41,207.
2 Dividends from 20%-or-more-owned domestic corporations (other than debt- '
financed stock). « . . . . . . et e e e e e e e e 2,250,000.] 80O 1,800,000.
3 Dividends on debt-financed stock of domestic and foreign corporations. . . . . -
Dividends on certain preferred stock of less-than-20%-cwned public utilities . . 42
‘ Dividends on certain preferred stock of 20%-or-more-owned public utilities . . . 4B
16  Dividends from less-than-20%-owned foreign corporations and certain FSCs . . 70
"7 Dividends from 20%-or-more-owned foreign corparations and certain FSCs . . . 80
8 Dividends from wholly owned foreign subsidlaries . . . . . . . ., . . ] 100
5 Total. Add lines 1 through 8, See Instructions for limitation Stmt_ 4 ,4, . S e B 1,841,207.
10 Oividends from domestic corporations received by a small business investment
company operating under the Small Business Investment Actof 1558 . . . . . 100
11 Dividends trom affiliated group members and cefain FSCs. . . . . . ... .. 1,271,732,433.1100 1,271,732,433.
12 Dividends from controlled foreign corporations {attach Form 8895). . . . . . . a5
13 Dividends from foreign corporations not included on lines 3, 8, 7,8, 11,0r 12 . 86,326,896_| -
14 income from controlled foreign corporations under subpart F {attach Form(s) 5471), . . . 16,091,659,
15 Foreigndividend gross-UP .+ « « » + + = + & s ¢ s v 0 e mmw e e e 44,075,959, |
16 IC-DISC and former DISC dividends not included on lines 1,2,0r3. . . . . . .
17 Otherdividends . . . & & + + - &« &+ ¢ s 4 s s e e
18 Deductlion for dividends paid on certain preferred stock of public utilities . . . . 409, 774.
19 Total dividends. Add lines 1 through 17. Enter here and on page 1, lined P 1,420,535,814.
20 Total special deductions. Add lines 9, 10, 11, 12, and 18, Enter here andanpage 1, line29b . . . . . » 1,273,983,414.
Compensation of Officers (see instructions for page 1, line 12}
Note: Complete Schedule E only if total receipls (line fa plus lines 4 through 10 on page 1) are $500.000 or more.
l(c) Percentof [ Percent of carporation
{a) Name of afficer {b) Sccial secunty numper [time devated fo stock awned {N Amount of compensation
business {d} Common [{e) Prefetred)
1 % % %
Information available in taxpaver's office. % % %
% % %
- Dh n“ﬁ %
%| % %
‘ Total compensation ot officers 37,801,288,
Compensation of officers claimed on Schedule A and elsewhere on return
4 Subtract ling 3 frem line 2. Enterthe result hereand enpage 1, line 12 . . . . . . . . . . . v i i .. 37,801,288,

Form 1120 (2005)
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PPL

Form 1120 (2005)

Schedule J

Attachment IT-D-23c
Page 3 of 12 .

0 |

Corporation and Subsidiaries 23-2758192
Page 3
Tax Computation (see insiructions)

1 Check if the corparation is a member of a cantrolled group, | | | | e e » l ’

Important: Members of a contralled group, see instructions.
2 3 If the box on line 1 is checked, enter the corporation's share of the $50,000, $25,000, and 59,925,000 taxable

income brackets (in hat order):

2 | J (3 :
b Enter the corporation’s share of; (1) Additional 5% tax (not mare than $11,750)
(2) Additional 3% tax {not mare than $100,000) Stmt 45

3
4
5
6a
b
c

e

f
7
8
9
10

14

Alternative minimum tax (attach Form 4626) |, . . . . . . . @ i i v i i s e s e m e e s e e 4 NONE
Addlines3andd4 . . ... ..... e e e e e e . . e e .. 5 219,277,540.
Fareign tax credit (attach Form 1118) _ _ |, . . . . .. ... .... , 6a 22,451,854.
Possessions tax credit (attach Form 5735) . . . . . . . <« . 0000l b
Credits from: Form 8834 Form 8907, line23 , . ., .. Bc 77,072,504,
d General business credit. Check box(es) and indicale which forms are attached: .t
Form 3800 Formis) (specity) #8835 _ __ . ________ 6d 52,522.4 .
Credit for prior year minimum tax {(attach Form 8827y _ ., . .., ... ... e
Bond credits from: Form 8860 Form 8912 | . &t
Total credits. Add lines 6athrough&F . , . . . . ... ... ..+. ... e . e e e 99,576,880,
Subtractline Zlromlines . . . . . . ... ... ..., e e e r s e e .. . 119,700, 660.
Personal holding company tax (attach Schedule PH (Form 1120)) . . v« - 4 ¢ o o v v v o v o v v v v o =
Cther taxes. Check if from: Form 4255 B Form 8611 B Form 8697
Form BBG6 Form 8902 Other (attach schedute) | 10
Total tax, Add lines 8 through 10. Enter hereandonpage 1, lined1 . . . . . . . . . . 82 o . . e e oo | 11 119,700,660.
Other Information (see instructions)

Check accaunting method: a Cash Yes/No| 7 Al any lime durlr?a the lax year, did one foreign person [Yes|No

X 1 Other (specify) = _ PYE own, directly or indirectly, at least 25% of (a) the total
b A'l:crua cE] (specitd P oo voting power of all classes of stock of the corporation :
See the instructions and enter the: entitled to vote or (b} the total value of all classes of stock o
Business activity code no, B> __ _ _ _ _ 551112 ____ . ofthecarporation? . . . . . ... . ..o v v v .. X
Business activity p Holding Company_ ____ ‘ 1f “Yes," enter: (a} Percentage owned B _ _ _ ________
Product or serviee . and (b) Owner'scountry p ___
At the end of the tax year, did the corporalion own, ¢ The corporation may have to file Form 5472, information 1§
directly or indirectly, 50% or more of the voting stock of Return of a 25% Foreign-Owned U.S. Corporation or a
a domeslic corporatign? (For rules ﬂ ilrlbution, see Foreign Carporation Engaged in a U.S. Trade or Bushess.
sectlon 267(c)) . . 2£E, FPEM 5 ....... Enter number of Forms 5472 attached » _ _ _ _ _ _ _ _____
" 'TeS.” ?;tactr;ﬂ atl schedmeb shivgm?: (:}J name land 8 Check this box if the carporation issued publicly offered
employer identification number (EIN), (b} percentage debt instruments with original | i
owned, and (c) taxable income or (loss) before NOL and n ?rgnal ssue discount. . . . » D
special deductions of such corporation for the tax year It checked, the corporation may have to file Form B281,
ending with or within your tax year. Information Retumn for Publicly Offered Original Issue

. Discount Instruments.
Is the corporation a subsidiary in an affiliated group or a
parent-subsidiary controlled group? | | . . ., .., ., .. X | 9 Enter the amount of tax-exempt interest received or
f "Yes® enter name and EIN of the parent accrued during thetax year - § __ _ _ _ 1,575,982,
corperation P _ _ e 10 Enter the number of shareholders at the end of the tax
___________________________________ year (it 100orfewer} » ___
At the end of the tax year, did any individual, partnership, 11 If the corporation has an NOL for the tax year and is
carporation, estate, or ‘rust own, directly or indirectly, electing ta forege the carryback period, check here
50% or more of the corporation’s voting stock? (For rules If the corporation Is filing a consolidated relum, the
of attribution, see section 267(c).} = _ X statement required by Temporary Regulations section
X Tttt 1.1502-21T(b){3 t b i i

If "Yes," altach a schedule showing name and identitying be valid. {b)3) must be attached or the election will not
number. (Do not include any information already entered 12 Enter the available NOL carryover trom prior tax years
in 4 above.) Enter percentage owned » (Do not reduce it by any deduction on line
During this tax year, did the corporation pay dividends 29a) p §
(other than stock dividends and distributions in exchange | | [ = TTTTTTT T TTo oo T oo oo om oo s m e
for stock) in excess of the corporation’s current and 13 Are the corporation’s lotal receipts (line 12 plus lines 4
accumutated earnings and profits? (See sections 301 and through 10 on page 1) for the lax year and its total assets
3T X at the end of the tax year less than $250.0007, . . . ., . X
If “Yes" f{ile Form 5452, Corporate Report of It "Yes” the corpotation is not required to complete
Nondividend Distributions, Schedules L, M-1, and M-2 an page 4. Insicad, enler the
If this is a consolidated return, answer here for the parent total amount of cash distributions and the book value of
corporation and an Form B51, Affiliations Schedule, for property distributions (other than cash) made during the
each subsidiary. taxyear. B $ _ .
if the corporation, af any time duiing the lax year, had assets or operated a business in a loreign country or U.S. possessian, it may be

Note:

income tax. Check if a qualified personal service corporation (see instructions)

219,277,540.

J5a required to attach Scheduie N (Form 1120), Foreign Operations of U.S. Corporalions, to this return. See Schedule N for details.
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Attachment Ll-D-Z23c
Page 4 of 12

23~-27758192
Page 4

PPL Corporation and Subsidiaries

Form 1120 (2005)
Note: The corporalion is not required to complete Schedules L, M-1, and M-2 if Question 13 on Schedule K is answered "Yes."

Balance Shaets per Books Beginning of tax year End of tax year
Assets (a) {b} (<) {d)
.......... e ey | 605,509,578 ] LT e 572,271, 385.
Trade notes and accounts receivable -49,707,926. ) StmE 62% el 5,080,555,286. |00 L ot T
b Less altowance for bad debts | , . . 73,625, 525: ) —-123,333,451. [{ 76,452,096.) 5,004,103,190.
Inventories, , ., ., ., ....... 265,655,739. | - : 310,250,317.
U.S. government obligations . . . . C
Tax-exempl securities (see instructions) : ’ .
Other cument assets (aftach schedule), . | Stmt 68 1,097,959,906. | . .. | _1,382,044,421.

Loans to sharehoiders _ | _ |, . . .
Mortgage and real estate loans | | - :
Other investments (attach schedule) |. St:'mt..'_8-2=;'~="~ . o e Ty aenst D =1, 564, 830,714,
10a Buildings and other depreciable assets, , | 14,293,306, 656. Caa . 114,252,587, 770, |- 0o me T
b Less accumulated depreciation . | |{ 6,997,306,019. ) 7 296 000 637 (7,145,940,356. ) 7,106,647,414.

0 D NN s W

-665,665,819.

e .-'_: oy
W e

11a Depletable assets _ . . .., Bhas DT LN sl v b
b Less accumulated depletion |, |, | | L ) { )

12  Land (net of any amortization) | . [#. e ' 303 260 LR RS S 668,260,
13a Intangible assets (amortizable only) | 12,256,975, | .. o0 y 164,772,504, | IR T
b Less accumulated amortization | | 1( _ 7,000,544. ) 5 256 431 { 7,397,702, ) 157,374,802,

14 Other assets (attach schedule) _ _ _ [ Stmt 96 - .. . 2,397,202,146. | v - o Wosveiy|  2,368,568,456.
15 Totalassets . . . . . . I B . . 10 878 893 427. - Lot 15 33-7 13.’ 531_
Liabilities and Shareholders’ Equity ' SRR . T RPN L
16 Accounts payable . . . ., .. 283 086 933 : 614 51')| 992
17 Mongages, noles, bonds payable n ess 814,138,442. 5,261,581,760.
604,821,302, 1,290,207,501.

18  Other current [iabilties (attach schedule)
19 Loans from sharcholders |

20, Mortgages, notes, banda payavie in | year 4,404,515,261. |_4,357,560,432.
‘ther liabilities {attach schedule) . _ [i- M 2,906,179,795. 1 3,213,093,507.
. WBCapital stock: a Prefermed stock 50,518,900. | ¢ 50,518,900, |~ il St
) b Commonstock  |-1,470,974,915. { -1,420,456,015. |-1,473,781,755. | -1,423,262,855.
23  Additional paid-in capital, |, , . . | ° wit | 4,256,545,873, fheoo o Jer s, e vl 3,104,850,897,
24  Ratained eamings-Appropriatod {attach schedule) [ -« L R : ; Cohe —252,293.
26 Retained earnings - Unappropriated_ . . .| ~1,095,455,073, [ 4 . v -634,375,474.
26 (e i ey roreholders equty . Stmt 138 ¢ 51,051,122, [ -~ .. . -520,670,365.
27 Less costof treasury stock | | | | . o { -74,465,787.) - - ( -73,886,429.)
28 Total liabilities and shareholders' equity - 10,878,893,427. | : 15,337,137,531.

Reconciliation of Income (Loss) per Books With Income per Returmn (see mstruchons)
1 Net income (loss)perbooks , _ ., . . . 438,488,998, 7 f;‘g%’&diﬂ“{ﬁimﬁ‘iﬂﬁ%"&’é’“' ot . -
2 Federal income tax perbooks _ _ | | | 7,213,836, Tax-exempt interest § = : 1,575,982.
3 Excess of capital lossesovercapialgains | ¥ e ___ ' - “ .
4 Income subject to lax not recorded on boaks See_ Statement 176 -97,659,011.
this year (lemize) _ _ _ _ _ _ __ _______ 8 Deductions on this return not charged : ’
—___See Statement 160 1,550,746,327. against book income this year (itemize):
S e o e et temmiral 2! ! a Depreciation, . ., , . S 445,923,944,
a Depreciation ., . . S ______ 268,402,463. | bCharitable contributions = §
b Charitable contributions S_______| e
¢ Travel and entedainment | $__ __ _ _ _ 1,682,093, See_Statement 184 _ 306,701,391,
____See_Statement 168_ 290,499,260. | 9 Addlines7and8 . . .. 656,542, 306.
6 Addlines 1throughS., , ., ... ... 2,557,032,977. 110 Income {page 1, ne 28) - ine 6 less linc 9 1,900,490,671.
Analysis of Unappropriated Retained Earnings per Books {Line 25, Schedule L)
1 Balance at beginning of year | -1,095,455,073. | 5 Distributions: aCash _ . . 1,623,767,071.
2 Net income (loss) per books | | | | |, | 438,488,998, bStock .
3 Otherincreases (itemize). _ _ _ _ _ _ _ _ _ c Property, | ., , .
______________________ 6 Other decreases (itemize):Stmt _ 2 0|0 287,304,104.
»__See Statement 132 1,933,661,776. | 7 AddlinesSand6 | 1,911,071,175.
4 Addlines 1,2, and3 , , , .., ... 1,276,695,70L. | 8 Balance at end of year (ine 4 less bne 7) -634,375,474.
Form 1120 (2009)
JSA
LC1I40 2 000

0000V 755N 09/06/2006 15:05:18 v2005.087 23-2758192 9



PPL Corpor- .and Subsidiaries

Combined PPL Corporation Adjustments PPL Corperation
and Subsidiaries and Subaidiaries
Eliminations
Consolidated Schedules
1120 Page 1
1a Gross receipts o sales 6,581, 007,452, -1,832,919,861. 4,754,087,591.
1b Less retums and allowances
1¢ Balance £,507,007,452, -1,832,919,861. 4,154,087,581.
2 Cost of goods scld 349,345,190, 349,346,190,
3  Gross profit 6,237,661,262. -1,832,%919,861. 4,404,741, 401,
4 Dividends 1,420,535,814. 1,420,535,814.
S interest 479,627,638, -459, 006,843, 19,618,795,
6 Gmossrents 20,347,405, ~334, 978, 20,012,427,
7  Gross royalties 31,857,559, -31,670,131. 187,428,
g —apital gain nel 46,193, 320. -299,510,790. 46, 642, 530.
9  HNet gain or {loss)
from Form 4737 -92,768,401. -92,768,401.
10 Other income 1,120,501,413, -18,528,532. 1,101,972, 881.
11 Total income 9,562,916,010. ~-2,641,973,135. 6,920,942, 875.
12 “ompensation of 37,801,286, 37,801, 268.
13  Salaries and wages 303,076,222, 303,076,222,
14  Repairs and maintenance 288,479,192, 288,479,192,
15 Bad debts 19,814,023, 19,814,023,
16 Rents 88,335,530, 89,335,530,
17 Taxes and licenses 216,993,179 236,993,176,
18 Interest 848,941,475, -459, 008,843, 389,932, 632.
18 Charitable contributions 3,926,995, 3,926,995,
20a D:sp;eé:é;tionm'on 446,134,884, 446,114,884,
20b_"tlaimed aisewhere 281,470. 281, 470.
20¢ Net depreciation 445,833,414, 445,833, 414.
21 Depletion 28,114, 28,114,
22  Advertising 195,891, 195,891,
23 pompon-shanng, €9,502,975. £9,502, 975.
24 Employee benefd 16,524,125. 46,524, 125.
25 Dodmegzgtciopr»‘mﬂuclion actities 2,265,862, 2,265,062,
26 Other deductions S5,270,707,054. -2,182,964,292. 3,087,742, 762,
27  Total deductions 1,662,425,339. -2,641,973,133. 5,020,452, 204.
28 Taxable income befare -
NOL & Spec. Deductions 1,900,490, 671. NONE 1,900,450, 671.
29a NOL deduction
29b Special deductions },273,9683,414. 1,273,983, 414.
30 Taxable income 626,507,257, NONE 626,507,257,
gouu 1.000
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?PL Corper: 'o.and Subsidiaries

PPL Corporation PPL Electric B-G Mechanical B-G Mechanical BDW Corp. Burns Mechanical CEpP Lending, Inc CEP Reserves,
Utilities Contractors, Inc Services, Inc. Inc. Ihe
Corporation
Consolidated Schedules
1120 Page 1 23-2758192 23-0959590 04-25356814 04-2982150 51-0116788 23-2960098 20-1467156 BB-0415159
! 1a Gross receipts or sales 3,254,715,896. 32,576,380
1b Less returns and allowances
1 ¢ Balance 3,254, 715,896, 32, 5976,380.
2 Cost of goods sold 29,362,313
' 1 L
3 Gross profit 3,254,715,896, 1,614,067,
4  Dividends 382,226,555, 13,000, 000.
5 Interest 181. 3,725,921. 13,527, 13,941 428, 67,056,748
6 Gross rents 20,081,001, ‘ ]
7 Gross royalties
8 c?ggg}n%am net 1,123,333,
9 Net gain or (loss)
from Form 4757 -22,218,B21. 4,500,
10  Other income 5,422,135, 34,975,B85. 271,706, 439
11  Total income 387, 648,871. 3,305,403, 215. 13,521, ' ‘
Compensation of B * 132 3,618,567, 13,941,428, 338,763,187
12 offiters 3,429,088, 765,065,
13 Salaries and wages 33,420,379, 1,584,169, 1,200. 3,000
14 Repairs and maintenance 98,673,096. 52,905 ‘
15 Bad debts 17,679,350, 69,703,
16 Rents 26,532,141, 119,588, 5,220. 7,531
[ 17 Taxes and licenses 60,417. 192,298,873, 80. 235,493, 197 '253
18 |nterest 2,907,327, 162,839,725, 293,450, 477,070
19 Charitable contributions 7 087 r
.087.
20a Depreclation 148,880,701,
: Cess_deprecialion 118,945, 132. 380
20b " claimed elsewhere 118,945,
20c Net depreciation 148,880,701, 132 3
21 Depletion . =
22  Advertising 4,542 6,483
Fensnon rofit-sharin ==t . 489,
1dhs 9. 17,369, 115.
mPO ee SN 17,546,867 407,234,
25 Domestic productmn activit es
deduction
26 _Other deductions 41,041. 2,478,334,899. 13,467, 21,569, 23,836 54,1375
27 Total deductions 3,008,785, 3,197,009,576. 13,521. 3,622,752, 30,565 5421519
28 Taxahle income before ’ - ’
NOL & Spec. Deductions 3B4, 640,086 108,393,639
. . NONE -4,185. 13,910,843,
29a NOL deduction ' 220,568
29b Special deductions 382,226,555, 13,409,774,
30 Taxable income 2,413,531, 94,983, 865. NONE -4,185 13,910,843 330,220,566
pm— L . I 2 - i r
194
;C9080 1.000
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’PL Corporr "!nd Subsidiaries . .

Construction Elmsford Sheet Fred Williams, Gas-0il Products General Control General General Gereral
Safety Services, Metal Works, Inc Inc. Inc. of Belaware Systems, Inc. Electrical Mechanical Group Mechanical
Ine. Systems, Inc, Inc. Services, Inc.

Consclidated Schedules

1120 Page 1 04-3310368 13-1705778 04-1974770 51-0056772 14-1795181 14-1809541 14-1809540 14-1827856
1a Gross receipts or sales

1b Less returns and allowances
4t Babance

2 Cost of goods sobd

Gross profit
Dividends

Interest 16,869,
Gross rents

Gross royalties

Capital gain net
ingome

Net gain or (loss)
from Form 4757
10 Other income

W) |~[D|th | & |w

11 Total income 16,869.
Co Bensation of
12 offiters

13 Salaries and wages

14 Repairs and maintenance

15 Bad debts

16 Rents

17 Taxes and licenses -55,395.

18 Interest

19 Charitable contributions

20a Depreciation
Less depreciafion
20b claime% elsewhere

20c Net depreciation

21 Depletion

22  Advertising

Pensign, profi-sharing,
etc., plans

24 E'BPQS'W%?-. sl_‘aeneﬂt

25 Domestic production activities

deduction
26  Other deductions 68,425,
27 Total deductions 13,030.
28  Taxable incame before
NOL & Spec. Deductions 3,639

289a NOL deduction
289b Special deductions

30 Taxable income 3,839,

1SA.
5C9c80 1.000
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PRL Corpors’ "and subsidiaries

General

23-2758192

K. T. Lyons Co. #H. T. Lyons, Inc Lady Jane McCarl's, Inc. McClure Company Hitlenium Hinth Street &
Mechanical Collieries, Inc. Buitders, Inc. Hamilton
Systems, Inc. Corporation
Consolidated Schedules
1120 Page 1 14-1642654 23-2677983 23-1900734 24-0856538 25-0955049 23-1420865 04-3458589 23-3091207
1a Gross receipts or sales 58,177,616. 18,850,624 . 56,482,576.
1b Less retums and allowances
1 ¢ Balance 58,177,616, 18,850, 624. 56,482,576,
2 Cost of goods sold 33,049,245, 10,957,411, 47,510,503,
3  (Gross profit 5,129,371, 1,893,153, 8,971,673.
4 Dividends
5 interest 123,414, 362,489, 123,546. 81,353
6 Gross rents 14,911,
7  Gross royalties
g ijg’lctgl‘geam net 1,564,
9 Net gain or (loss)
from Form 4757 36,807, _95§.
10 Other income 11,334.- 53,542. 146,331,
11 Total income 5,177,612, 123, 414. B, 331, 663. 9,840,594, 81,358
12 Cgmgggsation of 532,519, 104,822, 708,564,
13 Salaries and wages 1,978,573 11,298, 1,588,926. 3,390,027,
14 Repairs and maintenance 18,526. 155,735, 260,907,
15 Bad debis 34,747,
18 Rents 290,087, 6,387. 115,715,
17 Taxes and licenses 261,216, 3,234 702,026, 660,618. 18,922
18 Interest 3,284, 1.
19 Charitable contributions 18;510. 8,150, 23,219,
20a Depreciation 389,707, 221,978, 207,814,
20b s elsewhere 90,530.
20¢ Net depreciation 389,707, 137,448, 207,814, !
21 Depletion
22 Advertising 27,430, 15,926, 13,811,
23 attophng o 188,911, 221,334,
24 Ergpolg¥§'gnsm 585,017, 30,271, 547,086.
25 Domestic production activities
deduchon
26  Cther deductions 1,731,628, 18,499. 1,314,504, 2,576,178, 761
27 Total deductions 6,025,474, 33,031, 4,724,195, g:831,087. 19,633
2B Taxable income before
NOL & Spec. Deductions -847,862. 90, 383. 3,607,470, 1,009,507, 61,675
29a NOL deduction
29b Special deductions
30 Taxable income -841,862. 90,383, 3,607,470, 1,008,507 61,615
JSA
$C8080 1.000
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JPL Corpore r:.and Subsidiaries

23-27758192z
Penobscot Hydro PMDC Chile, Inc. PMDC PPL Capital PPL Coal PPL Deposit PPL Eneryy PPL Enargy
Co., Inc. International Funding, Inc. Holdings Corporation Funding Services
Holdings, Inc. Corporation Corporation lortheast, Inc.
Consolidated Schedules
1120 Page 1 01-0418137 54-1834340 51-0368426 23-2926644 23-3079421 20-3586231 23-1677218 04-3125706
1a Gross receipts or sales 2,383,574, 644. 174,729,224
1b Less returns and allowances
1¢ Balance 2,383,574, 644. 174,729,224
2 Caost of goods sold 140,467, 258
3  Gross profit 2,383,574, 644. 26,261, 966
4  Dividends 56,486. 2,524, 486. 8,996,452, 891,430,978,
5 Interest 9,756. 26,083, 61,857,827, 197, 649. 5,534,475, 3,733,047. 13, 840
6 Gross rents 59, 650.
7  Gross royalties 187,428,
g C2pialgainnet 6,061,779,
9  Net gain or (loss)
from Form 4797 -6B, 894,237, 22,405
10 Other income 2,846,018, 1,846,492, 6,969,050, 3,333,046. 194,714,802, 1,247,011
11 Total income 2,902,504, 2,534,242, 10,869,027, 68,827,677, 4,130, 695. 5,534,475 4,010,878,037. 27,546,132
12 Compensation of 11,008, 548.
13 Salaries and wages 300, 93,511,448, 11,565,011
14 _ Repairs and maintenance 159,431,857. 508,003
15 Bad debls 98,780, 20,512
16 Renis 342. 8,764,625 1,183, 683
17 Taxes and licenses 180,582. 60. 412,710, 34 16,302,535. 1,371,093
18 Interest 616,941, 1,064,471, 152,985, 61,857,827, 520,405,566, 1,569,819
19 Charitable contributions 1,212, 26,074
20a Depreciation 253,437,514 906, 378
[ess deprecialiol
20b  cilaimed elsewhere 11,955
20c¢ Net depreciation 253,437,514, B34, 383
21 Depletion 28,114.
22  Advertising -29. 52,524
23 Peer}sé{?rﬁlapr;grrt-sharlng. 22,519,505, 122,108
24 EerAgygrensbeneﬁt 12,567,708, 207,288
25 D%rre\gz\gﬁoe‘muuﬂim aclivilies 12, 669. 1,788,248,
26  Other deductions 246,543, 208,238, 174,754, 9,493, 487, 4,404, 2,765,485,399. _ 6,001,594
27 Total deductions 1,056,737, 1,273,109, 927,739, 71,351,394, 412,10, 5,080. 3,865,417,050. 23,462,152
28 Taxable income before
NOL & Spec. Deductions 1,B45,767. 1,260,533, 3,941,288, -2,523,697. 3,717,985, 3,529,395, 145,460,997, _ 4,083, 98D
29a NOL deduction
29b Special deductions 39,540. 8,013,033, 856,292,845,
30 Taxable income 1,806,227, 1,260,533, 1,928, 255. -2,523, 697, 3,717,985, 5,529,395. -710,831,858. 4,003, 980
15A
3C90480 1.000
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’ o' and Subsidiaries

23-2758192

PPL Corpore’
PPL Fuels Asset PPL Gas PPL Interstate PPL Investment PPL Montana PPL Power PPL Principal PPL Propertijes,
Management, Inc. Utilities Erergy Company Corporation Holdings, LIC Insurance Ltd. Corporation Inc.
Corporation
Caonsolidated Schedules
1120 Page 1 20-2048713 23-12781755 14-1720208 B88-0491203 54-1929267 98-0389197 20-3586272 B6-0498454
1a Gross receipts or sales 188,768,879, 8,387,213, 339,261,916, 1,339,784,
1b Less returns and allowances
1¢ Balance 188, 768,879. 8,387,213. 339,261,916. 7,339,784,
2 Caost of goods sold
3 Gross profit 188,768,879, 8,387,213, 339,261,916. 1,339,784,
4 Dividends 14,000,000,
5  Interest 36,048,316 63,480, 264, 669,062, 1,415,805, 938,578. 169,499, 94,422
6 (Gross rents 10,178 23,631,
7  Gross royalties 31,670,131
g Cdpial gainnet 191,247,
9 Net gain or (loss)
from Form 47957 232,973, -1,928, 655.
10 Other income 1,138, 047. 215,756. 482,551. -10,517,645.
11 Total income 36,048,316, 196,214,158, 8,662,969, 265,151,613, 342,446,259, 8,278,362, 468,499, 31,764,553
17 Copmpensation of 274,713, 269,470.
13 Salaries and wages 1,200, 12,490,687, 1,569,920. 1,200. 5,734,769, 300. 1,200
14 Repairs and maintenance 3,605,281, 252,345, 21,062,805,
15 Bad debts 1,756,004,
16 Rents 2,5417. 533,096, 8,836 4,402 41,214, 945, 342. 3,129
17 Taxes and licenses 197, -798,714. 916,244. 195, 21,915,916, 34. 137
18 Interest 6,569,216, 2,757,701,
18 Charitable contributions 700. 892,
20a Depreciation 10,804,719, 820,616, 236. 25,962,551,
Less depreciation
20b claimed elsewhere
20¢ Net depreciation 10,804,718. 820,616. 236. 25,962,551.
21  Depletion
122 Advertising 1,666, 2,572,
23 Pegtg'fg‘aq{gﬁf-shaﬂng- 2,817,991, 173,445, 13,061,563,
24 E'PRIGYEE benefit B0S, 779. 668, 301.
25 Dodrggzlggo%roduction activities 464,845,
26 Other deductions 29,251, 162,861,346, 2,712,008, 95,431, 125,259, 609. 3,807,700, 1,415, 426,598
27 Total deductions 33,195. 201,806,484, 6,453,414, 101,374, 258,367, 059. 3,807,700. 5,091, 431,064
28 Taxable income before
NOL & Spec. Deductions 36,015,121, ~5,592,326. 2,209,555, 265,050,239, 84,079,240, 4,470, 662, 463, 408. 31,333,489
29a NOL deduction
29b Special deductions 14,000, 000,
30 Taxable income 36,015,121, -5,592,326. 2,208,555, 265,050,239, 10,073,240, 4,470,662 463,408. 31,333,489
KT
5CS080 1,000
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.and Subsidiaries

PPL Corpora” 23-2758192
PPL Receivables PPL Rights, Inc. PFL SavageALERT, PPL Services PPL Spectrum, PPL Synfuel PPL UK Holdings, PPLG US Latin
Corporation Inc. Corporation Inc. Management LLC America, Inc.
Corporation
Consolidated Schedules
1120 Page 1 20-0897190 51-0391377 04-3546904 23-3041441 23-2816389 23-3049292 71-0874986 54-18176%4
1 a (Gross receipts or sales 53,121, 2,884,207,
1b Less returns and allowances
1c Balance 53,121, 2,884,207,
2 Cosl of goods sold
3 Gross profit 53,121, 2,084,207,
4 Dividends 2,381, 98,366, 726. 9,931,750
5 Interest 601, 12,285,978, 1,883,316, 2,583,378, 158,037
5 Gross rents 4,184,
7  Gross royalties
g Capital gain net 138, 760, 998.
9 Net gain or (loss)
from Form 4797 -22,517.
10 Other income ~176,576. 318,287. -1, -83,165. ~209,626
11 Total income 601. 351,046,976, 1,743, 911. 3,202,494, -1, 100,866,937, 9,880,161
12 COppensation of 20,107, 639.
13 Salaries and wages 1,200. 1,200. 136,011,753, [}
14 Repairs and maintenance 4,457,732,
15 Bad debts 154,867,
16 Rents 5,522 3,129, 9,474, 263,
17 Taxes and licenses 197. 137, 2,008,334, 1,606, 38, 165
18 Interest 1,722,601, -2,295,624. 41,461, 87,357,559,
189 Charitable contributions 3,831,091,
20a Depreciation 132, 4,241,509,
200 _“Hlaimed sicewhere
20c Net depreciation 132. 4,241,508,
21 Depletion
22  Advertising 10, 960.
23 Do pETIEY 12,562,911,
24 Employse benelt 13,093,114,
26  Domestic production activities
deduction
26  Other deductions -B1,905,4678. 21,1725, 217,460,224, 2,343,422 6,392,677, 259,489
27 Total deductions -80,176, 026, 26,191, -13,3555,816. 2,547,827, 93,759,236, 297, 654
28 Taxable income before
NOL & Spec. Deductions 80,176,627, 351,020,195, 15,299,721, 654, 667. -1, 71,116,701, 9,582,507
29a NOL deduction
29b Special deductions 1,667,
30 Taxable income 80,176,627, 351,020, 785. 15,298, 060. 654, 667, =1. 1,116,701, % 982,507
JS&
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’PL Corpors’ '!nd Subsidiaries

23-2758192
Realty Company Titan Mechanical Trystate Westech
of Pennsylvania Contractors, Inc  Mechanical, Inc. International,
Inc.
Consolidated Schedules
1120 Page 1 231-1612742 06-1409341 13-2853805 13-3714912
1a Gross receipts or sales A05,372.
1b Less returns and allowances
1¢ Balance 805,372,
2 Cost of goods soid
3 Graoss profit 805,372.
4 Dividends
5 Interest
6 Gross rents 143,241,
7  Gross royalties
8 Cai:plta| gain net 8,453,
9 Net gain or {loss)
from Form 4797
10 Other income
11 Total income 957,066,
12 Cgﬁgg&satton of
13 Salaties and wages 147,991.
14 Repairs and maintenance
15 Bad debts
16 Rents
17 Taxes and licenses 451,663,
18 Interest ge.
19 Charitable contributions
20a Depreciation 115,572.
20b L%?:ig%%r% ;aé{egere
20c Net depreciation 115,572,
21  Depletion
22 Advertising
23 Fe&gl.c.:rs,l apr{gm-shanng,
24 CTpplgyee benem
25 D%ngslsjt‘i:ﬁ"%rodu::lion activities
26 Other deductions 33,6682,
27 Total deductions 748, 997,
28 Taxable income before
NOL & Spec. Deductions 208, 069.
29a NOL deduction
29b Special deductions
30 Taxable income 208,069,
ISA
5C9080 1.000
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Q.24.

A.24.

I-D-24
Page 1 of 1
J.M. Kleha

Provide detailed computations by vintage year showing State and Federal
deferred income taxes resulting from the use of accelerated tax
depreciation associated with post-1969 public utility property, ADR rates,
and accelerated tax depreciation associated with post-1980 public utility
property under the Accelerated Cost Recovery System (ACRS).

a) Reconcile and explain any differences in the base used to calculate
State and Federal deferred income taxes.

b) State whether tax depreciation is based on all rate base items claimed
as of the end of the test year, and whether it is the annual tax
depreciation at the end of the test year.

c) Reconcile differences between the deferred tax balance, as shown as
a reduction to rate base, and the deferred tax balance as shown on
the balance sheet.

PPL Electric does not provide for deferred income taxes related to
accelerated depreciation of assets acquired prior to January 1, 1981.
However, through December 31, 1980, the Company did provide for
deferred taxes related to the difference in tax depreciation resulting from
using class lives under the ADR system of depreciation versus tax
depreciation from the use of guideline lives in effect prior to the ADR
system of depreciation. In accordance with the Commission’s order
adopted January 31, 1981, at Docket No. R-80031114, the Company
terminated provisions for deferred taxes. The Company fully amortized the
December 31, 1980 balance of deferred income taxes through December
31, 2005. The Company is deferring federal income taxes associated with
the use of accelerated tax depreciation under the Accelerated Cost
Recovery System (ACRS) of the Economic Recovery Tax Act of 1981 in
compliance with the Commission's order adopted December 18, 1981, at
Docket No. R-811636. See Attachment |I-D-24 for detailed computations
by vintage year.

a) PPL Electric does not provide for any state deferred income taxes
associated with the use of accelerated tax depreciation.

b) Tax depreciation is not based on all rate base items claimed as of the
end of the test year. Certain assets that are included in rate base are
fully depreciated for tax purposes. Additionally, there are basis
differences between book cost and tax cost for which tax depreciation
is not calculated. Tax depreciation claimed is the annual tax
depreciation at the end of the future test year.

c) The total deferred tax balances shown on Schedule C-6 of Exhibit
Future 1 agree with the rate base reduction shown on Schedule C-1
of Exhibit Future 1. Schedule C-6 of Exhibit Future 1 is cross-
referenced to the deferred tax balances shown on the balance sheet
provided in Schedule B-1 of Exhibit Future 1.



Attachment lI-D-24

Page 1 of 3
PPL ELECTRIC UTILITIES
Deferred Income Tax Calculation Due to Excess of Tax
Depreciation Over Depreciation Using Tax Basis and Book Rates
for Year Ended December 31, 2007
(Thousands of Dollars})
Depreciation
ACRS & Using Deferred
MACRS Tax Tax Basis & Excess (a) Federal Income

Description Depreciation Book Rates Depreciation Rate Taxes
Vintage 1981
General $ 0 % 25 % (25) 40,00% $ (10)
Transmission 53 922 (869) 42.23% (367)
Distribution 77 989 (812) 42.43% (387)

Subtotal-1981 Vintage 130 1,936 {1,806) (764)
Vintage 1982:
General 0 137 (137) 41.61% (57)
Transmission 0 366 (366) 41.26% (151)
Distribution 94 1,189 {1,095) 41.83% (458)

Subtotal-1982 Vimage 94 1,692 (1,598) (666)
Vintage 1983:
General 0 149 (149) 40.27% {60)
Transmission 0 33 (33} 36.36% (12)
Distribution 45 1,049 (1,004} 40.84% (410)

Subtotal-1983 Vintage 45 1,231 {1,1886) (482)
Vintage 1984:
General 0 14 (14) 42 86% (6)
Transmission 1 279 (278) 39.57% (110}
Distribution 44 1,296 (1,252) 39.94% (500)

Subtotal-1984 Vintage 45 1,589 (1,544) (616)
Vintage 1985:
General o 115 {1158) 39.13% {45)
Transmission ¢ 207 {207) 37.68% {78)
Distribution 106 1,623 (1,517 38.89% {590)

Subtotal-1985 Vintage 106 1,945 (1,839) {713)
Vintage 1986:
General 0 37 3N 40.54% (15)
Transmission 0 134 (134) 37.31% (50)
Distribution 66 1,777 {(1.711) 37.64% (644)

Subtotal-1986 Vintage 66 1,948 {1.882) (709)
Vinlage 1987:
General 88 249 (161) 36.65% (59)
Transmission 48 76 (28) 35.71% {(10)
Distribution 2,020 2,442 (422) 36.73% {155)

Subtotal-1987 Vintage 2,156 2,767 B11) (224)
Vintage 1588:
General 75 180 (104) 33.65% (35)
Transmission 26 11 15 33.33% 5
Distribution 4812 2,904 1,908 35.00% 669

Subtotal-1988 Vintage 4,914 3,095 1,819 639
Vintage 1989:
General 78 180 (102) 34.31% {35)
Transmission 17 6 11 36.36% 4
Distribution 4,629 2,764 1,865 35.00% 654

Subtotal-1989 Vinlage 4724 2,950 1,774 623
Vintage 1990:
General 101 259 (168) 34.52% {58}

Transmission 25 1 14 35.71% 5




PPL ELECTRIC UTILITIES

Deferred Income Tax Calculation Due te Excess of Tax

Depreciation Over Depreciation Using Tax Basis and Book Rates
for Year Ended December 31, 2007
{Thousands of Dellars)

Description

Distribution
Subtotal-1990 Vintage

Vintage 18981:

General

Transmission

Distribution
Subtotal-1991 Vintage

Vintage 1992:

General

Transmission

Distribution
Subtotal-1992 Vintage

Vintage 1993;

General

Transmission

Distribution
Subtotal-1993 Vintage

Vintage 1994:

General

Transmission

Distribution
Subtotal-1994 Vintage

Vintage 1995:

General

Transmission

Distribution
Subtotal-1995 Vintage

Vintage 1996:

General

Transmission

Distribution
Subtotal-1996 Vintage

Vintage 1997

General

Transmission

Distribution
Subtotal-1997 Vintage

Vintage 1998:

General

Transmission

Distribution
Subtotal-1998 Vintage

Vintage 1999;

General

Transmission

Distribution
Subtotat-1999 Vintage

Vintage 2000:

Depreciation
ACRS & Using
MACRS Tax Tax Basis & Excess
Depreciation Book Rates Depreciation
5,693 3,292 2,401
5,819 3572 2,247
40 219 (179)
131 51 80
5,673 3,265 2,408
5,844 3,535 2,308
653 872 (219)
208 91 117
7,442 4,216 3,226
8,303 5,179 3,124
453 884 (431)
536 203 333
6,763 3,818 2,945
7,752 4,905 2,847
403 473 (370)
146 61 85
7,209 4,062 3,147
7,458 4,596 2,862
514 770 (256}
701 270 431
6,126 3,530 2,596
7,341 4,570 2,771
78 180 (102)
585 227 358
5,867 3,358 2,509
6,530 3,765 2,765
170 370 (200}
206 80 126
5,425 3115 2,310
5,801 3,565 2,236
208 698 (490)
79 _ 30 49
4514 2,619 1,895
4,801 3,347 1,454
82 1,041 (959}
95 37 58
4,300 2,484 1,816
4,477 3,562 915

(@)
Rate
35.00%

34.64%
35.00%
35.00%

34.70%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

Attachment II-D-24
Page 2 of 3

Ceferred
Federa! Income
Taxes
841
788

(62)
28

844

810

(76)

41
1,129
1.094

(151)
116

1,031
996

(130)
30
1,102
1,002

(90)
151
908
969

(36)
128
878
967

(70)
44

809

783

(171)
17
663
509

(335)
20
636
321



PPL ELECTRIC UTILITIES

Deferred Income Tax Calculation Due to Excess of Tax

Depreciation Over Depreciation Using Tax Basis and Book Rates
for Year Ended December 31, 2007
(Thousands of Dollars)

Description
General

Transmission

Distribution
Subtotal-2000 Vintage

Vintage 2001:

General

Transmission

Distribution
Subtotal-2001 Vintage

Vintage 2002:

General

Transmission

Distribution
Subtotal-2002 Vintage

Vintage 2003:

General

Transmission

Distribution
Subtotal-2003 Vintage

Vintage 2004:

General

Transmission

Distribution
Subtotal-2004 Vintage

Vintage 2005:

General

Transmission

Distribution
Subtotal-2005 Vintage

Vintage 2006:

General

Transmission

Distribution
Subtotal-2006 Vintage

Vinlage 2007:

General

Transmission

Distribution
Subtotal-2007 Vintage

Summary:

Total General

Total Transmission

Total Distribution

Grand Total

Depreciation
ACRS & Using
MACRS Tax Tax Basis & Excess

Depreciation Book Rates Depreciation
471 1,258 (787)

161 61 100

4921 2,688 2233

5,553 4,007 1,546
633 1,237 (604)

534 190 344

4,053 2,048 2,005

5,220 3,475 1.745
1,902 3,301 (1,399}

13,147 6,384 6,763
(5,449) (2,788) (2,661)

9,600 6,897 2,703
1,771 2,926 {1,155)

1,793 738 1,055

5,802 4582 1,220

9,366 8,246 1,120
800 923 {123)

1,369 625 744

5439 3,305 2134

7,608 4,853 2,755

1672 841 831

2,086 494 1,592

8,596 3,035 5,561
12,354 4,370 7,984
6,622 1,347 5,275

2,028 369 1,659

13,128 4,299 8,829
21,778 6,015 15,763
5183 1,517 3,666

2,120 372 1,748

6,767 1,998 4,769
14,070 3,887 10,183

% 21698 & 20,212 § 1,486
26,095 12,328 13,767
114,162 68,959 45,203

$ 161,955 § 101,499 % 60,456

(a)
Rate
35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.09%
35.00%

35.00%
35.00%
35.00%

356.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%

Attachment 11-D-24
Page 3 of 3

Deferred
Federal Income
Taxes
(276)
35
782
541

(212)
120
702
610

(489)
2,373

{(931)
953

(404)
369
427
392

(43)
260
747
964

291
557
1,946
2,794

1,846

581
3,080
5,517

1,283

612
1,669
3,564

$ 495
4,715
15,452

$ 20,662



II-D-25
Page 1 of 1
J.M. Kleha

Q.25. Submit a schedule showing a breakdown of accumulated and unamortized
investment tax credits, by vintage year and percentage rate, together with
calculations supporting the amortized amount claimed as a reduction to pro
forma income taxes. Provide details of methods used to write-off the
unamortized balances.

A.25. Attachment [1-D-25 provides the requested detail. PPL Electric is amortizing
investment tax credits over the historic weighted average book service life.



Vintage
Year

PPL ELECTRIC UTILITIES CORPORATION

Electric Operations
Schedule of Deferred Investment Tax Credit (ITC)
Year Ended December 31, 2007

{(Thousands of Dollars)

Transmission Property:

1975
1975
1976
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
sub total

10%
4%
10%
4%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%

Amortization for

Attachment 1I-D-25
Page 1 of 1

Distribution Property:

1975
1975
1976
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
sub total

Total

10%
4%

10%
4%

10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
10%

Accumulated ITC Year Ended Accumulated ITC
Rate @ 1213112006 12/31/2007 (@ 12i31/2007
3 24 % 24 3 0
37 37 0
179 89 a0
39 19 20
98 33 65
104 26 78
164 33 131
706 118 588
1,480 21 1,269
490 61 429
16 2 14
236 24 212
189 17 172
150 13 137
122 9 113
23 2 21
4,057 718 3,339
57 57 0
87 87 0
359 180 179
78 39 39
353 118 235
456 114 342
817 163 654
958 160 798
1,125 161 964
1,178 147 1,031
712 79 633
842 84 758
1,287 117 1,170
1,436 120 1,316
362 28 334
174 12 162
44 3 41
79 5 74
10,404 1,674 8,730
$ 14461 % 2392 % 12,069




II-D-26

Page 1 of 1

J.M. Kleha

D.A. Cunningham

Q.26. Explain in detail by statement or exhibit the appropriateness of claiming any
additional items, not otherwise specifically explained and supported in the
statement of operating income.

A.26. An explanation of PPL Electric's claim for any additional operating income
items is set forth in Section D of Exhibit Future 1.



Q.27

A27.

I1-D-27
Page 1 of 1
J.M. Kleha

If the utility’s operations include non-jurisdictional activities, provide a
schedule which demonstrates the manner in which rate base and operating
income date have been adjusted to develop the jurisdictional test year
claim.

The Commission's Order, at Docket No. R-8003114, provided that future
retail rate filings by PPL Electric should be on a PUC jurisdictional basis
only. This filing has been prepared in compliance with that order. Total
system measures of value and components of operating income have been
allocated between the FERC and PUC jurisdictions and the proposed
revenue increase has been determined on a PUC jurisdictional basis only.
See Exhibit JMK 2.



Q.1.

Al

I-E-1
Page 1 of 1
J.R. Schadt

Supply a copy of any budget utilized as a basis for any test year claim, and
explain the utility’s budgeting process.

Attachment lI-E-1 is a summary of the operating budget utilized as the basis
for PPL Electric's future test year claim. An explanation of the Company’s
budgeting process is contained in Statement No. 2, the Direct Testimony of
J.R. Schadt.



Operating Revenuas
Electnc Revenus
Gas Cperatons
Wholesale & Energy Trading
Intereempany Sales

Totat Oparating Ravenues

Operating Expenses
Electne Fusl
Cost of Natural Gas & Propane
Enargy Purchasas - Extemnal
Energy Purchases - Intemal
Other indirect O&M

Other Operating Expenses - Direct
Other Operating Expanses - Intercompany

0aM Expense

Amar:. of Transivon Costs/Daf Credis

Depreciation
Taxes Other Than [ncome
Total Operating Expensas

Income from Opearations
Qther income and {Deductions)

Interest Expense
Lang Tesm Dabit
Short Term Debt & Other
Intercompany Interest
AFUDC & Capitatzed (nteres!
Totzl Internst Expanse

[ncome Before [ncome Taxas

Income Taxes
Pravision - Faderal
State
Deferred Income Taxes
Total Incoma Taxes

Minority Interest

Income Before Extraordinary item

Extraoed:nary |tem, net of income laxes

Net Incoma

Preferred Stock Dividand Requirements

Eamings Avzilable for Comman Stock

PPL ELECTRIC UTILITIES CORPORATION

Budget-2007

{Thousands of Dollars)

Jan Eeb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total
$261,737 $232.488 $245,082 $£210.458 $219.883 5$2268.481 5244 595 $249.805 $202.013 §228,143 $238.084 5271,392 52,825,921
250 250 250 250 250 100 160 100 100 100 100 100 1,950
11,820 13,170 12.125 11,734 11,574 13.417 12,125 11,488 10.700 11,585 12.248 13.739 145,734
273,807 246,888 258,457 222,442 231,707 239,998 256,820 261,204 212,813 239,828 248,410 285,231 2.977,605
17,183 18.020 17,166 18,420 18,338 18,266 17,242 18,620 15,444 16,427 17,084 18,977 205.175
185250 147 866 152,801 131,918 138,860 140,155 152.345 156,139 128672 138,826 145,918 164 668 1,763,218
21723 20,718 27,998 23801 22814 27.806 24238 23,537 27552 24,200 21,388 28,099 283,673
7,293 6,831 711 8,788 8,174 6.588 6.642 8.538 8,253 7,173 6.085 7,109 80.563
2916 27,547 35,109 30,368 28,988 34,392 30,881 30,075 33.805 31,373 27,453 35.208 374,235
144 133 13% 122 m 15 a2? 128 128 113 118 131 1.501
10,722 10,787 10,810 10,664 10,922 10,987 11,024 11,085 11,135 11,197 11,260 11,309 132,062
18,157 16,864 17,122 15,804 14,608 14,970 16,030 16.357 18.227 14,710 15,196 16.806 192 848
240,452 221,197 233,143 205,514 © 207,825 218,865 227,649 230,404 203,409 212,646 217,037 251,099 2,669,040
33,358 25,691 25,314 16,928 24,082 21,133 2917 30,800 9,404 21,182 31,372 34,132 208,565
1,103 1,206 811 368 a73 429 962 928 356 76 450 4 7,833
6.744 8118 6,744 8,734 8,744 8734 7,282 7187 6.550 6559 6,550 5,560 81,114
2539 213 221 254 232 260 289 243 272 300 254 281 3078
1,315 1.318 1.305 1293 1208 1,285 1,283 1,280 1,280 1,303 1,275 1,270 15,485
(303) (293) (298} {302} {295) {284} (288) {290) (279) {264) (257} (224} (3.377)
8,015 7.954 1.872 7,579 7,569 7,995 8,576 8,420 7,822 7,898 7,822 7.887 96,310
25,443 18,943 18,153 9,317 16,486 13,587 21,557 23,308 1,937 19,660 24,001 26,716 220,088
7529 5846 4178 2.808 5,196 2,687 6,893 7,508 {1,108) 6,330 7,751 7094 62,808
2,387 1,688 1618 830 1.469 5,208 1.921 2,077 173 1,752 2138 2383 13618
481 511 481 483 454 441 431 391 404 358 373 348 5,146
10,387 8,145 6,255 4118 1119 4237 9,245 9,574 {529) 8,450 10,263 9,825 87,570
16,076 10,798 11,888 5198 9,267 9,230 12,042 13,334 2,466 11,210 13,738 16,891 132,518
16,076 10,798 11,898 5,198 5,367 9,230 12,312 13,334 2,488 11,210 13,738 16,891 132,518
1,508 1,508 1,508 1,506 1,506 1,508 1,506 1,508 1,506 1,506 1,506 1,504 18,070
$14,570 $8,292 510,392 $3.692 $7.861 $7.724 $10,808 $11,823 $980 $9,704 $12,232 $15,387 $114,448

L o | abeyq
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Q.2.

A2

II-E-2
Page 1 of 1
J.R. Schadt

Supply summaries of the utility’s projected operating and capital budgets for
the 2 calendar years following the end of the test year.

Attachment lI-E-2a provides the Company’s projected operating budget for
2008 and 2009. Attachment II-E-2b provides the Company's capital budget
for 2008 and 2009.



Attachment II-E-2a
Page 1 of 1

. PPL ELECTRIC UTILITIES CORPORATION

Projected Operating Budget "
For the Years Ended December 31

(Thousands of Dollars)
2008 009
Operating Revenues
Electric Operations 5 2,887,462 $ 3,289,320
Sales for Resale 96,607 64,217
Total Electric Operating Revenue 2,984,069 3,353,537
Operating Expenses
Energy Purchases - External 155,159 122,934
Energy Purchases - Internal 1,809,418 1,873,423
O&M Expense 374,464 371,568
Regulatory Debits/Credits 0 351,103
Depreciation 134,391 138,630
Taxes Other Than income 198,680 201,197
Income Taxes-Federal 67,521 172,129
Income Taxes-State 11,967 44,507
Deferred Income Taxes (5,963) {151,245)
. Total Operating Expenses 2,745,637 3,125,246
Operating Income $ 238,432 $ 228,291

" Does not include any effect of this rate filing and excludes Transition Bond Company



PPL ELECTRIC UTILITIES CORPORATION

Projected Capital Budget

For the Years Ended December 31,

{Thousands of Dollars)

Budget Cateqory

Provide Electric Service
Upgrade System Facilities
Assure System Reliabiiity
Fornerly leased Vehicles
Respond To Customer
Revenue Cycle Service
Other "

Buildings and Improvements

Total

2008 2009

$ 92905 § 956742
50,421 72,482
53,516 54,184
18,403 19,815
13,355 13,273
4,956 5,073
10,333 8,097
10,658 8,218

$ 254547 $ 277,884

" Includes office furniture, technology projects, and site acquisitions

Attachment lI-E-2b
' Page 1 of 1



ORIGINAD

PPL ELECTRIC UTILITIES CORPORATION

Exhibit Regs. § 53.53
Part lll - Rate of Return

Docket No. R-00072155

PR
GG 2l Hd 62 ¥t 097

AVIUNG SAMVEIIYIIS

This book contains responses to each of the pertinent
items contained in § 53.53, Part lll (Rate of Return Statement) of the

Commission’s Regulations.



Q.1.

A1l

1i-A-1
Page 1 of 1
P.R. Moul
J.R. Schadt

Provide a schedule showing the major components of claimed capitalization,
and the derivation of the weighted costs of capital for the rate case claim.
This schedule shall include a descriptive statement concerning the major
elements of changes in claimed capitalization, cost rates and overall return
from comparable historical data.

See Schedules B-6, B-7, B-8 and B-9 of Exhibit Future 1 for major
components of claimed capitalization and the derivation of the weighted cost
of capital.

Major changes from historic capitalization and cost rates are as follows:

o The expected retirement of $254.9 million in senior secured bonds,
series 5.875% (August 2007).

e The expected issue of $240.0 million in senior secured bonds, series
5.70% (July 2007).



Q2

A2

-A-2
Page 1 of 1
P.R. Moul
J.R. Schadt

Provide a schedule in the same format as Schedule 1, except for the
omission of the descriptive statement, for the most immediate comparable
annual historical period prior to the test year and the two calendar years
most immediately preceding the rate of return claim period. Irrespective of
whether the capitalization claimed on Schedule 1 includes short-term debt,
Schedule 2 should reflect capital ratios with and without short-term debt.

Attachment Ill-A-2 provides the capitalization data for the years 2005 and
2006.



Line
No.

[+ BN L N~ R L

PPL ELECTRIC UTILITIES CORPORATION

Capitalization & Capitalization Ratlos - Year End

{Thousands of Dollars)
2005 2006
Excluding Including Excluding Including
Short-Term Short-Term Short-Term Shont-Term
Amount Debt Debt Amount Debt Debt
Long-Term Debt (a) $ 1.484.249 52.3% 51.5% 3 1.341,643 46.9% 46.2%
Preferred & Preference Stock (b) 49,127 1.7% 1.7% 299,535 10.5% 10.3%
Common Equity {b) 1,304,284 46.0% 45.3% 1,219,146 42.6% 42.0%
Total Permanent Capital 2,837,660 100.0% 98.5% 2,860,324 100.0% 098.5%
Short-Term Debt 42,034 1.5% 42,034 1.5%
Total Capitalization $ 2.879.694 100.0% § 2902358 100.0%

(a) Long-term debt includes amount due within one year and the unamortized loss on reacquired debt.

(b} Preferred and preference stock include an adjustment for the unamortized premiums and unrecovered
original issue costs on reacquired preferred and preference stock.

(c) Common equity includes an adjustment for the unamortized premiums and unrecovered original issue
costs on reacquired preferred and preference stock and an adjustment for the regutatory treatment of ice
storm costs (per PUC Order at Docket No. P-00052148).

| jo | 8bey
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Q.1.

Al

I-B-1
Page 1 of 1
P.R. Moul
J.R. Schadt

Provide a schedule showing the calculation of embedded cost of long-term
debt by issue, supporting the related rate case claim. The schedule shall
contain the following information:

a)
b)
c)
d)
e)
)

9)
h)

Date of issue.

Date of maturity.

Amount issued.

Amount outstanding.

Amount retired.

Amount reacquired.

Gain or loss on reacquisition.
Coupon rate.

Discount or premium at issuance.
Issuance expense.

Net proceeds.

Sinking fund requirements.
Effective cost rate.

Total average weighted effective cost rate.

Projected new issues, retirements and other major changes from the
comparable historic data should be clearly noted.

Schedule B-6 of Exhibit Future 1 provides the requested information.



Q.2.

A2

-B-2
Page 1 of 1
P.R. Moul
J.R. Schadt

In the event that a claim made for a true or economic cost of debt exceeds
that shown in the preceding nominal cost schedule because of convertible
features, sale with warrants or for any other reason, a full statement of the

basis for such a claim should be provided.

No claim is being made for a true economic cost of debt that exceeds that
shown in the preceding nominal cost schedule.



n-B-3
Page 1 of 1
P.R. Moul
J.R. Schadt

Q.3. Provide the following information concerning bank notes payable for test
year and for latest comparable annual historical period prior to the test year:

a) Line of credit at each bank.

b) Average daily balances of notes to each bank, by name of bank.

c) Interest rate charged on each bank note (Prime rate, formula rate, or
other).

d) Purpose of each bank note (for example, construction, fuel storage,
working capital, debt retirement).

e) Prospective future need for this type of financing.

A3. a) & b) The requested information is provided in Attachments IlI-B-3a and
-B-3b.

¢)  The applicable interest rate(effective June 2006) charged on
borrowings is either a eurodollar rate or base rate. In all cases, a
utilization fee is charged if borrowings (including outstanding letters of
credit), in aggregate, exceed 50% of total commitments. The

. borrowing formulas based on the credit ratings in effect for PPL
Electric as of December 31, 2006 are as follows:
Eurodollar borrowings: LIBOR + .25%
Base Rate borrowings: The higher of. Prime or Fed Funds + .50%
Utilization Fee: .050%

d)  PPL Electric has established its credit facilities primarily as a means to
provide liquidity support for its unsecured commercial paper program.
There were no notes outstanding during the historic test year.

e) PPL Electric expects to continue to utilize the credit facilities to support

its unsecured commercial paper program and does not anticipate
making borrowings under the program during the test year.



Attachment (1I-B-3a

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Line of Credit and Average Daily Note Balances by Bank
At December 31, 2006
Total
Commitment by Average Daily

Bank Balance

Mellon Bank 5 5,300,000 $ 0
Key Bank 6,000,000 0
JP Morgan Chase 9,300,000 0
Barclays Bank 16,800,000 0
Morgan Stanley 9,300,000 0
Merrill Lynch 9,360,000 0
Wachovia 16,800,000 0
BNP Paribas 9,300,000 0
UBS Warburg 9,300,000 0
Citibank 16,800,000 0
Bank of New York 18,100,000 0
Union Bank of California 8,500,000 0
Bank of Nova Scotia 9,300,000 0
ABN Amro 6,500,000 0
Credit Suisse First Boston 9,300,000 0
HSBC Bank USA 9,300,000 0
William Street Commitment Corp.(Goldman) 9,300,000 0
PNC Bank 3,400,000 0
UFJ Bank 5,700,000 0
US Bank 3,300,000 0
Societe General 5,000,000 0
KBC Bank N.V. 3,100,000 0
$ 200,000,000 $ 0

The Company aiso maintains an overdraft collection line with Mellon Bank for $2 million to cover
unexpected overdrafts in its controlled disbursement bank account.



Attachment |11-B-3b

Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
Line of Credit and Average Daily Note Balances by Bank
At December 31, 2007
Total Projected
Commitment  Average Daily
by Bank Balance
Mellon Bank $ 5300000 9 0
Key Bank 6,000,000 0
JP Morgan Chase 9,300,000 0
Barclays Bank 16,800,000 0
Morgan Stanley 9,300,000 0
Merrill Lynch 9,300,000 0
Wachovia 16,800,000 0
BNP Paribas 9,300,000 0
UBS Warburg 9,300,000 0
Citibank 16,800,000 0
Bank of New York 18,100,000 0
Union Bank of California 9,500,000 0
Bank of Nova Scotia 9,300,000 0
ABN Amro 6,500,000 t]
Credit Suisse First Boston 9,300,000 0
HSBC Bank USA 9,300,000 0
William Street Commitment Corp.(Goldman) 9,300,000 0
PNC Bank 3,400,000 0
UFJ Bank 5,700,000 0
US Bank 3,300,000 0
Societe General 5,000,000 0
KBC Bank N.V. 3,100,000 0
$200,000,000 § 0

The Company alsc maintains an overdraft collection line with Mellon Bank for $2 million to cover
unexpected overdrafts in its controlied disbursement bank account.



Q.4.

A4

il-B-4
Page 1 of 1
P.R. Moul
J.R. Schadt

Provide detailed information concerning all other short-term debt
outstanding.

PPL Electric's primary source of short-term financing is commercial paper.
Schedules showing the month-end balances of commercial paper and
weighted average interest rate for the historic year and the test year are
shown on Attachment 1ll-B-4a and IlI-B-4b, respectively. The Company had
no other short-term debt outstanding.



Attachment 1l1I-B-4a
Page 1 of 1

PPL ELECTRIC UTILITIES CORPORATION

Monthly Short Term Debt Outstanding
During Year Ended December 31, 2006

Month-end Outstanding Weighted Average Rate
January $ 42,034,000 4.25%
February 42,034,000 4.41%
March 142,034,000 4.74%
April 42,034,000 4.64%
May 42,034,000 4.83%
June 42,034,000 4.99%
July 42,034,000 512%
August 42 034,000 531%
September 42,034,000 5.38%
Octcher 42,034,000 5.36%
November 42,034,000 5.35%
December 42,034,000 5.34%



January
February
March
April

May

June

July
August
September
October
November
December

PPL ELECTRIC UTILITIES CORPORATION

Monthly Short Term Debt Outstanding
During Year Ended December 31, 2007

Month-end Qutstanding

$

42,034,000
42,034,000
62,034,000
62,034,000
42,034,000
57,034,000
42,034,000
42,034,000
82,034,000
52,034,000
42,034,000
53,679,000

Weighted Average Rate
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%
5.25%

Attachment 111-B-4b

Page 1 of 1



Q.5.

A.5.

ti-B-5
Page 1 of 1
P.R. Moul
J.R. Schadt

Describe long-term debt reacquisition by issue by Company and

Parent as follows:

a) Reacquisition by issue by year.

b) Total gain or loss on reacquisitions by issue by year.

c) Accounting for gain or loss for income tax and book purposes.

d) Proposed treatment of gain or loss on such reacquisition for
ratemaking purposes.

Attachment IlI-B-5 provides the requested information.



Line
No,

Y

10
"
12

13
14
15
16

17

19

20

21

23

Attachment HI-B-5

Page 1 0f 2
PPL ELECTRIC UTILITIES CORPORATION
Long-term Dabt Reacqulsition by lssuo
Total Loss Unamortized Loss Unamartized Loss
on Reacquired as of as of

Description Amount Debt {2) Dacember 31,2006 December 31,2007
1986

15-5/18% Series due 2010 (3} 100,000,000 $ 14,022,896 $ 1,434,461 $ 1,275,175
1987

13-1/4% Series due 2012 (3) 100,000,000 11,529,725 899,153 742,957
1988

13-1/8% Series due 2013 (3) 125,000,000 13,759,884 1.275,006 1,088,545
1989

13-1/2% Series due 1934 (3) 125,000,000 §,503.632 752,547 589,878

12-3/4% Series due 2014 (3) 125,000,000 13,787,793 1,997,458 1,840,871
1930

12% Series due 2015 (3} 125,000,000 13,037,869 1,546,816 1,370,106
1992

16-1/8% Serias due 2016 (3) 125,000,000 10,585,931 1,844,430 1,724,234
1953

7-7/8% - B-1/8% PC Series C due 2000-2010 (3) 20,000,000 940,413 164,016 152,969

11-1/4%- 11-1/2% PC Series D dus 2002-2012 (3} 70,000,000 3,410,648 594,817 554,753

9-1/4% Series due 2004 (3} 80,000,000 459,626 83,748 78,545

9-3/4% Series due 2005 (3) 125,000,000 773,476 140,999 132,239

9% Series due 2016 (3} 125,000,000 8,993,234 1,711,777 1,609,669
1994

5-5/8% PC Series A due 1984-2003 (1), {3} 15,500,000 94,917 19,690 18,711

10-5/8% PC Series E due 2014 (3) 37,750,000 1,930,733 399,358 379,491

10% Series due 2019 (3} 125,000,000 10,533,430 2,048,938 1,929,624

10-5/8% PC Series F due 2014 (3) 115,500,000 4,325,015 851,772 909,810
1996

9-3/8% PC Series G due 2015 (3} 55,000,000 2,511,825 566,918 541,830

9-1/4% Series dua 2018 (3) 35,000,000 2,962,890 555,260 517.638

9-3/8% Series due 2021 (3) 50,250,000 5,289,859 1,016,282 946,227
2000

9-1/4% Series FMB due 2019 27,584,000 71,688 46,863 43,195
2001

9-3/8% Series due 2021 5,168,000 49,861 36,149 33,657

6-1/2% Series due 2005 15,000,000 619,354 154,606 80,594
2002

8-1/2% Series due 2022 10,911,000 88,945 68,194 63,750
2003

6-4/10% PC Series H due 2021 90,000,000 2.987.069 966,362 439,911

7-7/8% Series due 2023 46,213,000 520,056 423,469 397,160

6-3/4% Series due 2023 19,497,000 261,154 221,417 208,207
2004

7.3% Series FMB due 2024 5,805,000 57,103 48,797 45,944

6-1/2% Series FMB due 2005 40,566,000 2,028,247 1,433,009 1,209,865

6.25% Senior Secured Bonds due 2009 45,134,000 1,963,529 1,396,325 1,178,894

5.875% Senior Secured Bonds due 2007 14,215,000 3,867,452 2,733,808 2,308,108
200§

6.4% PC Series J due 2029 115,500,000 4,061,324 3,761.494 3,595,680

5.5% PC Series | due 2027 53,250,000 1,527,182 1,418,717 1,348,274

6.15% PC Series K due 2029 55,000,000 2,286,021 2,135,808 2,029,759

$ 32,848,472 $ 29,486,268




Attachment IN-B-5
Page 2 of 2

PPL ELECTRIC UTILITIES CORPORATION
Long-term Debt Reacquisition by lssue

(1) These bonds were reacquired in the open market and were used to satisfy sinking fund requiremants
of this issue.

{2) The ynamontized debt expense and discount/premium associated with bonds that are reacquired ata
loss were added to the premium paid to reacquire the bonds. In accordance with Generat Instruction 17 of
the Uniform System of Accounts, the loss is amortized over the remaining life of the bonds, or, if the bonds
were refinanced, the life of the new issuance.

{3) In June 1998, the genaraticn portion of PPL Electric became dereguiated. As a result, losses an
reacquired deb! attributable to the generation portion of PPL Electric's business are being expensed as
incurred in accordance with SFAS 4 "Reporting Gains and Losses from Extinguishment of Debt,”

Accounting for losses for income tax purposes:
Loss on reacquired debt set forth above was deducted as incurred for income tax purposes.

Proposed treatment of Yosses for ratemaking purposes:

The Company proposes that the current practice of adhering to General Instruction 17 of the Uniform System
of Accounts be continued.



Q.1.

A1

n-c-1
Page 1 of 1
P.R. Moul
J.R. Schadt

Provide a schedule showing the calculation of the embedded cost of
preferred stock equity by issue, supporting the related rate case claim. The
schedule shall contain the following information:
a) Date of issue.
b) Date of maturity.
¢) Amount issued.
d) Amount outstanding.
e) Amount retired.
f)  Amount reacquired.
g) Gain or loss on reacquisitions.
h) Dividend rate.
i)  Discount or premium at issuance.
i) Issuance expenses.
k) Net proceeds.
I)  Sinking fund requirements.
m)  Effective cost rate.
n) Total average weighted effective cost rate.
o) Projected new issues, retirement and other major changes from the
comparable historical data should be clearly noted.

Schedule B-7 of Exhibit Future 1 provides the requested information.



I-D-1
Page 1 of 1
P.R. Moul

Q.1. Provide complete support for claimed common equity rate of return.

Al See Statement No. 11, the Direct Testimony of Paul R. Moul.



-D-2
Page 1 of 1
P.R. Moul
J.R. Schadt

Q.2 Provide a summary statement of all stock dividends, splits or par value
changes during the 2 calendar year period preceding the rate case filing.

A2, None.



i-D-3
Page 1 of 1
P.R. Moul

. J.R. Schadt

Q.3. Provide a schedule of all issuances of common stock, whether or not
underwriters are used, for the most immediately available annual
historical period and the 2 calendar years most immediately preceding
the test year.

A.3. The Company has issued no common stock in the most immediate
annual historical period and in the two calendar years most immediately
preceding the test year.



Q.4.

A4

n-p-4
Page 1 of 4
P.R. Moul
J.R. Schadt

Submit details on the utility and parent company stock offerings - past 5
years to present - as follows:
a) Date of prospectus.
b) Date of offering.
¢) Record date.
d) Offering period - dates and numbers of days.
e) Amount and number of shares offered.
f)  Offering ratio, if rights offering.
g) Percent subscribed.
h) Offering price.
i)  Gross proceeds per share.
j) Expenses per share.
k) Net proceeds per share (i - j).
) Market price per share.
(1} Atrecord date.
(2) At offering date.
(3) One month after close of offering.
m)  Average market price during offering.
(1) Price per share.
(2) Rights per share - average value of rights.
n) Latest reported earnings per share at time of offering.
o) Latest reported dividends at time of offering.

PPL Electric Utilities Corporation
There were no common stock offerings by PPL Electric Utilities Corporation
during the last five years.

PPL Corporation

PPL Corporation completed publicly underwritten common stock issuances
in September 2002 and May 2003. The details are noted below. In addition
to these publicly underwritten offerings, PPL Corporation also issued
common stock periodically during the last five years under an Employee
Stock Ownership Plan, under a Dividend Reinvestment Program, under
other stock-based compensations plans, under Structured Equity Shelf
Programs and in connection with settling the conversion premium related to
conversions of PPL Energy Supply's 2-5/8% Convertible Senior Notes due
2023.




-D-4
Page 2 of 4
P.R. Moul
J.R. Schadt

Note: Share and per share amounts have not been adjusted to reflect the 2-
for-1 stock split completed in August 2005.

a)
b)

c)
d)

e)

)
9)

Date of Prospectus — Prospectus supplement is dated September 12,
2002. itis a supplement to a prospectus dated July 22, 2002.

Date of offering — The closing date of the offering was September 18,
2002.

Record date — Not applicable

Offering period—dates and number of days — Marketing of the offering
was less than one week.

Amount and number of shares offered - 16,675,000 shares for
$508,587,500

Offering ratio, if rights offering — Not applicable

Percent subscribed — 100% -- The underwriters were granted an
option to purchase additional shares to cover over-allotments. The
underwriters exercised the option in this offering.

Offering price - $30.50/share

Gross proceeds per share - $30.50
Expenses per share - $0.961

Net proceeds per share (i-j) - $29.539
Market price per share

(1) Atrecord date — Not applicable

(2) At offering date — Closing price on September 18, 2002 was
$31.50

(3) One month after close of offering — Closing price on
October 18, 2002 was $30.26.

Average market price during offering — Not applicable

(1) Price per share
(2) Rights per share—average value of rights

Latest reported earnings per share at time of offering — Diluted EPS
was $(0.18) and $(0.20) for the three and six months ended June 30,
2002, respectively, and $1.22 for the year ended December 31, 2001.

Latest reported dividends at time of offering — Quarterly dividend of



-D-4
Page 3 of 4
P.R. Moul
J.R. Schadt

$0.36 per share for the quarter ended June 30, 2002.

Note: Share and per share amounts have not been adjusted to reflect the 2-
for-1 stock split completed in August 2005.

a)

b)
c)
d)

e)

)
9)

h)
1)
)
k)
1)

Date of Prospectus — Prospectus supplement is dated May 15, 2003.
It is a supplement to a prospectus dated July 22, 2002.

Date of offering — The closing date of the offering was May 21, 2003.
Record date — Not applicable

Offering period—dates and number of days — Marketing of the offering
was less than one week.

Amount and number of shares offered — 7,058,800 shares for
$269,988,100

Offering ratio, if rights offering — Not applicable

Percent subscribed — 100% -- The underwriters were granted an
option to purchase additional shares to cover over-allotments. The
underwriters exercised the option in this offering.

Offering price - $38.25/share

Gross proceeds per share - $38.25
Expenses per share - $1.2431

Net proceeds per share (i-j) - $37.0069
Market price per share

(1) At record date — Not applicable

(2) At offering date - Closing price on May 21, 2003 was $38.94

(3) One month after close of offering - Closing price on June 20,
2003 was $43.48

Average market price during offering — Not applicable

(1) Price per share
(2) Rights per share—average value of rights

Latest reported earnings per share at time of offering — Diluted EPS
was $1.43 for the three months ended March 31, 2003 and $1.36 for



N-D-4
Page 4 of 4
P.R. Moul
J.R. Schadt

the year ended December 31, 2002.

o) Latest reported dividends at time of offering — Quarterly dividend of
$0.385 per share for the quarter ended March 31, 2003,



Q.1.

Al

M-E-1
Page 1 of 1
R.J. Schadt

P.R. Moul

If a claim of the filing utility is based on utilization of the capital structure or
capital costs of the parent company and system - consolidated - the reasons
for this claim must be fully stated and supported.

PPL Electric's capital structure and capital costs claim in this filing are based
on the Company’s operations only.




Q.2.

A2

I-E-2
Page 1 of 1
P.R. Moul
J.R. Schadt

Regardless of the claim made, provide the capitalization data requested at
Item l.LA.2. for the parent company and for the system - consolidated.

Attachment llI-E-2 provides the capitalization data for the years 2005 and
2006 for PPL Corporation.




PPL CORPORATION

Capitallzation & Capitalization Ratios - Year End

{Thousands of Dollars)

Ling
No. 2005 2006
Excluding Including Excluding Including
Short-Term Short-Term Short-Term Short-Term
Amount Debt Debt Amount Debt Debt
1 Long-Term Debt {a) $ 6,256,140 55.5% 54.4% $ 7.211.861 55.6% 55.4%
2 Preferred & Preference Stock (b} 49,127 0.4% 0.4% 299,535 2.3% 2.3%
3 Common Equity (b) 4,973,943 44.1% 431.3% 5,458,153 42.1% 42.0%
4 Total Permanent Capital 11,279,210 100.0% 98.1% 12,967,549 100.0% 99.7%
5 Short-Term Debt 213472 1.9% 42548 0.3%
6 Total Capitalization $ 11.492.682 100.0% § 13.010.087 100.0%

(a) Long-tenm debt includes amount due within one year and the unamortized loss on reacquired debt, but

excludes securitization debt issued by PPL Transition Bond Company.

{b) Preferred and prefernce stock include an adjustment for the unamortized premiums and unrecovered original
issue costs on reacquired preferred and preference stock.

(¢} Common equity includes an adjustment for the unamortized premiums and unrecovered original issue costs
on reacquired preferred and preference stock and an adjustment for the regulatory treatment of ice storm

costs (per PUC Order at Docket No. P-00052148),

| Jo | abeg

27311l wawyoeny



Q.3.

A3.

I-E-3
Page 1 of 1
J.R. Schadt

Provide the latest available balance sheet and income statement for the
parent company and system - consolidated.

See the response to Question llI-F-1 of Exhibit Regs. §53.53, Part lll - Rate
of Return, for the requested data.




lI-E-4
. Page 1 of 1

J.R. Schadt

Q4. Provide an organizational chart explaining the filing utility’s corporate
relationship to its affiliates - system structure.

A4 See Attachment llI-E-4.




PPL Corporation

PPL Electric Utilities
Corporation

Attachment IlI-E-4
Page 1 of 1

PPL Receivables Corporation

PPL Gas Wilities Corporation

PPL Transition Bond Company,
LLC

PPL Capital Funding, Inc.

PPL Properties, Inc.

PPL Principal Corporation

PPL Deposit Corporation

PPL Energy Funding Corporation

PPL Power Insurance Ltd.

PPL Services Corporation

LN N IS R R A

Ninth Street &
Hamilton Corporation

CEP Commerce, LLC

— L L

CEP Lending, Inc.




Q.1.

Al

I-F-1
Page 1 of 1
J.R. Schadt

The latest available quarterly operating and financial report, annual report to
the stockholders and prospectus shall be supplied for the utility and for the
utility’s parent, if the relationship exists.

Attachment |llI-F-1a provides the Quarterly Reports to the Securities and
Exchange Commission (SEC) for the Quarter Ended September 30, 2006
(Form 10-Q) for PPL Corporation and its subsidiaries that are SEC
registrants. Attachment IllI-F-1b provides the latest Prospectus for PPL
Electric; and Attachment llI-F-1c provides the Annual Reports to the SEC for
the year ended December 31, 2006 (Form 10-K) for PPL Corporation and its
subsidiaries that are SEC registrants.



Attachment IlI-F-1a

Form 10-Q

Quarterly Report to the
Securities and Exchange Commission

For the Quarter Ended
September 30, 2006

PPL Corporation
PPL Energy Supply, LLC
® PPL Electric Utilities Corporation




UNITED STATES
. SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(dy OF THE SECURITIES EXCHANGE ACT OF
1934 for the quarterly pertod ended Seplember 30. 2006

OR

|1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OFF
1934 Tor the transition period from o

Commission File Registrant: State of Incorporation: IRS Employer
Number Address and Telephone Number Identifteation No.

1-1145Y PPL Corporation 23-27581492
(Exact name of Registrant as specilied in its charter)
(Pennsylvania)
Two North Ninth Sireet
Allentown, PA 18101-1179
(610) 774-5151

333-74794 PPL. Energy Supply, LLC 23-30074920
{Exact name of Registrant as specilied in its charter)
{Delaware)
Two North Ninth Street
Allentown, PA 18101-1179
610y 774-5151

1-80)5 PPL Electric Utilities Corporation 23-09359590
(Exact name ol Registrant as specilied inils charter)
{Pennsylvania)
Two North Ninth Street
Allentown. PA 181011179
(610) 774-5151

Indicute by check mark whether the Registranis (1) have filed all reports required o 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 o [ile such reports),
and (2) have been subject 1o such filing requirements for the past 90 days.

PPL. Corporation Yes X No
PPL Encrgy Supply, LLLC Yes X No
PPL Eleetric Utilities Corporation Yes X No



Indicate by check mark whether the Registrants are large aceelerated lilers, aceelerated filers, or non-aceelerated filers. See delinition
ol "accelerated liler and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer Accelerated filer Non-accelerated filer
PPL Corporation X o (.
PPL Encrgy Supply, LL.C [ (. [X]
PPL Electric Utilities Corporation [ bl [ X]

Indicate by check mark whether the Registrants arc shell companies (as defined in Rule 12b-2 of the Exchange Act).

PPL Corporation Yes No X
PPL Encrgy Supply. LI.C Yes No X
PPL Electrie Ullities Corporation Yes No X

indicate the number of shares outstanding of cach of the issuer's classes of common stock. as of the latest practicable date:

PPL Corporation Common stock. $.01 par value, 381.565.560 sharcs outstanding at
October 31, 2006,

PPL Energy Supply. LL.C PPL Corporation indirectly holds all of the membership interests in PPL
Encrgy Supply. LLC.

PPL Eleetric Utilities Corporation Common stock. ne par value, 66.368.056 shares outstanding and all held by

PPL Corporation at Ociober 31, 2006.

This document is available free of charge at the Investor Center on PPL’s Web site at www.pplweb.com. However, information
on this Web site does not constitute a part of this Form 10-Q.




PPL CORPORATION
PPL ENERGY SUPPLY, LLC
PPL ELECTRIC UTILITIES CORPORATION

FORM 10-Q
FOR THE QUARTER ENDED SEPTEMBER 30, 2006

Table of Contents

GLOSSARY OF TERMS AND ABBRIEVIATTIONS ..ottt csasstbe s sans a0 s s srs st sae e st e e sbmeesnreesnnnssasses i
FORWARD-LOOKING INFORMATEON oottt st se vt e eeceseseeeeeeseeesaesemesessnseaneeensnsassssssnsnsesesnesennmsneeans 1
PART I. FINANCIAL INFORMA'TTON
liem 1. Financial Siatements
PPL Corporation and Subsidiaries
Condensed Consolidated Statements O INCOMC vt sressrnre s eesraessieesssrassannes 2
Condensed Consolidated Statements o Cash FLOWS (i ssressssersrssesssses 3
Condensed Consolidated Balance SHCRIS oo e sssese v rece s essessacessesssesesesseeees 4
PPL Energy Supply, LLC and Subsidiaries
Condensed Consolidated SEtements of INCOMC (.o.ii oo cis s eraeeeeresaesrreere e snreeeeene 6
Condensed Consolidated Statements oF Cash FIOWS ittt e 7
Condensed Consolidated Balance SHCCLS ...ttt st caba e st be s b s ne s B
PPL Electric Utilities Corporation and Subsidiaries
Condensed Consolidated STatements O IRCOMIE ... errrs e rnrs s casarsimsesssessseessssesaees 10
Condensed Consolidated Statements oF Cash FLOWS L nvrrene s 1]
Condensed Consolidated Balance SHECIS ..ottt ra s e et 12
Combined Notes to Condensed Consolidated Financial S1aCmCnts .o 14
ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
PPL Corporation and SUBSIATICS . .....ov e e s esnae s 46
PPL Encrgy Supply. LLC and Subsidiitries .. ocooooueiineece ettt st esaa s 60
PPL Electric Utilitics Corporation and Subsidiarics ...t 72
ltem 3. Quantitative and Qualitative Disclosures About Markel RISK ..o e 77
N 4. CONPOIS AN PIOCCUUITS oottt iir s rer s ssts st srte e e e s e e ar e e e rre e s easnes st sesensssersbesnbeerneesnseenineesareessrbnen 77
PART Il. OTHER INFORMATION
[LCT L LRl PrOCCEULIES ooeeiiieiciiiet ittt ettt sttt e e b e e e ettt eht et d st sk am st nbe et e b et e an bt entesaens 17
TN DAL RISK FFACLOTS (oot et e ettt e ee et et e et ie et eeaeee e eaeeeteseamensssessamsssnsnssaesseeennneensneeansennsains 77
TIEI 0, X EDILS e ettt ettt ettt e eab s e tste s b e e e be e r b e e bbe e st e s maeeaaeaaeAb b ebb e e bbb e ot 644 s b e et bbb e eabaaebbannb b e e e aassbnsas 78
SIGNATURIES. ...t r vt e e te s ree e s e asese s s easee e bes bes b beess e s seassssarsssesssansabasennesenteeanensabssaessbrerrnnernrrennnsnnsenss 79
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
PPL Corporation and Subsidiaries. . ..o e e 80
PPL Encrgy Supply, LLC and SubSidiarics ..o i scec s ssiese e 81
PPL Electric Utilities Corporation and Subsidiaries ... e 82
CERTIFICATES OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
|4 i O 0 TS Tt PO OO OO USU T 83
PPL Encrgy Supply. LLC ittt st sa s s 85
PPL Elcctric UtIIES COMPOTALION. ....coiiiieiicecceeceeseesteeee e sstsssnesessesssseessessasseaeseassessmaassaasasansasssasseans 87

CERTIFICATES OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 906 OFF THE SARBANES-OXLEY ACT OF 2002

PPL COPOIION. 1ottt iirvre e e vits e sies b eesavsrnee s e esnea s s e esnee s b e assnee 1t bsersrbeaernessmbeearnpeenbeeesneeesnanernsaees %9

. PPL ENCFRY SUPPIY. LLC oo eeeeereeeeeeeeseeeemeseeeseeeseeeesaseseeess s es oo eeeseseseeeeessreeressenees 91
PPL Electric UNHUCS COrPOTaION.......ooiiiiiiiice e eeee e esees et es e b e e s e sstessseaeesneesnsssnseeseesnnes 93



GLOSSARY OF TERMS AND ABBREVIATIONS

PPL Corporation and its current and former subsidiaries. .

Elfec - Empresa de Luz y Fuerza Electrica Cochabamba S.A.. a
Bolivian clectric distribution company in which PPL Global has
a majority ownership interest,

Emel - Empresas Emel S.A.. a Chilean clectric distribution
holding company in which PPL Global has a majority ownership
interest.,

Hyder - Hydcer Limited. a subsidiary of WPDL that was the
previous owner of South Wales Electricity ple. in March 2001,
South Wales Electricity ple was acquired by WPDH Limited and
renamed WPD (South Wales),

PPL - PPL Corporation. the parent holding company of PPL
Elcciric, PPL, Energy Funding and other subsidiaries.

PPL Capital Funding - PPL Capital Funding, Inc.. a wholly
owned linancing subsidiary of PPL.

PPL Electric - PPL Electric Utilitics Corporation, a regulaled
utility subsidiary of PPL that transmits and distribules electricity
in its service werritory and provides electric supply 10 retail
custoners in this territory as a PLR.

PPL Energy Funding - PPL Encrgy Funding Corporation, a
subsidiary of PPL and the parent company of PPL Encrgy
Supply.

PPL EnergyPlus - PPL EncrgyPlus, LLC, a subsidiary of PPL
Encrgy Supply that markets and trades wholesale and relail
cleetricity, and supplics cnergy and cnergy services in
deregulated markets.

PPL Energy Supply - PPL Energy Supply. LLC. o subsidiary
ol PPL Energy Funding and the parent company ol PPL
Generation, PPL EncergyPlus. PPL Global and other subsidiaries.

PPL Gas Utilities - PPL Gas Ulilitics Corporation. a regulated
utility subsidiary ol PPL that specializes in natural gas
distribution. transmission and storage services, and the
competitive sale ol propanc.

PPL Generation - PPL Generation, LLC. a subsidiary of PPL
Encrgy Supply that owns and operites ULS. generating (acilitics
through various subsidiarics.

PPL Global - PPL Global, LLC, a subsidiary of PPL Encrgy
Supply that owns and operates international energy businesses
that are focused on the regulated distribution of clectricity.

PPL Martins Creek - PPL. Martins Crecek. LLC, a subsidiary
of PPL Generation that owns generating operations in
Pennsylvania,

PPL Montana - PPL Montana. LLC, an indircct subsidiary off
PPL Generation that generales electricity for wholesale sales in
Montana and the Pacific Northwest,

PPL Services - PPL Services Corporation, a subsidiary of PPL
that provides shared services lor PPL and its subsidiarics.

PPL Susquehanna - PPL Susquchanna. LLC. the nuclear
generaling subsidiary ol PPL Generation.

PPL Telcom - PPL Tcleom, LLC. an indireet subsidiary of
PPL and PPL Energy Supply that delivers high bandwidth
telecommunication services {rom Washington, D.C. 10 New
York City, and Lo six metropolitan argas in central and castern
Pennsylvania,

PPL Transition Bond Company - PPL Transition Bond
Company. LLC. a subsidiary of PPL Electric that was formed 1o
issue transition bonds under the Customer Choice Acl.

SIUK Capital Trust I - a business trust created to issue
preferred securitics and whose common seeurities are held by
WPD LLP.

WPD - relers collectively .o WPDH Limited and WPDL.

WPD LLP - Western Power Distribution LLP. a wholly owned
subsidiary of WPDH Limited. which owns WPD (South Wesl)
and WPD (South Walcs).

WPD (South Wales) - Western Power Distribution (South
Wales) ple. a British regional elecric utility company.

WPD (South West) - Western Power Distribution {(South
West) ple. a Brilish regional electric wility company.

WPDH Limited - Wcsiern Power Distribution Holdings
Limited, an indirect. wholly owned subsidiary of PPL Global.
WPDH Limited owas WPD LLP.

WPDL - WPD Investment Holdings Limited, an indircet wholly

owned subsidiary of PPL, Global, WPDL owns 100% of the
common shares of Hyder.



Other terms and abbreviations

E - British pounds sterling,

2005 Form 10-K - Annual Report to the SEC on Form 10-K
for the year ended December 31, 2005,

AFUDC (Allowance lor Funds Usced During Construction) -
the cost ol equity and debt funds vsed to finance construction
projects of regulated businesses. which is capitalized as part off
construclion cost.

ARO - asset retirement obligation.
Bef - hillion cubic feel,

Black Lung Trust - a1 trust account maintained under federal
and state Black Lung legislation lor the payment of claims
related 10 disability or death due to ppeumoconiosis.

Clean Air Act - federal legislation enacted 1o address cerlain
environmental issues related to air emissions. including acid
rain, ozone and wxic air emisstons.

CTC - compelitive transition charge on customer hills 1o
recover allowable transition costs under the Customer Choice
AcL

Customer Choice Act - the Pennsylvania Electricity
Generation Customer Choice and Competition Act, legislation
enacled to restructure the state's electric wility industry 1o
create retail access o a competitive market lor generation of
electricity.

DEP - Department of Environmental Prolection, a state
government agency.

DOE - Department of Energy. a U.S. government agency.

EITF - Emerging [ssues Task Force. an organization that
assists the FASB in improving financial reporting through the
ientification. discussion and resolution ol linancial
accounting issues within the framework of existing
authoritative literature.

EMF - clectric and magnetic field.

EPA - Environmental Protection Agency. a U.S. government
agency.

EPS - carnings per share.

FASB - Financial Accounting Siandards Board. a rulemaking
orgunization that establishes inancial accounting and
norting standards.

FERC - Federal Energy Regulatory Commission. the federal
ageney that regulates interstate transmission and wholesale
sales of electricity and related matlers.

FiIN - FASB Interprelation,

Fitch - TFich, Inc,

FSP - FASB StaiT Position.

GWh - gigawau-hour, one million kilowatt-hours.

IRS - [nternal Revenue Service, a ULS. government agency.
ISO - Independent System Operator,

ITC - intangihle transition charge on customer bills to recover
intangible transition costs associated with sceuritizing siranded
cosls under the Customer Choice Act.

LIBOR - London Interbank Oltered Rate.

Montana Power - The Montana Power Company. a
Montana-based company that sold its generating assets o PPL
Montana in December 1999, Through a series of (ransactions
consummated during the first quarter of 2002, Montana Power
sold its electricity delivery business 1o NorthWestern.

Moody's - Moody's Investors Service. Inc,
MW - megawatt. one thousand kilowaits.
MWh - megawatt-hour, one thousand kilowatt-hours.

NorthWestern - NorthWestern Encrgy Division, a Delaware
corporation and a subsidiary ol NorthWestern Corporation and
suceessor ininterest (o Montana Power’s electricity delivery
business, including Montana Powcer's rights and obligations
under contracts with PPL Montana.

NRC - Nuclear Regulatory Commission. the lederal agency
that regulates the operation ol nuclear power {acilitics.

NUGs (Non-Utility Generators) - generating plants not owned
by public utilities. whose cleetrical output must be purchased
by wtilitics under the PURPA il the plant incets certain criteria.

NYMEX - New York Mercantile Exchange,

PCB - polychlorinated biphenyl. an oil additive used in cortain
electrical equipment up to the late-1970s. 1t is now classified
as a hazardous chemical,

PJIM (PIM Interconnection. L.L.C.) - operator of the electric
transmission network and cleetric energy market in all or parts
of Delaware, Ulinois, Indiana, Kentucky, Maryland. Michigan,
New Jersey. North Carelina. Ohio, Pennsylvania, Tennessee.
Virginia, West Virginia and the District of Columbia.



PLR (Provider of Last Resort) - the role of PPL Electric in
providing clectricity to retail customers within ils delivery
territory who have not chosen to select an alternative
electricity supplier under the Customer Choice Act.

PP&E - property, plant and cquipment.

PUC - Pennsylvania Public Utiliy Commission. the state
agency that regulates certain ratemaking. services, accounting
and operations of Pennsylvania utilitics.

PUC Final Order - final order issucd by the PUC on
August 27, 1998, approving the settlement of PPL Electric's
restructuring proceeding.

PUHCA - Public Utility Holding Company Act of 1935,
legislation passed by the U.S. Congress. Repealed elfective
February 2006 by the Energy Policy Act of 2005.

PURPA - Public Uility Regulatory Policies Act of 1973,
tegislation passed hy the U.S. Congress 1o encourage energy
conservation, eiflicient use ol resources and equitable rates,

Regulation S-X - SEC regulation governing the form and
content of and requirenients for linancial statements required
10 be filed pursuant to the federal securities laws.

in

SAB - Suaff Accounting Bulletin.

SCR - sclective catalytic reduction, a pollution control .

process.

SEC - Sceurilies and Exchange Commission, a U.S,
government agency whose primary mission is to protect
investors and maintain the inegrity of the securities markets.

SFAS - Statement of Financial Accounting Standards, the
accounting and linancial reporting ruies issued by the FASB.

S&P - Standard & Poor's Ratings Services.

Superfund - federal environmental fegislation that addresses
remediation of contaminated sites; states also have similar
statutes.,

Synfuel projects - production Tacilities that manufacture
synthetic fuel Irom coal or coal byproducts. Favorable federal
1ax credits may be available on qualificd synthetic Tuel
products.

Tolling agreement - agreement whereby the owner of an
cleetric generating facility agrees Lo use that facility 1o convert
fuc) provided by a third party into clectric energy for delivery
buck to the third party.



FORWARD-LOOKING INFORMATION

.[utcnwms contained in this Form 10-Q concerning
expectations, beliefs, plans. objectives, goals, strategies, lulure
cvenls or perlormance and underlying assumptions and other
statements which are other than statements of historical lacts
arc "forward-looking statements” within the meaning ol the
federal securities Taws. Although PPL, PPL Energy Supply
and PPL Electric belicve that the expuectations and assumptions
retlected in these statements are reasonable, there can he no
assurance that these expectations will prove to be correct.
These forward-looking statements involve a number of risks
and uncertainties, and actual results may differ materially from
the resuits discussed in the forward-looking stalements. In
addition 1o the specific lactors discussed in "liem TA, Risk
Factors” in the companies’ 2005 Form 10-K and in "ltem 2.
Management's Discussion and Analysis of Financial Condition
and Results of Operations” in this Form 10-Q report. the
lollowing are among the important factors that could cause
actual results 1o differ materially from the forward-looking
statements:

o market demand and prices for energy. capacity and luel:

o market prices for crude oil and the potential impact on
synthetic fuel operations. synthetic Tuel purchases from third
partics and the phasc-out of synthetic fuel ax credits:

o weather conditions affecting generation production. customer
cnergy usage and operating costs,

o competition in retail and wholesale power markets:

o liguidity of wholesale power markets:

« the cffect of any business or industry restructuring:

e the profitability and lhquidity. including access 1o capital
markets and credit facilities, of PPL and its subsidiaries:

& New accounting requirements or new interpretations or
applications ol existing requireiments;

» operation and availability of existing generation lacilities and
operating costs;

o transmission and distribution system conditions and operating
COSIS;

o current and luture environmental conditions and requirements
and the relimed costs of compliance, including environmental
capital expenditures and emission allowance and other
LXpenses:

» significant delays in the planned installation of pollution
control equipment al certain coal-lired generaling units in
Pennsylvania duee to weather conditions, contractor
performance or other reasons:

o market prices of commaodity inputs for ongoing capital
cxpenditures:

collective labor bargaining negotiations:

development of new projects. markets and lechnologics:
performance ol new ventures:

assel acquisitions and dispositions:

political. regulatory or ceonomic conditions in stales. regions
or countries where PPL or its subsidiaries conduct business:
any impact of hurricanes or other severe weather on PPL and
its subsidiaries, including any impact on fuel prices;

receipt of necessary governmental permits. approvals and rate
relicl:

new state. federal or foreign legislation, including new tax
legislation;

state, federal and forcign regulaiory developments;

any impacl ol state, lederal or foreign investigations applicable
o PPL and its subsidiarics and the encrgy industry:

capital markel conditions, including changes in interest rates.
and decisions regarding capital structure:

stock price performance of PPL:

the market prices of equily securities and the impact on
pension costs and resultant cash funding requirements lor
delined henefit pension plans:

sceuritics and credit rutings;

forcign currency exchange rates:

the outcome of litigation against PPL and i subsidiaries:
potentiad cllects of threatened or aclual errorism or war or
other hostilities: and

the commitments and liabilities of PPL and its subsidiaries.

Any such lorward-looking statements should be considered in
light of such important Iactors and in conjunction with other
documents of PPL. PPL Encrgy Supply and PPL Electric on
ile with the SEC.

New factlors that could cause actual results to differ materially
from those deseribed in forward-looking statements emerge
from time 10 time. and it is not possible for PPL. PPL Energy
Supply or PPL Electric 1o predict all of such lactors, or the
extent to which any such lactor or combination of factors may
cause actual results to differ from those contzined in any
forward-looking statement. Any forward-looking statement
speaks only as of the date on which such statement is made,
and PPL. PPL Energy Supply and PPL Electric undertake no
obligations 10 update the information contained in such
statement Lo reflect subsequent developments or information.



Part I. FINANCIAL INFORMATION
Item 1. Financial Statements ‘

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Corporation and Subsidiaries

{(Unaulited)
(Millions of Dollars, excopt per share data)

Three Months Ended Nine Months Ended
September 30, Scptember 30,
2006 2005 2006 2005
Operating Revenues
L0 11 L O SO $ 1,124 % 1.067 % 3427 % 3.234
Unregulated retail electric o 23 25 68 73
Wholesale energy marketing ..o, 446 336 1,164 865
Net energy trading Marging ..o 15 19 26 33
Encrgy-relaled DUSINCSSCS (e 144 173 490 480
TOU vttt st s bbb en e 1,752 1.620 5,175 4.685
Operating Expenses
Operation
FFUCT et 249 270 702 679
Energy purchitses s 3N 214 989 709
Other operation and maintenance (Note H) 335 331 1,019 [1.030
Amortization of recoverable IEANSILON COSIS v 75 71 210 199
Depreciation .o St b et b e e 107 08 326 15
Taxes. other than INCOMC......o.oviee e 74 73 214 214
Energy-related DUSINCSSES ..ot 161 170 469 486
TOLAL et s 1,372 1.237 3,929 3.632
Operating Income ............................ e e s 383 1,246 1.053
Oer [NCOME - NET e 21 5 63 23
INLErest EXPEOSE . iieiiiniiiee e cececm et v 125 127 365 387
Income from Continuing Operations Before Income Taxes,
Minority Interest and Dividends on Preferred Securities of
aSubsidiary ..., 276 261 944 689
INCOME TAXES Lo se e e e 41 04 219 138
MiINority INCICST ..o e 4 l 8 5
Dividends on Preferred Sceurities of a Subsidiary...n, 5 [ 10 2
Income from Continuing Operations ..., 226 195 707 544
Loss (Income) irem Discontinued Operations (net ol income
TEXCE) 1ovvreeeerriassiasseiineasssasressessbssssses et sae e aR s s sab e sas e sm b e s an s bs st s et e (2) 20 51
INEEINCOME ..ot $ 226 % 197 $ 687 § 493
Earnings Per Share of Commeon Stock:
Income from Continuing Operations:
BUSIC .. vi i ieeeriereers i errirtsssne s s it $ 059 3 051 % 186 % 1.44
Diltted oo et .58 0.50 1.83 .42
Nel income:
T U $ 59 3§ 052 % 181 % [.30
DI o e 0.58 0.51 1.78 .29
I}ividends Declared per Share of Common Stock .................. $ 0.275 3% 025 % 0.825 § 071
The accompanying Notex 10 Condensed Consolidated Financial Stetements are an integral pavt of e financial staements, ‘



ONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
PL Corporation and Subsidiaries

(Millions of Dollars)

Nine Months Ended September 30,

Cash Flows from Operating Activities

Adjustments 1o reconcile pet income o net cash provided by operating activities
Pre-tax loss from the sale of the Sundance plant
Pre-tax loss from the sale of interest in the Grilthith plant...
Depreciation
Amortization - recoverable transition costs and other
Deferred incomie tax benelits and investment tax credits.
Pension and other postretirement benefits ...
Realization of benefits relawed to Black Lung Trust i
Stock compensalion expense
Accrual lor PJM hilling dispute
Accrual lor remediation ol ash hasin leak

Change in current assets and current liabilities
Accounts receivable
Accounts payable
Fuel, materials and SUPPIICS ..ot

Other operating activities
L0 LT LT SOV USSR URURB
OHBer HaDTHULCS ot e et e st

Net cash provided by operating aCVILIES ..o

Cash Flows from [nvesting Activities
Expenditures [or property. plant and equipment
Proceeds Irom the sale of the Sundance plant
Proceeds from the sale of interest in the Grillith plam
Purchases of emission allowances ...
Proceeds from the sale of emission allowances ...
Purchases of nuclear decommissioning trust investments ...
Proceeds from the sale of nuclear decommissioning irust investments ...
Purchases ol other marketable securilies oo
Proceeds from the sale of other marketable sceurities...........

Net decrease (increasce) in restricted cash
Other iInvesting activilieS. ..

Net cash used in Investing ACHVILIES (oo esee s e e eeeeens

Cash Flows from Financing Activities
Issuance of common stock
Issuance of long-term debt
Essuance of preference stock, net of ISSUANCE COSIS v
Retirement of long-term debt
Payment of common stock dividends e
Net (decrease) increase in short-term debt
Other NMNUNCITE SEHVILICS 1ootiiiieee i e e ee e eeese e eneeene

Net cash used in financing aCUVITIES covee e e

Effect of Exchange Rates on Cash and Cash Equivalents .............c..cooevivicninnenn,

t Increase (Decrease) in Cash and Cash Equivalents ...
wsh and Cash Equivalents at Beginning of Period

ash and Cash Equivalents at End ol Period

687 493
72

40
326 318
234 223
(81) (42)
(28) (34)

(36)
2t a0
47
(11) 33
(2) {(26)
39 12
(2) (85)
(14) 95
(22) 33
100 (38)
5 11
2 (19)
1,258 1.123
(859) (538)
190

115
(68) (132)
42 57
(178) (166)
166 155
(331) (19
271 83
] (20)
16 (9)
(818) (399)
13 36
800 224

245
(757) (1.177)
(304) (252)
(172) 80
(21) (20)
(196) (1.109)
1 4
245 (381)
555 616
800 235

The accompanying Notes tor Comdensed Consolidated Financial Statements are an integral part of the financial statements,



PPL Corporation and Subsidiaries
(Unauedited)
(Millions of Dollars)

CONDENSED CONSOLIDATED BALANCE SHEETS ‘

September 30, December 31,

2006 2005
Assets
Current Assets
Cash and cash CquIVAIEIIS e e e s $ 800 % 555
Restricted cash 88 93
Accounts receivable (less reserve: 2000, 353 2005, 387 oo rs e eeneesres 559 544
UNBIIEO FEVENUES. ..ottt ee ettt arts e sre e s e e rasesns s ae st ssnesssseaans 397 479
Fuel. materials and supplits sttt 369 346
PIEPAYMICNLS ...t ss et st ra e sar e nre e nns 105 53
DIETCTTEA IMEOMIE LAXCS . vervirieraraisieeetee et rteeest e e et eaeeaeeaceemceee e baresss b e srsrsesrsrresssasaassesassbessesbesnnens 175 192
Price risk MaNQZEmMENT dSSCIS oo e et b 526 488
Other acquired IntangihICS ...ttt 138 50
L 1T OO PO USSR RURTURUT PR 153 110
TOUA CUITENL ABSCIS ... ceeeee e e e cvavasanras e rre e e e ereeessseresetae s e s nesereeateeeseentesneesnsaenn 3,310 2910
Investments
Investment in unconsolidated alTiHates « A CQUILY coooiiiie e 49 56
Nuclear plant decommissioning trusl funds.. .o 483 444
ENCT o et ae e e e e e me e et ite s e e e Rt ekt s e e e ae e s ean s e e te e eabeeareeaenana easeennrssarnsat s anrenaeanaets 7 8
TOA] INVESTINEIUIS 1. ocsvceseetete ittt ettt e et e se et e e e se s e e srrrmra st rsar e seeassseasts srereneneens 539 508
Property, Plant and Equipment
Elcctric plant in service
Transmission and diSTTBULION. ..ottt e st et e eee et et eeee et enaes 8,552 7.984
GICNETHLION Lo eeies s e e sk e e e oe s et e em et sabee£antgeabeesanse e ernersabeeasneesareennaren 8,693 8.761
LT 1 | U O OSSO UEUOUUUUTUEUOPURRINE 748 646
17,993 17,391
CONSIrUCHiON WOTK 11 PROETESS. .ottt nsc e eerse e st e et e e e e n e e e sn b e 524 259
INUCICHAT TUCL . vveiieie ittt et r e s st e e st e eean e s s e enssaessabaess s rresbaesstessneansan 316 327
ELCCIIIE PRANLL oot e 18,833 17.977
Gas and 0dl PIANKL....ccie e arae e e s s s 369 349
OTIET PTOPEILY ootetititavsces ettt a e st et ettt n s et na e b s e asnt et sarasatesenee 304 289
19,506 18,615
Less: accumulated deprecialion ... ... e 7,960 7.699
Total Property. Plant and EQUIPMEnt ...ttt 11,546 10,916
Regulatory and Other Noncurrent Assets
RecOVErIhIe IEINSTHON COSIS 1o tr e s sr s ss e e e aesesbaesbb s sabesabarassheenns 955 1.165
GIOOUWRL oo et e e n e te s s e e e e s st e an b e s b e ba s s b e s se e e arsesaeesnsamnansn eres 1,113 1.070
Other acquired INANZINICS. ... e 348 412
Price risk manageiment a85C1S ..o et ers e 180 84
L0 T+ T OO T OO O TV UU RO S P USSR 866 861
Total Regulatory and Other NONCUITENE ASSCIS. ..o cee sttt ee e 3,462 3.592
TORBE ASSEES ..ot et ettt e e e sane e e e re e e re s e e re et e eseebasb et et et beseens e bt ane bt anr s ersiae e % 18857 § 17.926
The accompanying Notes to Condensed Consolidated Financial Statemenis arve an integral part of the financiaf statements. ‘



CONDENSED CONSOLIDATED BALANCE SHEETS
PL Corporation and Subsidiaries

(Unaudited)
{Millions of Dolfars)
September 30, December 31,

2006 2005
Liabilities and Equity
Current Liabilities
SROTI-TEIIN BB oottt s e et e sn et te s e saste s e e saatesaenssreseansaserns $ 43 3 214
Long-term debt...... 1,174 1.126
Accounts payahle 543 542
Above markel NUG contracts ......ovveeeeeene, 66 70
TULKES ceveevreeersireeeeeeieeetetrtteeseateaaseeesbe e teeasesaseemtasmna st et e an s bes e et et s e en et eaene it eeeabeentetaeeanrenenee nans 211 168
IIECTEST ettt sttt et bbb e s rab st eam e era s e st e e s b e s bt et st e ent ettt baen e n e e nra e e rreenrres 125 112
IDIVIUETIOS oo e e et s e e s e s e e e s s et e e an e e e s rne e e e s e sabe s s e rnesssnranseees 110 96
Price risk management Rabililes ..o 558 533
L8 L O U U O U O PO U UOTU USSRV SE TSP PPUPON 469 479
TOral Current LiahiBTICs Lot r e rmre e s sie s et ee s ssme e s s st aeeen st sase e srbessatesaenannens 3,299 3.340
Long-term Drebht ... et ettt 6,016 5,955
Long-term Debt with Affiliate Trust ... 89 ®Y
Deferred Credits and Other Noncurrent Liabilities
Delerred income taxes and investment ax credits. .. 2,282 2.197
Price risk management fabilities ... 524 541
Accrued pension obligations ... 343 374
Asset retirement obligations . 314 298
Above market NUG contracts ..., 87 136
EMBICE ot e s s srae s sssre s 454 471
Total Delerred Credits and Other Noncurrent LiahiHties e 4,004 4,017
Commitments and Contingent Liabilities (Note 11)
N H T T [ T o OO 58 56
Preferred Securities of a SubsSidiary ..o e 30 51
Shareowners' Common Equity
Common S1ock - $OOT par valUC () c.oeevieeee ettt s s emssamnas 4 4
Capital in excess 0F par vEIC (B) oo 2,798 3.602
Treasury SLOCK {2 (B oot ettt ns e an e nre e (838)
BEUTRINGS FCINVESLCE 1o ettt ettt et e es e e emeen e see e anraeeesmenn 2,553 2,182
Accumuliated other COMPrehenSIVE LOSS. .o erre e srre s iaressresesssssee s (265) (532)
Total Sharcowners’ Common EQuILY ..ot e e 5,090 4418
Total Liabilities and EQUity...... ... et eane $ 18,857 § 17.926

(a) 7RO million shures authorized: 382 million shares issued and outstanding at September 30, 2000, and 380 million shares issued and
outstanding, exeluding 62 mitlion shares held as treasury stock, ar December 31, 2005,
See Note 2 for additional informution on the retirement of all treasury stock in 2006,

.(h)
The accompanyving Notes to Condensed Consolidated Financial Statements are an imtegral part of the financial statements.



CONDENSED CONSOLIDATED STATEMENTS OF INCOME
PPL Energy Supply, LLC and Subsidiaries .

(Unaudited)
(Milfions of Dollars)

Three Months Ended Nine Months Ended
September 30, September 30,
2000 2005 2006 2005
Operating Revenues
Wholesale energy markCling ..o $ 446 § 336§ Lied 3 865
Wholesale energy marketing o affilale 445 415 1,286 1,194
ULILILY cviircinnie ettt e sn e s 301 264 934 841
Unregulated retail electric i, 23 25 68 73
Net energy trading marging ... 15 19 26 33
Encrgy-related bUsinesses ..o e 142 164 471 459
TOUI et e s 1,372 1,223 3,949 3.465
Operating Expenses
Operation
FUCL oot 236 259 588 593
ENcrgy purChases .o 317 152 834 509
Encrgy purchases from affiliste ... 41 41 119 111
Other operation and Maintenante ... 254 254 753 736
DEPTCCIALON ottt e 73 76 224 220
Taxes. other than inCome......oovvvec 25 25 71 75
Energy-related DUSINCSECS Lottt 160 162 453 463
TOTA 1ot e 1,106 969 3,042 2,727
Operating Income ... 266 254 907 738
CHREE INCOMIE = NCL i) 24 Y 69 28
INLETESE EXPUISE 1viiiieivee it san s s 76 69 203 199
Interest Expense with AfTIRAES oo, 3 3 9 I8
Income from Continuing Operations Before Income Taxes and
Minority INEErest ...t 211 189 764 549
INCOME TAXLS . ooeiiiiee et : 25 3l 166 75
MIDOTILY INETESE oot 4 1 8 3
Income from Continuing Operations ..., 182 157 590 469
Loss (Income) from Discontinued Operations (net of income laxes).. (23] 20 31
NE U INEOMIE ..o bbb $ 182 % 159 % 570 3 418

‘The accompanving Notes 1o Condensed Consolidated Financial Statements are an integral part of the financial statements,
panying } .




ONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
PL Energy Supply, LLC and Subsidiaries

{Unaudited)
(Millions of Dollars)

Nine Months Ended September 30,

2046 2005
Cash Flows from Operating Activities
INELTICOIIC o1ttt ettt et b st bbb bk eb st b b $ 570 % 418
Adjustments 1o reconcile nel income to net cash provided by operating activities
Pre-tax loss from the sale of the Sundance pliant .o 72
Pre-tax loss from the sale of interest in the Grilfith plant.........oonn., 40
DICPICCIALION ceiiiiie ettt s e et e ea e ee e e an b ease b as e s e e neanseeeaneas 225 223
Amortization - energy commitiments and other IUOTRTOURUPTOON 5 4
Deferred income taxes and investment 1ax Credith. e 23 50
Pension and other postretirement benelits .o (35) (31)
Stock compensalion CXPENSL ...oveeveeccneierreeeee e 15 4
Unrealized gain on derivatives and other hedging activitics ... (6) (25)
Accrual Tor remediation of ash basin leak .o (11) 33
DIREE sttt e e e et 19 21
Change in currenl assets and current liabilities
ACCOUNLS TECCIVABIC oot e e e e et e s e e e e eeemeee e s e e (13 (42)
ACCOURS PAYABIC oo s (2} 93
Fucl, materials and supplics.... (22) 31
L0 {371 PSR OR U S PP PTERTR 112 (59}
Other operating activities
OHRET USSLIS oot e et s e 8
Other HabHlIes oot e 23) {26)
Net cash provided by operating aCHVILICS .o 397 739
Cash Flows from Investing Activitics
Expenditures for property, plant and equipment {584) (387)
Proceeds trom the sale of the Sundance plant .. 190
Proceeds from the sale of interest in the Griffith plant 115
Purchases of Cmission allOWaNCES ..o ittt e e e e e e meoeeeteaaemmans (68) (132)
Proceeds from the sale of emission allowances. ... 42 57
Purchases of nuclear decommissioning Irust InVEStMENTS .o {178) (166)
Proceeds from the sale of nuclear decommissioning trust investments ... 166 155
Purchases of other marketable SCCurities . ..o (196) {15)
Proceeds from the sale of other marketable Securitics. e, 136 66
Net decrease (increase) in restricted Cash e, 4 (n
Other investing aClivitiCS oo I3 (13
Net cash used in iNVESTING ACHVILIES oot srssaases (550) (256)
Cash Flows from Financing Activities
[ssuance of Fong-18rm el ... e ees s s erre s 800
Retirement ol Fong-1erm debl .ot (144) (209)
Distributions to Member .......... (651) (206)
Contributions from Member 116 50
Net (decrease) increase in shori-term deby (172) 80
Net decrease in note payable 1o sl TTHBE e (8) 495)
Other fINANCING ACHVITIES (ooeiiiiir e e e s (20) 4)
Net cash used in [RARCINE ACHVILES .vovrvvieerieirinisreiersrreesssreesnessreesrsaessseessnesssnes (79) (784)
Effect of Exchange Rates on Cash and Cash Equivalents..............ccocn 1 4
Net Increase (Decrease) in Cash and Cash Equivalents ... 269 (247
Cash and Cash Equivalents at Beginning of Period .o 227 357
.lSh and Cash Equivalents at End of Period i, $ 49 3 110

The accompanying Notes 1o Condensed Consoliduted Financial Stuitements are an integral part of the finaucial statements,



CONDENSED CONSOLIDATED BALANCE SHEETS
PPL Energy Supply, LLC and Subsidiaries

{(Unaudited)
{Millions of Dallars)

September 30, December 31,

2(H6 2005
Assets
Current Assets
Cash and cash CQUIVAIENLS ... sttt $ 49 3 227
RESITICICU GOSN 11everirs et eve bt ss ettt ee e se e e s e e sesnentatares 34 39
Accounts receivable (less reserve: 2000, 3315 2005, $65) oonoeeiceeee e 312 291
UNBILIC FEVENMUCES ...t sab et bbb e e e e e enene 263 300
Accounts receivable Tom alTTHALES oot 131 144
Collateral on PLR energy supply 10 affiliaie oo e 300 300
Fuel, materials and SUPPHES .o s 318 295
PTEPIYIMICNLS 1ottt ettt et et e et e s s ete e besemneeansoresrsssse et e serteonbesatasassas 77 39
DEICITed INCOME LAXCS .ot e ra e a b sbs b b s et s st b eeeeenn 129 166
Price risk MANLECIIENIL ASSEIS 1ooriieicees et s es et ses e casasan s et 525 487
Other acquired Intangibles. ... 138 50
L0 T OO OO S OO SO URUURUPOPDSORTT 104 41
TOTUT CUITENT ASSCIS o rtitiiceers e csiresiseesissrerrreesrsaessssssasseesssrennssssoasaeasessiaransssesseeeneesaeneennns 2,827 2.384
Investments
Investment in unconsolidated alTIHaes = al CYUILY oo e 51 56
Nuclear plant decommissioning trust funds..... s 483 444
L0 11T OO OO USSP 4 3
TOAL IIVESUINICIUS 1oty e et e sbe s resa e b e sme s besae b e e 538 503
Property, Plant and Equipment
Electric plant in service
Transmission and distriBULION. et sat e eeenee e 4411 3,950
GHEMCTALION L.t et te e tr e aes e s et e e st e raea b s srssrnesrerbnenesseeatesesares 8.693 8,761
CIOTICTR] ittt ettt em s e e e ae e e ra et ee s ese e seer e e ensesesntennensesnaares 290 272
13,394 12,983
ConsIruChon WOPK 1N PrOZICSS...oi et eese s ee s ns 466 210
INUCTCAT TUCT Lottt e et st s ssae s b essener e s bsee st e sraansaes 36 327
EICCIIIC PRINL ettt e s te st ettt g s e bbb s rn e re e ene 14,176 13.520
Gas and OF PRANL .ottt seee e 64 64
CHDET PROPLILY oot ec et s v bt v e e e e e e b et ebas e snabans 301 198
14,541 13,782
Less: accumulated depreCinlion . ...ttt e e aarenns 6.082 3871
Total Property, Plant and EQUIPINENL ..o 8,459 7911
Other Noncurrent Assets
GOOAWILLL... e e e s e e e s b e e st e eab e sabasbbesmsssnnsesmeessenneens 1,058 1,015
Other acquired IMAaNZIBLes. ... 233 283
Price risk management A85CIS ... s 174 8()
DT ettt e et bbbtk e aa A b L be R Lt aAt b beebe et ebees s 14 bent e e neeenen 512 488
Total Oher NONCUITCIL ASSCIS cooen et eeeeececeneee e ee et ee e e e s eebe e reseeeasesneesnmasanresaenneens 1,977 1.866
TOtal ASSEES ..ot sa st r et ea et e e e e a e et r et e e b e e b s e s b e nesnesas $ 13,801 $ 12.664

The uccompanying Notes to Condensed Consolidated Financiol Statements wre an integral part of the financial statements.



ONDENSED CONSOLIDATED BALANCE SHEETS
PL Energy Supply, LLC and Subsidiaries

{Unaudited)
(Millions of Dollars)
September 30, December 31,

2006 2005
Liabilities and Equity
Current Liabilities
SROTE-TETTI UED 1ttt st a e s ata s s s s e s ee s es s e s sne e ne s s e st e s eanteesessensnssnan $ 1 3 172
Note payable 1o alTIIAIC e 8
ST o A o SRRSO M1 445
ACCOUNLS PUYANIC 1ot e et et st 467 445
Accounts payable 10 alTIRALES. ..o e 30 27
Above Market NUG COMTRCIS ceoiiiieiee et ee et e esen e s eesemmae s 66 70
TTRXES oottt rm e e e e R Aa e e s st e ks teseenbans 163 72
DT O OO PO OO USROS OO SO 103 79
Delerred revenue on PLR energy supply 10 affiliate v 12 12
Price risk management Rabililies. ..o 545 519
ORET e e r e e e e e s bbb 301 313
Total Current LIabILIICS oot 2,029 2.102
Long-term DBl ... ..o e e e 4,324 3,506
Long-term Debt with Affiliate Trust ... 89 89
Deferred Credits and Other Noncurrent Liabilities
Deferred income 1axes and investment 1ax Cretdils Lo 1,328 1.157
Price risk management Habilties ..ot 500 523
Accrued pension OhLIZUHONS ..o 210 232
ASSCE retirement OBTIZATONS oot e e 314 298
Above Markel NUG CONIACES i ettt e 87 136
Deferred revenue on PLR cnergy supply 10 alTilale e 26 35
L0 L OO OO SOy O PO O TP PPPPRITRUTO 329 321
Total Deferred Credits and Other Noncurrent Liabilities oo 2,794 2,702
Commitments and Contingent Liabilities (Note 11)
IMENOEIEY ENERTCSE ..ot e et e s rree e st e e e s et e arae e st e e ane e e teenaneeesnaan saees 58 56
Member's EQuiby ..ottt e ee e et e enee 4,507 4.149
Total Liabilities and EqUILY ..........ooco i vrn s e e s e s e e e saen e $ 13,801 5 12.664

The accompanying Notes 10 Condensed Conselidated Financial Sitements ave an imtegral part of the financial statements.
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PPL Electric Utilities Corporation and Subsidiaries
(Unawlited)
{Millions of Dollars)

CONDENSED CONSOLIDATED STATEMENTS OF INCOME ‘

Three Months Ended Nine Months Ended
September 34, September 30,
2006 2005 2006 2005
Operating Revenues
Rzl CLECIMIC oo e e rrrrerers s rrai s are e s bab bbb $ 800 $ 782 $ 2,331 3 2.258
WHOIESale CIeCINIE oot | 2 3
Whotesale cleetric 10 affilale .o 41 41 119 11
TOLED et e ee e e e s e s ssseseaasssssssesssananenesnnneens 841 824 2,452 2.372
Operating Expenses
Operation
Energy purchaSes oo e 53 63 155 20t
Energy purchases from alfiliate ..o 445 415 1,286 1.194
Other operation and maintenance (Note 10)... e, 81 717 266 268
Amortization of recoverable (ransition CostS coovveveeen. 75 71 210 199
Deprecialion ... 29 28 86 83
Taxes, OLher than INCOIME. ..vavereirieeseeeeeeiseirireeeeesssraesisseseessesas 49 48 143 138
Total e, eevebreenteeeeeaete oAt it beetbt et esehatesante e e b setaees 732 702 2,146 2,083
Operating INCOME ... 109 122 M6 289
OUNEE TRCOMIC = NICL oo iieeiee e ccere e e s srnea e e e ste s s sriatesssemeee e e e emeneeeens 7 5 23 15
INICIESE EXPUISE ..o ree s eiee K] 39 108 132
Interest Expense with ATNHaC. o 4 3 12 8
Income Before INcome Taxes ....oooriiireriseecciermnerreersenss 78 85 209 164
TRCOIMIE TIXCS oot ers s et e e s sebbs b et s s ssee e sem e 23 32 68 59
Fo et I LT o 1O PUPERUN 55 33 141 135
Dividends on Prelerred SCCUTTLCS ..o scsiseecrisisse s ssemrneesaeees 5 | 10 2
Income Available to PPL ...t eeeens $ 50 $ 52 $ 131 g 103

The accompunying Notes to Condensed Consolidated Financial Starements are an integral part of the financial statements.
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ONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

PL Electric Utilities Corporation and Subsidiaries
(Unadited)
(Milfiony of Dollarsy

Nine Months Ended September 34,

2006 2005
Cash Flows from Operating Activities
INCUITICOINIC 1ot esne et e ee e srat s eete st saessbbes s meesanessssssabesssatbessbeessbsestannasnns $ 141 b 105
Adjustments to reconcile net income to nel cash provided by operating activities
DIEPIECTALION (oo rare e st 86 83
StOCK COMPLNSALION CXPLISE «orviireiiiteeieiet e erreres et seesen et sne b se e eren 4 7
Amortization - recoverable transition costs and other .. 226 216
Deferred income tax benelits and investment 1ax credits. o, (3) 3
Realization ol benefits related 1o Black Lung Trust assets o (36)
Pension and other postretirement hencfits ... 7
Accrual for PIM billing dispile..oocvic e 47
Delerral ofF ice S1orm related CoS e e (12)
Reversal of Hurricane Tsabel costs deferral e 11
Change in current assets and current liabilities
ACCOUNLS TLCCTVADIC ..o oo s seee i e e e e s tavtm s mseseeeeeserrnreresans 4) (16)
(4 (39)
(33) (40)
Other operaling activitics
T BRI et n e e e nannnnnnnanaanaaaaan 2 (3}
OLNET HAPTHIICS 1ot s s sae s ae e satsetaeessnbessanns (1) 18
Net cash provided by operaling aclivities ..o e Il 361
Cash Flows from Investing Activities
Expenditures for property. plant and equipment ... (200) (125)
Purchases of markelable securities .onnniiiriinenn. (122)
Proceeds from the sale of marketable securitics. 122 10
Net decrease {increasce) in restricied cash........... 3 3
ONDEr INVESIING ACLIVITCS ot s s sie e 3 2
Net cash used in investing QCUVILCS v (194) (116)
Cash Flows from Financing Activities
Issuance ol preference stock, net of ISSUANCE COSLS oo 245
Issuance ol long-term debt 224
Retirement of long-term debu ... (365) (497)
Contribution [rom PPL ..o 75
Repurchase of common stock from PPL ... (200)
Payment of commuoen stock dividends o PPL .. (84) (59)
Other financing ACHVIIICS ..o erre ettt eee e eesnesss (5 (rn
Net cash used in financing aclivilies ..o (33) (343)
Net Decrease in Cash and Cash Equivalents ... (168) (U8)
Cash and Cash Equivalents at Beginning of Period 298 151
Cash and Cash Equivalents at End of Period . $ 130 § 53

The accompanying Notes 1o Condensed Consolidated Financial Statements are an imegral part of the financial siatements,



PPL Electric Utilities Corporation and Subsidiaries
{Unaudited)
(Millions of Dollars}

CONDENSED CONSOLIDATED BALANCE SHEETS ‘

September 30, December 31,

2006 2005
Assets
Current Assets
Cash and €ash CQUIVALERIS .ot e tssrasses s assscrnesbesess e s sesnssssene $ 130 3 298
RESIMCIEU CASI Louvviiiviirics s ettt a e basan b e s besan s e emseenseneneesnee 42 42
Accounts receivable (less reserve: 2000, $20: 2005, $20) it 233 224
UUNBICU FOVEMUCS .o viieieeiie it et s et re ettt eaae e e e tet et e e s s e tnr e e T e aenseransasababasaenssessensssssnss 130 174
Accounts receivable 7Tom alTTHALES ..o ee e aes 1 10
Note receivable Trom alTiHALC ottt e a1 e e e 300 300
PRCDAVITICIIIS 1ooii ittt ettt et e e e e st et ea s b ra ettt b e ra s e beaese b fa e b e s s rsEb R e b b e bt bk e st b ammnene 20 4
Prepayment on PLR cnergy supply from afliliate. ... 12 12
ONCT .t b e4eEr e teenee et e e e antneeototeaaeeeeneenentataseeriareririsssesetresiasaiaas 100 87
TOLAL CUPECRL ASSELS 11viviviivinsoveemreeeriess e reee s essaerstseserseasescese b et eue s esaennasbenaessasssesnesssseanentensens 968 i.151
Property, Plant and Equipment
Electric plant in service
Transmission and AISIEIDULION. o vroieir oottt aba e sre s emas e eas 4,141 4,034
LT | [ SO P OO OSSO 416 356
4,557 4.390
COnSrUCHON WOTK N PROZICSS. o veresrervinetirsemearerree s iee e rte st s s s e b st eb ettt anme s 52 43
EICCIric PIANL ..o b 4,609 4433
DT PIOPEILY oo ee e et b bbb ba bbb bbb e e s e e aarar e 2 3
4,611 4436
Less: accumulated deprecialion ... e ece s et a e ns 1,780 1.720
Totul Property. Plant and EGUIPMICNL.....ocoo s 2,831 2.716
Regulatory and Other Noncurrent Assets
RECOVELIBIE IFNSTTON COSLS ..o ooeeveeeereaeeeeaereeeeeeeeeesceasereeas s rrerrrerersaistartssssnssesssssersrssernsssesssss 955 1165
ACYUITEH INETZIBIES . oveevivsivasse e e rm st s ere st e s es e esranbe e sseabessasssmbesesnnasnnes 111 114
Prepayment on PLR energy supply from affiliate. .., 26 35
L T OO OO O O O RSSO SSOT U USSUUTUTPIIN 336 356
Total Regulatory and Other NONCUITENL ASSELS....oviiiiieceee et cnssenenens 1.428 1.670)
TOUAN A BSOS ..o eeriiiesseseesssssssesssr o eessarnteenansnseensseseaaasssrr e sasmeaesssaeasnnsasseeasmaasesetatesasasetanesennnees $ 5,227 by 5.537

The accompanying Netes o Condensed Consolidated Financial Statesenis are an integral part of the financial statements,




ONDENSED CONSOLIDATED BALANCE SHEETS

PL Electric Utilities Corporation and Subsidiaries
{Unaudited)
(dfillions of Dollars}
September 30, December 31,

2006 2005
Liabilities and Equity
Currcnt Liabilities
R oS B et 1 G ) o SO OO OO PO UTUUUOUP PR $ 42 $ 42
IR UL a3 o OO SOOI 552 434
Accounts payable 41 42
Accounts payable 10 alTTIales. ..o 146 183
TR «enteee e e e b et et s e eaete e s tvseeetssssesabeteshRnsae e aabebaassbaeta ekt et e e e e e rAbbeeebestees rrrnaeeee e e reeaaree s e annes 36 76
Collateral on PLR energy supply from affiliale. .. cieeenieenes 300 300
L 11 O ST UUR VO VPP UR OSSO PSP 133 147
Total Currenl LiabilIlES . oottt e e s eeeane e s eseesane e s srmne et s mee e sanenanesaneaaas 1,250 1.224
Long-term Debt ... e 1,494 1,977
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes and investment 1ax CrEdIES o ueeeeierreersereesreeeae e e reeeeeevesens 778 771
0 1] T T ST USROS 162 190
Total Deferred Credits and Other Noncurrent Liahililies oo cveeeea 944 961
Commitments and Contingent Liabilities {(Note 11)
Shareowners' Equity
P LT U SO OUITTLICS 1o e e e ee s et e et e e et ek te e semeates e b aeenssssseesasnssnaesnratssaecanssannnrnanans 301 51
Common Stack = O PUE VAILE Q) oot e sbe e et s ssre e e s san s sssasranee e 364 1.476
Additional paid-in capital ... e 424 354
Treasury SLOCK (8} ..ot s s e sy (912)
Earnings reinVESIO (o et e e s 454 406
TO1al SHArCOWICTS EQUITY oot et e e e e e e e ene e sbe s e sabeesaessbannnes e 1,543 1.375
Total Liabilities and EQUILY .........cooooooiieeeee bbbttt ettt $ 5227 § 5.537

(a) 170 million shares authorized: 66 million shares issued and outstanding at Seprember 30, 2006, and 78 million shares issued and outstanding,
excluding 79 million shares held as treasury stock, at December 31, 2005, See Note 2 for additional information on the retirement ol ail
treasury stock in 2000,

The aceompanying Notes o Condensed Consolidated Financial Statements ave an integral part of tie finuncial statements,



Combined Notes to Condensed Consolidated Financial Statements {(Unaudited}

Terms and abbreviations appearing in Combined Notes 10
Condensed Consolidated Financial Statements are explained in
the glossary. Dollars are in millions, except per share data,
unless otherwise noted.

1. Interim Financial Statements
(PPL, PPL Energy Supply and PPL Electric)

The accompanying unaudited condensed consolidated
financial statements have been prepared in accordance with
accounting principles generally accepted in the U.S. for
interim financial information and with the instructions to Form
10-Q and Article 10 of Regulation §-X and. therctfore, do not
include all of the information and lootnotes required by
accounting principles generally accepied in the ULS. for
complete financial statements. In the opinion of management,
all adjustments (including normal. recurring accruals)
considered necessary for a lair presentation in accordance with
accounting principles generally accepted in the ULS. are
reflecied in the condensed consolidated linancial statements,
The Balance Sheets as of December 31, 2005, are derived
from cach Registrant’s 2005 audited Balance Sheet, The
financial statements and notes thereto should he read in
conjunction with the financial statements and notes contained
in cach Registrant's 2005 Form 10-K. The resuls of
operations lor the three and nine months ended Seplember 30,
2006, arc nol necessarily indicative of the results o be
expected Tor the (ull year ending December 31, 2006, or other
future periods, because resulls for interim periods can be
disproportionately influenced by various factors and
developments and scasonal variations.

(PPL and PPL Electric)

In January 2003, scvere ice storms hit PPL Electric’s service
territory, The total cost of restoring service, excluding
capitalized cost and regular payroll expenses, was $16 million.
In August 2003, the PUC issued an order granting PPL
Electric's pelition lor authority o defer and amortize for
regulatory accounting and reporting purposes a portion of
these storm costs subject to certain conditions. As a result of
the PUC Order and in accordance with SFAS 71, "Accounting
for the Effects of Certain Types of Regulation." in the third
guarter of 20035, PPL Electric deferred $12 million of its
previously expensed storm costs,

(PPL and PPL Energy Supply)

The classilication of certain mmounts in the Scptember 30,
2005 and December 31, 2005 financial statements has been
changed to conform Lo the presentation in the September 30,
2006 financial statements. On the Statements of Income,
components ol operating income and losses of the Sundance
and Grilfith plants were reclassilicd from certain line items 1o
"Loss (Income) rom Discontinued Operations,” Sce Note 8
for further discussion.

In addition, based on clarilications of accounting guidance. ls
September 30, 2005 Statement of Cash Flows has been revised
10 reflect the purchases and sales of emission allowances, and
the purchases and sales of investments in the nuclear
decommissioning trust funds. on a gross basis within "Cash
Flows from Investing Activitics.” Previously. these cash [lows
were presented on a net basis within "Cash Flows from
Operating Activities.” The net impact of this revised
presentation was to increase "Cash Flows [rom Operating
Activitics" and lo decrease "Cash Flows {rom investing
Activilics” by $86 million for the nine months ended
September 30, 2005. This revision had ne impact on "Cash
and Cash Equivalents” for the periods reported. This revision
is not considered by management to be material to the
Financial Statements.

Also, see Note 3 for information on accounting adjustments
recorded in the third quarter of 2006.

2. Summary of Significant Accounting Policies

The following accounting policy disclosures represent updates
to the "Summary of Significant Accounting Policies” Note in
cach Registrant's 2005 Form 10-K,

Allowance for Doubtful Accounts (PPL and PPL Energy
Supplyj

Al December 31, 2005, PPL's and PPL Energy Supply's
significant specific reserves related to receivables {from Enron
Corporation (Enron). which [iled lor bankruptey in 2001, and
from the California 158O. which has withheld payment pending
the outcome of regulatory proceedings arising [rom the
Calilornia electricity supply situation that began in 2000, Al
December 31, 2005, the Enron and California 18O reserves
accounted Tor 60% of PPL's 1otal allowance lor doubtlul
accounts and 80% of PPL Encrgy Supply's 1otal allowance for
doubtful accounts.

The reserves related o Enron were for claims against Enron
North America and Enron Power Markeling (Enron
Subsidiaries), and against Enron. which had guaranteed the
Enron Subsidiaries' perfermance (Enren Corporation
Guarantees).

In March 2006, the U.S. Bankruptey Court approved
agreements between Enron and PPL Encrgy Supply
subsidiaries that settled the litigation between PPL Energy
Supply and Enron regarding the vatidity and entorceability of
the Enron Corporation Guarantees, As a result of the
Bankruptcy Court’s approval of the scitiement of the Enron
Corporation Guaranltees litigation and an assessment oi‘currc.
market price quotes for the purchase of Enron claims, PPL
Encrgy Supply reduced the associated atlowance lor doubtful
accounts by $15 million or $9 million alter tax ($0.03 per
share for PPL).



In July 2006. PPL Encrgy Supply exccuted an agreement to
assign ils Enron claims to an independent third party for $17

illion and lurther reduced the associated allowance for

oubtlul accounts in the second quarter of 2006 by $4 million,
or $2 million after wax (30.01 per share for PPL). PPL Energy
Supply received the payment in July 2006. Sce "Guarantees
and Other Assurances™ in Note 1l for more information on
PPL. Encrgy Supply's potential repayment obligations related
1 the assignment.,

AL September 30, 2006. the California 1SO reserves accounted
for 329 of PPL’s otal allowance lor doubtlul accounts and
55% ol PPL Energy Supply's total allowance Tor doubtiul
accounts,

Treasury Stock
(PPL)

In the sceond quarter of 2006, PPL retired all treasury shares.
which totaled 62.174.729 shares. and restored them to
authorized but unissued shares of common stock. "Capital in
excess of par value™ was reduced by $838 million as result of
the retirement. Total "Sharcowners” Common Equity” was not
impacted. PPL expects that all shares of common stock
acquired in the future will be restored to authorized but
unissucd shares of common stock upon acquisition,

(PPL Electric)

In the second quarter of 2006. PPL Electrie retired all treasury
shares, which totaled 90,932,326 shares. and restored them o
authorized but unissued shares of common stock. "Common
stock” was reduced by $1.1 billion as result of the retirement.
Total "Shareowners' Equity” was not impacied. PPL Electric
expects that all shares of common stock acquired in the (uire
will be restored to authorized but unissued shares of common
stock upon agquisition.

Regulation (PPL and PPL Electric)

In August 2006. the Commonwealth Court of Pennsylvania
overturned the PUC's decision of December 2004 that allowed
PPL Electric 1o recover, over a [0-year period. restoration
costs incurred in connection with Hurricane Isabel in
September 2003, As a result of the PUC's 2004 deciston and
in accordance with SFAS 71, "Accounting for the Effects of
Certain Types of Regulation,” PPL Electric had established o
regulatory asset for the restoration costs. Elfective January 1,
2005, PPL Eleciric began billing these costs to customers and
amortizing the regulatory asset. The Commonwealth Court
denied recovery ol these costs because they were incurred
when PPL Electric was subject 1o capped rates for

ansmission and distribution services, through December 31,

04. As a result of the Court's decision, in the third quarier

" 2006. PPL Electrie recorded a charge of $11 million. or $7
million after tax ($0.02 per share Tor PPL). in "Other operation
and maintenance” on the Statements of Tncome, reversed the
remaining unamortized regulatory asset of $9 miliion and

rccorded a regulatory liability ol $2 million lor restoration
costs previously billed to customers from January 2005
through August 2006.

Leases (PPL, PPL Energy Supply und PPL Eleciric)

In Seplember 2006, PPL's subsidiarics terminated the master
lease agreements under which they leased equipment. such as
vehicles. computers. and office equipment. In addition, PPL
and its subsidiarics purchased the equipment from the lessors
al a negotiated price. Prior o the buyout. PPL subsidiaries
had been direetly charged or allocated u portion of the rental
expense related 1o the assets they wiilized.  In connection with
the buyout. ownership of the purchased equipment was
reviewed and attributed 1o the subsidiarics based on usage of
the cquipment. As a result, "Property. Plant and Equipment”
increased on the Balance Sheet by $107 million for PPL, $27
million for PPL Encrgy Supply and $52 million lor PPL
Electric.

Al December 31, 2005, 1otal future minimum rental payments
included obligations of $98 million for PPL. $42 million for
PPL Encrgy Supply and $54 million for PPL Electric related
to these leases. See Note 101n ecach Registrant’s 2005

Form 10-K for a discussion of otal future minimum rental
payments.

New Accounting Standards (PPL, PPL Energy Supply
and PPL Electric)

See Note 18 for a discussion ol new accounting standards
recently adopted or pending adoption,

3. Segment and Related Information

(PPL and PPL Energy Supply)

Sce the "Segment and Related Information” note in cach
Registrant’s 2005 Form 10-K for a discussion of reportable
scgments.

Financial data for the segments are:

Nine Months Ended
September 3,

Three Months Ended
September M),

PrL 2006 2003 2106 2005
Income Statement Data
Revenues from external cusiomers
Supply 3 608§ 528 % L6Rd & 1395
International Delivery 320 283 Y98 897
Pennsylvania Delivery 324 B0Y 2,493 2.393
1.752 1.620 5175 4685
Inlersegment revenues
Supply 445 415 1.286 1194
Pennsylvania Delivery 41 41 121 113
Net Income
Supply (a) 120 12 337 238
Imernational Delivery 59 36 219 152
Pennsylvania Delivery 47 49 131 103

s 226 5 197 & 687§ 493



September 30, December 31,

PPL 2006 2005
Balance Sheet Data
Tuotal assers
Supply $ 7.852 % 7018
Internantional Belivery 5.586 5089
Pennsylvania Delivery 5419 57149
$ 18,857 § 17,926

Three Months Ended
Septenther 30,

Nine Months Ended
September 30,

PPL. Encrgy Supply 2006 2005 2006 2005
Income Statement Data
Revenues from external customers
Supply $ 1052 8 940 5 2951 5 2568
International Delivery 320 283 998 897
1.372 1.223 3.949 3405
Net Income
Supply (a) 123 123 351 266
International Exelivery 59 36 219 152
$ | 3: 7. 159 5§ 57105 418

September 30, Decembier 31,

PPL. Energy Supply 2006 2005
Balance Sheet Data
Total assets
Supply 3 8.215 8 7.575
Imernational Dulivery 3.586 S.089
3 13.801 8 12,664

(a) 2006 and 2003 include the results of discontineed operations, See Note B for
additionaf information,

The net income of the International Delivery segment for the
three and nine months ended September 30, 2006. reflects
accounting adjustments related to prior periods. During the
three months ended Sepiember 30, 2006, management
determined that it had incorrectly applied the impacts of
Chilean inllation in calculating depreciation and deferred
inconie taxes on cerlain Chilean assets from 1997 through
2006. As aresult, net income was increased by $5 miilion for
the depreciation adjustment in the three months ended
September 30, 2006. of which $4 million related 10 periods
prior (0 2006 and less than $1 million related (o the first and
sceond guarters of 2006, Net income was alse increased by $9
million for the deferred income tax adjustment in the three
months ended September 30, 2006, of which $8 mitlion related
o periods prior 0 2006 and Iess than $1 million related w the
first and second quarters of 2006, These adjustments are not
considered by management to be material to the financial
statements of prior periods and are not expected to be material
to the financial stalements for the full year 2006.

4. Earnings Per Share
{(PPL)

Basic EPS is calcukated using the weighted-average shares of
common stock outstanding during the period. Diluted EPS is
caleulated using the weighted-average shares of common siock
outstanding that are increased for additional shares that would
he outstanding i potentially dilutive securities were converted
to common stock. Potentially dilutive sceuritics consist of:
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s slock options, restricled stock and restricted stock units
granted under the incentive compensation plans:

s stock units representing common stock granted under lhc‘
dircclors compensation programs: and

o convertible senior notes.

The basic and diluted EPS calculations, and the reconciliation
of the shares (in thousands) used in the caleulations, are:

Three Months Ended
September 30,
2006 2005

Ninc Months Ended
September M),
2006 2005

Income {(Numerator)
Income lrom continuing
operations A} 226 %
Loss {income) from
discontinued
operations (net of
income axes)
Net Income

195 & 078 544

2) 20 5
197 8 687 S8 493

v

226 S

Shares (Denominator)
Shares lor Basic EPS
Add ineremental shares:
Convertible Senior
Notes
Stock options and
other share-basd
awards
Shares for Diluied EPS

380.806 379660 380.269 378955

3.920 3212 2,106

2.876
387.612

2,792
386.273

2288
83,349

385,504

Basic EPS
Income: from continuing
operations s
Loss {income) from
discontinued
operations (net of
income taxes)
Net Income S

059 % 0.5 % 186 8 1.44

(0.01)
(L5235

0.08§
LBl 8

0.14
1.30

0.5 §

Diluted EPS
Income from continuing
operalions
Loss (income) (rom
discontinued
operations (net of
income xes)
Net income

058 8 050 S .83

w

1.42

.05
$ 178 8

(0.00)
0.51

0.13
1.29

g

.58 %

Il converted. PPL Encrgy Supply's 2.625% Convertible Senior
Notes due 2023 require cash settlement of the principal
amount and permit settlement of any conversion premium in
cash or PPL common stock. Based upon the current
conversion rate of 40.2212 shares per $1,000 principal amount
ol notes, the Convertible Senior Notes have a dilutive impact
when the average market price of PPL common stock exceeds
the conversion price of $24.87. See Note 7 for discussion of
atiainment of the market price trigger related (o the
Convertible Scnior Notes in 20006,

The maximuem number of shares of PPL common stock that
could potentially be issued w settle the conversion prcmium..
hased upon the current conversion rate, is 14.517,199 shares.
Based on PPL's common stock price at Sepiember 30, 2006,

the conversion premium equated w0 3,546,560 shares, or $117
million,



uring the nine months ended September 30, 2006, PPL
ued 1.112.799 shares related o exercise of stock options
nd vesting ol restricted stock and restricted stock units under
its stock-hased compensation plans, Sce Note Y for a
discussion of PPL's stock-based compensation plans.

The lollowing stock options to purchase PPL common stock
were excluded in the respective periods” computations off
diluted EPS because the efleet would have been antidilutive.

Three Monihs Ended Nine Months Ended

Sceptember M), September 3,
(Thousands of Sheares) 2006 2005 2006 2003
Antidilutive stock options 445

5. Income Taxes
{PPL and PPL Energy Supply)
Reconciliations of effective income tax rates are:

Three Moenths Ended Nine Months Ended
September 30, September 3,
PrL 2006 2005 200 2005

Reconcilistion of
Income Tux Expense
Indicated lederal income

tax on Income Irom
Continuing Operations
Belore Income Taxes,
Minority Interest and
Dividends on Preferred
Seeurities of a
Subsidiary ai statmtory

tax rate - 35% S 9 S gl s 330 5 241
Increase (decrease) duce w:;
State income taxes 3 8 13 10
Amortizaion of
irrvestment tax credil 3) (3) (8) (8)
Dilterence relaked Lo

income recognition ol

toreign alfiliates (net of

foreign income Laxes) (14 7) (36} (27
Chilean detered tax

adjustment (Note 3) (9 )
Transler of WP lax
ilems {2
Stranded cost
seeuritization (2) (5
Federal income tax eredits 24 27 (3¥) (81
Change in tax reserves ®) 2 ) 2
her (2) 1
{55) (27) (111 {103)
Total income tax expense § 41 8 64 3 20§ 138
Effective incomwe tux rate 14.9% 24.5 23.2% 20105

Three Months Ended Nine Months Ended
September 30, September 30,
PPL Enerpy Supply M6 2005 2006 2005
Reconciliation of
Income Tiax Expense
Indicated federal income

1% on Income from

Continuing Operations

Before Income Tixes

and Minority Interest at
statutury tax rate - 35%  § 73§ 66§ 267§ 192
Increase (decrease) due to:
State ingome taxes 4 1 16 13
Amortizition of
invesiment tax credit (2} (23] [({)] (6}

Dilferenee reluted to
income recognition of
foreign alliliales (net of

forcign income taxes) {14} (7) (30) 27}
Chilean deferved tax
adjusiment (Nowe 3) (Y) v
Transter of WPD (ax
iems (20}
Federal income 1ax eredits 24 (27) (38) {81)
Change in tax reserves ) 2 (4) 2
Other 1 {2} (4) (2)
(48) (35) {101y (N
Total income tax expense § 25 8 31 8 166 & 75
Effective income tax rale 11.8% L6, 4% 21.7% 13.7%

In January 2006, WPD, Hyder's hiquidator and a Tormer Hyder
alTiliate signed an agreement 1o transler 1o the affiliate a future
tax ligbility from WPD and cerlain surplus tax losses from
Hyder. The U.K. taxing authority subscequently confirmed this
agreement. This transler resulted in a net reduction ol income
tax expense of $20 million lor the nine months ended
September 30. 2006. and a decrease 1o goodwill of $12 million
from the resolution of a pre-acquisition lax contingency
pursuant to EITE fssue 93-7, "Uncertaintics Related to Income
Tuxes in a Purchase Business Combination.”

{PPL Elecrric)
Reconciliations of effective income tax rates are:

Theee Months Ended Ninc Moenths Ended
September ), September M),
PPL Electric 2006 2005 2006 2005
Reconciliation of
Income Tax Expense
Indicated federal income
1ax on Income Before
Incorme Taxes i

statutory tax rate - 35% 8§ s s 738 57
Increase (decrcase’ due Lo:
State income laxes 2 3 3 3
Amortization of
investment tax credit () ) 2) (2)
Stranded cost
seeuritization {2) (3)
Change in 1x reserves (3 2y i)
(ther | 2
{4} 2 (5) 2
Total income tax expense $ 23 8§ 32 3 08§ 54
Iffective income tax rate 29.5% 37.6% 32.5% 305



6. Comprehensive Income
{(PPL and PPL Energy Suppiv)
The after-tax components of comprehensive income are:

Three Months Ended  Nine Months Ended

September 30, September M),
reL 2006 2005 2006 2005
Net Income $ 226 0§ 197 % (LY 493
Onher comprehensive income
{luss):
Forcign currency translation
adjustments 17 9 4y [Kit))
Net unrcalized gain (loss)
on available-tor-sale
securilies 7 5 (hH 5
Net unrealized guin (loss)
on qualifving derivatives 43 {124) 164 {204}
Tutal other comprehensive
income (loss) 67 (11N 267 {2249}
Comprehensive Income 3 3 5 87 8 AL 204
PPL Encrgy Supply
Net Income S 182 8§ 159 % 573 418
Other comprehensive income
(loss);
Forcign currency translation
adjustmenis 17 9 94 {3
Net unrealized gain (loss)
on available-for-sale
seeurities 7 6 ( N
Net unrealized gain (loss)
on qualifying derivatives 53 (1343 161 (213)
Total other comprehensive
incomne {loss) 77 (119} 259 (238)
Comprehensive Inconye 3 259§ 40 & 829 S 180

(PPL Electric)

PPL Electric’s comprehensive income approximates net
income.

7. Credit Arrangements and Financing Activities
Credit Arrangements
(PPL and PPL Electric)

PPL Electric maintains credit facilities in order 1o enhance
liquidity and provide eredit support, and as a backstop w ils
commercial paper program.

In June 2006, PPL Electric amended and restated the credit
agreement for its $200 million five-year credit facility and
extended the expiration date o June 2011, PPL Electric has
the ability to cause the lenders under this facility o issuce
letters of eredit. At September 30, 2006, PPL Electric had no
cash borrowings or leters of credit outstanding under this
credit facility. PPL Electric's $100 million three-year credit
facility expired in June 2006 and was not repewed.

PPL Electric maintains a commercial paper program for up o
$2040 million to provide it with an additional linancing source

to fund its short-term liquidity needs. il and when nccussury..
Commuercial paper issuances are supporied by PPL Electric's
$200 million live-year credit lacility. PPL Electric had no
commercial paper outstanding at September 30, 2006.

At September 30, 2006, $147 million of accounts receivable
and $1 15 million of unbilled revenue were pledged by a PPL
Electric subsidiary under the credit agreement related to PPL
Electric’s and the subsidiary's participation in an asset-backed
commercial paper program. Also at this date. there was $42
million ol short-term debt outstanding under the credit
agreement al an interest rate of 5.36%. all of which was being
used 1o cash collateralize letters of credit issucd on PPL
Elcetric's hehalf. AL September 30, 2006, hased on the
accounts receivable and unbilied revenue pledged. an
additional $89 million was available for horrowing. PPL
Electric’s sale (o its subsidiary of the pledged accounts
receivable and unbilled revenue is an absolute sale of the
assets, and PPL Electric docs not retain an interest in these
assels. However. for financial reporting purposes. the
subsidiary’s financial results are consolidated in PPL Eleciric's
financial statements. [n fuly 2006, PPL. Electric and the
subsidiary exiended the expiration date ol the credit agreement
1o July 2007,

(PPL and PPL Energy Suppiv)

PPL Encrgy Supply maintains credit facilities in order to
cnhance liguidity and provide credit support, and as a backstop
10 its commercial paper program,

In March 2006. PPL Encrgy Supply extended the expiration
date of its 364-day reimbursement agreement 1o March 2007.
Under the agreement, PPL Energy Supply can cause the bank
1o issue up to $200 million of letiers of credit, At

Seplember 3(), 2006, there was $60 million of letters ol credit
outstanding under this agreement.

In June 2006, PPL Encrgy Supply entered into a $1.9 hillion
Amended and Restated Five-Year Credit Agreement. which
expires in June 2011, This credit agreement amended, restated
and combined into one credit facility the loHowing three five-
year credit lacilitics of PPL Encergy Supply: the $800 million
lacility expiring in June 2010, the $600 million lacility
expiring in June 2010 and the $500 million facility expiring in
December 2010, PPL Encrgy Supply has the ability 10 cause
the lenders under this lacility w issue letters of credit. At
September 30. 2006. PPL Encrgy Supply had an aggregate of
349 million of letters of credit and no cash borrowings
outstanding under this facility.

PPL Encrgy Supply also mintains a $300 million {ive-year
letter of eredit and revolving eredit facility expiring in Mm'cl.
201 1. At September 30, 2006, there were no cash borrowings
and $232 million of letters ol credit outstanding under this
lacility. PPL Encrgy Supply's obligations under this tacility

are supported by a $300 million leter of eredit issued on PPL



Encrgy Supply's behall under a separate $300 million five-year
ctier of credil and reimbursement agreement also expiring in
arch 2011,

PPL Encrgy Supply maintains a commurcial paper program for
up 10 $500 million to provide it with an additional ltnancing
source to fund its short-term liguidity needs. if and when
nceessary. Conmmercial paper issuances are supported by PPL
Encrgy Supply's $1.9 billion five-year credit facility. PPL
Enecrgy Supply had no commercial paper oulstanding at
September 30, 2006.

WPD (South West) maintains three commitled credit facilities:
a £100 million 364-day facility, a £150 million three-year
facility and a £150 million five-year {acility (approximately
$746 million in total). The WPD (South West) 364-day
facility expired in October 2006 and is expected 1o be renewed
in November 2006, The three-year facility expires in October
2008, and the five-year facility expires in October 2009, At
September 30, 2006, WPD (South West) also has
uncommitied credit facilities ol £65 million (approximately
$121 million). At September 3(). 2006. there were no cash
borrowings oustanding under the WPD (South West) credit
facilities.

{PPL. PPL Energy Supply and PPL Electric)

The subsidiaries of PPL are separate legal entities. PPL's
subsidiaries are not liable for the debts of PP, Accordingly,
creditors of PPL may nol salisly their debis from the assets of
the subsidiaries absenl a specilic contractual undertaking by a
subsidiary to pay PPL's creditors or as required by applicable
law or regulation. Similarly. absent a specilic contractual
undentaking or as required by applicable law or regulation,
PPL is not liable for the debts of its subsidiaries. Accordingly,
creditors of PPL's subsidiarics may not satisly their debis from
the assets of PPL absent a specific contraciual undertaking by
PPL 10 pay the creditors ol its subsidiaries or as required by
applicable law or regulation.

Similarly. the subsidiaries of PPL Energy Supply and PPL
Electric are separate legal entities, These subsidiaries are not
liable for the debts of PPL Energy Supply and PPL Electric.
Accordingly. creditors ol PPLL Energy Supply and PPL
Electric may not satisfy their debts from the assets of their
subsidiaries ubsent a specific contractual undertaking by a
subsidiary 10 pay the creditors or as required by applicable law
or regulation. Tn addition. ahsent a specific contractual
undertaking or as required by applicable law or regulation,
PPL Encrgy Supply and PPL Elcctric are not liable for the
debts ol their subsidiaries. Accordingly, creditors ol these
subsidiarics may not satisly their debts from the assets ol PPL
Energy Supply or PPL Electric absent a specific contractual
ndertaking by thai parent Lo pay the creditors ol its
‘hsidian'ics or as required by applicable law or regulation.

Financing Activities
(PPL)

In May 2006. PPL Capital Funding retired all $99 million of
its Senior Floating Rate Notes and all $148 million ol s
7.29% Subordinaled Notes upon maturity.

{PPL and PPL Electric)

In March 2006, PPL Electrie retired all $146 million ol its
0.55% Scrics First Mortgage Bonds upon maturity.

During the nine months ended September 30, 2006, PPL
Transition Bond Company made principal payments on
transition bonds of $219 million.

In April 2006, PPL Electric sotd 10 million depositary shares,
cach representing a quarter interest in a share of PPL Electric'’s
0.25% Scries Preterence Stock (Preference Shares). wotaling
$250 miltion. In connection with the sale of the depositary
shares, PPL Electric issued 2.5 million Preference Shares. with
a liguidation preference of $100 per share. to the bank acting
as u depositary. PPL Electric used the net proceeds ol $245
million (rom the olfering 1o repurchase $200 million of s
common stock held by PPL, und tor other general corporate
purposes. PPL used the $200 million received from PPL
Eleetric w fund capital expenditures and lor general corporate
puUrposcs.

Holders ol the depositary shares are entitled to all proportional
rights and preferences of the Preference Shares, including
dividend. voting. redemption and liguidation rights, exereised
through the depositary, The Preference Shares rank senior (o
PPL Electric's common stock and junior to its prelerred stock.
and they have no voling rights. except as provided by law.

Dividends on the Prelerence Shares will be paid when, as and
if declared by the Board of Dircctors at a fixed annual rawe of
0.25%. or $1.5625 per depositary share per year, and are not
cumulative. PPL Electric may not pay dividends on. or
redeem. purchase or make a liquidation payment with respect
Lo any ol its common stock. except in cerlain circumstances.,
unless full dividends on the Preference Shares have been paid
{or the then-current dividend period,

The Prelerence Shares do not have a staled malurity. and are
nol subject Lo sinking fund requirements. However, PPL
Elcetric may. at its optton, redeem the Preference Shares in
whole or in part from time to time for $1060 per share
(cquivalent to $25 per depositary share). plus any declared and
unpaid dividends. on or aller April 6, 2011,

In May 2006, PPL Eleetric filed Amended and Restaied
Articles ol Incorporation that, among other things, increased
the authorized amount of preference stock from 5 million to 10
million shares, without nominal or par value,



"Preferred Sceurities” in the linancial stalements refers to both
the Preference Shares and $51 million of PPL Electric’s
preferred stock at September 30, 2006.

(PPL Electric)

During the nine months ended Seplember 30, 2006, PPL
Eleciric paid common dividends of $84 million to PPL and
received a capital contribution of $75 million from PPL.

(PPL und PPL Energy Supply)

In December 2005, Elfce made a scheduled $3 million
principal payment on its $23 miilion of Bolivian bonds. which
was [unded primarily with short-icrm debt. This transaction
was recorded in January 2006 due 1o the one-month lag in
loreign subsidiary reporting.

PPL Encrgy Supply issued $300 million ol 6.20% Senior
Notes due 2006 (6.20% Notes) in May 2006 and issucd an
additional $150 million of the 6.20% Notes in July 2006. The
6.20% Notes may be redeemed any time prior to maturity al
PPL. Encrgy Supply's option at make-whole redemption prices.
In July 2006, PPL. Encrgy Supply aiso issued $250 million of
7% Senior Notes due 2046 (7% Noies). The 7% Noies are not
subject to redemption prior o July 15, 2011, On or after

July 15,201 1. PPL Energy Supply may. at its option. redeem
the 7% Notes. in whole or in pari. at par. Proceeds from the
sale of both the 6,20% Noles and 7% Notes were used for
capital expenditures. including expenditures relating to PPL
Energy Supply's installation of pollutien control equipment al
two of its coal-fired power plants in Pennsylvania, and for
general corporate purposes.

In July 2006. Emel issued 3 million UF (inflation-indexed
Chilean Pesos) denominated bonds in two series ($101 million
at then-current exchange rates}, The [irst series consists ol |
million UF denominated bonds that mature in 2011, are
callable at par on or alier June 1, 2009. and bear interest at
3.75%. The scecond series consists of 2 million UF
denominated bonds with serial maturities from 2021 through
2027. which are callable on or after June [ 2014, at a
specilied caleutated value on the call date and bear imerest at
4.50%. The proceeds were used (o pay Emel’s 3 million UF
denominated bond maturity in August 2006.

The terms of PPL Encrgy Supply's 2.625% Convertible Senior
Notes due 2023 include a market price trigger that permits
holders to convert the notes during any liscal quarter if the
closing sale price of PPL's common stock exceeds $29.83 lor
at least 20 trading days in the 30 consceutive rading days
ending on the last trading day ol the preceding fiscal quarter.
This market price trigger was met in the [irst second and third
quarters ol 2006, Therefore, holders of the Convertible Senior
Notes were entitled 10 convert their notes at any lime during
the second and third quarters of 2006 and are also entitled to
convert their notes any time during the fourth quarter ol 20006,
As discussed in Note 4. when holders efect to convert the
Convertible Senior Notes. PPL Encrgy Supply is required to
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scitle the principal amount in cash and any conversion
premium in cash or PPL commoa stock.

During the nine months ended September 30, 2006, ‘
Convertible Senior Notes in an aggregate principal amount of
£29 million were presented lor conversion, The totat

conversion premium related to these conversions was $11
million. which was sctiled with 348,465 shares of PPL

common stock, along with an insignificant amount of cash in

lieu of fractional shares, Afier such conversions, PPL Encrgy
Supply has approximately $361 million of Convertible Senior
Noles that can be presented for conversion in the fourth

quarter of 2006.

(PPL Energy Supply)

During the nine months ended September 30, 2006, PPL
Energy Supply distributed $65 1 million Lo its parent company
and received cash capital contributions of $116 million.

On July 1. 2006. in connection with an internal reorganization,
PPL Energy Supply received non-cash contributions from its
parcnt, PPL Energy Funding, consisting of a note receivable
and ownership interests in certain subsidiaries (including PPL
Telecom). The contributions were recorded at the parent's
historical carrying amounts. collectively totaling $65 million.
The husinesses of these subsidiaries became a component of
PPL Encrgy Supply’s Supply scgment. The impact on PPL
Energy Supply’s lnancial statements and 1o its Supply segment
was not signilicant.

Dividends
{PPL)

In February 2006, PPL announced an increase 1o its quarterly
common stock dividend. effective April 1. 2006, 10 27.5 cenls
per share (equivalent to 31,10 per annum). Future dividends,
declared at the diseretion of PPL's Board of Dircctors, will be
dependent upon luture carnings. cash flows. financial
requirements and other lactors.

(PPL and PPL Electric)

The quarterly dividend rate for PPL Electric's Preference
Shares is $1.5625 per share. PPL Electrie has declared and
paid dividends on its outstanding Preference Shares since
issuance. Dividends on the Preference Shares are not
cumulative and future dividends, declared at the discretion of
PPL Electric's Board of Directors. will be dependent upon
future carnings, cash Mows, lnancial requirements and other
factors.

8. Acquisitions, Development and Divestitures .
From time 1o time, PPL and its subsidiaries are involved in
negotiations with third partics regarding acquisitions and
dispositions ol businesses and assets, joint ventures and



development projects. Any such transactions may impacl
‘ulure financial results.

PPL and PPL Encrgy Supply)
Discontinued Operations
See "Guarantees and Other Assurances” in Note T Tor more
information on PPL Encrgy Supply's indemnifications related

Lo the sales discussed below,

Sale of Interest in Griffith Plant

In June 2006, a subsidiary ol PPL Encrgy Supply. which is
included in the Supply segment. sold its 50% ownership
interest in the 600 MW GrifTith power plant located in
Kingman. Arizona. for $115 million in cash. Proceeds of the
sate were used 1o fund a portion of PPL's capital expenditure
requirements. The hook value of PPL'S interest in the plant
was 3150 million on the sale date.

Following are the components of "Loss (Income) from
Discontinued Operations” on the Statemenis of Income related
to the sale of PPL's interest in the Griffith plant,

Three Months FEnded
September 30,

Nine Months Ended
September ),

2006 2005 2006 2005

Operating revenues S % 235 5 8 37
Operating expenses 19 10 37
Loss fincome) trom operations

helore income taxes (Ch] 5
Income tax expense (henelit) 2 {2)
Lowss fincome) from

operations after income taxes 2y 3
Laoss on sale of interest (net ol

tax henefit of S16 million) 24
Acceleration of net unrealized

gains on derivatives

assoiated with the plant (net

of tax expense of $4 million) (W8]
Lass {Income) from

Discontinued Operations (net

of income taxes) $ 5 2y & 2 0S

Sale of Sundance Plant

[n May 2005. a subsidiary of PPL Encrgy Supply. which is
included in the Supply segment. completed the sale of its 450
MW Sundance power plant located in Pinad County. Arizona,
to Arizona Public Scrvice Company lor $190 million in cash.
The book value of the plant was $26(0 million on the sale date.

Following are the components of "Loss (Income) from
Discontinued Operations” on the Statements of Income related
1o the sule of the Sundance plant. There were no derivative
contracls hedging the Sundance plant at the time ol the sale.

Scptember ), 2065

Three Nine

Months Months

Ended Ended
Operating revenues ] § 4
Cpurating expenses 19
Loss from operations before inconee laxes 6
Income tax henelit 2y
Loss from operations after inconie Laxes 4
Loss on disposal {net of 1ax benefit of $26 million) 47
Loss from Discomtinued Operations (net of income

Laxes) 5 $ 51

International

In March 2006. PPL Global, which is included in the
International segment. completed the sale of its minority
interest in Aguaylia Encergy, LLC, a combined generating and
natural gas facility in Peru. PPL Global received $15 million
from (he sale. and recorded a pre-tax gain of $3 million. which
is included in "Other Income - net” on the Statement of
Income.

In February 2006, WPD received legal notification citing one
of its read estate invesiments as an environmentally protected
arca, thus restricting planned development. Although WPD is
taking legal action to have the restriction removed, an
impairment assessment was performed based on a third-party
appraisal.  As a result, PPL Global recorded an impairment
charge ol $8 million ($6 million after ax) in the {irst quarter of
2006, which is included in "Other Income - net” on the
Statement of Income.

in 2005, WPD effectively sold an equity investment by
transferring all risks and rewards of ownership of the two
subsidiaries which held the investment. reeciving $9 million.
The gain was deferred until WPD's continuing involvenment in
the subsidiarics ceased. In the third quarter of 2006, WPD
ceased invelvement with one subsidiary. As a resull. PPL
Global recognized a pre-1ax gain of $5 million. The gain is
included in "Other Income - net” on the Statement of Income.

1n 2000, WPD acquired Hyder. Subsequently, WPD sold the
majority of Hyder's non-clectricity delivery businesses and
placed the remaining companics in liguidation. In March
2006. WPD received $24 million in proceeds as an initial
distribution related to the planned ongoing liquidation ol the
remaining non-clectricily delivery businesses. In August 2000,
WPD received an additional distribution of $4 million, of
which §3 million was credited (o income. These distributions
are included in "Other Income - net” on the Stalement of
Income. WPD continues to operate the Hyder electricity
delivery business.

Domestic

[n September 2006, PPL Susquehanna applicd to the NRC for
20-year license renewals Tor Units 1 and 2 of the nuclear
power plant. The license renewals for cach of the
Susquehanna units would extend their expiration dates from
2022 10 2042 for Unit | and from 2024 10 2044 for Unit 2.



PPL cannot predict whether or when NRC approval will be
obtained.

In October 2006. PPL Susquehanna liled a request with the
NRC to increase the amount of electricity the plant can
gencrate. The total expected capacity increase is 205 MW, of
which PPL Susquehanna's share would be 185 MW. PPL
Susquehanna's share of the expected capital cost of this project
is $217 million. PPL. cannot predict whether or when NRC
approval will be obtained.

PPL also plans a construction project to expand the capacity of
its Hollwood hydroclectric plant by 125 MW, at an expected
capital cost of $243 million. This planned expansion is subject
Lo various regulatory approvals and other conditions. and PPL
cannot predict whether or when these approvals will be
ubtained or the other conditions will be met.

Other

See Note 11 for a discussion of the impairment of PPL Encray
Supply's synthetic fuel production facilities recorded in June
2006.

9. Stock-Based Compensation
(PPL, PPL Energy Supply and PPL Electric)

Elfcctive January 1, 2006, PPL adopted SFAS 123 (revised 2004),
"Share-Based Payment,” which is known as SFAS 123(R), using
the modihed prospeetive application transition method. The
adoption of SFAS 123(R) did not have a significant impact on
PPL. and its subsidiaries, since PPL and its subsidiarics adopted the
fair value method of accounting for stock-bused compensation, as
described by SFAS 123, " Accounting lor Stock-Based
Compensation.” effeetive January 1. 2003, See Note 18 for further
discussion of SFAS 123(R).

(PPL)

For the nine months ended September 30, 2006, PPL recorded
1otal compensation costs ol $21 million related to stock-based
compensation awards, with $9 million of related income tax
hencelits. For the nine months ended September 30, 2005, PPL
recorded total compensation costs of $30 million related 10
stock-hased compensation awards. with $12 million of related
income tax benefits. The nine months ended September 30,
2005. included $5 million afier tax (or $0.01 per share) related
1 periods prior 1o 2005 o record aceelerated recognition of
expense for eimployees at or near retirement age. The amounts
related W periods prior to 2005 were not malterial to previously
issued financial statements,

(PPL Energy Supply)

For the nine months ended September 30, 2006. PPL Encrgy
Supply recorded total compensation costs of $15 million
related to stock-based compensation awards, with $6 million
of related income tax benefits. For the nine months ended

September 30, 2005, PPL Energy Supply recorded (otal
compensation costs of $19 million related to stock-based
compensation awards, with $8 million of related income 1ax ‘
benefs, The nine months ended September 30, 2005,

included $3 million after tax related to periods prior o 2005 (o
record aceelerated recognition of expense for employees at or
near retirement age. The amounts related w periods prior o
2005 were not material to previously issued linancial

staements.

(PPL Electric)

For the nine months ended September 30, 2006, PPL Electric
recorded total compensation costs related to stock-based
compensation awards ol $4 million, with $2 million of related
income Lax benefits. For the nine months ended September 30,
2005, PPL Electric recorded watal compensation cosis related
Lo stock-bhased compensation ol $7 million, with $3 million of
related income tax benellts. The nine months ended September
30. 2005, included $2 million after tax related 1o periods prior
Lo 2005 1o record acceleraled recognition of expense for
employees at or near retirement age. The amounts related 1o
periods prior o 2005 were not material 1o previously issued
Nnancial statements.

Restricted Stock and Restricted Stock Units (PPL,
PPL Energy Supply and PPL Electric)

Restricted stock and restricied stock unit activity for the nine
months ended September 30, 2006 was:

Weighted-
Average
Grant Date
Restricted Fair
Shares Value
Lidid
Nonvesied at January 1. 2006 1.557,123 $21.23
Granted 797.555 30.85
Vested (339.260) 18.61
Forltited (96.392) 20.20
Nonvested a1 Seplember 30, 2006 1919020 25.76
Nonvested at January 1, 2006 671,901 $19.67
Granted 305,600 3114
Vested {130.140) 17.75
Forleited (45.64(1) 2533
Transferred 43.230 28.01
Nonvested at September 30, 2006 844,945 24.28
Pl Electric
Nonvested at January 1. 2006 116264 $23.09
Granted 58.550 31.17
Vested (33,34) 17.69
Nonvested at Seplember 30, 2006 141,470 27.08

The weighted-average grant date fair value of restricted stock
and restricted stock units granted during the nine months
ended September 30, 2003, was $27.03 lor PPL. $27.14 or

PPL Encrgy Supply and $27.07 for PPL Elcctric. .

As of Seplember 30, 2006, unrecognized compensation cost
related to nonvested awards was:



Weighted-Average

The total fair value of shares vesting during the nine months

The 1otal intrinsic value of stock options exercised was:

Nine Months Ended
September 3,

2006 2005
IPPL. % 15 & 18
PPL Energy Supply 3 4
PPL Eleetric 3

As of September 30, 2006, unrecognized compensation cost

related 1o stock options was:

Unrecognized  Weighted-Average

Period for
Recognition

Compensation

Cost
s 2.0 yews
L. Energy Supply 2.0 yewrs

PPL received cash from stock option exercises lor the nine
months ended September 30, 2000, of $13 million, The

2 kI

23

 Unrecopnized Period fur ended September 30, 2006 and 2005, was:
Compensation Cost Recognition
Q’L $ 13 2.6 years September 30, September 30,
PPL Encrgy Supply 7 2.7 years 2006 2003
PPL Electric ] 1.5 years
PPl $ 11 $ 10
IPPL Encrgy Supply 4 Jd
PPL Eiectric ] 1
Stock Options (PPL, PPL Energy Supply and PPL Electric)
Stock option activity under the plans for the nine months ended Sepiember 30, 2006, was:
Weighted-Average Aggregate
Numbher of Weighted-Average Remaining Total Intrinsic
Options Exercise Price Contractual Term Value
reL
Outstanding at January 1. 2006 5586072 5 2181
CGranted 1.335.420 30.14
Exercised (999.186) 18.50
Forfeited (04541} 3014
Cutstanding at Seprember 30, 2006 5.857.766 24,18 7.3 years $ 52
Opions exercisable at September 30, 2006 3,267,255 21.36 6.3 years 38
Weighted-average fir value of options granted 5 +4.86
PPL _Encrpy Supply
Ouistanding at Janoary 1. 2006 1.225.502 8 2172
Granted 494,660 30.04
Exercised (252.960) 18.56
Transferred 194,360 2393
Oustanding i Seprember 30, 2006 1,701,562 2482 7.6 years b 14
Options exercisable at September 30, 20006 7824487 20.85 6.3 years 10
Weighted-average fair value of oprions graated $ 4.80
PPL Electric
Quistanding i Jianuary 1, 20006 285,372 8§ 2295
Granied R3.540 0.4
Cutstanding a1 September 30, 2006 373912 24.65 7.1 years 3 3
Options exercisable at September 31, 2006 215,796 22,30 5.9 years 2
Weighted-average Lair vilue of options granted b3 4.80

income tax benefit from share-based arrangements for the nine
months ended September 30. 2006, was $8 million. with $5
million auributed o stock option exercises.

The estimated fair value ol cach option granted was calculated
using a Black-Scholes option-pricing model. The weighted-
average assumptions used in the model were:

2006 2005
Risk-Iree inerest rate 4.010% +.09%
Expected option life 6.25 vrs. 7.00 yrs.
Expreted stock volatility [9.86% 18.09%
Dividend yicld 76% 1.88%

Bascd on the above assumptions. the weighted-average grant
date fair value of options granted during the nine months
ended Seplember 30, 2006 and 2005, was $4,86 and $3.99.

PPL uses historical volatility 10 value its stock options using
the Black-Scholes option pricing model. Volatilily over the



expected term of the options is evaluated with consideration
given 1o prior periods that may need 10 be excluded based on
events not likely to recur that had impacted PPL's volatility in
those prior periods. Management's expectations lor future
volatility, considering potential changes 10 PPL's business
maodel and other economic conditions, are also reviewed in
addition to the historical data to determine the final volatility
assumption.

Directors Stock Units (PPL)

Under the Directors Deferred Compensation Plan. a mandatory
amount ol the cash retainers ol the members of the Board of
Directors who are not employees ol PPL is deferred into stock
units. Such delerred stock units represent shares of PPL's
common stock 1o which the board members are entitled after
they cease serving as @ member of the Board of Directors.
Board members also are entitled 10 defer any or all of their
lees and cash retainers that are not part of the mandatory
delerral into stock units. The stock unit accounts ol cach

10. Pension and Other Postretirement Benefits

{PPL and PPL Energy Supply)

Nelt periodic pension and other postretirement henelit cosls were:

hoard member are increased based on dividends paid or other
distributions on PPL's common stock, There were 297.378

such stock units outstanding at September 30. 2006. .
Compensation expense related to directors” stock units was $
million for the nine months ended September 30, 2006 and
2005.

Stock Appreciation Rights (PPL and PPL Energv Supplyv)

WPD uscs stock appreciation rights 10 compensate senior
management employees. Stock appreciation rights are granted
with a relerence price 1o PPL's common slock at the date of
granl. These awards vest over a three-year period and have a
10-year term, during which lime employees are entitled 1o
receive a cash payment of any appreciation in the price ol
PPL's common stock over the grant date vatue. At

September 30. 2006. there were 372,138 s1ock appreciation
rights outstanding. Compensation expense related 1o the stock
appreciation rights was insignificant for the nine months ended
September 30, 2006 and 20035,

Pension Benefits

Three Months Ended September 30,

Nine Months Ended September 30,

Domestic [nternational Domestic Internationat
2006 2005 2006 2005 2006 N5 2006 2005

IreL
Service cost 8 15 8 14 5 6 5 4 8 46 % 42 5 16 3 13
Interest cosl 3l 29 36 37 93 Lig) 104 13
Expected retum on plan assets @ (40 (51}) [ELEH {123) (119 {146) (153)
Amortization of ransition

obligation h (1) 3) (3)
Amoriztion of prior service

Cosl 4 4 1 2 11 1 4 4
Amortization of loss | 13 7 2 2 36 21
Net periodic pension costs

(credits) priov to special

termination benelits 9 6 5 1 26 19 14 (2)
Special termination benefits (a) 0
Net periodic pension costs § 9 8 6 S 5 8§ 1§ 26§ 19 5 14 3 4
PPL Encrgy Supply
Service cost s I $ 1 8 6 3 4 3 3 s KIS 165 13
Interest cost | 1 36 17 3 3 104 13
Expected retum on plan assels (h {1 BN 4% (5) 4) (146) (183)
Amortization of prior service

cost 1 2 4 4
Amortization of loss 13 7 1 36 21
Net periodic pension costs

(eredits) prior 1o special

termination henefits 1 1 5 1 2 2 14 (2)
Special wermination henelits (u) 6
Net periadic pension costs % 1 % 1 % 5 8 1 % 2 % 2 % 14 5 4

() The 2005 amounts are related o a WPD-approved siall reduction plan as o result of the merger of its iwo control rooms. metering reorganization and other
stalf efficiencics. Additional pension costs were recognized due 1o carly retirement and pension enhancement provisions granted to the employees.
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Other Postretirement Benefits

disclosed in PPL's 2005 Form 10-K. 1o $14 million. As ol

. 'i‘h::)l:::‘n]l:: li?}dcd Nil:.' II::n:Itll’terl-;:dcd September 30, 2006, $4 million ol benefits had been paid.

faly Y M SCPLL ' oU, e I gy . . . .
T006 2005 2006 2005 I'he remaining $ 10 million was paid in the fourth quarter ol

PIL 2006,

Service cost 3 L I 8 6 % 5

:'_“‘v‘fb‘ﬁl Clﬂst | 7 6 22 19 Expected Cash Flows — International Pension Plans

s pected return on plan '1:) D oy © .

- S ) (15) (15) (PPL and PPL Energy Supply)

Amortization of transition

obligation 2 2 6 7 WPD expecets to increase its 20006 pension plan contributions

Amortization of prior service from $47 million. as disclosed in PPL's and PPL Energy

cost | 4 3

[ S0
~)

Amortization of loss

Net other postretirement

henetits cost $ 3 5 % RV 23

Pension Protection Act of 2006
(PPL. PPL Energy Supply and PPL Electric)

On August 17. 2006, the Pension Protection Act of 2006 (the
Act) was signed by President Bush., The Act changes current
pension plan legislation and lunding rules for defined benefit
pension plans. which will hecome elfective in 2008, Based on
the current funded status of PPL's delined hencefit pension
plans, the Act is not expected 1o have a significant timpact on
the future funding of these plans or have a significant hnancial
impact on PPL. PPL Encrgy Supply or PPL Electric in regard
o these plans.

(PPL and PPL Eleciric)

The Act does contain a provision that provides Tor excess
assels held exclusively in Black Lung Trust funds 1o be used to
pay for health benelits other than black lung disease for retired
coal miners. Prior 1o recognition of this provision of the Act.
PPL Electric had a net liability of $36 million for the medical
cosls of retirees of a PPL subsidiary represented by the United
Mine Workers of America (UMWA). This subsidiary had a
Black Lung Trust that was significantly overfunded. Asa
result of the Act and the ability 1o use the excess Black Lung
Trust assets (o make future benelit payments for the UMWA
retiree medical costs, PPL Electric was able to fully offset the
$36 million UMW A retiree medical liability on its balance
sheet and record a one-time credit o PPL's and PPL Electric's
"Other operation and maintenance” cxpense.

Expected Cash Flows - Domestic Pension Plans
(PPL)

PPL has increased its 2006 pension plan contributions {rom
$37 million, as estimated and disclosed in its 2005 Form 10-K,
to $46 million, ali of which has been contributed as of
September 30, 2006.

L alse sponsors various unfunded non-qualilicd
supplemental pension plans for which it makes benefit
payments from corporate assets. Benefits payments for 2006
under these plans are expected to increase from $2 million, as

~
A

Supply's 2005 Form 10-K. to approximately $107 miilion.
The increase is attributable to pre-funding of expected
contributions lor 2007, As of September 3. 2006, $43
miilion had been contributed. Approximately $64 million is
expected o be contributed in the fourth quarter of 2006.

11. Commitments and Contingent Liabilities

Energy Purchases, Energy Sales and Other
Commitments

Energy Purchase Commitments (PPL. PPL Energy Supply
and PPL Elecrric)

PPL and PPL Energy Supply enter into long-term purchase
contracts 1o supply the fuel requirements for generation
facilitics. These include contracts to purchase coal, emission
allowances, natural gas. oil and nuclear fucl. These contracts
extend Tor terms through 2009, PPL and PPL Encrgy Supply
also enter into long-term contracts lor the storage and (ransport
of natural gas. These contracts extend through 2014 and 2032,
respectively. Addidonally, PPL and PPL Encrgy Supply have
entered into long-lerm contracts 10 purchase power thal extend
for terms through 2010,

During the third quarter of 2006. PPL entered into a long-term
coal purchase agreement with CONSOL Energy Inc. The
contract will provide more than one-third of PPL's projected
coal needs Tor the Pennsylvania power plants for 2{08 through
2018,

PPL and PPL Energy Supply entered into long-term power
purchase agreements with 1wo wind project developers to
purchase the [ull output of their facilities, including the
associated renewable energy eredits. when they begin
commercial operation. These contracts exiend for o term
througl 2026.

As part of the purchase ol generation assets from Montana
Powecr, PPL Montana assumed a power purchase agreement,
which was still in cffeet at September 30. 2006. In accordance
with purchase accounting guidelines, PPL Montana recorded a
Liability of $58 million as the estimated lair value of the
agreement at the acquisition date. The tiability is being
reduced over the term of the agreement. through 2010, as an
adjustment (o "Encrgy purchases™ on the Statements of
Income. The unamortized balance ol the liability related 1o the
agreement at September 30, 2006, was $45 million and is



included in "Delerred Credits and Other Noncurrent
Liabilities - Other” on the Balance Sheets.

In 1998, PPL. Electric recorded a loss accrual for
above-markel contracts with NUGs of $854 million, due 1o the
deregulation ol its generation business. Effective January
1999, PPL. Eleciric began reducing this liability as an offsel to
"Encrgy purchases” on the Statements of Income. This
reduction is based on the estimated timing of the purchases
from the NUGs and projected market prices for this
generalion. The [inal NUG contract expires in 2014, In
connection with the corporate realignment in 2000. the
remaining halance of this liability was transferred o PPL
EncrgyPlus. At September 30. 2000, the remaining liability
associated with the above-market NUG contracts was $153
million.

Energy Sales Commitments (PPL and PPL Energy Suppiy}

PPL. Encrgy Supply enters into lang-term power sales
conlracts in connection with its load-serving activitics or
associaled with certain ol its power plants. These power sales
contracts extend for terms through 2017, All long-term
contracts were exeeuled at pricing that approximaied market
rates. including profit margin, at the time of execution.

In July 2002. PPL Montana began to sell to NorthWestern an
aggregale of 450 MW of energy, Under two five-year
agreements for a term through June 3, 2007, PPL Montana is
supplying 300 MW ol around-the-clock electricity and 150
MW al unit-contingent on-peak clectricity. PPL Montana also
makes short-term energy sales to NorthWestern. In July 2006.
PPL Montana cntered into a new seven-year power purchase
and sale agreement with NorthWestern pursuant 1o which PPL
Montana will provide the lollowing wholesale clectricity
supply 10 NorthWestern:

Period

On-Peak Supply OIf-Peak Supply

TN2007 - 6/3K2010 125 MW 175 MW
2010 - 632012 275 MW 150 MW
TH2012 - 6/30/2014 200 MW 125 MW

In 2002, PPL began commercial operations of its Edgewood
natural gas-fired generating station and its Shorcham oil-fired
generating station, Each ol these New York plants has a
capacity o 79.9 MW, 1nitially, the Long Island Power
Authority contracted 1o purchase all ol Edgewood's capacity
and ancillary services as part of a three-year power purchase
agreement with PPL EnergyPlus beginning al commercial
operation, and all of Shorcham's capacity and ancillary
services as part ol a 15-year power purchase agreement with
PPL EncrgyPlus beginning at commercial operation. In 2005,
PPL. EncrgyPlus extended the Edgewood power purchase
agreement for an additional wrm that runs through October
2(008. The Shorcham power purchase agrecment remains in
effect until 2017.

In January 2004, PPL EncrgyPlus began supplying 12.5% ol
Connccticut Light & Power Company’s (CL&P) Transitional
Stundurd Offer load under a three-year lixed-price contracl.

During peak hours, PPL EnergyPlus’ obligation to supply the
Transitional Standard OlTer load may reach 625 MW, In
January 2006, PPL EncrgyPlus hegan to supply an addiliona.
6.25% of CL&P's Transitional Standard Offer load under a
one-year lixed-price contract. During peak hours, PPL
EnergyPlus’ obligation 10 supply the Transitional Standard
Offer load may rcach 313 MW. In Scpiember 2006, PPL
EncrgyPlus entered into an agreement 10 supply an additional
10% of CL&P's Transitional Standard Offer load under a two-
year lixed-price contract, commencing January 1, 2007,
During peak hours. PPL EnergyPlus' obligation o supply the
Transitional Standard Offer load may reach 450 MW,

As a result of New Jersey's Eleetric Discount and Energy
Competition Act. the New Jersey Board of Public Utilities
authorized and made available 10 power suppliers, on a
competitive basis. the opportunity to provide Basic Generation
Service (BGS) 1o all non-shopping New Jersey customers. [n
February 2003, PPL EncrgyPlus was awarded 34-month lixed-
price BGS contracts for a fixed percentage of customer load
(an aggregate ol 1.000 MW) lor Atlantic City Electric
Company (ACE). Jerscy Ceniral Power & Light Company
(JCPL) and Public Service Electric & Gas Company (PSEG).
These contracts commenced in August 2003, In the first
quarter of 2005, PPL EncrgyPlus was awarded a portion ol the
Commercial Industrial Energy Pricing tranche, which amounis
10 85 MW after expected shopping, These 12-month contracts
ended in June 2006. In February 2006, PPL EncrgyPlus was
awarded 36-month fixed-price BGS conracts Tor lixed
percentages of customer foad (an aggregate of 600 MW) for
ACE, 1CPL and PSEG. These contracts commenced in June
2006.

In December 2005 and January 2006, PPL. EncrgyPlus entered
into agreements with Delmarva Power and Light Company 10
provide a portion of its Tull requirements service from May
2006 through May 2008.

As aresult ol the Electrie Service Customer Choice and Rate
Reliel Law of 1997, the llinois General Assembly provided
the opportunity [or power supplicrs 10 compelte [or the full
requirements clectric supply of zll non-shopping [linois
customiers. In September 2006, PPL EnergyPlus entered into
three agreements with Commenwealth Edison Company to
provide a portion ol its full requircments service. These
agreements commence in January 2007 and expire after 17, 29
and 41 months. During peak hours, PPL EncrgyPlus’
obligation 10 supply the load may rcach 700 MW,

[n September 2006, PPL EnergyPlus entered into agreements
with Mctropolitan Edison Company and Pennsylvania Electric
Company Lo provide a portion ol their full requirements

service, These agreements commence in December 2006 and
expire in December 2008, During peak hours, PPL

EnergyPlus' obligation to supply the load may reach 250 MV\.



PPL Montana Hydroelectric License Commitments (PPL
and PPL Energy Supply)

PL Monlana has 11 hydroclectric facilities and one storage
reservoir licensed by the FERC pursuant 1o the Federal Power
Act under long-term licenses, Pursuant (o Section 8(e) of the
Federal Power Act. the FERC approved the transfer from
Montana Power 1o PPL Montapa of all pertinent licenses and
any amendments in connection with the Montana Assel
Purchase Agreement.

The Kerr Dam Project license was jointly issued by the FERC
o Montana Power and the Conlederated Salish and Kootenai
Tribes of the Flathead Reservation in 1985, and required
Montana Power to hold and operate the project for 30 years.
The license required Montana Power, and subsequently PPL,
Montana as a result of the purchase of the Kerr Dan from
Montana Power., to continue 1o implement a plan 1o mitigate
the impact of the Kerr Dam on fish, wildlife and the habitat,
Under this arrangement. PPL Montana has a remaining
commitment Lo spend $17 million between 2007 and 2015, at
which point the tribes have the option o purchase. hold and
operate the project.

PPL Montana entered into two Memoranda ol Understanding
(MOUs) with state, federal and private entities related to the
issuance in 2000 of the FERC renewal license Tor the nine
dams for the Missouri-Madison project. The MOUS require
PPL Montana to implement plans to mitigate the impact of its
projects on fish, wildlife and the habitat. and o increase
recreational opportunitics, The MOUSs were created to
maximize collaboration between the parties and enhance the
possibility for matching funds from relevant federal agencies.
Under this arrangement. PPL Montana has a remaining
commitment to spend $33 million between 2006 and 2040,

Legal Matters
(PPL, PPL Energy Supply and PPL Electric)

PPL and its subsidiarics are involved in numerous legal
proceedings, claims and litigation in the ordinary course of
business. PPL and its subsidiaries cannot predict the outcome
of such matters, or whether such matters may result in material
liabilities.

Montana Power Shareholders' Litigation (PPL and PP
Energy Supply)

In August 2001, a purported class-action lawsuit was lled by a
group of sharcholders of Montuna Power against Montana
Power. the directors ol Mantana Power. certain advisors and
consultants of Montana Power and PPL Montana. The

[aintilTs allege, among other things. that Montana Power was

juired to. and did not, oblain sharcholder approval of the

Sale of Montana Power's generation assets 1o PPL Montana in
1999, and thus that sale "was null and void ab initio.” Among
the remedies that the plaintilTs are seeking is the establishment
ol a "resulting and/or constructive trust” on both the

generation assets and all prolits carned by PPL Montana from
the generation assets. plus interest on the amounts subject to
the trust, This lawsuit has been pending in the U.S. Disirict
Court of Montana. Butte Division, and the judge has placed
this proceeding on hold pending the outcome of certain
motions currently belore the U.S. Bankruptey Court for the
District of Delaware., the resolution of which may impact this
proceeding. PPL and PPL Energy Supply cannot predict the

outcome of this matter.

Montana Hydroelectric Litigation (PPL and PPL Energy
Supply)

In November 2004, PPL Monlana. Avista Corporation and
PacifiCorp commenced an action lor declaratory judgment in
Montana First Judicial District Court sceking a determination
that no lease puyments or other compensation for their
hydropower lacilities' use and occupancy of streambeds in
Montana can he collected hy the State of Monlana. This
request [or declaratory judgment from the Montana slale court
was brought following the dismissal of the State ol Montana's
federal fawsuit seeking such payments or compensation in the
U.S. District Court of Montana, Missoula Division. due 10 lack
of diversity jurisdiction. The State’s lederal lawsuil was
founded on allegations that the bed of Montana’s naviguble
rivers became state-owned property upon Montana's admission
to statchood. and that the use of them for placement of dam
structures. affiliated structures and reservoirs should. under an
existing regulatory scheme. trigger lease payments [or use ol
land underneath. In July 2006. the Montana state court
approved a stipulation hy the Stale of Montana that it is not
seeking any lease payments or other compensation Irom PPL
Montana lor the period prior to PPL Montana's aequisition of
the hydropower (acilities in December 1999, The trial for this
state court proceeding has been scheduled 1w commence in
Octaber 2007. PPL and PPL Encrgy Supply cannot predict
the outcome of this matter.

Regulatory Issues

California ISO and Western Markets { PPL and PPL
Energy Supply)

Through its subsidiarics. PPL made $ 18 miliion of sales to the
California [SO during the period from October 2000 through
June 2001, of which $17 million has not been paid 10 PPL
subsidiarics, Given the myriad of clectricity supply problems
presently laced by the California electric wilities and the
California IS0, PPL cannol predict whether or when it will
receive paymenl. At September 30, 2006. PPL has fully
reserved for underrecoveries of payments for these sales,

Regulatory proceedings arising out of the California electricity
supply situation have been filed at (the FERC. The FERC has
determined that all sellers of energy into markets operated by
the California ISO and the California Power Exchange.
including PPL Montana, should be subject to refund liability
for the period heginning October 2. 2000 through June 20,
2001, but the FERC has not yet ruled on the exact amounts



that the sellers, including PPL Montana, would be required to
refund. In decisions in September 2004 and August 2006, the
U.S. Courl ol Appeals lor the Ninth Circuit held that the FERC
had the additional legal authority o order refunds Tor periods
prior 10 October 2, 2000, and ordered the FERC o determine
whether or not it would be appropriate to grant such additional
reflunds. As part of its August 2006 decision, the Court stayed
the time to petition for rehearing of the decision and its
mandate 1o the FERC in order (o allow the partics time 10
conduct settlement discussions.

In June 2003, the FERC ook several actions as a result of a
number of related investigations. The FERC terminated
proceedings 10 consider whether 1o order refunds for spot
market bilateral sales made in the Pacilic Northwest, including
sales made by PPL Montana, during the period December
2000 through June 2001. The FERC also commenced
additional investigations relating to “gaming” and hidding
practices during 2000 and 2001, but. (o their knowledge.
neither PPL EnergyPlus nor PPL Montana is a subject of these
investigations.

Litigation arising out of the California clectricity supply
situation has been filed in California courts against sellers of
energy 1o the California ISOQ. The plaintifls and inervenors in
these tegal proceedings allege, among other things. abuse of
market power, manipulation of market prices, unfair trade
practices and violations of state antitrust laws, and seck other
relief, including treble damages and attorneys’ fees. While
PPL's subsidiarics have not been named by the plaintills in
these legal proceedings, one defendant in a consolidated court
proceeding named PPL Momana in its cross-complaint; this
defendant denied any unlawful conduct but asserted that, il it
is found liable, the other generators and power marketers.
including PPL Montana, caused. contributed to and/or
participated in the plaintifis’ alleged losses. In July 2006. the
Court dismissed this case as the result of a settlement under
which PPL Montana was not required to make any payments
or provide any compensation.

In February 2004, the Montana Public Service Commission
(PSC) initiated a limited investigation of the Montana retail
clectricity market for the years 2000 and 2001, locusing on
how that market was afteeted by ransactions involving the
possible manipulation of the electricity grid in the western
U.S. The investigation includes all public utilitics and
licensed electricity suppliers in Montana. incloding PPL
Montana. as well as other entities that may possess relevant
information. In June 2004, the Montana Attorney General
served PPL Montana and more than 20 other companics with
subpoenas requesting documents, and PPL Montana has
provided responstve documents to the Montana Altorney
General.

While PPL and its subsidiaries believe that they have not
engaged in any improper trading or marketing practices
alfecting the California and western markets. PPL cannot
predict the outcome of the above-described investigations,
lawsuits and proceedings or whether any PPL subsidiarics will

be the target of any additional governmental investigations or
named in other Tawsuits or refund proceedings.

PJM Capacity Litigation (PPL, PPL Energy Supply and PP’
Electric)

In December 2002, PPL was served with a complaint against
PPL., PPL EnergyPlus and PPL Elcctric filed in the U.S.
District Court for the Eastern District of Pennsylvania by a
group of 14 Pennsylvania boroughs that apparently alleged.
among other things, violations of the Tederal antitrust laws in
connection with the pricing of installed capacity in the PIM
daily market during the first quarter of 2001 and certain breach
of contract claims, These boroughs were wholesale customers
of PPL Electric. In April 2006, the Court dismissed all of the
lederal antitrust claims and all of the hreach of contract ciaims
exeept for one breach of contract claim by one of the
horoughs.

Each ol the U.S. Department of Justice - Antitrust Division,
the FERC and the Pennsylvania Atlorney General conducted
investigations regarding PPL's PIM capacity markel
transuctions in carly 2001 and did not lind any reason to take
action against PPL,,

New England Investigation (PPL and PPL Energy Suppiv)

In January 2004, PPL became aware of an investigation by the
Connecticut Auerney General and the FERC's Office of
Market Oversight and Investigntion (OMOT) regarding
allegations that natural gas-lired gencrators located in New
England illegally sold natural gas insicad of generating
cleetricity during the week of Janvary 12,2004, PPL has
responded 1o a dala request of OMOI that indicated that PPL
was nol under suspicion of a regulatory violation, but that
OMOI was conducting an imtial investigation. PPL also has
responded to data requests of ISO New England and data
requests served by subpoena from the Connecticul Attorney
General. Both OMOT and 1SO New England have issued
preliminary reports {inding no regulatory or other violations
concerning these matters. While PPL does not believe tha it
commilted any regulatory or other violalions concerning the
subject matter ol these investigations, PPL cannot predict the
outcome of these invesligations,

PJM Billing (PPL, PPL Energy Supply and PPL Electric)

In December 2004, Exelon Corporation, on behall of its
subsidiary, PECO Encrgy. Inc. (PECO), liled a complaint
against PJM and PPL. Electric with the FERC alleging that
PIM had overcharged PECO from April 1998 through May
2003 as a result of an crror by PIM in the State Estimator
Model used in connection with billing atl PIM customers for
certain transmission. spot markel energy and ancillary servicey
charges. Specifically, the complaint alleged that PJM .
mistakenly identified PPL Electric's Elroy substation
transformer as belonging (o PECO and that, as a consequence.
during times.of congestion, PECO's bills for transmission
congestion [rom PIM erroncously reflected energy that PPL



Electric took from the Elroy substation and used to serve PPL
Clectric’s load. The complaint requested the FERC, among

her things. 10 dircet PPL Electric 1o relund (o PIM $39

iillion. plus interest of $8 million. and for PIM 1o refund
these same amounts 10 PECO. In February 2005, PPL Electric
filed its response with the FERC stating that neither PPL
Electric nor any of its affiliates should be held financially
responsible or lable to PIM or PECO as a result of PIM's
error.

In April 2005, the FERC determined that PECO s entitled 1o
reimbursement for the transmission congestion charges thal
PECO asserts PIM erroncously billed 10 it at the Elroy
substation. The FERC sel for additional proceedings hefore a
fudge the determination of the amount of the overcharge 1o
PECO and which PIM market participants were undercharged
and therelore are responsible for reimbursement o PECO.

PPL Electric recognized an after-tax charge of $27 million (or
$0.07 per share for PPLY in the lirst quarter ol 2005 lor a loss
contingency related 1o this matter. The pre-tax accrual was
$47 million. with $39 million included in "Encrgy purchases”
on the Statements of Income. and $8 million in "Interest
Expense.”

[n September 2005, PPL Electric and Exclon Corporation filed
a proposed settlement agreement regarding this matter with the
FERC. In March 2006. the FERC rejected the settlement
agreemenl indicating that the agreement involves malterial
issucs of fact that it cannot decide withouw further information,
and ordered the matter 1o be set lTor hearing.

Subsequently. in March 2006, PPL Electric and Exelon liled
with the FERC a new proposed scitlement agreement under
which PPL Electric would pay approximately $41 million over
a fve-year period 10 PIM through a new transmission charge
that. under applicable law. would be recoverable [rom PPL
Electric's retail customers. PIM would forward amounts
collected under this new charge to PECO. The FERC has nol
yet acted on this new proposed scttlement agreement.

PPL, PPL Elcctric and PPL Encrgy Supply cannot he certain
of the outcome of this matter or the impact on PPL and its
subsidiarics. Some or all of the first quarter 2005 charges for
this matler may be reversed in a future period depending on
the outcome of this matter. the potential for recovery of any
amounts paid as a result of the additional FERC proceedings.
the application of the relevant provisions of the energy supply
agreements hetween PPL Eleetrie and PPL EnergyPlus and
other factors. Depending on these [actors, PPL Encray
Supply. the parent company of PPL EnergyPlus, may incur
some or all of the costs associated with this matler in a luture
period.

'RC Market-Based Rate Authority { PPL and PPL Energy
mpplv)

In December 1998, the FERC issued an order authorizing PPL
EncrgyPlus 1o make wholesale sales of electric power and
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related products al market-based rates. In that order. the
FERC directed PPL EncrgyPlus to file an updated market
analysis within three years of the date of the order, and every
three years therealter. The most recent market-based rate
filtngs with the FIERC were made in November 2004 by PPL
EncrgyPlus, PPL Electric, PPL Montana and most ol PPL
Generation's subsidiaries. These llings consisted of a Western
market-based rate liling for PPL Montana and an Eastern
market-based rate filing for most of the other PPL subsidiarics
in the PIM region,

[n September 2005. the FERC issued an order conditionally
approving the Eastern markel-basced rate filing. subjeet to PPL
subsidiarics making a compliance filing providing further
support that they cannol erect other non-transnussion harriers
to eniry into the generation market. The PPL subsidiurics
made this compliance filing in October 2005, which the FERC
aceepted.

Also in September 2005, in an order on PPL's western market -
based rate Nling. the FERC found that PPL Montana did not
pass one of the FERC's initial screening tests for markel power
in NorthWestern's control area, namely the wholesale market
share sereen, Asa resull, PPL Montana was required 1o make
a more detailed {iling with the FERC demonstrating that it
meets the market power tests. Also. the FERC established a
refund effective date of November 8, 2005 (for sales made in
NorthWestern's control area pursuant (o contracts entered into
on and afier that date), in the event that PPL Montana did not
pass the FERC's market power tests, The FERC's order was
not a definitive determination that PPL Montana has markel
power hut rather the FERC’s mechanism lor analyzing markcelt-
hased rate authority applications that require further scrutiny.
In Oclober 2005, PPL Montana made the more detailed hling
with the FERC, which PPL Montana believes demonstrates
that it cunnot exereise generation market power in
NorthWestern's control arca und should be granted market-
based rate authority in that arca. The Montana PSC contended
in this proceeding that PPL Montana possesses market power
in NorthWestern's control arca and that the FERC should deny
PPL Momana authority to sell power at market-based raies,
The Montana Consumer Counsel contended in this proceeding
that PPL Montana has market power in NorthWestern's control
area, that the FERC should deny PPL Montana authority 1o sell
power in NorthWestern's control area at market-based rates
and that PPL Montana cannot legally refuse 1o sell power Lo
NorthWestern at cost-bused rates il the FERC denices PPL
Montana market-hased rate authority in NorthWestern's
control arca. In May 2006, the FERC issued an order rejecting
the claims of the opposing partics in this proceeding and
granting PPL Montana market-based rate authority in
NorthWestern's control arca. There are two outstanding
requests lor rehearing ol the FERC's order. and the FERC has
issued a routine order allowing more time Lo consider these
rchearing requests. While PPL Montana continues Lo believe
that 1 does not have market power in NorthWestern's control
arca and that it has no obligations (o make additional sales of
power to NorthWestern regardless of the outcome ol this



proceeding. it cannot predict the outcome of these
procecdings,

Wallingford Cost-Based Rates (PPL and PPL Energy
Supply)

In January 2003, PPL negotiated an agreement with 1SO New
England that would declare thal four of the five units at PPL's
Wallinglord, Connccticut Tacility are "reliability must run”
(RMR) units and put those units under cost-based rates. This
RMR agreement and the cost-based rates are subject 1o
approval by the FERC. In May 2003, the FERC denied PPL's
request Tor approval of the RMR agreement and cost-based
rates. but in August 2005, the U.S. Court of Appeals for the
District of Columbia Circuit reversed the FERC's denial and
remanded the case o the FERC for further consideration. In
April 2006, the FERC condilionally approved the RMR
agreement and the cost-based rates Tor the four Wallinglord
units, ellective February 1. 2003, subjeet to refund, hearing
and settlement procedures. The FERC ordered a hearing 10
determine whether the Wallinglord units needed the RMR
agreemenl, the proposed cost-based rates under the RMR
agreement and the amounts 10 be recovered for past periods
under the RMR agreement. Any rates collected under the
RMR agreement prior te the completion of the hearing andfor
seltlement proceedings are subject 1o refund pending the
outcome of the proceedings. The hearing has been held in
abeyance pending the outcome of the settlemem proceedings
among the inlerested parties.

In September 2006, PPL and certain ol the parties filed a
written settlement with the FERC. The sctiiement is
unopposed. [ approved by the FERC, the setdement would
resolve all issues in the pending proceeding. including
payments to PPL Tor the past period and going forward. Under
the terms of the settlement, PPL would receive a total ol $44
million in scttlement of amounts due under the RMR
agreement for the period February 1, 2003 through May 31,
2006. This amount (plus imerest) would be paid to PPL in
approximalely equal monthly installments over a two-year
period. 1n additien, PPL would enter into a revised RMR
Agreement effective as of June 1. 2006. under which it would
be entitled 1o receive approximately $1.8 millton per month for
its recovery ol fixed costs while the agreement remains in
effect. The settling parties have requested that the FERC
approve the settlement as soon as possible, but no later than
December 31, 2006, In Qctober 2006, the administrative law
Judge assigned w this mater certified the settlement 1o the
FERC for its consideration as an unconlested scttlement,

PPL and PPL Encrgy Supply currently expect that the four
Wallingford RMR units will begin o participate in 180 New
England's locational forward reserve market in June 2007, al
which time the revised RMR Agreement would werminate in
accordance with the settlement provided certain conditions are
nmet, The ISO New England locational forward reserve market
provides revenues to peaking generation that can quickly come
on line lrom reserve siatus o mecet reliability requirements,

PPL and PPL Energy Supply cannot predict whether or when
the FERC will approve this scitlement agreement or the
ultimaic eutcome of this matler, .

Montana Public Service Commissioner's Litigation (PPL.
and PPL Energy Supply)

In May 2006, onc ol the commissioners ol the Montana PSC
commenced an action in Montana First Judicial District
Caourt against PPL. Montana and the Montana PSC sceking Lo
cause the Montana PSC 1o reverse its 1999 order consenling
1o "exempt wholesale generator” (EWG) status for PPL
Montana's power plants. In 1999, the FERC had granted the
plants EWG status and the authority 1o sell clectricity
produced at market-based rates. and the Montana PSC
consented o this status for PPL Monlana'’s plants under a
provision of federal law. In Scplember 2006, the Court
granted PPL Montana's and the Montana PSC's motions to
dismiss this action, The plaintift has appealed the dismissal
ol the lawsuil to the Montana Supreme Court. PPL and PPL
Encrgy Supply continue (o belicve that this lawsuit is
groundless and beyond the statute of limitations period, but
cannot predict the outcome of this matter.

IRS Synthetic Fuels Tax Credits (PPL and PPL Energy
Supply)

PPL. through its subsidiaries, has interests in two synthetic Tuel
production lacilities: the Somerset lacility located in
Penngylvania and the Tyrone lacility located in Kentucky,

PPL receives lax credits pursuant o Section 29/445K ol the
[nternal Revenue Code based on the sale of synthetic fucl from
these facilitics to unaffiliated third-party purchasers. Section
29/45K of the Internal Revenue Code provides lax credits for
the production and sale ol solid synthetic fuels produced from
coal. Scclion 29/45K 1ax credits are currently scheduled to
expire at the end of 2007.

To qualily for the Section 29/45K tax ¢redits, the synthetic
fucl must meet three primary conditions: (i) there must be a
significant chemical change in the coal feedstock. (i) the
product must be sold o an unaffiliaied entity. and {iii) the
production facility must have been placed in service before
July 1. 1998,

In addition. Scction 29/45K provides for the synthetie fuel 1ax
credit 1o begin o phase out when the relevant annoal relerence
price for crude oil. which is the domestic first purchase price
(DFPP), falls within a designated range and to be eliminated
when the DFPP exceeds the range. The phasc-oul range is
adjusted annually for inlation. Currently. the DFPP is
published by the IRS annually in April lor the prior year and is
calculated based on the annual average wellhead price per
barrel for all unregulated domestic erude oil. PPL experience
no phase-oul of tax credits in 2005, based on the final DIFPP '
reference price and the phasc-out range applicable for 2005,

Accounting for inflation, PPL currently estimates the phase-
out range for 20006 10 hegin at $34 per barrel (DFPP) and the



tax credits 1o be totally climinated at about $68 per barrel
DIFPP). Duc to the volatility of crude oil prices. PPL cannot
edict with any certainty the final DFPP reference price for

rude oil for 2006 and 2007, However, il the price of crude
oil remains at, or increases above, current price levels in 2006
or increases significantly above current price levels in 2007,
under current phase-oul provisions, PPL's synthetic fuel tax
credits Tor cither or both of those years would be significantly
reduced or eliminated.

Since PPL began the synthetic fuel operations. the synthetic
fuel produced at the Somerset and Tyrone facilities has
resulted in an aggregate recognition of $280 mitlion and $83
million of tax credits as of September 3L 2006, As of
September 30. 2006, PPL is estimating the 2006 phase-out (o
be 38%. resulting in the recognition of $13 million of tax
credits lor Somerset and $23 million ol tax credits for Tyrone
for the nine months ending Sceptember 30, 2006.

In 2005. PPL entered into economic hedge transactions that
serve Lo mitigale some of the carnings and cash flow impact of
increases in DFPP crude oil prices for 2006 and 2007. in fuly
2006. PPL cntered into additional economic hedge
transactions lor this purpose. The mark-lo-market value of
these hedges is reflected in "Energy-related businesses”
revenues on the Statement ol Income. Based on lorecasted oil
prices and other considerations, in carly April 2006, PPL
iemporarily suspended operations al #s Somerset [acility. In
August 2006. PPL resumed operations at its Somwerset facility
and expects o continue operations ai this facility and the
Tyrone facility throughout 2006. PPL has entered into
additional economic hedge transactions for 2007: however. al
this time, PPL cannot predict whether or the extent to which
the Tacilities will operate in 2007,

PPL performed impairment reviews of both its synthetic fuel
production facilities during the second quarter of 2006, The
reviews were prompled by the Somersel suspension, the
uncertainty surrounding the future operations of cach ol the
facilities and continued observed and lorecasted high crude oil
prices. PPL determined that the net book value of the facilities
exceeded the projecied undiscounted cash (lows, Therefore, in
the second quarter of 2006, PPL recorded charges totaling $10
million {$6 million alter tax, or $0.01 per share for PPL) to
Tully impair its synluel-related assets based on an internal
model and other analysis. The Limpairment charges are
reflected in "Energy-related businesses” expense on PPL's and
PPL Encrgy Supply's Statements of Income. The assets of the
facilities are a component of the Supply segment,

PPL also purchases synthetic fuel from unaiTiliated third
parties, al prices below the market price of coal, for use at its
coal-fired power plants. In 2005, PPL's purchases lrom these
hird partics resulied in luel cost savings of $24 million. PPL

imates that if these third parties had discontinued their

nthetic fuel operations and sales 1o PPL at the end of
October 2006 due to the impact of projected DEPP oil prices,
it would tncur additional luel costs of $3 million for the
remainder ol 2006,
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In October 2003, it was reported that the U.S. Senale
Permanent Subcommitiee on Investigations. of the Commitiee
on Governmental Affairs, bad hegun an investigation of the
synthetic fuel industry and its producers. That investigation is
ongoing. PPL cannot predict when the investigation will be
completed or the potential results of the investigation.

Eneray Policy Act of 2005 (PPL, PPL Energy Supply and
PPL Electric)

In August 2005, President Bush signed into law the Encrgy
Policy Act ol 2005 {(the 2005 Encrgy Act). The 2005 Encrgy
Actis comprehensive legislation that will substantially allect
the regulation of energy companies. The Act amends lederal
energy laws and provides the FERC with new oversight
responsibilitics. Among the important changes that have been
or will be implemented as a result of this legislation are:

¢ The Public Unlity Holding Company Act of 1935 has been
repealed. PUHCA significanily restricted mergers and
acquisitions in the electric utility sector.

e The FERC has appointed the North American Electric
Reliability Couneil as the electrie reliability organization 10
establish and enlorce mandatory reliabiliy rules regarding the
bulk power system, and the FERC will oversee this process
and independently enforee the rules.

o The FERC will establish incentives for transmission
companies, such as performance-based rates. recovery of the
costs (o comply with reliability rules and accelerated
depreciation lor investments i transmission infrastructure.

o The Price Anderson Amendments Act of 1988, which provides
the Tramework for nuclear liability protection, was exlended 1o
2025,

o Federal support will be available for certain clean coal power
initintives. nuelear power projects and renewable energy
lechnologies.

The implementation of the 2005 Encrgy Act requires
proceedings at the state Tevel and the development of
regulations by the FERC, the DOE and other lederal agencics, -
some of which have not been finalized. PPL cannot predict
when all of these proceedings and regulations will be finalized.

PPL cannol predict with certainty the impact of the 2005
Encrgy Act and any related regulations on PPL and its
subsidiaries.

Environmental Matters - Domestic
(PPL, PPL Energy Supply and PPL Electric)

Due to the environmental issues discussed below or other
cnvironmental matters, PPL subsidiaries may be required to
maodify. replace or cease operating certain facilities (o comply
with statutes. regulations and actions by regulaiory bodics or
courts. In this regard, PPL subsidiaries also may incur capital
expenditures or operating expenses in amounts which are not
now determinable, but could he significant.



Air (PPL and PPL Energy Supply)

The Clean Air Act deals, in part, with acid rain, attainment of
federal ambient ozone standards. particulate matter standards
and toxic air emissions and visibility in the U.S. Amcendments
to the Clean Air Act are likely to continue to be hrought up for
consideration in the U.S. Congress. Past proposed
amendments would have required significant further
reductions in emissions of nitrogen oxide and sulfur dioxide
and reductions in emissions of mercury beyond the reductions
discussed below and some would have required reductions in
carbon dioxide.

Citing its authority under the Clean Air Act. the EPA has
developed new standards for ambient levels of ozone and line
particulates in the U.S. These standards have been upheid
(ollowing court challenges. To lacilitate auainment of these
standards, the EPA has promulgated the Clean Air Interstate
Ruie (CAIR) for 28 midwestern and castern states, including
Pennsylvania, to reduce sulfur dioxide emissions by about
50% by 2010 and to extend the current seasonal program lor
nitrogen oxide emission reductions 1o @ year-round program
starting in 2009, The CAIR requires further reductions.
starting in 2015, in sulfur dioxide and nitrogen oxide of 30%
and 20%, respectively, from 2010 levels. The CAIR allows
these reductions to be achieved through cap-and-irade
progrums. Pennsylvania has not challenged the CAIR, but the
rule has been challenged by several states and enviropmental
groups as not being sulTiciently strict, and by indusiry
petitioners as being too strict. In addition. several Canadian
environmental groups have petitioned the EPA under the
Clean Air Act o revise the CAIR 1o require deeper reductions
in sulfur diexide and mercury emissions, and the Ozone
Transport Commission (consisting ol Pennsylvania and 11
other states and the District of Columbia) has passed a
resolution calling Tor reductions in sulfur dioxide and nitrogen
oxide that are more stringent than those under CAIR. The
Pennsylvania DEP. which represents Pennsylvania on the
Ozone Transport Commission, has indicated its support lor
developing regulations for reductions in sulfur dioxide and
nitrogen oxide that are more stringent than those under CAIR.

In order to continue meeting existing sulfur dioxide reduction
requirements of the Clean Air Act. including CAIR. PPL s
proceeding with the installation of sulfur dioxide scrubbers at
its Montour Units 1 and 2 and Brunner Island Unit 3. and also
plans to insial] @ serubber at Brunner Island Units 1 and 2.
The scrubbers lor both Montour units and Unit 3 at Brunner
Island are expeeted 1o be in-service during 2008 and the
serubber for Units | and 2 at Brunner Island is expected to be
in-service during 2009, Based on expected levels of
gencration, emission allowance shortfalls that would otherwisce
oceur without significant additional purchases of allowances
and projected emission allowanee prices. PPL has determined
that it is more cconomic to install these serubbers than o
purchase significant additional emission allowances. PPL's
current installation plan {or (he scrubbers and other pollution
control equipment {primarily aimed a sullur dioxide,
parliculate and nitrogen oxide emissions reduction) through

2010 reflects a cost of $1.5 billion. PPL expects a 30 MW
reduction in generation capability at cach of the Brunner

Island and Montour plants, due (o the estimated increases in .
stalion service usage during the scrubber operation.

Also citing its authority under the Clean Air Act. the EPA has
finalized Clean Air Mercury Regulations (CAMR) that aflect
coal-fired plants. These regulations estahlish a cap-and-wrade
program to take effect in two phascs, with a first phase 10
begin in January 2010, and a second phase with more stringent
caps 1o begin in January 2018. Under CAMR, cach state is
allocated a mercury emissions cap and is required o develop
state implementing regulations that can follow the federal
requirements or be more restrictive,

Pennsylvania is proceeding with adoption of its own, more
stringent rules. Pennsylvania's rules will require that mercury
controls be installed on each coal-lired generating unit: that the
EPA's CAMR caps be met at cach unit without the benefit of
an emissions trading program; and that the second phase of
CAMR be accelerated to begin in 2015.

PPL expects that it can achieve the 2010 requirements under
Pennsylvania's more stringent mercury rules with only the
addition of chemical injection systems. This expeclation is
bascd on the co-benefits of mercury removal from the
scrubhbers already in place or expected to be in place al its
Pennsylvania plants as of 2010, and the SCRs already in place
at Montour, PPL currently estimates that the capital cost off
such chemical injection systems al its Pennsylvania plants will
be approximately $20 million.

Because an cmissions trading program is not allowed under
Pennsylvania's mercury rules. adsorption/absorption
technology with fabric {ilters may he required at most ol PPL's
Pennsylvania coal-fired generating units to meet
Pennsylvania's second-phase caps heginning in 2015, Based
on current analysis and industry estimates, PPL cstimates that
if this technology were required at every one of its
Pennsylvania units the aggregale capitad cost of compliance
would be approximalely $530 million.

Montana also has linalized its own, more stringent rules that
would reguire every coal-lired generating plant in the state to
achicve by 2010 reduction levels more stringent than CAMR's
2018 cap. Because enhanced chemical injection technologics
may not be sulficiently developed to meet this level of
reductions by 2010. there is a risk that adsorption/absorption
technology with fabric filters a1 both Colstrip and Corette
would be required. Based on current analysis and industry
estimates, PPL estimates that its capital cost to achieve
compliance at its Montana units would be approximately $14)
million,

PPL expects both Pennsylvania's and Montana's mercury rulc‘
o be challenged. 11 those rules are overturned and PPL is

instead required Lo comply with CAMR. PPL expects that it
could achicve the 2010 requirements under CAMR in both
Pennsylvania and Montana with only the addition of chemical



injection systems and allowance purchases. In addition 1o the
“apital cost for the chemical injection systems in Pennsylvania
ted above. PPL estimales that its share of the capital cost lor
Such sysiems in Montana would be approximately $5 million.
With respect to the 2018 requirements under CAMR. PPL
currently expects that it would be able (o comply in
Pennsylvania by installing adsorptionfabsorption lechnology
with fabric {iliers on hadf of its generating capacity al a capital
cost of approximaltely $265 million. In Montana, PPL
currently expects that it could achieve the 2018 CAMR
requirements with enhanced chemical injection at modest cost.

In addition 1o the above rules. the Clean Air Visibility Rule
was issucd by the EPA on June 15. 2005. 1o address regional
haze or regionally-impaired visibility caused by multipie
sources over a wide arca. The rule defines Best Available
Retrofit Technology (BART) requirements for electric
generating units. including presumptive timits for sullur
dioxide and nitrogen oxide controls for large units. By
December 2006. PPL must submit 1o Pennsylvania and
Montana its analyses ol the visibility impacts of plants covered
by the BART rule in cach state. [n Pennsylvania, this would
include Marting Creek Units 3 and 4. Brunner Jsland Units 2
and 3 and Montour Units | and 2. In Montana. this would
include Colstrip Units 1 and 2 and Corelic.

The EPA has stated that the BART rule will not require states
to make reductions in sulfur dioxide or nitrogen oxide beyond
those required by CAIR, although states can establish more
stringent rules. At this time, PPL cannot predict whether the
Pennsylvania DEP will require additional reductions beyond
the requirements established through CAIR. I the
Pennsylvania DEP establishes regulations 1o require additional
reductions. the additional costs to comply with such
regulations. which are nol now determinable. could be
significant, In states like Montana that are not within the
CAIR region, the need lor and costs of additional controls as a
result of this new rule are not now determinable, but couid be
significant.

In 1999, the EPA initisted enforeement actions against several
utilities. asserting that older. coal-lired power plants operated
by those wilities have, aver the years, been modified in ways
that subject them to more stringent "New Source”
requirements under the Clean Air Act. The EPA subsequently
issued notices ol violation and commenced enforcement
activities against other utilities. However, in the past several
years. the EPA has shilted its positon on New Source Review,
In 2003, the EPA issued changes (o its regulations that
clarified what projects are exempt from "New Source”
requirements as routine maintenance and repair. However.,
Lthese regulations were stayed and subsequently struck down by
the U.S. Court of Appeals lor the District of Columbia Circuit.

PL is therefore conlinuing to operate under the "New Souree”

bolations as they existed prior to the EPA's 2003
clarifications.

In October 2005, the EPA proposcd changing its rules on how
to determine whether a project results tnoan emissions increase
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and is therelore subjuect to review under the "New Source”
regulations. The EPA's proposed Lests are consistent with the
position of energy companies and industry groups and, if
adopted. would substantially reduce the uncertaintics under the
currenl regulations. PPL cannot predict whether these
proposed new tests will be adopted.  In addition to proposing
these new tests, the EPA also announced in October 2005 that
it will not bring new enlorcement actions with respect o
projects that would satisfy the proposed new tests or the EPA's
2003 clarifications referenced above. Accordingly, PPL
belicves that it is unlikely that the EPA will follow up on the
information requests that had been issued 10 PPL Montana's
Corette and Colstrip plants by EPA Region VII in 2000 and
2003, respectively, and 1o PPL Generation's Martins Creck
plant by EPA Region 111 in 2002, However, states and
cnvironmental groups also have been bringing enforcement
actions alleging violations of "New Source” requirements by
coul-fired plants. and PPL is unable 10 predict whether such
stile or citizens enlorcement actions will be brought with
respect 10 any of its alliliates’ plants.

The New Jersey DEP and some New Jersey residents raised
environmental concerns with respect o the Martins Creek
plang, particularly with respeet o sullur dioxide emissions and
the opacity of the plant's plume, These issucs were raised in
the context ol an appeal by the New Jersey DEP of the Air
Quality Plan Approval issued hy the Pennsylvania DEP to
PPL's Lower Mt. Bethel generating plant. In Octlober 2003,
PPL linalized an agreement with the New Jersey DEP and the
Pennsylvania DEP pursuant to which PPL will reduce sulfur
dioxide emissions from s Martins Creck power plant. Under
the agreement, PPL, Martins Creek will shut down the plant’s
two 150 MW coul-fired generating units by September 2007
and may repower them any time aller shutting them down so
long as it follows all applicable state and lederal requirements,
including installing the best avaitable pollution control
technology. Pursuant 1o the agreement, PPL Marlins Creck
hegan reducing the fuel sullur content Tor the coal units as well
as the plant’s two oil-fired units in June 2004, The agreement
also calls Tor PPL to donate to a non-profit organization 70%
ol the exceess cmission allowances and emission reduction
credits that result from shutting down or repowering the coal
units. Some of these donations have afready been made 1o the
Pennsylvania Environmental Council. As a result of the
agrecinent. the New Jersey DEP withdrew its challenge 1o the
Air Quality Plan Approval for the Lower Mt, Bethel facility.
The agreement will not result in material costs o PPL. The
agreement does not address the issues raised by the New
Jersey DEP regarding the visible opacity of emissions Irom the
oil-fired units at the Martins Creek plant. Similar issues also
are being raised by the Pennsylvania DEP. PPL is currently
negotiating the matter with the Pennsylvania DEP. It is
determined that actions must be taken 1o address the visible
opacity of these emissions. such actions could result in costs
that are not now determinable. but could be signilicant,

In December 2003, PPL Montana, as operator ol the Colstrip
facility, received an Administirative Compliance Order (ACQO)
from the EPA pursuant 1o the Clean Air Act. The ACO alleges



that Units 3 and 4 of the facility have been in violation of the
Clean Air Act permit at Colstrip since 1980, The permit
required Colsirip Lo submit lor review and approval hy the
EPA an analysis and proposal for reducing emissions of
nitrogen oxide to address visibility concerns upon the
oceurrence ol certain triggering events, The EPA is asserting
that regulations it promulgated in 1980 triggered this
requirement. PPL believes that the ACQO is unfounded. PPL is
cngaged in sctlement negotiations on these matters with the
EPA. the Montana Department of Environmental Quality and
the Northern Cheyenne Tribe.

In addition to the requirements related 1o emissions ol sullur
dioxide, nitrogen oxide and mercury noted above. there is a
growing concern nationally and internationally about carbon
dioxide emissions. In June 2005, the U.S. Senale adopled a
resolution declaring that mandatory reductions in carbon
dioxide are nceded. Various legislative proposals are being
considered in Congress, and several states already have pussed
legislation capping carbon dioxide emissions. The Bush
administration is promoting a voluntary carbon dioxide
reduction program, called the Climate VISION program. [n
support of this program. the electric power industry has
commilted to reducing its greenhouse gas emission intensity
levels (measured as {ons of carbon dioxide equivalem against
cleetric power production in MWh} by 3% to 5% by the 2010
102012 period. Separate [rom the national initiatives, in
December 2005, seven northeastern states signed an MOU
establishing a cap and trade program commencing in Janvary
2009 for stabilization of carbon dioxide emissions. at base
levels established in 2003, from clectric power plants larger
than 25 MW in capacity, The MOU also provides for a 10%
reduction in carbon dioxide emissions from the base levels by
the end of 2018, In August 2006. a Model Rule was adopted
that will form the basis for participants 1o develop individual
state regulatory and/or statutory proposals lor progrim
implementation. Increased pressure for carbon dioxide
emissions reduction also s coming {rom investor organizations
and the international community.

Pennsylvania and Montana have not, at this time. established
any lormal programs (o address carbon dioxide and other
greenhouse gases. PPL has conducted an inventory ol its
carbon dioxide cmissions and is continuing 1o evaluate various
options for reducing. avoiding. ofl=sctling or sequesiering its
cmissions. 1f Pennsylvania or Montana develops legislation or
regulations imposing mandatory reductions of carbon dioxide
and other greenhouse gases on generation facilities, the cost o
PPL of such reductions could be significant.

Water/Waste (PPL and PPL Energy Supply)

In August 2005, there was a release of 100 million gallons of
water conlaining fly ash rom a disposal bastn at the Martins
Creek plant used in connection with the operation of the two
150 MW coal-lired generating units at the plant. ‘This resulted
in ash buing deposited onto adjacent roadways and ficlds, and
into a nearby creek and the Delaware River. The leak was
stopped. and PPL has determined that the problem was caused

by a failure in the disposal basin's discharge structure, PPL

has conducted exiensive clean-up and is continuing to work

with the Pennsylvania DEP and other appropriate agencics a.
consultants Lo assess whether the leak caused any

environmental damage. PPL shut down the two coal-fired
generating units in September 2005 and placed the unis back

in service in December 2005 alier completing the repairs and
upgrades to the basin and obtaining the Pennsylvania DEP's
approval.

In September 2005. PPL Martins Creek and the Pennsylvania
DEP were served with notice by the Delaware Riverside
Conservancy and several citizens of their intention (o file a
cilizens’ suil on the basis that the release from the disposal
basin at Martins Creek allegedly violated various state and
federal laws. The Pennsylvania DEP subsequendy filed a
complaint in Commonwealth Court against PPL Martins Creck
and PPL Generation, alleging violations of various state laws
and regulations and sceking penalties and injunciive reliel.
The Delaware Riverside Conservancy and several citizens
have heen granted the right. without objection from PPL, 10
intervene in the Pennsylvania DEP's action. In March 20086,
scveral citizens (including some that have intervened in the
Pennsylvania DEP's lawsuit) and two businesses [iled a lawsuil
in the Superior Court of New Jersey, Warren County, alteging
that the fly ash spill caused damage 1o property along a 40-
mile stretch of the Delaware River and asserting that the
named plaintiffs are representative of a class of citizens and
businesses along the 40-mile strewch of the Delaware River,
PPL has excreised its right 10 remove this lawsuil to federal
court in New Jersey.

At this time. PPL has no reason to believe that the Marting
Creek leak has caused any danger 1o human headth or any
adverse biological impact on the river aquatic life. However. a
group of natural resource trustees, along with the Delaware
River Basin Commission, has been conducting an assessment
of any natural resource damages that could have been caused
by the Martins Creek leak. PPL expects the trustees and the
Delaware River Basin Commission 1o seek to recover their
costs as well as any damages they determine were caused by
the leak. PPL cannot predict when the assessment will be
completed. but does not expect il to be completed belore the
Spring ol 2007.

PPL. Energy Supply recognized a $33 million pre-tax charge in
the third quarter of 2005 and an additional $15 million pre-tax
charge in the fourth guarter of 2005 in connection with the
Lthen-expected on-site and off-site costs relating to the Marting
Creek leak remediation. Based on its ongoing asscssment ol
Lthe expected remediation costs. in the first quarter of 2006,
PPL Energy Supply reduced the estimate in connection with
the current expected costs of the leak by $3 million, of which
$2 million relates Lo off-site costs and the remainder to on-sitg
costs. In the second guarter of 2006, PPL Encrgy Supply .
further reduced the estimate ol off-site costs by $8 million,
primarily due (o an insurance claim settlement. These
reductions were included in "Other operation and
maintenance” on the Statements of Income. At September 30,



2006. $31 million ol the $37 million total estimate relates o
1-site costs. and the balance relates to on-site costs. As of

ptember 30, 2006, the remaining contingency retated to this
emediation is $10 million. PPL and PPL Encrgy Supply
cannot predict the final cost ol assessment and remediation of
the releasce. the outcome of the action initiated by the
Pennsylvania DEP. the outcome of the natural resource
damage assessment. the outcome of the lawsuit brought by the
citizens and businesses and the exact nature of any other
regulatory or other legal actions that may be initiated against
PPL. PPL Encrgy Supply or their subsidiaries as a result of the
disposal basin leak. PPL and PPL Energy Supply also cannot
predict the extent of the fines or damages that may be sought
in connection with any such actions or the ulumate linancial
impact on PPL or PPL Encrgy Supply.

Seepages have been detected at active and retired wastewalter
hasins at various PPL plants, including the Montour, Brunner
Island and Martins Creek generating facilitics. PPL has
completed an assessment of some of the scepages at the
Montour and Brunner [skind facilities and is working with the
Pennsylvania DEP o implement abatement measures (or those
seepages. PPL is continuing Lo conduct assessments ol other
seepages at the Montour and Brunner Island lacilitics as well
as seepages at the Martins Creek facility to determine the
appropriate abatement actions. PPL plans to comprehensively
address issues refaled 1o wastewater basing auall ol its
Pennsylvania plants, as part ol the process to renew the
residual waste permits for these basing that expire within the
next three years. The cost of addressing seepages at PPL's
Pennsylvania plants is not now determinable. but could be
signilicant.

[n May 2003, approximately 50 plaintiffs brought an action
now pending at the Montana Sixiteenth Judicial District Court,
Rosehud County. agaminst PPL Montana and the other owners
of the Colstrip plant alleging property damage from seepage
from the freshwater and wastewater ponds at Colstrip. PPL
Montana has vndertaken cenain groundwater investigation and
remediation measures at the Colstrip plant to address
groundwater contamination alleged by the plaintiffs as well as
other groundwater contamination at the plant. These measures
include proceeding with extending cily water to certain
residents who live pear the plant. some of whom are plaintlTs
in the litigation. Beyond the original estimated reserve of $1
million recorded by PPL Montana in 2004 (of which only an
msignificant amount remains at September 30, 2006) for a
proposed settlement of the property damage claims raised in
the litigation, for extending city water and {or a portion of the
remedial investigation costs, PPL Montana may incur lurther
costs based on its additional groundwater investigations and
any related remedial measures, which costs are not now
determinable. but could be significant.

L has reached a setllement with the Pennsylvania DIEP
oncerning the thermal discharge from its Brunner Island plant
into the Susquchanna River. The settlement commits PP to
install mechanical dralt cooling Lowers at the plant. PPL
expects construction ol the cooling towers 1o begin by the end

ol 2007 and for the towers 1o be in service in the spring of
2010. The expected capital cost of the installation of the
towers is $125 million,

The settlement with the Pennsylvania DEP regarding the
Brunner Island discharge has been incorporated into a new
National Pollutant Discharge Elimination System permit for
the plant. PPL has liled an appeal 1o the permit on issues other
than the settiement.

The EPA has significantly tightened the water quality standard
for arsenic. The revised standard became effective in January
2006 and al this time applies only to drinking water. The
revised standard may resull in action by individual states thal
could require several PPL subsidiaries to cither further treat
wastewater or take abatement action at their power plants. or
hoth. The cost of complying with any such requirements is not
now determinable, bul could be significant.

The EPA Tlinalized requirements in 2004 for new or moditicd
waler intake structures. These requirements alfect where
gencrating facilities are built, establish intake design standards,
and could lead 1o requirements for cooling towers at new and
madified power plants, Another rule that was Dinalized in
2004 addresses existing structures. PPL does not believe that
cither of these rules will impose material costs on PPL
subsidiarics. However, six northeastern states have challenged
the new ruies for existing structures as being inadequate. 1§
this challenge is successful, it could result in the EPA
establishing siricter standards for existing structures that could
impose significant costs on PPL subsidiaries.

Superfund and Other Remediation

{(PPL, PPL Energy Supply and PPL Electric)

PPL Electric is a potentially responsible party at several sites
listed by the EPA under the federal Superfund program,
including the Columbia Gas Plant Site. Clean-up actions have
been or are being undertaken at all ol these sites, the costs of
which have not been significant. However, should the EPA
require significantly different or additional measures in the
luture. the costs of such measures are not determinable but
could be signilicant.

In 1995. PPL Elcctric and PPL Generation and. in 1996, PPL
Gas Utilities entered into consent orders with the Pennsylvania
DEP to address o number ol sites that were not being
addressed under another regulatory program suclt as
Superfund, but for which PPL Eleciric, PPL Generation or
PPL Gas Utilities may be liable for remediation. These
agrecments have now been combined into a single agreement
for the companies. The Consent Order and Agreement (COA)
includes potential PCB contamination at certain PPL Electric
substations and pole sites; potential contamination at a nunber
of coal gas manufacturing facilities formerly owned or
operated by PPL Electrie: oil or other contamination thit may
exist al some of PPL Electric’s former generating facilities: and
polential contamination at abandoned power plant sites owned



by PPL Generation. This may also include former coal gas
manulacturing lacilitics and potential mercury contamination
from gas meters and regulators at PPL Gas Utilities' sites,

As of September 3, 2006, PPL Electric and PPL Gas Ulilitics
have 146 sites 10 address under the new combined COA, and
currently no PPL Generation siles are included on the COA
site list. Additional sites formerly owned or operated by PPL
Electric, PPL Generation or PPL Gas Utilities are added 10 the
COA on a case-by-case basis.

AL September 30, 2006, PPL Electric and PPL Gas Uliiities
had accrued $2 million and $6 million. respectively,
representing the estimated amounts cach will have to spend for
site remediation. including those sites covered by the COA
noted above. Depending on the oulcome of investigations at
sites where investigations have not begun or have not been
completed. the costs of remediation and other liabilities could
be substantial. PPL and its subsidiaries also could incur other
non-remediation costs at sites included in the consent orders or
other contaminaied sites, the costs of which are not now
determinable, but could be significant.

There continues 1o be an issuc with natural gus observed in
several drinking water wells in and around Tioga.
Pennsylvania, that the Pennsylvania DEP has been working 1o
address. The Pennsylvania DEP has raised concerns that
potential leakage ol natural gas from the Tioga gas storage
ficld partially ownced by PPL Gas Utilities could be
contributing Lo this issue. PPL Gas Utilitics continues 10 work
with the Pennsylvania DEP and o discuss the matter with the
co-owner and operator of the Neld. The costs Lo resolve this
issuc are nol now determinable. but could be significant.

The EPA is evaluating the risks associated with naphthalene, o
chemical by-product ol coal gas manulacluring operations. As
a result of the EPA's evaluation. individual stales may establish
stricter standards lor water guality and soil clean-up, This
could require several PPL subsidiarics 1o take more extensive
assessiment and remedial actions al former coal gas
manulacturing Tacilities. The costs to PPL of complying with
any such requirements are not now determinable, but could be
significant.

(PPL and PPL Energy Supply)

Under the Pennsylvanta Clean Streams Law. subsidiaries of
PPL Generation are obligated to remediate acid mine drainage
at former mine sites and may be required to take addiional
measures to prevent potential acid mine drainage at previously
capped refuse piles. One PPL Generation subsidiary is
pumping and treating mine water at two mine sites. Another
PPL Generation subsidiary is installing passive wetlands
treatment al a third site, and the Pennsylvania DEP has
suggested that it may require that PPL Generation subsidiary
to pump and treat the mine water at that third site. Al
September 30, 2006, PPL Encrgy Supply had accrued $29
million to cover the costs of pumping and treating groundwaier
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at the two mine sites for 50 years and for operating and
maintaining passive wetlands treatment al the third site.

In 1999, the Montana Supreme Court held in favor of scvcrul‘
citizens' groups that the right 1o a clean and healthful
cnvironment is a lundamental right guaranteed by the Montana
Constitution. Currently pending hefore the Court are three
cases relating to the manner in which this fundamental right
may be exercised and the proper measurement of damages lor
environmental impacts Lo properly. These cases were
consolidated for purposes of arguments belore the Court. The
Court’s ruling on this consolidated litigation could result in
significantly more lawsuits under Montana's environmental
laws. The effect on PPL Montana of any such increase in legal
actions is not currently determinable, bui could be signilicant,

(PPL. PPL Energy Supply and PPL Electric)

Future ¢cleanup or remediation work at sites currently under
review, or at sites not currently identificd. may result in
malerial additional operating costs for PPL subsidiarics that
cannot be estimated an this 1ime.

Electric and Magnetic Fields (PPL, PPL Energy Supply and
PPL Electric)

Concerns have been expressed by some members of the public
regarding potential health effects of power frequency EMFs,
which are emitted by all devices carrying clectricity, including
cleetric transmission and distribution lines and substation
cquipment. Government officials in the U.S. and the UK.
have reviewed this issue. The U.S. National Institute of
Environmental Health Scienees concluded in 2002 that, for
mosl heaith outcomes. there is no evidence of EMFs causing
adverse elfects. The agency further nowed that there is some
cpidemiological evidence of an association with childhood
leukemia, but that this evidence is difficull Lo interpret without
supporting laboratory evidence. The UK. National
Radiological Protection Board concluded in 2004 that, while
the research on EMFs does not provide a basis 1o find that
EMPFs cause any illness, there is a basis o consider
precautionary measures beyond existing exposure guidelines.
PPL and its subsidiarics believe the current efforts 1o
determine whether EMFs cause adverse health effects should
continue and are taking steps to reduce EMFs. where practical,
in the design of new transmission and distribution facilities.
PPL and its subsidiarics are unable to predict what effect. il
uny. the EMF issue might have on their operations and
facilities either in the U.S. or abroad. and the associated cost,
or what, il any, liabilitics they might incur related o the EMF
issue,



Environmental Matters - International (PPL and PPL
Crergy Supplv)

K

WPIDY's distribution businesses are subject 1o numerous
regulatory and statulory requirements with respect {o
environmenial matters. PPL believes that WPD has taken and
continues Lo tike measures 1o comply with the applicable laws
and governmental regulations for the protection of the
environment. There are no maternial legal or administrative
proceedings pending against WPD with respect to
environmental matters, Sce "Environmental Matters -
Domestic - Eleciric and Magnetic Fields" for a discussion of
EMPFs.

Latin America

Certain of PPL's alfiliates have clectrie distribution operations
in Latin America. PPL belicves that these alfiliates have taken
and continue o lake measures 1o comply with the applicable
laws and governmental regulations or the protection of the
environment. There are no material legal or administrative
proceedings pending against PPL's alfiliates in Latin America
with respect 1o environmental matiers,

Other

Nuclear Insurance (PPL and PPL Energy Suppiy)

PPL Susquehanna is a member of certain insurance programs
that provide coverage for properly damage (o members'
nuclear generating stations. Tucilities al the Susquehanna
station are insured against property damage losses up 10 $2.75
hillion under these programs. PPL Susquehanna s also a
member of an insurance program that provides insurance
coverage lor the cost of replacement power during prolonged

PPL Encrgy Supply (b)

WPD LLP guaranice of oblipations under SIUK Capital Trust | preferred
securitics

Letters of credit issued on behall of affiliates

Support agreements o guarantee partnerships’ obligations for the sale of coal

Retroactive premiums under nuelear insurance programs

Nuclear elaims under The Price-Anderson Act Anmendments under The Energy
Policy Act of 2005

Contingent purchase price payments 1o Tormer owners ol syntuel projects

WPD guarantee of pension and other obligations of unconsolidated entitics

Tax indemnificmion related 1o unconsolidated WPD affilimes

Indemnitications for entities in liguidation and sales of asscts

Assignment of Enron claims

PPL Electric (b
Guarantee ol a purtion of an unconsoelidmed entity’s den

outages of nuclear units cavsed by certain specified conditions.
Under the property and replacement power insurance
programs, PPL Susquchanna could be assessed retroactive
premiums in the event of the insurers' adverse loss experience.
At September 3(), 2006, this maximum assessment was about
$38 million.

In the cvent of a nuclear incident at the Susquehanna siation,
PPL Susquehanna's public liability for claims resulting from
such an incident would be limited 10 about $10.8 billion under
provisions of The Price-Anderson Act Amendments under (the
Energy Policy Act ol 2005, PPL Susquehanna is protecied
against this liability by a combination of commercial insurance
and an industry assessment program. In the event of a nuclear
incident at any of the reactors covered by The Price-Anderson
Act Amendments under the Energy Policy Act of 2005, PPL
Susquehanna could be assessed up w $201 million per
incident, payable at $30 million per year.

Guarantees and Other Assurances

(PPL)

PPL fully and unconditionally guarantees all of the detn
sceurities of PPL Capital Funding.

(PPL, PPL Energy Supply and PPL Electric)

The table below provides an update o those guarantees that
ure within the scope of FIN 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebledness of thers, an [nerpretation ol
FASB Statements No. 5. 57, and 107 and Rescission of FASB
Interpretation No. 34." and are specilically disclosed in

Note 14 1o the Financial Statements contained in cach
Registrant’s 2005 Form 10-K.

Recorded Liuhility at Fxposure wt

Septembwer 30, 2006

December 31, 2005 September M, 2006 (a) Expirution Duate

S 82 () 2027

7 2007

v 2007

38
201 1w

27 2007

4 4 39 (g} 2017

Al 2012
7 | 294 thy 2008 10 2002
11 {i)

7 2008

Represents the estimated maximum potestial amount of Tuture payments that could be required to be made under the guarantee,

Other than the exceptions noted in (d) below, all guarantees of PPL Encrgy Supply and PPL Electric also apply to PPL on a consolidated basis.

. Reflects principal payments only,

) Represents letters of credit issued at the direetion of PPL Energy Supply for the benetit of thivd panties tor assuranee against nonperformanee by PRL and PPL Gas

Utilities. This is not a guarantee by PPL on a consolidauted basis,
fe) Amount is per incident,
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(M Actual payments are based upon production at the synfuel facilitics. Futere production levels are uncentain. See "IRS Synthetic Fuels Tax Credits” within this note

for tunher discussion.

(g
heen estimated hased on the types of obligations,

Neither the expiration dite nor the maximum amount of potential payments for certain obligations is explicitly siated in the related agreements and, therefore, h:‘

(h) PPL Energy Supply's maximum cxposure with respect (o certain guarantees and the expiration of the guarantees cannot be estinuied because. in the case of cenain
of the indemnification provisions. the maximum potential liability is not capped by the transaction documents and the expiration date is based on the applicable
statute of limitmions, The exposure noted is enly for those cases in which the agreements provide Tor a specifie limit on the amount of the indemnification.

In connection with 1he Higuidution of wholly owned subsidiaries that have been deconsolidited upon wming the entities over w the liquidmors, cenain affiliates of
PPL Global have agreed to indemnify the liquidators, directors andfor the eniitics themselves for any liabilitics or expenses arising daring the liguidation process.
tncluding liabilities and cxpenses of the entitics placed into liquidation. In some cases, the indemnifications are limited 10 3 maximum amount that is based on
distributions made from the subsidiary 1o its parent ¢ither prior or subscquent 1o being placed inte liquidation, In other cases, the maximum amount of the
indemnifications is not explicitly stated in the agreements. The indemnifications generally expire lwo 1o seven years subsequent Lo the die of dissolution of the
entitics. The exposure noted only includes those cases in which the agreements provide for a specific limin on the amount of the indemnification, and the expiration

date was based on an estimate of the dissolution date of the entities,

Certain of the indemnifications provided to the purchaser of the Sundince plant are tripgered only i the purchaser's lusses reach $1 million in the aggregate, arc
capped at 50% ol the purchase price (or $95 million), and survive for a period of only 24 months after the May 13, 2003, transaction closing. ‘The indemnification
provision for unknown environmental and tort liabilities related to periods prior (o the ownership by PPL Sundance Energy, LLC of the real property on which the
Sumdance plant is located are capped at 34 million in the aggregate and survive for a maximum period of five years afier the transaction closing.

Certain of the indemaifications provided to the purchaser of the interest of PPL Southwest Generation Holdings. LLC in the Griffith plant ave triggered only if the
purchaser's logses reach $750.000 in the aggregate, are capped at 35% of the purchase price (or approximately $41 million). and survive for a period of only 18
months after the June 30, 2006, transaction closing. 1n the case of most such indemnification obligations, the purchaser's existing 50% ownership of the Griffith
plant prior {0 closing is taken into account for purposes of determining and calculating the purchaser’s losses, and such indemnification obligations are therelore

limited to 50% of any such purchaser losses.

PPL Encrgy Supply has also guaraniecd the obligation of PPL Southwest Generation Holdings, LLC 10 indemnily the purchaser of its interest in the Grilfith plant
for vne-hall of the total cost of repairing a damaged steam turbine at the plant. The maximum exposure for this indemniflication is cqual to an insurance deductible
of $2 million, PPL Energy Supply also agreed 1o guarantee payment of a varishle amount to the purchaser for each day until completion of repair of the turbine,
The maximum amount ol exposure associsted with this guarantee cannot be estimated hecause the amount is not capped by the transaction documents and the
cxpiration of the guarantee depends on a determination that the wrhinge has been repaired and is available for dispateh and scheduling. Although PPL Lnergy
Supply belicves that the turbine repair was complete and that the rbine was available for dispateh and scheduling on July 12, 2006, PPL Encrgy Supply is
continuing to discuss this issue with the purchascr. At this time. PPL Energy Supply believes that it has adequately reserved its exposure under the contract.

(i} [n July 2006, two subsidiarics of PPL Energy Supply as

signed their Enron claims to an independent third pary (claims purchascer). In connection with the

assignment, the subsidiarics agreed o repay a pro ruta shure of the purchase price paid by the claims purchaser. plus interest, in the event tha any of the assigned
claims are disallowed under cenain circumstanees, The banknuptey coun overseeing the Enron bankruptey approved the assigned claims prior to their assignment
to the claims purchaser. The subsidiaries” repayment obligations will remain in effeet until the claims purchaser has received all distributions with respect to the
assigned claims, See Note 2 [or additional intormation regarding the assignment of the claims.

In September 2006, PPL's subsidiarics lerminated master lease
agreements under which they leased equipment. Therefore,
the related residual value guarantees than had been previously
disclosed tor PPL, PPL Encrgy Supply and PPL Electric no
longer exist. See Note 2 Tor additional information,

PPL. PPL Encrgy Supply and PPL Electric and their
subsidiarics provide other miscellancous guarantees through
contracts entered inlo in the normal course of business. Thesc
guarantees are primarily in the Torm of various
indemnifications or warrantics related to services or equipment
and vary in duration. The obligated amounts of these
guarantees often are not explicitly stated, and the overall
maximum amount of the obligation under such guarantees
cannol be reasonably estimated. Historically., PPL. PPL
Energy Supply and PPL Electric and their subsidiaries have
not made any significant payments with respect o these types
of guarantees. As of September 30, 2006, the aggregate lair
value of these indemnifications related o arrangements
entered into subsequent 10 December 31, 2002, was
insignilicunt,
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12. Related Party Transactions
Affiliate Trust (PPL and PPL Energy Supply)

At hoth September 30, 2006, and December 31, 2005, PPL's
and PPL Encrgy Supply's Balance Sheets reflecied $89 mitlion
of "Long-tcrm Debt with AlfGliate Trust.” This debt represents
obligations of WPD LLP under 8.23% subordinated
debentures maturing in February 2027 that are held by STUK
Capital Trust [, a variable interest entity whose common
securtties are owned by WPD LLP but which is not
consolidaled by WPD LLP, Interest expense on this
obligaton was $3 million for both the three months ended
Seplember 30, 2006 and 2005, and $9 million for both the nine
monihs ended September 30, 2006 and 2005, This interest is
reflected in "Inierest Expense™ for PPL and "Interest Expense
with Affiliaztes” for PPL Encrgy Supply on the Statements of
Income. Sce Note 22 in cach Registrant’s 2005 Form 10-K for
additional information.

PLR Contracts (PPL Energy Supply and PPL Electric) .
PPL Electric has power sales agreements with PPL

EnergyPlus, cffective July 2000 and January 2002, 1o supply
all of PPL. Electric’s PLR load through December 31, 2009,



Under these contracts, PPL EncrgyPlus provides electricity al
he predetermined capped prices that PPL Electric is
thorized to charge its PLR customers, For the three months

nded September 30. 2006 and 2005, these purchases totaled
$445 million and $415 million. For the ninc months ended
September 30, 2006 and 20035, these purchases totaled $1.3
billion and $1.2 billion. These purchases include nuclear
decommissioning recovery and amortization of an up-front
contract payment and are included in the Statements of Income
as “Encrgy purchasces from affiliate” by PPL Electric, and as
"Whalesale energy marketing to affiliate” by PPL Encrgy
Supply.

Under one of the PLR contracts, PPL Electric s required to
make performance assurance deposits with PPL EnergyPlus
when the market price ol clectricity is less than the contract
price by more than its contract collateral threshold.
Converscly. PPL EnergyPlus is required to make performance
assurance deposits with PPL Electric when the market price of
electricity is greater than the contract price by more than its
contract collateral threshold. PPL Electric estimated that. at
September 30. 2006. the market price ol electricity would
exceed the contract price by $2.2 billion, Accordingly. at
September 3. 2006. PPL Encrgy Supply was required 10
provide PPL Electric with performance assurance of $300)
million, the maximum amount required under the contract.
PPL Encrey Supply's deposit with PPL Electric was $300
million ai both September 34, 2006, and December 31, 2005,
This deposit is shown on the Balance Sheets as "Collateral on
PLR energy supply to/lrom alfiliate,” o current asset of PPL
Encrgy Supply and a current hability of PPL Eleciric. PPL
Electric pays interest equal to the one-month LIBOR plus
0.5% on this deposit, which is included in "Inierest Expense
with Alfihate” on the Statements of Income. PPL Encrgy
Supply records this as affiliated interest income, which is
included in "Other Income - net” on the Statements ol Income,

In 2001, PPL Electric made a $90 million up-front payment 10
PPL EncrgyPlus in connection with the PLR contracts, The
up-iront payment is being amortized by both partics over (he
term of the PLR contracts. The unamortized balance of this
payment, and other payments under the contract. was $38
million at September 30, 2006, and $47 million

December 31, 2005, These current and noneurrent balances
arc reported on the Balance Sheets as "Prepayment on PLR
energy supply from affiliate” by PPL Electric and as "Delerred
revenue on PLR energy supply to affiliate” by PPL Energy
Supply.

NUG Purchases (PPL Energy Supply and PPL Electric)

PPL Electric has a reciprocal contract with PPL EncrgyPlus o
sell clectricity purchased under contracts with NUGs, PPL
Clectric purchases electricity from the NUGs at contractual

:s and then sells the electricity at the same price 1o PPL
nergyPlus. For both the three months ended September 30,
2006 and 2005. these NUG purchases totaled $41 million, For
the nine months ended September 30, 2006 and 2003, these
NUG purchases totaled $119 million and $1 11 million. These
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amounts are included in the Statements of Income as
"Wholesale clectric to alltliate” by PPL Electric, and as
“Linergy purchases from affiliate” by PPL Encrgy Supply.

Allocations of Corporate Service Costs (PPL Encryy
Supply and PPL Eleciric)

PPL Services provides corporate functlions such as linancial,
legal. human resources and information services. PPL
Services bills the respective PPL subsidiarices for the cost of
such services when they can be specilically identificd. The
cost of these services that is not directly charged 1o PPL
subsidiaries is allocated 1o certain of the subsidiarics based on
an average of the subsicdiaries’ relative invested capital,
operation and maintenance expenses. and number ol
employees. PPL Services directly charged or allocated the
lollowing amounts to PPL Encrgy Supply and PPL Electric,
including amounts applied w accounts that are further
distributed between capital or expense.

Three Months Ended  Nine Months Ended
September 30, September 30,
2006 2005 2006 2008

PPL Energy Supply  $ 44 & 93 140 8 128
PPL Electric 32 27 93 90

Intercompany Borrowings
{PPL Energy Supply)

PPL Energy Supply had no notes receivable from affiliates at
September 30, 2006, and December 31, 2005, Interest carned
on cash collateral and loans o alfilintes, included in "Other
Income - net” on the Statements of Income, was $5 million for
both the three months ended Sceptember 30), 2006 and 20085,
and $16 million and $10 million for the nine months ended
September 30, 2006 and 2005,

In May 2006, PPL Encrgy Supply terminated a note payable (o
an affiliate which allowed borrowings up to $650 million until
May 2010. At December 31, 2005, there was no balance
outstanding. Interest was payvable monthly in arrears at
LIBOR plus 19%. There was an insignilicant amount of
inlerest expense on this note for the nine months ended
Seplember 30, 20006, Interest expense on this note was $2
million and $9 million Tor the three and nine months ended
September 30, 2005, Interest expense is reflected in "Interest
Expense with Affiliates™ on the Staiements ol Income.

In December 2005, PPL Energy Supply issuced a $30 million
demand note payable 1o an affiliate. In June 2006, this
demand note payable was terminated. At December 31, 2005,
there was a balance of $8 million, which is shown on the
Balance Sheets as "Note Payable 1o AlTiliate.” a current
liability. Interest was payable monthly at a rate equal o
EIBOR plus 1.5%. Interest expense on this note for the nine
manths ended September 30, 2006, was insignilicant and is
rellected in "Interest Expense with Alfiliates” on the
Statements ol Income.



(PPL Electric)

In August 2004, a PPL Eleciric subsidiary issucd a $300
million demand node to an affiliate. In February 2006, the
demand note was amended (0 increase the maximum amount
of the note to $450 million. In April 2006, the loan was
amended back 1o a maximum amount of $300 million. There
was a balance of $300 million owstanding at both

September 30, 2006, and December 31, 2005, Interest is duc
quarterly at a rate cqual to the 3-month LIBOR plus 1.25%.
This note is shown on the Balance Sheets as "Note receivable
from affiliate.” Interest carned on the note is included in
"Other Income - net” on the Statements of Income. and was $35
miltion and $4 million lor the three months ended

September 30, 2006 and 2005. For the nine months ended
September 30, 2006 and 2005, interest carned was $15 million
and $10 million.

In May 2006. a PPL Elcctric subsidiary issucd a $150 million

demand note to an affilizle, There was no outstanding balance
at September 30, 2000, Interest is due monthly at a rate equal

to the onc-month LIBOR plus 1.25%.

Intercompany Derivatives (PPL Energy Suppliv)

PPL Encrgy Supply has entered into a combination of average
rate lorwards and average rate options with PPL. These
hedging instruments have terms identical to average rate
forwards and average rale options entered into by PPL. with
third parties 10 protect expected income denominated in
British pounds sterling. At Seplember 30, 2006, the total
notional amount of these hedging instruments was £88 million
(approximately $164 million) and the market value of these
positions, representing the amount PPL Encergy Supply would
pay ta PPL upon their termination. was $1 million and is
reflected in "Other Income - net” on the Statements of Income
and "Price risk management assets” on the Balance Sheets.

Trademark Royalties (PPL Energy Suppiyv)

A PPL subsidiary owns PPL trademarks and bills cerlain
alliliates For their use. PPL Encrgy Supply was allocated $10
million and $9 million of this license fee for the three months
ended September 30, 2006 and 2005, and $27 million and $24
millien for the nine months ended September 30, 2006 and
2005. These allocations of the license fee are primarily
included in "Other operation and maintenance” on the
Statements of [ncome.

13. Other Income - Net
(PPL. PPL Energy Supply and PPL Eleciric)

The breakdown of "Other Income - net” was:

Other Income

Hyder liquidation
distributions {Note 8)

Interest income

Equity camnings

Realized carnings on
nuclear decommissioning
trust

Gain on wranster off
international equity
investment (Nole 8)

Gain on sale of investment
in an unconsolidated
affiliate (Note 8)

Miscellancous - Intemationat

Miscellancous - Domestic

Towl

Other Deductions

Impairment of investment
in U.K. real cstate
{(Note 8)

Charitabie contributions

Miscellaneows - International

Miscellancous - Domestic

Other Income - net

PPL. Energy Supply
Other Income

Hyder liquidation
distributions (Note 8)

Interest income

Affiliated 1nwrest income

Equity camings

Realized camings on
nuclear decommissioning
Irusi

Gain on transfer of
international equity
investment (Note 8)

Gain on sale of investment
in an uncensolidated
afftliate (Note 8)

Miscellancous - Intemationat

Miscellancous - Domestic

Total

Other Deductions

Impairment ol tavestment
in UK. real estate
{Nue 8)

Miscellancous - International

Miscellancous - Domestic

Other Income - net

PPIL Electric

Other Income
Afliliated interest income
Interest income
Miscelluneous
Ttal

Other Deductions

Other Income - net

Three Months Ended

September 30,
2006 2005

s 3 s 27
12 s 5 9 8 17
l 3 2
3 & 3

5 5

3
1 3 4 6
1 2 7 6
20 10 86 34

8
2 1 4 3
| [ 3 3
2 3 8 5
& 2§ 5 % 63§ 23

-

5 3 s 27
9y 8 3 18 3 I
5 5 16 10
| 1 3 3
3 8 i

5

3
1 3 4 6
] 2 3
7 13 86 36

¥
| 1 3 3
2 3 6 5
) 24 3 9 8 69 3 248
B 5 S 4 3 15 8 1o
3 2 R 5
| 2
8 6 24 17
| 1 i 2
] 75 5 8 23 38 15




14. Derivative Instruments and Hedging Activities

.I’L and PPL Energy Supply)

Sale of Interest in Griffith Plant

Hedge accounting treatment must be discontinued if it is
probable that the original lorecasted transaction will not occur
by the end of the originally specified time period. Due o the
sale of PPL's 50% ownership interest in the Griflith plant in
the second quarter of 2006, PPL and PPL Encrgy Supply
reclassified net gains of §7 million, afler tax, from
accumulated other comprehensive loss to "Loss (Income) [rom
Discominued Operations” on the Statements of Income,
Additionally. PPL and PPL Encrgy Supply recognized an
insignificant amount of net gains resulting from hedges of firm
commitments that no longer qualified as (air value hedges and
an insignificant amount of net losses resulting from firm
commitments that had received acerual accounting treatment
under the normal purchasce/sale election,

See Note B for additional information on the sale of PPL's
interest in the GrilTith plant.

Fair Value Hedges

PPL and PPL Energy Supply enter into linancial or physical
contracts 1o hedge o portion of the fair value ol firm
commitments of {forward electricity sales and emissions
wlowance positions,  As of Sepiember 30, 2006, these
conlracts range in maturity through 2007, Additionally, PPL
and PPL Encrgy Supply eoter into financial contracts 1o hedge
Nuctuations in the marker value ol existing debt issuances. As
of September 30, 2006. these contracts range in maturity
through 2046. PPL and PPL Energy Supply also enter into
foreign currency forward contracts Lo hedge the exchange rates
associated with (irm commitments denominated in loreign
currencics. As ol September 30, 2006, these forward contracts
range in maturity through 2008,

Other than transactions associated with the sale of PPL's 50%
ownership interest in the Griflith plant, PPL and PPL Encergy
Supply did not recognize any gains or losses resulting (rom
hedges of Tirm commitments that no longer qualificd as fair
valuc hedges [or the three and nine months ended September
30, 2006 or 2005. PPL and PPL Encrgy Supply also did not
recognize any gains or losses resulting from the incffective
portion of fair value hedges for the three and nine months
ended Seplember 30, 2006 or 2005.

Cash Fliow Hedges

PPL and PPL. Energy Supply enter into linancial and physical
ontracts. including forwards. futures and swaps. (o hedge the
jee risk associated with clectricity, emission allowances, gas,
1 and certain melals positions.  As of September 30. 2006.
these contracts range in maturity through 2012, Additionally,
PPL and PPL Energy Supply enter into linancial interest rale
swap contracts (o hedge inlerest expense associated with both
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cxisting and anticipated debt issuances. As of September 30,
2006, these interest rate contracts range in maturity through
2028. PPL and PPL Encrgy Supply also enter into lorgign
currency forward contracts 1o hedge the cash flows associated
with foreign currency-denominated debl, the exchange rates
associated with firm commitmens denominated in foreign
currencies and the net investment of foreign operations. As of
September 30. 2006. these Torward contracts range in maturity
through 2028.

Other than transactions associated with the sale of the 50%
ownership interest in the Grillith plant, PPL and PPL Energy
Supply discontinued an insignificant amount of hedges
because it was probable that the anticipated forecasted
transaction would not occur for the three and nine months
ended September 30, 2006 or 2005, Due o hedge
incffectiveness, PPL and PPL Encrgy Supply reclassilicd $2
million and $4 million of gains, alter tax. from accumulated
other comprehensive loss into carnings (reported in
"Wholesale energy marketing” and “Encrgy purchases” on the
Statements of Income) Tor the three and nine months ended
September 30, 2006. For the same periods in 2005, PPL and
PPL Encrgy Supply reclassified an insignificant amount into
carnings.

As of September 30, 2006. the deferred net loss. aller tax., on
derivative instruments in accumulated other comprehensive
loss that is expected 1o be reclassilied inlo carnings during the
next 12 months was insignilicant for PPL and was a deferred
net gain, alter tax, of $3 million for PPL Encrgy Supply.
Amounts are expected 10 be reclassilied as the commadity
contracts go (o delivery and interest payments are made.

This table shows the aller-tax change in accumulated

unrcalized gains or losses on derivatives in accumulated other
comprehensive loss.

Nine Months Ended
September M),

Three Months Ended
September M,

2o 2005 2006 2005
PrL
Beginning accumulined
derivative loss § (1200 & (143§ (240) S (63)
Net change associsted with
current period hedging
activities and other 5 (131 51 (179}

Nut change from
reclassification into
wImings (a) 33 7 11¥ (25}

Ending accumulated
durivative loss

i

(77) & 267 § an s

PPL Encrgy SupgHy
Beginning accumulated
derivative loss
Net change associated with
current period hedging
activities and uther 16
Net change trom
reclassification ino
camings (a} a7 [£] [1d {2Y)

wh

(129) § 124y 8 (231 3 {45}

(140} 47 (184)

Linding accumelated

derivative loss $ (258) $ {16)

A7)

{(76) § (25%)




The nine months ended September 30, 2000, include $7 million for the
aceeleration of unreahized gains associated with the Griffith plant that
have been recorded as a component of "Loss {(Income) from Discontinued
Opertions,™

{a)

Other Hedging Activities

In 2006, PPL and PPL Encrgy Supply entered into lorward
conltracts 1o hedge their exposure 1o changes in market prices
ol certain metals necessary lor the scrubbers PPL is installing
al its Brunner Island and Montour generating plants. These
contracts qualily for cash flow hedge treatment and wil
ultimately be recognized on the Statement of Income in
"Depreciation.”

Net investment hedpe activity is reported in the foreign
currency translation adjustments component of accumulated
other comprehensive loss. PPL recorded net investment hedge
losses. aller tax. of $6 mitlion at September 30. 2006 and
2005. During the three and nine months eoded September 30,
2006 and 2005, PPL and PPL Encrgy Supply recognized
insignificant amounts in accumulated other comprehensive
loss. Gains and {osses associated with nel investment hedges
remain in accumulated other comprehensive loss until the
investment is sold or substantially fiquidated.

PPL and PPL Energy Supply have entered into energy
derivative transactions that hedge a specific risk. but do not
qualify lor hedge accounting under SFAS 133, "Accounting
for Derivative Instruments and Hedging Activities.” as
amended and interpreted. The unrealized gains and losses on
these transactions are classified as non-trading and are
reflected on the Statements of Income in "Wholesale energy
marketing" or "Energy-related businesses” revenues, or "Fuel”
or "Energy Purchases™ expenscs.

Credit Concentration
(PPL and PPL Energy Supply)

PPL and PPL Encrgy Supply enter into contracts with many
entities [or the purchase and sale of energy. Many ol these
conltractls are considered a normal part of doing business and.
as such, the mark-to-market value ol these contracts is not
rellected in the financial statements. However, the mark-to-
markel value of these contracts is considered when committing
o new business from a credil perspective.

PPL and PPL Encrgy Supply have credit exposures o encrgy
trading partners. The majority of these exposures is the mark-
to-market value of muhi-year contracts for energy sales and
purchases. Therelore. il these counterpartics fail 1o perform
their obligations under such contracts, PPL and PPL Energy
Supply would not experience an immediate financial foss but
would experience lower revenues or higher costs in future
years 1o the exteni that replacement sales or purchases could
nat be made at the same prices as those under the defauled
contracls.
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At September 30, 2006. PPL and PPL Energy Supply had

trading partners. Ten counterpartics accounted for 75% of

credit exposures of $443 million and $442 million 10 cncrgy‘

exposurcs. No other individual counterparty accounted for
mare than 3% of the exposures, Nine of these counlerpartics
had an investment grade credit rating from S&P. One
counterparty was not investment grade, bul was current on ils
obligations and had posied collateral equal (o PPL's and PPL
Energy Supply's exposure,

PPL and PPL Energy Supply generally have the right 1o
request collateral from their counterpartics in the event that the
counterpartics” credit ratings fall below investment grade. Itis
also the policy of PPL and PPL Encrgy Supply (o enter into
netting agreements with all of their counterparties 1o limit
credit exposure.

{PPL Electric)

PPL Eleciric has an exposure to PPL Encrgy Supply under the
long-term contract for PPL EnergyPlus 1o supply PPL
Electric's PLR load. as described in Note 12, This is the only
credit exposure [or PPL Electric that has a mark-to-market
clement. No other counterparty accounts for more than 1% ol
PPL Electric’s tolal exposure.

15. Restricted Cash

(PPL. PPL Energy Supply and PPL Electric)

The following table details the components of restricted cash
by reporting entity and by type.

September 30, 2006

(UL R
Energy PPL
PrL Supply Electric
Current:
Collateral for leters of eredit (a) s 42 $ 42
Deposits [or trading purposcs with
NYMEX broker 2 8 32
Clicnt deposits 12
Miscelluneous 2 2
Restricted cash - current 88 KL} 42
Noncurrent:
Required deposits of WPD (b) 19 19
PPL Transition Bond Company
Indentare reserves {c) 29 29
Restricted eash - noncurrent 48 19 29
Total restricted ¢ish $ 136 S 53 5 71




December 31, 2005

PPL
Encrgy PPL
rPL Supply Electric
Current:
Collaternl for Jeters of eredit (a) ) 42 s 42
Deposits for trading purposes with
NYMEX hroker 9 8 2y
Cuounierparty collateral Y 9
Client deposits 12
Miscellineous 1 1
Restricted cash - current 93 39 42
Noncurrent:
Required deposits of WED () 16 6
PPL Transition Bond Company
Indenture reserves (c) 32 32
Restricted cash - noncurrent 48 16 32
Tonal restricted cash 5 141 & 55 % 74
(i) A deposit with a financial instination of funds from the asset-hacked
conmercial paper program (o fully collateralize $42 million of teters of
credit. See Note 7 lor further discussion on the assci-backed commercial
AT program.
() Includes inserance reserves of 18 million and $15 million at Sepiember 30,

2006 and December 31, 2005,
(¢) Credit enhancement for PPL Transition Bond Company’s $2.4 billion Serics
1999-1 Bonds to protect against losses or delays in scheduled payments.

16. Goodwill
(PPL and PPL Energy Supply)

The changes in the carrying amounts of goodwill by segment
were:!

PPL Encrgy Supply IPL
Inteenational Pennsylvania
Supply Delivery Total Delivery Total
Balance at
December 31,
2005 s 94 S Y21 5§ LIS § 35 8§ LO70
Elfeet of forcign
currencey
exchange rates 68 08 [¢4]
Purchise
accouniing
adjustments (a) (25} {15) (25
Balance at
September 30),
2000 $ 94 % uhbd S 1058 3 55 % L113

{m)  Adjustments pursuant to EETE Issae 93-7, "Uncenainties Related 1o
Income Taxes in a Purchase Business Combination.” See Note 5 tor
discussion of a $12 million goodwill adjustment related 1o the transter off
WD tax itlems. The adjustments also include an $8 million decrease in
the third quarter related 1o defered income taxes associated with monetary
indexation of assets at WPD,
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17. Asset Retirement Obligations
{PPL and PPL Energy Supply)

The change in the carrying amounts of the AROs was:

AROs it December 31, 2005 3 298
Accretion expense 8
Obligations seuled (2)
AROs at Seprember 30. 2006 3 314

Changes in ARO costs and settlement dates, which alfeet the
carrying value ol various AROs. are reviewed periodically (o
insure that any malterial changes are incorporaled into the latest
cstimates of the ohligation,

Funds in the nuclear decommissioning trust are legally
restricted lor purposes ol settling PPL's and PPL Encrgy
Supply's ARO related w the decommissioning of the
Susquchanna station. PPL Electric collects authorized nuclear
decommisstoning costs through the CTC. These revenues are
passed on 10 PPL EncrgyPlus under the power supply
agreements between PPL Electric and PPL EncrgyPlus.
Similarly. these revenues are passed on to PPL Susquehanna
under a power supply agreement between PPL EncregyPlus and
PPL Susquchanna. These revenues. less applicable taxes. are
used Lo fund the nuclear plant decommissioning trust funds and
can only be used for future decommissioning costs. The
aggregate fair value of the nuclear plant decommissioning trust
funds was $483 million as ol September 34, 2006. and $444
million as of December 31, 2005,

18. New Accounting Standards
(PPL, PPL Energy Supply and PPL Electric)
FIN 48

In June 2006. the FASB issued FIN 48. "Accounting {or
Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109" FIN 48 requires an entity (o evaluate its
tax positions [ollowing a two-step process. The Tirst slep
requires an entity (o determine whether it is more-likely-than-
not thal a lax position will be sustained based on the technical
mierits of the position. The second siep requires an enlity to
recognize in the Nnancial statements cach tax position that
meets the more-likety-than-not criterion. Each recognized tax
posilion should be measured at the largest amount ol benelit
that has a greater than 50 pereent Likelihood of being realized.
FIN 48 also provides guidance on derccognition,
classification, interest and penaliics. accounting in interim
periods. disclosure and transition.

FIN 48 is elfective Tor fiscal years beginning afler

December 15, 2006, The impact of initiadly applying FIN 48
is required to be recognized as a cumulative elfeet adjustment
(o the opening balance of retained carnings for that {iscal vear.
PPL and its subsidiarics are continuing o analyze the impact



ol applying this guidance. The potential impact is not yet
determinable, but it could be material.

FSP No. FIN 46(R)-6

In April 2006. the FASB issued FSP No. FIN 46(R)-6.
"Determining the Variability o Be Considered in Applying
FASR Interpretation No. 46(R)." FSP No, FIN 46(R)-6
provides that the variability 1o be considered in applying

FFIN 46 (revised December 2003}, "Consolidation of Variable
Interest Entities. an Interpretation of ARB 51." (FIN 46(R))
should be based on the design of the entity involved. PPL and
its subsidiaries adopted FSP No. FIN 46(R)-6 effcctive July I,
2006. PPL and its subsidiaries did not cleet to apply
retrospective application 1o any period prior to the date of
adoption. The adoption of FSP No. FIN 46(R)-6 did not have
a material impact on PPL and its subsidiarics. However. the
impact in periods subsequent to adoption could be material,

SAB 108

In September 2006. the SEC staff issucd SAB No. 108,
"Caonsidering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial
Statements.” SAB 108 addresses the observed diversity in the
quantfication of financial statcment misstatements and the
polential, under current practice, for the build-up of improper
amounts on the balance sheet.

The two most commonly vsed methods cited by the SEC for
quantilying the elfect ol linancial statement misstatements are
the "roll-over” and "tron-curtain” methods, The roll-over
method quantifies a misstatement based on the amount of the
error originating in the current year income statement. This
method ignores the effects of correcting the portion ol the
current year hatance sheet misstalement that originated in prior
years. Conversely, the iron-curtain method quantifies a
misstatement hased on the effeets of correcting the
misstatement existing in the balance sheet at the end of the
current year, regardless of the misstatement’s year(s) ol origin,

In SAB 108. the SEC requires a dual approach combining the
roll-over method and the iron-curtain method. The dual
approach requires quantification of financial statement errors
bascd on the elfects of the error on cach of the company’s
financial statements and the related financial statement
disclosures.

SAB 108 permits registrants o initially apply its provisions
cither hy (i) restating priar financial statements as il the dual
approach had always been used or (ii) recording the
cumulative clfect of initally applying the dual approach as
adjustments 1o the carrying values of assets and liabilities as of
Janvary 1. 2006, with an olTsctting adjustment recorded 1o the
apening halunce of retained carnings. Use of the cumulative
elfect ransition method requires detailed disclosure of the
nature and amount of cach individual error heing corrected
through the cumulative adjusiment and how and when il arose,
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Companies must apply SAB 108 no lawer than December 31,
2006, PPL and its subsidiarics currently use the dual approag
when quantilying the impact of identified errors. Therefore,
the application of SAB 108 is not expected 1o have a materia
impact on PPL and its subsidiarics,

SFAS 123(R)

In December 2004, the FASB issucd SFAS 123 (revised
2004}, "Sharce-Based Payment.” which is known as SFAS
[23(R} and replaces SFAS 123, "Accounting for Stock-Based
Compensation.” as amended by SFAS 148, "Accounting for
Stock-Based Compensation-Transition and Disclosure.”
Among other things, SFAS 123(R) climinates the alternative 1o
use the intrinsic value method of accounting {or stock-based
compensation. SFAS 123(R) requires public entities to
recognize compensation expense for awards ol equity
instruments o employces based on the grant-date fair value of
the awards. PPL and its subsidiaries adopted SFAS [23(R)
elfective January 1. 20006, PPL and its subsidiaries applicd the
modilied prospective application transition method of
adoption. Under this application. entitics must recognize
compensation expense based on the grant-daie fair value for
new awards granted or modified after the effeetive date and for
unvested awards outstanding on the elfective date. The
adoption of SFAS 123(R) did nol have a material impact on
PPL und its subsidiarics, since PPL and its subsidiaries
adopted the fair value method of accounting lor stock-hased
compensation, as described by SFAS 123, effective January 1.
2003, Sec Note 9 for the disclosures required by SFAS
123(R).

SFAS 155

In February 2006. the FASB issued SFAS 155, "Accounting
for Certain Hybrid Financial Instruments, an amendment of
FASB Statements No. 133 and 140." Among other items,
SFAS 155 addresses cerlain accounting issues surrounding
sccuritized financial assets and hybrid financial instruments
with embedded derivatives that require bifurcation, PPL and
its subsidiarics must adopt SFFAS 155 no later than January 1,
2007. PPL and its subsidiarics do not have any interests in
sceuritized financial assets or hybrid linancial instruments with
embedded derivatives that require bifurcation. However, PPL
and its subsidiaries are currently in the process of performing a
complete assessment of SFAS 155.

SFAS 157

In September 2006, the FASB issued SFAS 157, "Fair Value
Meusurements,” SFAS 157 provides a definition of fair value
as well as a framework for measuring fair value. Tn addition,
SFAS 157 expands the fair value measurement disclosure
requirements of other accounting pronouncements o require,
among other things, disclosure ol the methods and assymptiol
used to measure fair value as well as the carnings impact of
certain [air value measurement tlechnigues. SFAS 157 does
not cxpand the use ol [air vatue in existing accounting
pronouncements. PPL and its suhsidiaries will adopt the




provisions ol SFAS 157 prospectively, except {or financial
instruments that were previously measured at fair value in

cordance with footnote 3 ol EITF Issuc No. (02-3, "Issues

volved in Accounting for Derivative Contracts Held for
Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities.” which require retrospective
application. PPL and its subsidiaries must adopt SFAS 157 no
later than Japuary 1. 2008. PPL and its subsidiarics are in the
process of evaluating the impact ol adopting SFAS 157, The
potential impact of adoption 1s not yet determinabie, but it
could be material.

SFAS 158

In September 2006. the FASB issued SFAS 158, "Employers’
Accounting Tor Defined Benelit Pension and Other
Postretirement Plans, an amendment of FASB Statements No.
87. 88, 106, and 132(R)." SFAS 158 requires a registrant that
sponsors a delined benelit plan(s) to: (i) recognize the funded
status of the plan(s) in its consolidated bakance sheet using a
measurcment date that corresponds with its fiscal year end. and
Tor a registrant’s consolidated subsidiary, the date that is used
to consolidate the subsidiary, (i) recognize in other
comprehensive income, net of tax, gains and losses and prior
service costs and credits, that arise during the period but are
not currently recognized as a component of net periodic
henelit cost, (1) amortize gains and losses, prior service costs
and credits. and transition assets or obligations recorded in
accumulated other comprehensive income to net periodic
benelit cost, and (iv) provide additional disclosures of, among
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other things, items delerred in accumulated other
comprehensive income. PPL and its subsidiarics will adopt
the recognition provisions of SFAS 158 prospectively. as of
December 31 2006. PPL and its subsidiarics must adopt the
mcasurement date provisions no later than December 31,
2008: however, management s considering carly adoplion.

[1 the recognition provisions ol SFAS 158 had heen effective
December 31, 20035, the increases (decreases) o the Balance
Sheets. net ol tax. would have been as follows:

Assels Liahilitics Lquity
PPL $ 132 % 424 % {292)
PPL Encrgy Supply 63 250 {187)
PPL Eleetric 41 99 158)

As a result of changes in acluarial assumptions and asscl
returns., the actual impact of adopting SFAS 158 could vary
significantly from the impact disclosed above. At this time,
however, PPL and its subsidiaries do not expect thal the
adoption ol SFAS 158 will result in an inability to comply with
ltnancial covenants under thetr debt agreements.

(PPL and PPL Electric)

As aresult of SFAS 158, PPL is in the process of evaluating
the impact of SFAS 71, " Accounting for the Elfects of Certain
Types of Regulation.” on amounts that would be charged 1o
cquity in accordance with SFFAS 158 related 1o its regulated
utility subsidiarics.



PPL CORPORATION AND SUBSIDIARIES

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview

PPL is an energy and utility holding company with
headguarters in Alientown, PA. In PPL’s 2005 Form 10-K.
descriptions of its domestic and international businesses are
found in "ltem 1, Business - Background.” Through its
subsidiaries. PPL is primarily ¢ngaged in the generation and
marketing of cleetricity in two key markets - the northeasiern
and western ULS. - and in the delivery ol electricity in
Pennsylvania. the UK. and Latin America. PPL's reportable
scgments are Supply. International Delivery and Pennsylvania
Delivery, See "lem 7. Management's Discussion and Analysis
of Financial Condition and Resulis of Operations - Overview”
in PPL's 2005 Form 10-K for an overview of PPL's strategy
and the risks and the challenges that it (aces in its business.
See "Forward-Looking Information.” Note 11 to the Financial
Statements and the rest of this Iem 2 in this Form 10-Q and
"lem A, Risk Factors™ and the rest of Item 7 in PPL's 2005
Form 10-K for more information concerning the material risks
and uncertaintics that PPL Taces in its businesses and with
respect 1o its [uture arnings.

The following information should be read in conjunclion with
PPL's Condensed Consolidaled Financial Statements and the
accompanying Notes and in conjunction with PPL's 2005
Form 10-K.

Terms and abbreviations are explained in the glossary. Dollars
are in millions. except per share data, unless otherwise noted.

Results of Operations

The lollowing discussion begins with a summary of PPL's
carnings. "Results of Operations” continues with a review ol
results by reportable segment and a deseription ol key factors
by segment that manageiment expects may impact [uture
carnings. ‘This scetion ends with explanations of significant
changes in principal items on PPL's Statements of Income,
comparing the three and nine months ended September 30,
2006. with the same periods in 2003,

Earnings
Net income and the relaled EPS were:

Three Months Ended  Nine Months Ended

September 30, Scptember M),
2006 2005 2006 2005
Net income % 226 5 w7 3 687 5 493
EPS - basic $ 059 § 052 S 1L.81 5§ L3¢
EPS - diluwed $ 058 85 051 % 178 S 1.29

46

The changes in nei income from period 1o period were, in parl.
attributable to several significant items that management
considers unusual. Details of these unusual items are provided
within the review of cach segment's carnings.

The period-1o-period changes in signilicant carnings
components. including domestic gross cnergy margins by
region and significant income stalement line items, are
explained in the "Statement of Income Analysis.”

The Statements of Income reflect the results of past operations
and are not intended as any indication of future operating
results. Future operating resulls will necessarily be affected by
various and diverse factors and developments. Furthermore,
because results for interim periods can be disproportionately
influcnced by various (actors and developiments and by
scasonal variations. the results of operations for interim
periods do not necessarily indicate results or trends lor the
year.

Segment Results
Nct income by segment was:

Three Months Ended  Nine Months Ended

September 3, Septenther 30,
2006 2005 2006 2005
Supply $ 120 % 112§ 337 0§ 238
International Delivery 59 36 219 152
Pennsylvania Delivery 47 49 131 103
Torul § 23 % 197 § 687 & 493

Supply Segment

The Supply scgment primarily consists of the domestic energy
marketing, domestic gencration and domestic development
aperations of PPL Encrgy Supply.

The Supply segment results in 2006 and 2005 refleet the
reclassification of the Griffith plant revenues and expenses
from ¢ertain income statement line items (o "Loss (Income)
from Discontinued Operations.” The Supply scgment resulis
in 2005 also reflect the reclassification ol the Sundance plant
revenues and expenses from ceriain income statement line
items to "Loss (Income) [rom Discontinucd Operations.” See
Note 8 to the Financial Statements for further discussion,

Supply segment net income was:




Three Months Ended

Nine Months Ended

September 30, Septerher 30,
2006 2005 2006 2008

Energy revenues

External 5 483 0§ 374 5 1258 0§ y7l

Interseginent 445 415 1.286 1194
Energy-related businesses 125 154 426 424

Total operating revenues 1,053 43 2,870 2584
FFuel and energy purchases

External 467 334 1171 906

Intersegment 41 41 121 113
Other operation and

maintenince 172 186 513 5435

Depreciion 40 37 116 100
Taxes. other than income 10 10 29 32
Energy-related businesses 153 162 442 405

Total operating expenses 583 775 2.392 2170
(ther Income - nat 3 (3 4 (2)
Interest Expense 31 a2 87 8y
Income Tuxes 22 23 137 38
Minority Interest 1 |
Lawss {Ingomme) leom

Discominued Opertions (2) 20 5l
Towal 3 120 8 112 3 337 08 238

The after-tax change in net income was due Lo the following
factors, including discontinued operations.

Sept. M), 2006 vs, Scept. 30, 2005

Three Months  Nine Months

Fnded Ended
Eastern U.S. non-trading margins ) 17 & 56
Northwestern ULS, non-ieding marging () 14
Southwestern U.S. non-trading nuurgins t4) 3)
Net energy trading margins (3 5
Operation and maintenance expenses () 24)
Eamings (rom synfuel projects (17 {29)
Interest expense 3 4
Encrgy-related businesses 2 4
Taxes. other than income 1 3
Oiher 4 1}
Unusual items 9 (60
5 K 3 vy
The following after-tax items. which management considers
unusual, had a signilicant impact on Supply segment carnings,
Three Months Ended  Nine Months Ended
Scptember 3, September 30,
2006 2005 2006 2005
Sale of Sundance plant
{Note 8) 5 WD
Sale of interest in the
Grilfith plant (Nowe 8) S anh
Reduction in Enron reserve
(Nive 2) 1
Off-site remediation ol ash
basin leak (Note 11 ) (19) G (1Y)
Settlement of NonhWestern
livigation (6)
Impairment of synfuel-
celated assets (Note 11) ("
celermtion of stock-based
compensation expense for
periods prior to 2005
(Note ) (3)
Total 8§ (9 3 (o) 8 (75)
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e Sce "Domestic Gross Encrgy Margins” for an explanation of

non-trading margins by geographic region and for an
explanation ol nel encrgy trading margins.

Higher operation and maintenance expenses (or the three
months ended September 30, 2006, compared with the same
period in 2005, were primarily due to the timing of outages at
the Susquehanna nuclear station and other generating stations,
Higher operation and maintenance expenses for the nine
months ended September 3( 2006, compared with the same
penod in 2005, were primarity due to increased outage and
non-oulage expenses at the Susquehanna station, two foreed
outages at the Brunner Island plant and the timing of other
planned omages.

The decline in carnings contribution from synluel projects lor
the three months ended September 30, 2006, compared with
the same period in 2005, resulted primarily from unrealized
losses on options purchased 10 hedge a portion of the risk
associated with the phase-out of the synthetic fuel 1ax credits
for 2006 and 2007, purtially offset by lower operating losses
due to tower production levels. The decline for the nine
months ended September 30, 2006. compared with the same
period in 2005, was primarily due to the anticipated phase-oul
of synthetic fuel tax credits starting in 2006 and lower
production levels.

In June 2006. based upon obscerved and forecasted higher
crude oil prices and projected cash Nows, PPL fully impaired
its synfucl-related assets. This adjustment decreased carnings
by $6 million after 1ax (or $0.01 per share).

In May 2003, a subsidiary ol PPL Encrgy Supply completed
the sale of its 450 MW Sundance power plant located in Pinal
Caounty. Arizona to Arizona Public Service Company for $190
miltion in cash. The subsidiary recorded a loss on the sale of
$47 million afler tax (or $0.12 per share).

In June 2006, a subsidiary of PPL Energy Supply completed
the sale of its 50% ownership interest in the 600 MW Griffith
power plant located in Kingmuan, Arizona, for $115 million in
cash. The subsidiary recorded a loss on the sale ol $24 million
after tax (or $0.07 per share). Another subsidiary of PPL
Energy Supply recorded the aceeleration of net unrealized
gaing on derivatives associated with the plant of $7 million
after tax or $0,02 per share).

In the third quarter of 2003, PPL recognized a charge ol $22
million after ax {or $0.06 per share) in connection with the
on-site and off-site costs related w the Martins Creek ash basin
leak remediation, An additional charge of 39 million after 1ax
(or $0.02 per share) was recorded in the fourth quarter of
2005. In 2006, PPL reduced its estimate of the costs lor the
Marting Creck ash basin leak remediation. This adjustment
increased carnings by $6 million afler tax (or $0.01 per share).
Mast of the reduction was related to an insurance claim
scltlement. PPL cannot predict the final costs to be incurred as
a result of this matter.



¢ In the lirst and second quarters ol 2006, PPL decreased its
reserve on claims related (o the Enron bankrupiecy. These
adjustments increased carnings by $1 1 million aller tax (or
$0.03 per share).

e In the first quarter of 2005, PPL recognized a charge of $6
million after tax (or $0.02 per share) for a loss contingency
related Lo the litigation with NorthWestern. In Seplember
2005, PPL and NorthWestern reached a final agreement to
settle this litigation.

Ouilock

PPL is projecting higher energy margins lor its Supply
segment in 2006 compared with 2005, This increase is
primarily driven by an 8.4% increase in PLR sale prices as
well as higher prices lor wholesale electricily sales and higher
hydroclectric generation output in the castern and western ULS.
These benelits are expected to be partially offsel by increased
fuel and luel transportation expenses, higher operation and
maintenance expenses and reduced carnings from synfuel
projects. See "Regulatory Issues - [RS Synthetic Fuels Tax
Credits” in Note |1 to the Financial Statements or o
discussion ol the tax credits that PPL has carned in connection
with its synfuel projects and the impact ol higher oil prices on
Tuture tax credils,

International Delivery Segment

The International Delivery segment includes operations of the
international energy businesses ol PPL Global that are
primarily focused on the distribution of clectricity.
Substantially all of PPL Glohal's internmionul husinesses are
located in the UK., Chile. El Salvador and Bolivia.

International Delivery segment net income was:

Three Months Ended ™ Nine Months Ended

Septeniber H), Scptember 30,
2006 2005 2006 2005
Utillity revenues $ 3 0§ 204§ 934 0§ 84
Energy-related businesses 19 1Y 04 56
Total operating revenues 320 2¥%3 998 397
Encrgy purchases 86 oY 250 197
Other operation and
maintenangy 70 56 204 180
Depreciation 36 41 118 "7
Taxes, other than income 15 15 42 44
Encrgy-related businesses B 7 27 20
Total operating expenscs 215 158 641 558
Other Income: - net 10 3 35 10
Interest Expense 54 50 153 152
Income Tuxes (23] I 13 41
Minority Interest 4 | 7 4
Total § 39 % S 219§ 152

The after-tax change in net income was due to the following
factors.
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Sept. 30, 2006 vs. Sept. 3,

Three Months  Nine M
Ended End¢d
U.K.
Delivery margins ) 3 s o
Operating expenses [{{3] {20
Income taxes 22

Impact of changes in foreign currency
exchange rates
lmpairment of investment in UK. real

(%]
—
L =]

estate (Note 8) 6)
Gain on transfer of equity investment
{Note 8) 5 5
Hyder liquidation distribution (Note 8) 3 27
Other 3
Latin Amwerica
Delivery marging 4 7
Operation and mgintenance expenses 4 2
Income 1axes g 9
Impact of changes in forcign currency
exchiange rates 1 3
Other 3 |
LS, income Lixes | (¢
Oiher 1
Unusual item - collection ol receivable from
Enron |
§ 23 0§ 67

o The U.K.'s carnings were positively impacted by higher
marging. primarily due to price increases and 1% higher sales
volumes lor the nine months ended Scpiember 30, 2006,
compared with the same period in 2003.

o In 2006. WPD has credited income for $27 million aller tax
lor distributions recetved from the plunned ongoing liquidation
of Hyder's non-clectricity delivery businesses. PPL does nol
expect income (rom the sale or liquidation of Hyder's non-
clectricily delivery businesses to continue al the same level in
2007 as oceurred in 2006.

o Higher operating expenses in the UK. for the nine months
ended September 30, 2006, compared with the same period in
2005, were attributable to higher depreciation, partially duc 1o
areduction in meter lives in 2005, and higher pension costs at
WPD.

o Changes in foreign exchange rales increased WPD's portion of
revenue and expense line items by 4% during the three months
ended September 30. 2006, and decreased them by 4% during
the nine months ended Sepiember 30, 2006, compared with the
sime periods in 2005.

e Lower UK. income Llaxes in 2006, compared with the same
period in 2005, were primarily due 10 the transfer of a future
tax liability from WPD and certain surplus tax losses from
Hyder to a former Hyder affiliate. Sce Note 5 1o the Financial
Statements for additional information.




periods. primarily due to higher margins due 10 & 7% increase
in sales volumes and accounting adjustments related to Chilean
deferred taxes and depreciation for prior periods. See Note 3
to the Financial Statements for additional information on the
accounting adjustments.

.Lalin America carnings were positively impacted in both

Outlook

PPL projects that the International Delivery segment will have
higher carnings in 2006 compared with 2003, reflecting the
samc factors that affected this segment’s carnings in the [irst
nine months of 2006.

Pennsylvania Delivery Segment

The Pennsylvania Delivery segment includes the regulated
cleetric and gas delivery operations of PPL Electric and PPL
Gas Utilitics.

Pennsylvania Delivery segment net income was:

Three Montlis Ended Nine Months Ended

September 30, September 30,
2006 2005 2006 2005
Operating revenees
External s 8345 B9 S5 2493 0§ 2393
Intersegment 41 41 121 113
Total operating revenues 8O3 850 2.614 2,500
Fuel and energy purchases
External 7 76 270 285
Intersegment 445 415 1.286 1.194
Other vperation and
maintenance PX) 89 an2 305
Amorization of recoverable
transition costs 75 T 210 199
Depreciation a1 30 92 L
Taxes. other than income 49 48 143 138
Encrgy-related business | |
Total operaling expenses 760 730 213 2.211
Other Income - net 8 Al 24 15
interest Expense 40 45 125 146
Income Taxes 21 30 av 59
Dividernds on Prelenned
Sceurities 5 1 1] 2
Total k) 47 8 49§ 131§ 103

The after-tax change in net income was due to the lfollowing
factors,

Sept. b 2006 vs, Sept. 30, 2005

Three Months  Nine Months

Ended Ended
Delivery revenues (net of CTC/ATC
amortization, interest expense on (ransition
honds and ancillary chiarges) 3 2y % ()
Operation and maintenance expenses (h (15)
Interest expense 2) (3
iy ] 7
usual items 144 43
$ 2) § 28
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The [ollowing after-tax items, which management considers
unusual. had a significant impact on the Pennsylvania Delivery
scgment carnings.

Three Months Knded  Nine Months Ended
September ), Scepiember 30,
2006 2005 2006 2005

Reversal of cost recovery -
Hurricane Isabel {Note 2)
Realization of benelits
related 10 Black Lung Trust
assets (Notwe 10) 21 21
PIM billing dispute
(Note 11) s 27
Acceleration of stock-based
compensation expense For
periods prior 1o 2003
{(Noie 9) (2}
Totl 14 $ 14 S (29)

o5

(7)

75

(7

o

» As aresult of a court’s decision. in the third quarter of 2000,
PPL Elcetric recognized an aller-tax charge of $7 million (or
$0.02 per share} for the reversal of a regulatory asset that was
previously recorded Lo defer restoration costs associaled with
Hurricane Isabel in September 2003 and record a liability for
amounts already billed to customers.

o In the third quarter of 2006, PPL Electric recognized an aller-
tax credit of $21 million (or $0.035 per share) in connection
with the realization ol henefits related to the ability to use
excess Black Lung Trust assets 1o make lwure benefil
payments lor retired mine workers” medical costs,

e PPL Electric recognized an after-lax charge of $27 million (or
$0.07 per share) in the first quarter of 2005 for a loss
contingency related to the PIM billing dispute, PPL cannot be
certain of the oulcome or impact of this matler.

e Higher operation and maintenance expenses in both periods
were primarily due o higher tree trimming costs. a union
contract ratilication bonus and storm costs. The three months
ended September, 30, 2005, includes the delerral of the
January 2005 ice storm costs as discussed below.

In January 2005, severe ice storms hit PPL Electric's service
territory, The total cost of restoring service to 238,000
customers. excluding capitalized costs and regular payroll
expenses. was $16 miilion.

In August 2005, the PUC issued an order granting PPL
Electrics petition for authority to defer and wmortize for
regulatory accounting and reporting purposcs a portion of the
ice storm costs, subject to certain conditions. As a result of the
PUC Order and in accordance with SFAS 71, "Accounting for
the Effects of Certain Types of Regulation.” in the third
quarter of 2005, PPL Electric deferred $12 million ol its
previously expensed storm costs. The deferral was based on
its asscssment ol the timing and likelihood ol recovering the
delerred costs in PPL Electric's next distribution base rate
case.



Outlook

PPL projects that the Pennsylvania Delivery segment will have
lower delivery carnings in 2006 compared with 2005 due 1o
favoruble weather in 2003, In addition. operation and
maintenance expenses are expected to be higher in 2006,
based on the factors nowed above,

Statement of Income Analysis -

Domestic Grass Energy Margins

The following table provides pre-tax changes in the income
stalement line items thal comprise domestic gross energy
margins.

Sept, 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Ended Ended

Utiliny b3 57 3 193
Unregulaed retail electric (2) {5}
Wholesale energy marketing 11¢ 294
Net energy truling margins (4) N
Other revenue adjustments (a) 20y {94)
Total revenues 141 86
Fuel 2h 23
Encrgy purchases 157 280
Other cost adjustmenis (1) (1] (34)
Total cost of sales 135 269
Domestic gross energy marging § 6 3 117

(2} Adjusted to exelude the impact of any revenues and costs not associated
with domestic gross energy margins. This includes revenues and energy
costs related to the intermational operstions of PPL Global, the domestic
delivery operations of PPL Electric and PPL Gas Utilitics and an acerual
lor the loss contingency related 1o the PIM billing dispite in 2005 (see
Note 11 16 the Financiad Statements Tor additional information).  Also
adjusted to include the margins of the Griflith and Sundance plants prior
Lo their sates in June 2000 and May 2005, which are included in “Loss
(Income) from Discontinued Operations,” and gains or kosses on sales of
emission allowances, which are included in "Other operation and
miintenanee” expenses on the Statements of Inconwe.

Changes in Domestic Gross Energy Margins By Region

Domestic gross energy margins are gencrated through PPLs
hedging (non-trading) activities, as well as trading activitics.
PPL manages its non-trading cnergy business on a geographic
basis that is aligned with ils generation assets. Additionally,
beginning in 2006, PPL further segregates non-trading
activilies into lwo categories: non-trading hedge activity and
non-trading cconomic activity, Non-trading cconomic activity
represents the net unrealized effect of derivative transactions
that arc entered into as ceonomic hedges, but do not qualify for
hedge accounting under SFAS 133, "Accounting lor
Derivative Instruments and Hedging Aclivities.” as amended
and interpreted.
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Scpt. 30, 2006 vs. Sept. 30, 200,

Three Months  Nine Mon,
inded Ended
Non-irading
Eastern U.S, 3 2% 3 96
Norhwestem ULS, (10} 24
Southwestern LS. (7 (&)
Net energy trading (5} 3
Domestic gross energy margins $ 6 8 117

Eastern U5,

Eastern U.S, non-trading margins were higher in the three and
nine months ended Scplember 30, 2000, compared with the
same periods in 2005, primarily because of an 8.4% increasc
in PLR sale prices in accordance with the schedule established
by the PUC Final Order. Also contributing 10 the increase in
third quarter margins were higher net wholesale prices.
Partially offscuing these improvements was lower coal
generation of 8%. Also contributing 1o the increase in year-lo-
date margins were higher net wholesale prices, partially offset
by iower nuclear generation of 3% as well as higher coal
prices. which were up 16%,

Additionally. non-irading margins included an unrealized loss
of $21 million and $25 million for the three and nine months
ended September 30, 2006, primarily due 10 commodity price
movements on forward energy contracts used 1o cconomically
hedge wholesale marketing activities. These [orward contracts
were not in place in 2005,

Nortinvestern U.S.

Northwestern ULS. non-trading margins were Jower in the third
quarter of 2006, comparced with the same period in 2003,
primarily due 1o lower hydroelectric and coal generation
outpul. Hydroclectric generation output deercased 1%, while
coul generation decreased 7%, Also contribuling 10 the lower
margins were higher wholesale power purchases.

Northwestern U.S. non-trading margins were higher lor the
nine months ended September 30, 2006, compared with the
same peried in 2005, primarily due 1o higher wholesale
revenue prices. Also contributing was an 11% increase in
hydroeleetric gencration outpul. Partially offsetting these
improvements were higher coal prices. which were up 18%.

Southwestern ULS.

Southwestern U.S. non-trading margins were lower Tor the
three and nine months ended September 30, 2006, compared
with the same periods in 2005, due o the sale of the GrilTith
plant in June 2006, Sce Note 8 to the Financial Statements for
additional information,




Ner Energy Trading

.’L cnters into certain energy contracts that meet the eriteria
“trading derivatives as defined by EITF Issue 02-3, "Issuces
[nvolved in Accounting for Derivative Contracts Held for
Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities." These physical and
{inancial contracts cover trading activity associated with
clectricity. gas and oil.

Net energy trading margins decreased by $5 million in the
third quarter ol 2006. compared with the same period in 2005,
This decrease was primarily duc o unrealized losses
associated with gas trading activity.

Nel energy trading margins increased by $3 million for 1he
nine months ended September 30, 2006, compared with the
same period in 2005, This increase was primarily due to
unrealized pains associated with gas rading activity.

The amount ol energy trading margins from unrealized
transactions was a $3 million loss in the third quarter of 2006,
compared with a $2 million gain in the same period in 2005.
The amount of energy trading marging from unrcalized
transactions was a $9 million gain for the nine months ended
September 30, 2006, compared with a $2 million gain in the
same period in 2005,

The physical volumes for electricity and gas associaled with
cnergy trading for the three months ended September 30,
2006, were 1,730 GWh and 5.1 Bel, compared with 1.457
GWh and 2.2 Belin the same period last year, The physical
volumes {or cleetricity and gas associated with energy trading
for the nine months ended September 30, 2006, were 5.509
GWh and 14.5 Bel. compared with 3.722 GWh and 9.7 Belin
the same period last year,

Utility Revenues
The increases in utility revenues were attributable 1o:

Scpt. 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Ended Fnded
Domestic:
Retail electric revenue (PPL Electric)
PLR clectric gencration supply 3 KR 104
Eleetrie delivery (14} (28}
Gas revenue (PPL Gas Utilities) 2 27
Other (1 1
International:
Retail electric delivery (PPL Global)
LK. 5 42
Chile 12 33
El Salvador 8 15
Bolivia | 4
[1 (1)
57 § 193

Foreign correney exchange rates
. $

The increases in utility revenues, excluding foreign currency
exchange rate impacts, for both periods were primarily duc to:

5l

s higher PLR revenues attributable to an increase ol 8.4% in
prices and an increase in commercial and industrial sales
volumes, due in part 1o the return of customers previously
served by alternale supplicrs, olfset by a decrcase in residential
sales volumes, due in part 1o milder weather in 2006 compared
with 2005:

o adecrease in domestic eleetric delivery revenues resulting
primarily from the impact of milder weather on residential
sales in 2006 compared with 2005:

e higher gas revenues primarily due 1o the increase in natural gas
prices. which are passed through to customers:

¢ higher average prices overall and an increase of 1% in sales
volumes in the UK, for the nine months ended September 30,
2006, compared with the same penod in 2005, partially offset
by a 2% deerease in sales volumes Tor the three months ended
September 30, 2006, compared with the same period in 2005:

» increases of 7% in Chilean cleetric delivery sales volumes and
higher average prices overall: and

o increascs of 8% in cleetrie delivery sales volumes in El
Salvador and higher average prices overall.

Energy-related Businesses

Encrgy-related businesses contributed $20 million less o
operating incomge lor the three months ended September 310,
20006, compared with the same period in 2005, The decrease
was primarily atiributable to $24 million of lower pre-tax
contributions Irom synfuel projects. This reflects:

e 1 $36 million net unrealized loss on oplions purchased o
hedge a portion of the risk associated with the phase-out ol the
synthetic Tuel tax credits Tor 2006 and 2007; partially offset by

o $12 million of lower operating losses due o lower production
levels.

Encrgy-related businesses contributed $27 million more to
operating income [or the nine months ended Seplember 30,
2006. compared with the same period in 2005, The increase
wus primarily attributable lo:

o 518 million of higher pre-tax contributions from synfuel
projects. This reflects a $6 million net unrealized gain on
options purchased to hedge a portion ol the risk associated
witlh the phase-out of the synthetic fuel tax credits for 2006
and 2007 and $22 million of lower operating losses due o
lower production levels, partially offset by an impairmenl
charge of $10 million on the synfucl-related assets: and

e 1 $7 million increase from PPL Telcom due to an increase in
transport-related sales, as well as reduced spending on a
product line. (The increase in net energy-related business
income for PPL Teleom is before depreciation. interest
expense and income taxes.)

Sece Note 11 tothe Financial Statements for an overall
assessment of synthetic fuet wx eredits and a lurther discussion
of the impairment of these lacilitics.



Other Operation and Maintenance

For the three moenths and nine months ended September 30,
2006. PPL's other operation and maintenance expense was
reduced by a $36 million one-lime credil in connection with
the realization ol benelits related (o the ability to use excess
Black Lung Trust assets to make future benefit payments for
retired mine workers' medical costs, See Note 1) for
additional information.

Excluding this one-time credil, the increases in other operation
and maintenance expenses were due to:

Sept. 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Ended Ended

Reduction in Enron reserve (Note 2) $ {19)
Costs associated with severe ice storms in

Junutary 2005 {16)
Subsequent deferral of a portion of 2005 ice

SR COStS $ 12 12
Martins Creek ash basin remedition

adjustment (Note 11) (3% (22)

Reversal of cost recovery - Hurricane Isabl
(Note 2) 11 1"
NorthWestern litigation accrual in

March 2005 (%)
Susquehanna plant refueling and inspection

COSIS 4 16
Union comract ratification bonns 7 7
Increase in doniestic and international

pension and postretirement costs H 21
Outage costs at Manins Creck and Brunner

Island plants 3 11
PUC reportable storm costs in 2006 3 10
Tree trimming costs 2 4
Increase in imernational operation and

MANICHINGE eXpenses 7 13
Acceleraled amonizion of stock-based

compensation in 2005 (Note 1) (18)
Chher 13 4

3 40 8 25

Depreciation
The changes in depreciation expense were due Lo:

Sept, 30, 2006 vs, Sept. 30, 2005
Three Months  Nine Months

Inded Ended

Additions to PP&E § 4 5 19
Reduction of useful lives of certain

distribution assets :
Changes in foreign currency exchange rates 2 (03]
Extension of useful lives of certain

generalion asscts (2)
Chilean depreciation accounting adjustment

(Nute 3) 7 (N

§ () § 11

Other Income - net

Sce Note 13 1o the Financial Statements Tor details of other
income.

Financing Costs

The changes in financing costs, which include "Interest
Expense” and "Dividends on Prelerred Securitics of o
Subsidiary” were duc 10

Sept. 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Ended nded
Increase in interest expense due to hedging
activities $ 5 % 22
Dividends on 6.25% Serex Prelerence Siock 4 3
Increase in capitalized interest (5) {1
Interest acerued in 2005 for PIM billing
dispute (Note £1) [£.3)
Increase {(decrease) in long-term debt interest
cApense 8 (&)
Write-ofT in 2005 of financing costs
associated with PPL Energy Supply's
2.625% Conventible Senior Notes due o the
market trigger price being met [GY) 6)
Decrease in amortization of debt (4 (&}
Decrease in shor-term debt interest expense (1 )
Change in tforeign currency exchange rates 1 (3)
Other ()
3 23 (14}

Income Taxes
The changes in income taxes were due Lo

Sept. 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Ended Ended
Higher (fuwer) predax book income % {1y S 20
Reduction in tax benefis related to
nonconventional fuel ax credits 2 42
Decrease in tax expense on foreign camings ") (8)
Chilean deferred tax accounting adjustment
(Note 3) ) 9y
Transter of WPD tax items in 2006 (Note §) (2
Decrease in ax expense related 1o tax
reserves 7 N
{ther 3
8 2h 8 8k

See Note 5 1o the Financial Statements for details on effective
income tax rales.

Discontinued Operations

In the sceond guarter of 2006, PPL recorded 2 $24 million loss
on the sale of its ownership interest in the Grilfith plant, which
is net of a tax benefit of 316 million. The "Loss (Income)
from Discontinued Operations” also includes the acceleration
of netl unrealized gatns on derivatives associated with the
Griffith plant of $7 million after tax.

[n the second quarter of 2005, PPL reported a $47 million losg
which is net of a tax benefit of $26 million. in connection wi
the sale of its Sundance power plant,

Sce "Discontinued Operations™ in Note 8 to the Financial
Statements [or information on these sales. along with



information regarding operating income (losses) recorded 1n
2006 and 2005 for the Griftith plant prior to the sale and lor
.cmling losses recorded in 2005 prior to the Sundance sale.

Financial Condition
Liquidity and Capital Resources

AL September 30, 2006, PPL had $923 million of cash, cash
cquivalents and short-term investments and $43 million of
short-term debt. At December 31, 2005, PPL had $618
million of cash, cash equivalents and shor-term investments
and $214 million of short-term debt. The $305 mitlion
increase in PPL's cash, cash equivalents and short-term
investments position was primarily the net result of:

$1.3 hiltion of cash provided by operating aclivitics:

o the issuance of $800 million of long-term debt:

e $245 million of net proceeds rom the issvance of preference
stock: and

o $115 million of proceeds from the sale of PPL's interest in the

Griffith plant: offsct by

o 5859 million of capital expenditures (including $103 million o

purchase equipment previously leased):
o the retirement of $757 million of long-term debt:
o o net decrease in shor-term debt of $172 million (excluding
the impacet of loreign curreney translation adjustments):
o the payment of $304 million of commoen stock dividends: and
$26 million of net purchases of emission allowances,

Leases

[n September 2006, PPL's subsidiaries terminated the master
lease agreements under which they leased equipment, such as
vehicles, computers and ofhice equipment. In addition. PPL
and its subsidiarics purchased the equipment from the lessors
at a negotiated price. Accordingly. these master lease
agreements are no longer available as a source of financing. In
connection with the purchase, "Property. Plant and
Equipment” on the Balance Sheet increased by $107 million.
As ol September 30, 2006, $103 million had been paid. and
the remaining $4 million payable is expected w be settled
during the fourth quarter of 2006.

The "Contractual Obligations” scetion in "ltem 7.
Management's Discussion and Analysis of Financial Condition
and Results of Operations.” in PPL's 2005 Form 10-K included
$98 million in obligations related to these leases.

Convertible Senior Notes

The terms of PPL Encrgy Supply's 2.625% Convertible Scnior
Notes due 2023 include a market price trigger that permils
olders 1o convert the notes during any lscal quarter il the
psing sale price of PPL's common stock exceeds $29.83 lor
least 20 trading days in the 30 consecutive trading days
ending on the last trading day ol the preceding Nscal quarter,
This market price trigger was mel in the first, second and third
quarters of 2006. Therelore, holders of the Convertible Senior

Notes were entitled 1o convert their notes at any time during
the second and third guarters of 2006 and are also entitled (o
converl their notes any time during the Tourth quarter of 2006,
When holders clect 1o convert the Convertible Senior Notes,
PPL Encrgy Supply is required to settle the principal amount
in cash and any conversion premium in cash or PPL common
stock.

Puring the nine months ended September 30, 2006,
Converuible Senior Notes in an aggregate principal amount of
$39 million were presented for conversion. The otal
conversion premium related to these conversions was $11
million, which was scttled with 348.465 shares of PPL
common stack along with an insignificant amount of cash in
licu of fractional shares. Aller such conversions, PPL Encroy
Supply has approximately $361 million of Convertible Senior
Notes that can be presented lor conversion in the fourth
quarter ol 2006. PPL and PPL Encrgy Supply have. and
cxpect to continue to have, access to sufficient liquidity
sources to fund any future conversions.

Preference Stock

In April 2006, PPL. Electric sold 10 miltion depositary shares,
cach representing a quarter interest in a share of PPL Electric's
6.25% Sceries Prelerence Stock (Preference Shares), totaling
$250 million. In connection with the sale of the depositary
shares, PPL Electric issued 2.5 million Preference Shares, with
a liquidation preference ol $100 per share, o the bank acting
as 4 depositary, PPL Electric used the net proceeds ol $245
million (rom the offering to repurchase $200 million of s
common stock held by PPL, and lor other gencral corporate
purposcs. PPL used the $200 million received from PPL
Electric o fund capital expenditures and lTor general corporate
PUFPOSES.

Holders of the depositary shares are entitled 1o all proportional
rights and preferences of the Preference Shares. including
dividend, voting. redemption and hquidation rights, exercised
through the depositary. The Preference Shares runk senior 1o
PPL Elcctric’s common stock and junior Lo its preferred stock,
and they have no voling rights, excepl as provided by taw,

Dividends on the Prelerence Shares will be paid when. as and
il declared by the Board of Dircctors al a lixed annual rate of
6.25%. or $1.5625 per depositary share per year, and are not
cumulative. PPL Electric may not pay dividends on. or
redeem. purchase or make a liguidation payment with respect
to any ol its common stock. exeepl in cerlain circumstances,
unless full dividends on the Prelerence Shares have been paid
for the then-current dividend period,

The Preference Shares do not have a staled maturity. and are
not subject to sinking fund requirements. However, PPL
Electric may. at its option, redeem the Preference Shares in
wholce or in part from time 1o time Tor $100 per share
(equivalent to $23 per depositary share), plus any declared and
unpaid dividends. on or after April 6, 201 1. 1t is PPL
Electric’s inention to redeem or repurchase the Prelerence



Shares only from the proceeds of the sale of certain qualifying
securitics having equity characteristics similar 1o or greater
than the applicable equity characteristics of the Preference
Shares. PPL Electric may decide to affirm this intention in the
future by making an enforceable covenant in favor of holders
of a specilic series of is outstanding long-term debt securitics.

Credit Facilities

In March 2006. PPL Encrgy Supply extended the expiration
date of its 364-day reimbursement agreement, under which it
can cause the bank 1o issue up 1o $200 million of letiers of
credit. to March 2007, In June 2006, PPL Energy Supply
enlered into a $1.9 billion Amended and Restated Five-Ycar
Credit Agreement, which expires in June 201 1. This credit
agreement amended, restated and combined into one credit
facility the Tollowing three live-year credit lacilitics of PPL
Energy Supply: the $800 million facility expiring in June
2010, the $600 million lacility expiring in June 2010 and the
$500 million facility expiring in December 2010.

WPD (South West)'s £100 million 364-day credit lacility
expired in October 2006 and 1s expected o be renewed in
November 2006,

In June 2006. PPL Electric amended and restated the credit
agreement for its $200 miilion five-year credit facility and
extended the expiration date to June 204 1. PPL Electric’s
$100 million three-year credit fucility expired in June 2006
and was not renewed. In July 2006, PPL Electric extended the
expiration date of the credit agreement related 1o its
participation in an asset-backed commercial paper program o
July 2007,

Debt Financings

PPL Energy Supply issued $300 million of 6.20% Sentor
Notes due 2016 (6.20% Notes) in May 2006 and issued an
additional $150 million of the 6.20% Notes in July 2006. The
6.20% Noles may be redeemed al any time prior o matuority at
PPL Encrgy Supply's option at make-whole redemption prices.
In July 2006. PPL Encrgy Supply also issued $250 million of
7% Senior Notes due 2046 (7% Notes). The 7% Notes are not
subject 10 redemption prior to July 15, 2011, On or after

July 15. 201 1. PPL Encrgy Supply may. at its option. redeem
the 79 Notes. in whole or in part. at par. Proceeds from the
sale ol both the 6.209% Notes and 7% Notes were used (or
capital expenditures, including expenditures relating (o PPL
Energy Supply's installation of pollution contro equipment al
two ol its coal-lired power plants in Pennsylvania. and for
general corporate purposes,

In July 2006, Emel issued 3 million UF {inNation-indexed
Chilean Pesos) denominated bonds in two series ($101 million
at then-current exchange rates). The [irst series consists ol |
million UF denominated bonds that mature in 2011, are
callable at par on or alter June |, 2009, and bear interest at
3.75%. "The second series consists ol 2 million UF
denominated bonds with serial maturities from 2021 through

2027, which are callable on or alter June 1. 2014, at a

specified caleulated value on the call date and bear interest at
4.50%. The proceeds were used 1o pay Emel's 3 million UF.
denominated bond maturity in August 2006.

Rating Agency Decisions

Moody's, S&P and Fitch periodically review the credit ralings
on the debt and preferred securities of PPL and its
subsidiarics. Based on their respective independent reviews,
the rating agencies may make certain ratings revisions or
ratings affirmations.

A credil rating reflects an assessment by the rating agency of
the credit-worthiness associated with an issuer and particular
sceurities that it issues. The credit ratings of PPL and its
subsidiarics are based on information provided by PPL and
other sources, The ratings ol Moody's, S&P and Fitch are not
a recommendation to buy. sell or hold any securities of PPL or
its subsidiarics. Such ratings may be subject 1o revisions or
withdrawal by these agencies at any time and should be
evaluated independently of cach other and any other rating that
may be assigned 1o the seeuritics. A downgrade in PPL's or its
subsidiaries’ credit ratings could result in higher borrowing
costs and reduced aceess to capital markets.

Maoody's

In March 2006, Moody's took the following actions related (o
the credil ratings of PPL and its subsidiarics:

o PPL - assigned a BaaZ issuer rating;

e PPL Capital Funding - upgraded the ratings of its senior
unseeured debt and Medium Term Notes w Baa2 (rom Baa3
and subordinated debt 10 Baa3 from Bal; and

e PPL Electric - upgraded the tssuer rating to Baal from Baa2
and upgraded the ratings of its First Mortgage Bonds and
Seaior Secured Bonds to A3 from Baal and preferred stock 1o
Baul rom Bal.

In March 2006, Moody's also reviewed the credit ratings of
PPL Energy Supply and concluded that its ratings remain
unchanged.

S&P

In connection with PPL Electric’s issuance of Prelerence
Shares in April 2006, S&P affirmed all of PPL Electric's credit
ralings.

Fitch

In February 2006, Fitch's Europe, Middle East and Africa
group implemented issuer default ratings (IDRs) based on its
new IDR methodology. This implementation led 1o Fitch's
assignment of the following [DRs and Fitch's revision of its
ratings on the following securitics currently outstanding at
WPD and its afliliates:




s WPDH Limited IDR of BBB- and senior unsecured rating 1o
BBB from BBB-:
WPD LLP IDR of BBB, senior unsceured rating to BBB+
from BBB and preferred stock rating 10 BBB (rom BBB-: and
» WPD (South Wales) and WPD (South West) IDR of BBB+
and senior unsecured deblt rating 10 A- [rom BBB+.

Fitch's outlook Tor WPD and ity alTiliates remains stable.

Capital Expenditures

The schedule below shows PPLs capital expenditure
projections as of September 30, 2006, for the years 2006
through 2010,

Projected
2006 2007 2008 2009 2010
Construction expenditures (i)
Generating lacilities S W6 24185 I86S 296 8 295
Transmission and distribuation
facilities 551 550 533 575 03y
Environmenial 340 582 378 125 75
(ther vy 86 48 4] 41
Taotal Conslruction
Expenditures 1,285 1,459 (145 1037 LO5G
Nuclear (ucl 79 Y2 97 97 9y

Total Capital Expenditures $1.364 51,550 S 1242 $1.13 S 1149

(a)  Construction expenditures include AFUDC and capitalized interest,
which are expreted 1o be $162 million Tor the 2006-2010 period.

PPL's capital expenditure projections lor the years 2006-2010
total $6.4 billion. Capital expenditure plans are revised
perindically 1o refleet changes in operational. market and
regulatory conditions. The above schedule has been revised
lrom that which was presented in PPL's 2005 Form 10-K,
primarily to refect the instaflation costs of cooling Lowers at
the Bruaner Island plant, the expansion of the Holiwood
hydroclectric plant and the purchase of equipment previously
feased under master lease agreements. See Notes 11, 8 and 2
to the Financial Statements for additional information,

PPL plans 1o fund all of its capital expenditures in 2000 with
cush on hand, cash from operitions and the issuance of debt
seeuritics.

FFor additional information on PPL's liquidity and capital
resources. see “ltlem 7. Management's Discussion and Analysis
ol Financial Condition and Results of Operations.”™ in PPL's
2005 Form 10-K.

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Commodity Price Risk (Non-trading}

PPL's non-trading commodity derivative contracts mature at
various times through 2052, PPL segregates its non-trading
activitics as cither hedge or cconomic. Transactions that are
accounted Tor as hedge activity qualify for special hedge
accounting treatment under SFAS 133, "Accounting lor
Derivative Instruments and Hedging Activities." as amended
and interpreted. The non-trading cconomic category ineludes
transactions that address a specific risk. but are not eligible for
hedge accounting or hedge accounting is not elected. Included
in the non-trading cconomic category are certain load-
following energy obligations and related supply contracts,
Nnancial transmission rights, crude oil swaps 1o hedge rail
transportation charges and hedges ol synthetic fuel tax credits,
The lair value of these non-trading cconomic contracts as off
Seplember 30, 2006, including net premiums on related
aptions. was $10 million. The following chart sets forth PPL's
net (air value of the non-trading contracts,

Three Months Ended  Nine Months Ended

September M), Septenther 30,
2006 2005 2006 2008

Fair value of conlracts
outstanding w the

beginning of the period 3 199y § (129) §  (28h) & (1N
Contracts realized or

otherwise settled during the

period () 8 I (3N
Fair value of new comracts

at inception 27 9 2 22
Other changes in fair values 20 (147) 193 (255)
Fair value of contracts

owstanding at the end of

liwe period S (07 & @275 § (1§ (275

Beginning in January 2006. PPL implemented a program to
hedge its exposures to changes in market prices of certain
metals necessary Tor the scrubbers PPL is installing at the
Brunner Island and Montour generating plants. These
contracis. which gualily for cash flow hedge treatment, were
duesignated as hedges in March 2006 and their [air values are
included in the wable above.

The lollowing chart segregates estimated lair values of PPL's
non-trading commaodity derivative contracts at September 30,
2006. basced on whether the fair values are determined by
guoted market prices or other more subjective means.



Fair Value of Contracts at Period-End
Gains (Losses)

Maturity Maturity
Less Than Muterity  Muturity  in Excess  Total Fair
1 Yeur 1-3 Yeurs  3-5 Years  of 5 Yeurs Value

Source of Fair Yalue
Prices actively gquoted $ 3 % 2 3 4 3 1§ 4
Prices provided by
other external
sources
Prices based on
miodels and other
vatuation methods 43 62 105
Fair value ol contracts
outstanding i the
end of the pericd 5 I 8

(174} {6) 3 (216)

(1 8 ) 3 4 & aon

The "Prices actively quoted” calegory includes the lair value
of exchange-traded natural gas fuiures contracts guoled on the
NYMEX. The NYMEX has currently quoted prices through
2011,

The "Prices provided by other external sources” category
includes PPL's forward positions and options in natural gas
and power and natural gas basis swaps at points [or which
over-the-counter (OTC) broker quotes are available, The fair
value ol clectricity positions recorded above use the midpoint
ol the bid/ask spreads obtained through OTC brokers. On
average. OTC quotes Tor Torwards and swaps of natural gas
and power extend one and two years into the future.

The "Prices based on models and other valuation methods™
category includes the value of transactions for which an
internally developed price curve was constructed as a result ol
the long-dated nature of the transaction or the illiquidity of the
markel point, or the value of options not quoled by an
exchange or OTC broker. This category reflects the fair value
ol (ransactions compleled in auction markets, where contract
prices represent the market value for load-following. bundled
energy prices delivered at specific. illiguid delivery points.
The trunsaction prices associated with the contracts did not
equal the wholesale bilateral market prices at inception

(Duy 1). However, EITF 02-3, "Issues Involved in
Accounting Tor Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activitics.” does not generally permit Day |
gains und losses to be recognized unless the lair value is
derived principally [rom observable market inputs. Therelore,
PPL recorded a reserve Tor the modeled Day 1 gain, which is
netted against the above Tair values.

As of September 30, 2006. PPL estimated that a 10% adverse
movement in market prices across all geographic arcas and
time periods, excluding the effect of any commodity price
correlations, would have decreased the value of the commodity
contracts in its non-trading portiolio by $332 million. For
purposes of this culculation. an increase in the market price tor
eleetricity is considered an adverse movement because PPL's
electricity portfolio is generally in a net sales position. and the
deerease in the market price lor fuel is considered an adverse
movement because PPL's commodity fuels portlolio is
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generally in a net purchase position. PPL enters into these
commuodity contracts to reduce the market risk inherent in the

generation of clectricity. .

In accordance with its marketing straegy. PPL does not
completely hedge its generation output or luel requirements.
PPL estimates that for its entire portlolio, including all
generation, emissions and physical and financial energy
positions, a 10% adverse change in power prices across all
peographic zones and time periods would decrease expected
2006 gross margins by $5 million, Similarly, a 10% adverse
movement in all fossil fuel prices would decrease 2006 pross
muargins by $45 million.

The data in the above tables includes the aetivity for PPL's
synthetic fuel tax credit hedges. Additional information
regarding these hedges can be found in the "Synthetic Fuel
Tax Credit Risk” section below.,

Commodity Price Risk (Trading})

PPL also exceules energy contracts (o take advantage ol
market opportunities. As a result, PPL may at times create a
net open position in its portfolio that could result in signilicant
losses if prices do not move in the manner or direction
anticipated. The margins from these trading activities are
shown in the Statements of Income as "Net energy trading
margins.”

PPL's irading contracts mature al various limes through 2009,
The following chart sets forth PPL's net [air value ol trading
contracts.

Three Months Ended Nine Months Ended

September M), September 30,
2006 2005 2006 2005

Fair value of contracts

autstanding at the

beginning of the period 3 [ 11 s 5 8 14}
Contracts realized or

otherwise settled during the

period 20 {1m 2 {1
Fuir value of new conlracts

at inception (16 (2) (13) 2
Other changes in fair values 6 11 35 15
Fair value of contracts

outstamding at the end of

the period 3 29 % 10 $ 29 3 1}

PPL will reverse $18 mitlion of the $29 million unrealized
trading gains over the next three months of 2006 as the
transuctions are realized.

The lollowing chart segregales estimated lair values of PPL's
trading portfolio at September 30, 2000. based on whether the
fair values are determined by guoted market prices or other
more subjective means.,



Fair Value of Contracts at Period-End
Gains (Losses)

Mutuority Maturity
Less Thun  Muturity  Matorily  in Excess Total Fair
i Year 1-3 Yeurs 45 Years  of 5 Years Value
Source of Fair Value
Prices actively quoted § (h § (nH 3 | iy (1)
Prices provided hy
vlher extermnal
SOUICES §2 4 16
Prices based on
maodels and wher
valuation methods 4 1(} 14
Fair value of contracts
outstanding at the
end of the period 8 15 8 13 5 i ) 29

See "Commodity Price Risk (Non-trading)” for information on
the various sources ol fair value.

As of September 30, 2006, PPL estimated that a 10% adverse
movement in markel prices across all geographic arcas and
time periods, excluding the effect of any commodity price
correlations, would have decreased the value of the commaodity
conltracts in its trading portfolio by $25 million.

fnterest Raie Risk

PPL and its subsidiaries have issued debt 1o linance their
operations. which increases their interest expense risk. PPL
utilizes various financial derivative products o adjust the mix
of fixed and foating interest rates in its debt portfolio, adjust
the duration of its debt portiolio and lock in treasury rates (and
interest rate spreads over treasuries) in anticipation ol future
lnancing. when appropriate. Risk limits under the risk
management program are designed Lo balunce risk exposure 1o
volatility in interest expense and changes in the fair value of
PPL's debt portfolio due o changes in the absolule level of
interest rates.,

At September 34). 2006, PPL's poteniial annual exposure 10
increased interest expense. based on a 10% increase in inlerest
rates, was $8 million.

PPL is also exposed to changes in the fair value of its domestic
and international debt portfolios. At September 30. 2006, PPL
cstimated that its potential exposure to a change in the lair
value of its debt portfolio. through a 109 adverse movement
in interest rates, was $237 million,

PPL utilizes various risk management instruments 1o reduce its
exposure 10 the expected future cash flow variability of its debi
instruments. ‘These risks include exposure 10 adverse interest
rate movements {or outstanding variable rate debt and for
future anticipated financing. While PPL is exposed to changes
in the fair value of these instruments. any changes in the fair

alue of these instruments are recorded in equity and then

lassified into carnings in the same period during which the

*m heing hedged atfects carnings, AL Seplember 30, 20006,
the market value of these instruments, representing the amount
PPL. would receive upon their lermination. was $24 million,
AL September 30, 2006, PPL estimaied tha its potential
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exposure o a change in the fair value of these instruments.
through a 10% adverse movement in the hedged exposure, was
$44 million,

PPL also utilizes various risk management insiruments 1o
adjust the mix of Nxed and [Moating inmerest rates in its debt
portlolio. While PPL is exposced o changes in the Tair value of
these instruments. any change in market value is recorded with
an equal and offselting change in the value of the debt being
hedged. At September 30, 2006, PPL estimated that its
potential additional exposure to a change in the Tair value of
these instruments, through o 10% adverse movement in interest
rates, was $18 million.

Foreign Currency Risk

PPL is exposed Lo foreign currency risk. primarily through
investments in afliliates in the UK. and Latin America. In
addition. PPL. may make purchases of cquipment in currencics
other than U.S. dollars.

PPL has adopled a foreign currency risk managemenlt program
designed 1o hedge certain foreign currency exposures,
including firm commitments, recognized asscls or liabilities
und net investments. In addition, PPL enters into financial
instruments Lo protect against foreign currency translation risk
ol expected carnings,

To protect 2006 expected income in Chilean pesos, PPL
crtered into an average rate forward (or 8 billion Chilean
pesos. The seitlement date of this Torward is November 2006,
At September 30, 2006. the market value of this position.
representing the amount PPL would receive upon its
termination. was insignificant. PPL estimated that its potential
additional exposure (o a change in the market value of this
instrument, through a 10% adverse movement in foreign
currency exchange rates, was insigmficant at September 30,
2006.

To protect 2006 expected income denominated in British
pounds sterling, PPL eniered into a combination of average
rate Torwards and average rate options Tor £88 million. These
lorwards and oplions terminate in November 2006, At
September 30), 2006, the market value of these positions,
representing the amount PPL would pay upon their
termination, was $1 million. PPL estimated that its potential
additional exposure to a change in the market value ol these
instruments, through a 10% adverse movement in foreign
currency exchange rates, was $1 million at September 30,
2006.

WPDH Limited holds a net position in cross-currency swaps
totaling $1.1 billion o hedge the interest payments and valuce
ol its U.S. dollar-denominated bonds with maturity dates
ranging {rom December 2006 (0 December 2028, The
estimated value of this position at September 30, 2006, being
the amount PPL would pay to terminale it, including acerued
interest. was $260 million. PPL estimated that its potential
additional exposure (o a change in the market vatue of these



instruments. through a 10% adverse movement in foreign
currency exchange rates, was 3146 million at September 30,
2006.

On the Statements of Income, gains and losses associated with
hedges of interest payments denominated in foreign currencics
are rellected in "Interest Expense.” Gains and losses
assogiated with the purchase ol equipment are reflected in
"Depreciation.” Gains and losses associated with net
investment hedges remain in " Accumulated other
comprehensive loss” on the Balance Sheets until the
investment is sold or substantially liquidated.

Nuclear Decommissioning Trust Funds - Securities Price Risk

In connection with certain NRC requirements. PPL
Susquehanna maintzains trust lunds o fund certain costs of
decommissioning the Susquehanna station, As of

September 30, 2006. these funds were invested primarily in
domestic equity securities and fixed-rate, fixed-income
sceuritics and are reflected at fair value on PPL's Bulance
Sheet, The mix of securities is designed 1o provide relurns to
he used to fund Susquehanna's decommissioning and o
compensale lor inllationary increases in decommissioning
costs. However, the equity securitics included in the trusts are
exposed Lo price Muctuation in equity markets, and the values
of lixed-rate, lixed-income securities in the trusts are exposed
10 changes in interest rates. PPL Susquchanna actively
monitors the investument performance and periodically reviews
asscl allocation in accordance with its nuclear
decommissioning trust policy statement. At September 30,
2006. a hypothetical 10% increase in interest rates and a (0%
decrease in equity prices would have resulted in an estimated
$34 million reduction in the air value of the trust assets, Sce
Note 21 in PPL's 2005 Form 10-K [or more information
regarding the nuclear decommissioning trust funds.

Swathetic Fuel Tax Credit Risk

At this time. PPL expects that the current high level and the
volatility ol crude oil prices will reduce the amount of
synthetic fuel tax credits that PPL receives through its
synthetic fuel production. The tax credits are reduced il the
annual average wellhead price of domestic crude oil falls
within a phasc-out range. The tax credits are eliminated il this
reference price exceeds the phase-out range. See "Regulatory
[ssucs - IRS Synthetic Fuels Tax Credits” in Note 11 10 the
Financial Statements for more information regarding the
phase-cut of the tax credits and shutdown ol synluel projects.

PPL implemented a risk management strategy 1o hedge a
portion ol the variability of cash flows associated with its 2006
and 2007 synihetic fuel tax credits by hedging the risk that the
2006 and 2007 annual average wellhead price for domestic
crude oil will be within the phase-out range.

PPL. has options to mitigate some of the reductions in synthetic
fuel tax credits if the annual average wellhead price for 2006
and 2007 falls within the applicable phasc-out range. These

positions did not qualify for hedge accounting treatment. The
mark-to-market value of these positions at September 30,

2006, was a gain of $33 million. A loss of $24 million was .
recorded during the three months ended September 30, 2006,

and a gain of $23 million was recorded during the nine months
ended September 30, 2006. This compares 1o gains o $17
million and $22 million recorded during the same periods in
2005, These amounts are reflected in "Energy-related
businesses™ revenues on the Statements of Income,

As ol September 30, 2006. PPL estimaed that a 10% adverse
moveinent in market prices of crude oil would have decreased
the value of the synthetic fuel hedges by $21 million. For
purposes of this calculation, a decrease in the market price (or
crude oil is considered an adverse movement.

Related Party Transactions

PPL is not aware ol any material ownership interests or
operaling responsibility by senior management ol PPL, PPL,
Encrgy Supply or PPL Electric in outside partnerships.
including leasing transactions with variable interest entities, or
other entities doing business with PPL.

For additional inlormation on related party transactions, sce
Note 12 o the Financial Sttements,

Acquisitions, Development and Divestitures

From time 1o time. PPL and its subsidiaries are involved in
negotiations with third parttes regarding acquisitions and
dispositions ol businesses and assels, joint ventures and
development projects, wiich may or may not result in
dehnitive agreements. Any such lransactions may impact
luture Mnancial results. See Note 8 10 the Financial Statements
lor information regarding recent transactions,

PPL is currently planning incremental capacity increases of
395 MW at several existing domestic penerating lacilities.
OflTsetting this increasce is an expected 30 MW reduction in
generation capability at cach ol the Brunner Island and
Montour plants, due (o the estimated increases in station
service usage during the scrubher operation, See Note 11 lor
additional information, as well as informaltion regarding the
shut down ol two 150 MW generating units at PPL Martins
Creck,

PPL is continuously reexamining development projects based
on market conditions and other lactors o determine whether to
proceed with these projects, sell them, cancel them. expand
them, exceule tolling agreements or pursue other opportunitics,

Environmental Matters

See Note 11 o the Financial Statements [or a discussion of .
environmental maltters.



New Accounting Standards

.c Note 18 to the Financial Statements for a discussion of
cw accounting standards recently adopted or pending
adoption.

Application of Critical Accounting Policies

PPL's financial condition and results of operations are
impacied by the methods. assumptions and estimates used in
the application of critical accounting policies. The following
accourting policies are particularty important to the financial
condition or results ol operations of PPL., and require
estimates or other judgments of matters inherently uncertain:
price risk management, pension and other postrefirement
henefits. asset impairment. leasing, loss aceruals and asset
retirement obligations,

See "llem 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations.” in PPL's 2005
Form 10-K for a discussion of each critical accounting policy.
PPL's seaior management has reviewed these critical
accounting policies, and the estimates and assumptions
regarding thenn with its Audit Commiuee. In addition, PPL's
senior management reviewed the Form 10-K disclosures
regarding the application of these critical accounting policies
with the Audil Commitiee.

In September 2006, the FASB issued SFAS 158, "Employers’
Accounting for Delined Benefit Pension and Other
Postretirement Plans. an amendment of FASB Statements No,
87, 88. 106, and 132(R)." PPL and its subsidiarics will adopt
the recognition provisions of SFAS 158 prospectively, as of
Decentber 31, 2006, Sce Note 18 to the Financial Statements
for a more detailed discussion ol this new accounling standard.



PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Qverview

PPL Encrgy Supply is an energy company with headquarters in
Allentown, PA. In PPL Energy Supply's 2005 Form [0-K,
descriptions ol its domestic and internationat businesses are
found in "Ttem ). Business - Background.” Through its
subsidiarics, PPL Encrgy Supply is primarily engaged in the
generation and marketing ol electricity in two key markets -
the northeastern and western U.S. - and in the delivery of
eleetricity in the UK. and Latin America. PPL Energy
Supply's reportable segments are Supply and [nternational
Delivery. See "liem 7. Management's Discussion and Analysis
of Financial Condition and Resulis of Operations - Overview”
in PPL Encrgy Supply's 2005 Form 10-K lor an overview of
PPL Encrgy Supply's strategy and the risks and the challenges
that it faces in its business. See "Forward-Looking
Information,” Note 11 o the Financial Stitements and the rest
ol this ltem 2 in this Form 10-Q and "ltem 1A, Risk Factors”
and the rest of liem 7 in PPL Encrgy Supply's 2005 Form 10-K
for more information concerning the matenial risks and
uncertaintics that PPL Encrgy Supply laces in its businesses
and with respect 1o its [uture carnings,

The following information should be read in conjunction with
PPL Lnergy Supply's Condensed Consolidated Financial
Statements and the accompanying Notes and in conjunction
with PPL Encrgy Supply's 2005 Form 10-K.

Terms and abbreviations are explained in the glossary. Dollars
are in millions unless otherwise noted,

Results of Operations

The following discussion begins with a summary of PPL
Energy Supply's carnings. "Results of Operations” conlinues
with a review ol results by reportable segment and a
deseription of key lactors by segment that management expecls
may impact future carnings. This section ends with
explanations ol signilicant changes in principal items on PPL
Energy Supply's Statements of Income, comparing the three
and nine months ended Seprember 30, 2006, with the same
periods in 2005.

Earnings

Nel income was as Tollows.

‘I'hree Months Ended Nine Months Ended

September 30, Septeniler 30,
206 2005 2006 2005
] 182 & 159 % 571 s 418

o0)

The changes in net income from period 1o period were. in part,
attributable to several significant items that management
considers unusual. Details of these unusual items are provided
within the review of cach segmenl's carnings,

The period-to-period changes in signilicant carnings
components, including domestic gross cnergy margins by
region and signilicant income statement line items, arc
explained in the "Statement of Income Analysis.”

The Statements of Income reflect the resulls of past operations
and are not inlended as any indication of future operating
results. Future operating results will necessarily be affected by
various and diverse factors and developments. Furthermore,
because results for interim periods can be disproportionately
influenced by various factors and developments and by
scasonal variations, the results of operations for interim
pericds do ol necessarily indicaie results or trends for the
year,

Segment Results
Net income by segment was:

Three Months Ended Nine Months Ended

September M, September 30,
2006 2005 2006 2008
Supply s 122 8 123 & 351 8 266
Intemational Delivery 59 36 219 152
Total $ 1B2 8 18 0§ 50§ 41§

Supply Segment

The Supply segment primarily consists ol the domestic energ
marketing, domestic generation and domestic development
operations of PPL Encrgy Supply.

The Supply segment results in 2006 and 2005 relleet 1he
reclassification of the GrifTith plant revenues and expenscs
from certain income statement line items o "Loss (fncome)
from Discontinued Operations.” The Supply segment results
in 2003 also reflect the reclassification of the Sundance plant
revenues and expenses from certain income statement line
items to "Loss (Income) tfrom Discontinued Operations.” See
Note 8 1o the Financial Statemems for further discussion,




Supply scgment net income was:

Three Months Ended

Nine Months Ended

Septeniber 30, Septembrer 30,
2006 2005 2006 2005
Energy revenues § 0929 0§ TYS 5 2544 8 2165
Energy-relamed businesses 123 145 407 403
Total operating revenues 1.0152 940 2.951 2.568
Fuel and cnergy purchases 508 343 1,291 1.016
(hher operation and
maintenince 184 19K 549 576
Depreciation 37 35 106 103
Taxes. wther than income H} 10 29 3l
Energy-related businesses 152 155 426 443
Total operating expenses 891 781 2.401 2,169
Other Incone - net 14 6 34 I8
Interest Expense 25 24 59 05
Income Tuxes 27 20 153 M
Minurity Interest 1 1
Loss {Income) from
Discomtinued Operations (2) 20 51
Total $ 123 05 123 0§ 351§ 260

The after-tax change in net income was due to the following
factors, including discontinued operations,

Sept. 3, 2006 vs. Sept. 30, 2005

Three Months

Nine Months

Inded Ended
Eastern U.S. non-trading margins $ 17 s 56
Northwestem U.S. non-trading margins (6) 14
Sowmthwestern ULS. non-irading margins 5 })
Net energy teading margins (3) (5)
Operation and maintenance expenses (7N (24)
Interest expense (n 3
Eamnings from syntucl projects (17} 29
her 2 4
Unusual items 19 O
5 $ 835
The foliowing alter-tax items, which management considers
unusual, had a significant impact on Supply segiment earnings.
Three Months Ended  Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Sale of Sundance plan
(Nowe 8) S “h
Sale of interest in the
Griflith plant (Note 8) $ t7
Reduction in Enron reserve
(Note 2) 11
Off-site remediation of ash
basin leak (Note 11) s {149} 4] Yy
Scitlement of NorthWestern
litigation {6}
Impairment of synfucl-
related assces (Note 11} (6)

Acceleration of stock-based
compensation expense lor
periods prior 1o 2005

1)

ote 9) {
Total $ (1Y) $ {6y % (75}
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See "Domestic Gross Energy Margins” [or an explanation of
non-trading margins by geographic region and for an
explanation ol net energy trading margins,

Higher operation and maintenance expenses for the three
months ended September 340, 2006, compared with the same
period in 2005, were primarily due to the tming ol outages sl
the Susquehanna nuclear station and other gencrating stations.
Higher operation and maintenance expenses for the nine
months ended September 30, 2006, compared with the same
period in 2005, were primarily due o increased outage and
non-outage expenses at the Susquchanna station, two Torced
outages at the Brunner Island plant and the timing of other
planned outages.

The decline in carnings contribution from synluel projects for
the three months ended Seprember 3, 2006, compared with
the same pericd in 2005, resulted primarily from unrealized
losses on options purchased to hedge a portion of the risk
associated with the phasc-out of the synthetic fuel tax credits
for 2006 and 2007, partially offsct by Jower operating losses
due 1o lower production levels, The decline for the nine
months ended September 30, 2006, compared with the same
period in 2005, was primarily due (o the anticipated phase-out
of synthetic fuel tax credits starting in 2006 and lower
production levels.

In June 2006. bused upon observed and lorecasted higher
crude oil prices and projected cash flows, PPL Encrgy Supply
fully impaired its synfucl-relaed assets. This adjustment
decreased carnings by $6 million aller tax.

In May 2005, a subsidiary of PPL Energy Supply completed
the sale ol its 450 MW Sundance power plant located in Pinal
County. Arizony 10 Arizona Public Scrvice Company for $190
million in cash. The subsidiary recorded a loss on the sale of
$47 million alier 1ax.

In June 2006. a subsidiary ol PPL Energy Supply completed
the sale ol its 50% ownership interest in the 600 MW Grillith
power plant located in Kingman. Arizona, for $115 million in
cash. The subsidiary recorded a loss on the sale of $24 million
after tax. Another subsidiary of’ PPL Encrgy Supply recorded
the aceeleration of net unrealized gains on decivatives
associated with the plant of $7 million after tax.

[11 the third quarter of 2005, PPL Energy Supply recognized a
charge of $22 million alter 1ax in connection witl the on-sile
and off-sile costs related o the Marting Creek ash basin leak
remediation. An additional charge of $9 million alter 1ax was
recorded in the Tourth quarter of 2005, In 2006. PPL Encrgy
Supply reduced its estimate of the costs for the Maitins Creek
ash basin leak remediation. This adjusiment increased
carnings by $6 million after tax. Most of the reduction was
related o an insurance claim scttlement. PPL Encrgy Supply
cannot predict the final costs 10 be incurred as a result of this
matter,



e In the first and second quarters of 2006, PPL Encrgy Supply
decreased its reserve on claims refated to the Enron
bankrupicy. These adjustments increased carnings by $11
million after tax.

« In the (irst quarter of 2005, PPL Energy Supply recognized a
charge of $6 mitlion after (ax Tor a loss contingency refated 10
the litigation with NorthWestern. 1In September 2005, PPL

Encrgy Supply and NorthWestern reached a final agreement to

settle this litigation,
Outlook

PPL Encrgy Supply is projecting higher energy margins for its
Supply segment in 2006 compared with 2005, This increase is
primarily driven by an 8.4%9 increase in PLR sale prices as
well as higher prices for wholesale clectricity sales and higher
hydroelectric generation output in the eastern and western U.S.
These benefits are expected to be partially offset by increased
fuel and fuel transportation expenses, higher operation and
maintenance expenses and reduced carnings Irom synfucl
projects. See "Regulatory Issues - IRS Synthetic Fuels Tax
Credits” in Note 1 10 the Financial Statements for a
discussion of the tax credits that PPL Energy Supply has
earned in connection with its synfuel projects and the impact
ol higher o1l prices on future 1ax credits.

International Delivery Segment

The International Delivery segment includes operations ol the
international energy businesses of PPL Global that are
primarily locused on the distribution of electricity.
Substantially all of PPL Global's international businesses are
localed in the UK., Chile, E1 Salvador and Bolivia.

International Delivery segment net income was:

I'hree Months Ended Nine Months Ended

September 30, September 30,
2006 2005 2006 2005
Ulility revenues § 30§ 204 5 93 5 B4
Energy-related businesses 19 14 i 56
Total vperating revenues 320 283 9us 897
Enurgy purchuses w6 69 250 197
Other operation and
maintenance 70 56 204 180
Depreciation b 41 1R 7
Taxes, other than income 15 15 42 44
Encrgy-related businesses 8 7 27 20
Totab vperating expenses 215 188 64l 558
Other Income - net 10 3 35 1
Interest Expense 44 50 153 152
Income Taxes {2) 11 13 41
Minorily lnterest 4 1 7 4
Total S 5 3608 219 5 152

The aller-lax change in net income was due to the following
faclors.
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Sept. M), 2006 vs. Sept. 30, 2005

Three Months  Nine M

Ended Endd
UK.
Delivery marging ] RIS 30
Operating expenses (6} (20)
Income taxes 22
Impact of changes in foreign currency
cxchange rates 2 (9)
Impairment of investment in UK. real
estate (Note 8) (6
Gain on transfer of equity investment
(Note 8) 5 5
Hyder liguidation distribution (Note 8) R 27
Other 3
Latin America
Delivery marging 4 7
Operation and maintenance expenses 4 2
Income faxes 9 9
Impact of changes in lorcign currency
exchange rates 1 3
Other 1) I
U.S. income Laxes | {4
Other 1
Unusual item - collection of receivable from
inron 1
S 23 0§ 67

s The U.K.'s carnings were positively impacted by higher
margins. primarily due to price increases and 1% higher sales
volumes lor the nine months ended September 30, 2006,
compared with the same period in 2005,

s [n 2006, WPD has credited income for $27 million alter tax
for distributions received from the planned ongoing liquidation
ol Hyder's non-clectricity delivery businesses. PPL Energy
Supply does not expect income from the sale or iquidation of
Hyder's non-clectricity delivery businesses to continue at the
same level in 2007 as oceurred in 2006.

¢ Higher operating expenses in the UK. for the nine months
ended September 30, 2006. compared with the same peried in
2005, were attributabie (o higher depreciation, partially due 10
a reduction in meter lives in 2005, and higher pension costs at
WPD.

e Changes in loreign exchange rates increased WPD's portion of
revenue and expense line items by 4% during the three months
ended September 30, 2006, and decreased them by 4% during
the nine months ended September 30. 2006. compared with the
same periods in 2005,

o Lower UK. income taxes in 2006, compared with the same
period in 2005, were primarily due o the transfer of a luture
tax Hiability from WPD and certain surplus 1ax losses [rom
Hyder 1o a foriner Hyder affiliate. Sce Note 5 1o the Finangial
Statements for additional information.




periods, primarily due to higher margins due (o a 7% increase
in sales volumes and accounting adjustments related 10 Chilean
delerred taxes and depreciation for prior periods. See Note 3
to the Financial Statements for additional information on the
accounting adjustments.

.Lulin America carnings were positively impacted in both

Outlook

PPL Energy Supply projects that the International Delivery
segment will have higher earnings in 2006 compared with
2005, reflecting the same lactors that affected this scgment’s
carnings in the first nine months of 2006,

Statement of Income Analysis --

Domestic Gross Energy Margins

The lollowing table provides pre-tax changes in the income
statement line items that comprise domestic gross energy
margins.

Sept. 30, 2006 vs. Sept. 30, 2005
Three Months  Nine Months

Ended Ended

Wholesale energy marketing 5 1o s 299
Wholesale energy marketing Lo affiliate 30 92
Unregulated retail electric 2 3
Nel energy trading margins (4) N
Other revenue adjustments (i) 7 7
Total revenues 141 386
Fuel (23 {5
Linergy purchases 165 325
Energy purchases from affiliae 8
Other cost adjustments (i) (7 (59)
Total cost of sales 135 269
Domestic gross energy margins 3 6 S 117

(1) Adjusted o exclude the impact of any revenues and costs nol associansd
with domestic gross energy marging. This includes revenues and energy
costs related to the intermational operations of PPL Global, Alse adjusted
to include the margins of the Griffith and Sundance plunts prior o their
sales in June 2006 and May 2008, which are included in "Loss (Inconwe)
from Discontinued Operations.” amd gains or losses on sales of emission
allowanees, which are included in “Other operation and maintenanee”
expenses on the Statements of Incormne.

Changes in Domestic Gross Energy Marqins By Region

Domestic gross energy margins are generated through PPL
Energy Supply's hedging (non-trading) activities, as well as
trading activitics. PPL Encrgy Supply manages its non-trading
energy bustness on a geographic basis that is aligned with its
generation assets. Additionally, beginning in 2006. PPL
Energy Supply further segregates non-trading activitics inio
lwo categorics: non-trading hedge activily and non-trading
conomic activity. Non-trading economic activity represents
b net unrealized elfect of derivative transactions that are

niered inlo as cconomic hedges. but do not qualily for hedge
accounting under SFAS 133, "Accounting Tor Derivative
Instruments and Hedging Activities." as amended and
interpreted.
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Sept. M), 2006 vs. Sept. M 2005
Three Months  Nine Months

Ended Ended
Non-trading
Eastern U.S. b 28 % )
Northwestern U.S. (10} 24
Southwestern US. (7} 6)
Net energy trading (5) 3
Nomuestic gross energy nargins 8 6 % 17

Fastern U.S.

Lastern U.S. non-trading margins were higher in the three and
nine months ended September 30), 2006. compared with the
same periods in 2005, primarily because of an 8.4% increase
in PLR sale prices in accordance with the schedule established
hy the PUC Final Order, Also contributing to the increase in
third quarter margins were higher net wholesale prices.
Partially offsctting these improvements was lower coal
generation of 8%, Also contributing 1o the increase in year-1o-
date margins were higher net wholesale prices, partiaily offset
by lower nuclear gencration of 3% as well as higher coal
prices, which were up 16%.

Additionally. non-trading margins included an unrealized loss
of $21 million and $25 million for the three and nine months
ended September 30, 2006, primarily due 1o conumodity price
movements on forward energy contracts used 10 economically
hedge wholesale marketing activities. These forward contracts
were not in place in 2005,

Northwestern ULS.

Northwestern U.S. non-trading margins were lower in the third
guarter of 2006, compared with the same period in 2005,
primarily due o lower hydroclectric and coal generation
output. Hydroeleetric generation output decreased 1%, while
coal generation deereased 7%. Also contribuling Lo the lower
margins were higher wholesale power purchases.

Northwestern U.S. non-trading margins were higher for the
nine months ended September 30. 2006, compared with the
same period in 2005, primarily duee to higher wholesale
revenue prices. Also contributing was an 11% increase in
hydroclectric generation output. Partially olTseuting these
improvements were higher coal prices. which were up 18%.

Southwestern U.S,

Southwestern U.S. non-trading margins were lower for the
three and nine months ended September 30, 2006, compared
with the same periods in 2005, due to the sale of the Griffith
plant in June 2006. Sce Note 8 1o the Financial Statements lor
additional information,



Net Energy Trading

PPL Encrgy Supply cnters into certain energy contracts that
meet the criteria of wrading derivatives as delined by EITF
[ssue 02-3, "Issues Involved in Accounting for Derivalive
Contracts Held for Trading Purposes and Contracts Involved
in Energy Trading and Risk Management Activities." These
physicul and financial contracts cover trading activity
associated with clectricity, gas and oil.

Net energy trading margins deereased by $5 miltion in the
third quarter of 2006, compared with the same period in 2005,
This decrease was primarily duc to unrealized losses
associated with gas trading activity,

Net energy trading marging increased by $3 million for the
nine months ended September 30, 2006. compared with the
same period in 2005, This increase was primarily duge (o
unrealized gains associated with gas trading activity.

The amount of energy trading margins from unrealized
transactions was a $3 million loss in the third quarter of 2006.
compared with a $2 million gain in the same period in 2005.
The amount of energy trading murgins from unrealized
transactions was a $9 million gain for the nine months ended
September 30, 2006, compared with a $2 million gain in the
same period in 2005.

The physical volumes lor ciectricity and gas associated with
energy trading [or the three months ended September 30,
2006, were 1,730 GWh and 5.1 Bel, compared with 1,457
GWh and 2.2 Belin the spame period last year. The physical
volumes for electricity and gas associated with energy trading
for the nine months ended September 30, 2006, were 5.509
GWh and 14.5 Bef, compared with 3.722 GWh and 9.7 Bef'in
the same period last year.

Utility Revenues
The increases in utility revenues were aliributable 10

Scpt. 30, 2006 vs. Scept. 30, 2005

Three Months  Nine Months

Ended Ended
Intermitional:
Retail elecirie delivery (PPL Glohal)
UK. 5 5 8 42
Chile 12 33
El Salvador B 15
Bulivia | 4
Foreign currency exchange res I ()
8 37 8 93

The increases in utility revenues, excluding forcign currency
cxchange rates impacts, for both periods were prinarily due
1o:

volumes in the UK. or the nine months ended Sepiembe
2006, compared with the same period in 2003, partially of 7
hy a 2% decrease in sales volumes for the three months ended
September 30, 2006. compared with the same period in 2005

o increases ol 7% in Chilean clectric delivery sales volumes and
higher average prices overall: and

» increases of 8% in clectric delivery sales volumes in El
Salvador and higher average prices overall.

¢ higher average prices overall and an increase of 1% in sallc."

Energy-related Businesses

Encrgy-related businesses contributed $20 million less to
operating income for the three months ended September 30,
2006. compared with the same period in 2005, The decrease
was primarily attributable 1o $24 million of lower pre-tax
contributions [rom synluel projects. This rellects:

& 2 $36 million net unrealized loss on aptions purchased Lo
hedge a portion of the risk associated with the phase-out of the
synthetic fuel tax credits for 2006 and 2007 partially olfsct by

o 312 million of lower operating losses due (o Jower production
levels.

Encrgy-related businesses contributed $22 million more 10
operating income for the nine months ended September 30,
2006. compared with the same period in 2005. The inerease
was primarily atributable to $18 million of higher pre-tax
contributions from synfuel projects. This rellects:

o a 56 million net unrealized gain on options purchased to hedge
a portion of the risk associated with the phasc-out of the
synthetic fuel 1ax eredits lor 2006 and 2007: and

e $22 million of lower operating losses due to lower production
levels; partially ofTset by

o an impairment charge of $10 million an the syniuel-related
assels.

See Note 1 o the Financial Statements for an overal)
assessment of synthetic (uel tax eredits and a further discussion
of the impairment of these tacilities.

Other Operation and Maintenance

The changes in other operation and maintenance expenses
were due to:




Sept. 300 2006 vs. Sept. 30, 2005

Three Months

Nine Months

Ended Ended

Manting Creek ash hasin remediation

adjustment (Note § 1) $ (33 3 (22)
Reduction in Enron meserve (Note 2) (1
Accelermed amonization of stock-based

compensation in 2005 (Note 9) 13
NorthWestern litigation acerual in

March 2005 v)
Stock-based compensation (Note 9) (5)
Susquehanna plant retucling and inspection

cosls 4 16
Outage costs a1 Martins Creck and Brunner

Island plants 3 1
Change in allocation of corporite service

costs (Note 12} 5 12
Increase in domestic and intemational

pension and postretirement costs 7 13
Increase in intermational operation and

Hulinienanee expenses 7 13
Union contract ratification bonus 2 2
Change in toreign curnency exchange rawes 2
Other 3 )

8 § (3)

Depreciation

The changes in depreciation expense were due o

Sept. M), 2000 vs, Sept. M), 2005

Three Months

Nine Months

Ended Ended

Additions to PP&E b3 1 8 10
Redugetion ot useful Jives of cenain

distribuinion assets 3
Changes in toreign curreney exchange rates 2 2)
Extension of useful lives of centain

generaion assets 2)
Chilean deprecimion accounting adjustmens

{(Note 3) {7 7
{nher 1 2

5 3) 5 4

Other Income - net

See Note 13 o the Financial Stuuements tor details of other
income.

Interest Expense

The changes in interest expense, which includes "Inierest
Expense with Affiliates.” were due Lo

Sept. 30, 2006 vs. Scpi. 30, 2005
Three Months  Nine Months

Ended Ended

Increase in long-term debt interest expense b 17 % 28
Decrease in interest expense with affiliates (2 [C))]
Increase in capitalized interest 5 {m
Write-olT in 2005 of financing costs

associmed with PPL Energy Supply’s

2.625% Conventible Notes due to the marke

trigger price being met (6} {0)
Change in foreign currency exchange rles ! 3)
Decrease in short-term debt interest expense (1 ()
{ther | h

8 5 5 (5)

Income Taxes
The changes in income taxes were due to:

Scpt. 30, 2006 v, Sept. M, 2005

Three Months  Nine Months
Ended Ended
Higher pre-1ax book income s s 85
Reduction in 1ax henefits related to
nonconventional fuel tax credits 2 42
Decrease in lax expense on foreign carmings &3] (8)
Chilean deferred tax accounting adjusiment
{Notwe 3) (4 9)
Transfer of WP (ax items in 2006 (Note 5) (20
Other (1) 1
% ) 3§ 9]

Sce Note 5 1o the Financial Statements Tor details on elicetive
income 1ax ratles.

Discontinued Operations

In the second quarter of 2006, PPL Encrgy Supply recorded a
$24 million loss on the sale of its ownership interest in the
Griffith plant. which is net of a tax benefit ol $16 million. The
"Loss (Income) from Discontinued Operations” also includes
the aceeleration of net unrealized gains on derivatives
associated with the Grilfith plant of $7 million after tax.

In the second quarter of 2005, PPL Energy Supply reported a
$47 million loss, which is net of a tax benefit of $26 million. in
connection wilh the sale of its Sundance power plant.

Sec "Discontinued Operations” in Note 8 (o the Financial
Statements for information on these sales, along with
information regarding operating income {losses) recorded in
2006 and 2005 Tor the Grillith plant prior to the sale and for
operating losses recorded in 2005 prior to the Sundance sale.

Financial Condition

Liquidity and Capital Resources

Al Seprember 30, 2006, PPL Encergy Supply had $589 million
ol cash. cash equivalents and shori-term investments and $1
million ol shori-term debt. At December 31, 2005, PPL



Encrgy Supply had $260 million of cash. cash cquivalents and
short-term investments and $180 million of short-term debi
(including a note payable to an affiliae). The $329 million
increase in PPL. Energy Supply's cash. cash equivalents and
shorl-lerm investments position was primarily the net result of:

o 3897 million ol cash provided by operating activities:

o the issuance of $800 million of long-term debt;

o contributions from Member of $1 16 million: and

o $115 million of proceeds from the sale of PPL Encrgy
Supply's interest in the Griffith plant: offsct by

o $584 million of capital expenditures (including $6 million to
purchase equipment previously leased);

o distributions to Member of $651 million:

¢ the retirement of $144 million of long-term debt:

» a net decrease in short-term debt (including a note payable 1o
an alTiliate) of $180 million (excluding the impact of loreign
currency translation adjustments): and

o $26 million of net purchases of emission allowances.

Leases

In Seprember 2006, PPL's subsidiarics terminated the master
lease agreements under which they leased equipment, such as
vehicles, computers and office equipment. [n addition. PPL
and its subsidiarics purchased the equipment from the lessors
at a negotiated price. Accordingly. these master lease
agreements are no longer available as a source of linancing.
Prior 1o the buyout, PPL Energy Supply had been direetly
charged or allocated a portion of the lease expense related (o
the equipment it utilized. in connection with the buyout.
ownership of the purchased equipment was reviewed and
atiributed to PPL subsidiaries based on usage of the
cquipment. As a result, PPL Energy Supply increased
"Property. Plant and Equipment” on the Balance Sheet by $27
million for its portion ol the purchased equipment. As of
September 30, 2006, PPL Encergy Supply had paid $6 million
and the remaining $21 million in payables are expecled to be
settled during the fourth quarter of 2006.

The "Contractual Obligations” scetion in "liem 7.
Management's Discussion and Analysis of Financial Condition
and Results of Operations.” in PPL Encergy Supply's 2005
Form 10-K included $42 million in obligations related 1o these
leases.

Convertible Senior Notes

The terms of PPL Energy Supply's 2.625% Convertible Senior
Notes due 2023 include a market price trigger that permits
holders 10 convert the notes during any fiscal quarter il the
closing sale price of PPL's common stock exceeds $29.83 for
at least 20 trading days in the 30 consceutive trading days
ending on the last trading day ol the preceding liscal quarter.
This markel price trigger was met in the [irst. second and third
quarters ol 2006. Therefore, holders of the Convertible Senior
Notes were entitled 1o convert their notes al any time during
the second and third quarters of 2006 and are also entitled to
converl their notes any time during the Tourth guarter of 2006,
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When holders elect to convert the Convertible Senior Notes,
PPL Encrgy Supply is required 1o settle the principal amount

in cash and any conversion premium in cash or PPL cnmmu.
stack.

During the ninc months ended September 30, 2006,
Convertible Senior Notes in an aggregale principal amount of
$39 million were presented lor conversion. The total
conversion premium related 1o these conversions was $1 1
million. which was setled with 348.463 shares of PPL
common stock along with an insignificant amount of cash in
licu of fractional shares. After such conversions. PPL Encrgy
Supply has approximately $361 mitlion of Convertible Senior
Noles that can be presented lor conversion in the fourth
quarter of 2006, PPL and PPL Energy Supply have, and
expect Lo continue 10 have, access 1o sufficient liguidity
sources to fund any luture conversions,

Credit Facilities

In March 2006, PPL Energy Supply extended the expiration
date of its 364-day reimbursement agreement. under which it
can cause the bank (o issue up 10 $200 million ol leuers of
credit. to March 2007. In June 2006, PPL Encrgy Supply
entered into a $1.9 hillion Amended and Restated Five-Year
Credil Agreement. which expires in June 201 1. This credit
agreement amended, restated and combined into one credit
lacility the Tollowing three five-year credit facilities of PPL
Encrgy Supply: the $800 million facility expiring in June
2010, the $600 million lacility expiring in June 2010 and the
$500 million facility expiring in December 2010,

WPD (South Westy's £100 million 364-day credit facility
cxpired in October 2006 and is expected 10 be renewed in
November 2006.

Debt Financings

PPL Encrgy Supply issued $300 million of 6,209 Secnior
Notes due 2016 (6.20% Notes) in May 2006 and issued an
additional $150 million of the 6.20% Notes in July 2006, The
0.20% Notes may be redeemed at any time prior (o maturity at
PPL Encrgy Supply’s option al make-whole redemption prices,
In July 2006. PPL Encrey Supply also issued $250 million of
7% Senior Notes due 2046 (7% Notes). The 7% Notes are not
subject 1o redemption prior o July 15, 2011, On or alier

July 15,201 1. PPL Encrgy Supply muy. al its option. redeem
the 7% Noles. in whole or in parl, at par. Proceeds from the
sale of both the 6.209 Notes and 7% Notes were used lor
capital expenditures, including expenditures relating to PPL
Encrgy Supply's installation of pollution control equipment at
two of its coal-fired power plants in Pennsylvania, and for
general corporate purposes.

In July 2006, Emel issued 3 million UF (inflation-indexed .
Chilean Pesos) denominated bonds in two series ($101 millio

al then-current exchange rates). The first series consists ol |
million UF denominated bonds that mature in 2011, are
caliable at par on or after June 1, 2009, and bear interest al



3.75%. The second series consists ol 2 million UF
cnominated bonds with serial maturities from 2021 through
27. which are callable on or after June 1. 2014, ata
gpecified calculated value on the call date and bear tnterest an
4.50%. The proceeds were used to pay Emel's 3 million UF
denominated bond maturity in August 2006.

Rating Agency Decisions

Moody's. 8&P and Fitch periodically review the credit ratings
on the debt and preferred securitics of PPL Encrgy Supply and
its subsidiaries. Based on their respective independent
reviews, the rating agencies may make certain ratings revisions
or ratings alfirmations.

A credit rating reflects an asscssment by the rating agency of
the eredit-worthiness associated with an issuer and purticular
securities that it issues. The credit ratings of PPL Encray
Supply and its subsidiaries are based on information provided
by PPL Encrgy Supply and other sources. The ratings of
Moody's. S&P and Fitch are not a recommendation to buy. scll
or hold any sceuritics of PPL Energy Supply or s
subsidiarics. Such ratings may be subject to revisions or
withdrawal by these agencies at any time and should be
evaluated independently of cach other and any other rating that
miay be assigned (o the securities, A downgrade in PPL
Encrgy Supply's or its subsidiaries’ credit ratings could resull
in higher borrowing costs and reduced access 1o capilal
markets.

In March 2006, Moody's reviewed the credit ratings of PPL
Encrgy Supply and concluded that its ratings remain
unchanged.

In February 20006, Fiteh's Europe. Middle East and Africa
group implemented issuer default ratings (IDRs) based on its
new IDR methodology. This implementation led 1o Fitch's
assignment of the Tollowing IDRs and Fitch's revision ol s
ritings on the following securities currently oulstanding al
WPD and its affiliates:

o WPDHI Limited IDR of BBB- and senior unsceured rating to
BBB from BBB-:
o WPD LLP IDR of BBB. scnior unsceured rating 10 BBB+

from BBB and preferred stock rating 10 BBB {from BBB-: and

e WPD (South Wales) and WPD (South West) IDR of BBB+
and senior unsceured debt rating to A- from BBB+.

Fitch's outlook for WPD and its afTiliates remains stable.
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Capital Expenditures

The schedule below shows PPL Energy Supply's capital
expenditure projections as ol September 30, 2006, for the
years 2006 through 2010,

Projected
20060 26417 2008 2009 2000
Construction expenditures (a)
Generating facilitics § 2965 241 % 186 S 296 3 295
Transmission and
distribution lacilities 284 289 290 298 30
Environmental 340 582 378 125 75
ther 43 50 13 10) 3
Total Construction
Expenditures 968 1,162 467 729 [§%.1]
Nuclear fucl 79 02 97 97 99
Twal Capital
Expenditures S104751.254 5 964 8§ H26 & 787

{1y Construction expenditures include AFUDC and capitalived interest,
which are expected 10 be 5147 million lor the 20006-20H) period.

PPL Encrgy Supply's capital expenditure projections for the
years 2006-2010 1o1al $4.9 billion. Capital expenditure plans
are revised periodically to reflect changes in operational,
markel and regulatory conditions. The above schedule has
been revised (rom that which was presented in PPL Energy
Supply's 2005 Form 10-K, primarily o reflect the installation
costs ol cooling owers at the Brunner [sland plant, the
expansion of the Holtwood hydroclectric plant and the
purchase of cquipment previously leased under master lease
agreements. See Notes 11, 8 and 2 10 the Financial Statements
for additional information.

PPL Encrgy Supply plans to fund all of its capital expenditures
in 2006 with cash on hand. cash from operations and the
issuance ol debt securitics.

For additional information on PPL Energy Supply's liguidity
and capital resources, see "liem 7. Management's Discussion
and Analysis ol Financial Condition and Results of
Operations.” in PPL Encrgy Supply's 2005 Form 10-K.

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Commodity Price Risk (Non-Trading)

PPL Encrgy Supply's non-trading commodity derivative
contracts malure at various times through 2012, PPL Encrgy
Supply segregales its non-trading activities as cither hedge or
cconomic. Transactions that are accounted lor as hedge
activity qualify for special hedge accounting treatment under
SIFAS 133, "Accounting for Derivative Instruments and
Hedging Activities,” as amended and interpreted. The non-
trading cconomic category includes transactions that address a
specific risk. but are not eligible for hedge accounting or
hedge accounting is not elected. Included in the non-trading
ceonomic calegory are certain load-following energy



obligations and related supply contracts. linancial transmission
rights. crude oil swaps to hedge rail transportation charges and
hedges of synthetic fuel wx eredits. The Tair value of these
non-trading economic contracts as ol Septemher 30, 2006,
including net premiums on related options, was $10 million.
The lollowing chart sets forth PPL Encrgy Supply's net fair
value of the non-trading contracts.

Three Manths Ended
September 3,

Nine Months Ended
September 30,

2006 2008 2006 2005
Fair value of contracts
outstanding at the
beginning of the period 3 95) 5 (127 % (278) % (9)

Coniracts realized or
otherwise seteled during the

period (5) [§4)] (33
Fair value of new contracts

at inceion 27 9 27 22
Other changes in Fair values 21 {143) 199 (252)
Fair value ol contracts

outstanding at the end of

the period $ (ogey § 277 5 o6y § (272)

Beginning in January 2006, PPL Encrgy Supply implemented
a program to hedge its exposures 10 changes in markel prices
of certain metals necessary for the scrubbers PPL Energy
Supply is installing at the Brunner Island and Montour
generating plants. These contracts, which qualify lor cash
flow hedge treatment, were designated as hedges in March
2006 and their fair values arc included in the table above.

The following chart segregates estimated faic values of PPL
Encrey Supply's non-trading commodily derivative contracts at
September 30, 2006, based on whether the fair values are
determined by quoted market prices or other more subjective
nicans.

Fair Value of Contracts .t Period-End
Gains {Losses)

Muaturity Maturity
Less Than  Maturity  Maturity  in Exeess  Total Fair
1 Yeur 1-3 Yeurs  4-5Years  of § Yeors Valfue
Source of Fair
Vulue
Prices actively yuoted $ (3) § 2 5 4 3 1 8 4
Prices providud by
other exiemal
SOUFCCS {38) {174) {t) 3 (215}
Prices based on
muodels and other
viluation methods 43 (62 108
Fair value of
contructs
outstanding at the
end of the period ) 2 5 (11 § (2) § 4 % (106)

The "Prices actively quoted™ category includes the Tair value
ol exchange-traded natural gas futures contracts guoted on the
NYMEX. The NYMEX has currently quoted prices through
2011.

The "Prices provided by other external sources” category
includes PPL Energy Supply’s forward positions and options in

68

natural gas and power and natural gas basis swaps al points lor
which over-the-counter (OTC) broker guotes are available,

The fair value of cleetricity positions recorded above use th.
midpoint of the hid/ask spreads oblained through OTC

brokers. On average., OTC guotes for lorwards and swaps of
natural gas and power extend one and two years into the

future.

The "Prices based on models and other valuation methods™
category includes the value of transactions for which an
internally developed price curve was consiructed as a resuli of
the tong-dated nature of the transaction or the illiquidity of the
markel point, or the value of options not quoted by an
exchange or OTC broker. This category reflects the fair value
of ransactions completed in auction markets, where contract
prices represent the market value lor load-following, bundled
energy prices delivered at specific. illiquid delivery points,
The transaction prices associated with the contracts did not
cqual the wholesale bilateral market prices at inception

(Day 1). However. EITF 02-3. "Issucs Involved in
Accounting lor Derivative Contracts Held for Trading
Purposes and Contracts Involved in Encrgy Trading and Risk
Munagement Activities.” does not generally permit Day |
gains and losses Lo be recognized unless the Tair value is
derived principally [rom observable market inputs. Therelore,
PPL Encrgy Supply recorded a reserve lor the modeled Day |
gain. which is netted against the above fair valucs.

As of September 30, 2006. PPL Energy Supply estimated that
a 10% adverse movement in markel prices across all
geographic areas and time periods, excluding the elfect ol any
commodity price correlations. would have decreased the value
ol the commodity contracts in its non-trading portiolio by
$332 million. For purposes ol this calculation. an increase in
the market price lor electricity is considered an adverse
movement because PPL Energy Supply's electricity portlolio is
generally in a net sales position. and the decrease in the market
price Tor fuel is considered an adverse movement because PPL
Energy Supply's commadity fuels portfolio is generally in a net
purchase position. PPL Energy Supply enters into these
commuodity contracts 1o reduce the market risk inherent in the
generation of electricity.

In accordance with its marketing strawgy. PPL Encrgy Supply
does not completely hedge its geaeration output or fuel
requirements. PPL Encrgy Supply estimates that (or its entire
portfolio, including all gencration, emissions and physical and
{inancial cnergy positions, a 109% adverse change in power
prices across all geographic zones and time periods would
deercase expected 2006 gross margins by $5 million.
Similarly. a 10% adverse movement in all fossil fuel prices
would decrease 2006 gross margins by $45 million.

The data in the above lables includes the activity [or PPL

Encrgy Supply's synthetic Tuel tax credit hedges. Addili()nul.
information regarding these hedges can be Tound in the

"Synthetic Fuel Tax Credit Risk" scetion below.




Commodity Price Risk (Trading)

.’L Encrgy Supply also execules energy contracts 1o lake

advantage of market opportunitics. As a result, PPL Energy
Supply may at times create a net open position in its portlolio
that could result in signilicant osses if prices do not move in
the manner or direction anticipated. The marging from these
trading activities are shown in the Stalements of Income as
"Net energy (rading margins.”

PPL Encrgy Supply's trading contracts mature al various tines
through 2008, The lollowing chart sets forth PPL Energy

Supply's net lair value of rading contracts.

Three Months Ended  Nine Months Ended

Scptember 3, September 3,
2006 2005 2006 2005

Fair value of contragys

outstanding al the

beginning ot the period $ 19 s mn s 53 9
Contracts realized or

otherwise seitled during the

period 20 {10y 2 (1)
Fair value of new contracts

al ingeption (16) (2} (13) 2
Other changes in Bir values 0 11 35 15

Fair value of contraets
outstanding ot the end of
the period

oW

29 8§ LU o 10

PPL Encrgy Supply witl reverse $18 million ol the $29 million
unrealized trading gains over the next three months of 2006 as
the transactions are realized.

The following chart scgregates estimaced fair values of PPL
Energy Supply's trading portfolio at September 30. 2006,
based on whether the [air values are delermined by quoted
markel prices or other more subjective means.

Fuir Yalue of Contracts at Period-1ind
Gains {Losses)

Muturity Maturity
Loss Thun  Maturity  Muaturity  in Excess Totul Fair
L year |-} years -8 sears ol 5 Years Value
Source of Fair
Valug
Prices actively quoted (1) s (1 3 1 5 (N
Prices provided by
other external
SOUrees 12 El 16
Prices bused on
maodels and other
valuation methods 4 10 14
Fuir value of
contracls
vutstanding at the
endd of the period % 15 8 13 & | s 20

See "Commodity Price Risk (Non-trading)" lor information on
> various sources ol [air value.

Ax ol September 30, 2006, PPL Energy Supply estmated that
a [0% adverse movement in market prices across all
geographic areas and time periods, excluding the effect of any
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commodity price correlations, would have decreased the value
of the commadity contracts in its trading portfolio by $25
million,

Interest Rate Risk

PPL Encrgy Supply and its subsidiaries have issued debt o
finance 1heir operations. which increases their interest expense
risk. Both PPL and PPL Encrgy Supply manage interest rate
risk for PPL Encrgy Supply by using various financial
derivative products 1o adjust the mix of fixed and Moating
interest rales in PPL Encrgy Supply's debt portlolio, adjust the
duration of its debt portfolio and lock in treasury rates (and
interest rate spreads over treasuries) in anlicipation of future
finzncing. when appropriate. Risk lmits under the risk
management program are designed (o balunce risk exposure o
volatility in interest expense and changes in the fair value of
PPL Encrgy Supply's debt portfolio due 1o changes in the
absolute level ol interest rates.

At September 30, 2006, PPL Encergy Supply's putential annua
exposure 1o increased interest expense. hased on a 10%
increase in interest rates. was $2 million,

PPL Energy Supply is also exposed to changes in the Tair value
of its domestic and internationa] debt portfofios. At September
30. 2000, PPL LEnergy Supply estimated that its potential
exposure to a change in the air value of its debt portfolio,
through a 10% adverse movement in interest rates, was $194
million.

PPL and PPL Encrgy Supply utilize various risk management
instruments to redoce PPL Energy Supply's exposure jo the
expected (uture cash flow variability of its debt instruments.
These risks include exposure 1o adverse interest rate
movements for outstanding variable rate debt and lor future
anticipated financing. While PPL Energy Supply is exposed o
changes in the lair value of these instruments. any changes in
the fair value ol these instruments are recorded in equily and
then reclassified into carnings in the same period during which
the item being hedged allects carnings. At September 30).
2006. the market value of these instruments. representing the
amount PPL Energy Supply would receive upon their
teemination. was $30 million. At September 30. 2006. PPL
Energy Supply estimated that its potential exposure (o a
change in the lair value of these instruments. through o 10%
adverse movement in the hedged exposure. was $249 million.

PPL and PPL Energy Supply also utilize various risk
management instruments to adjust the mix of fixed and
Noating interest rates in PPL Encrgy Supply's debt portlolie.
While PP Encrgy Supply is exposed 1o changes in the fair
value of these instruments, any change in market value is
recorded with an equal and ofTseuwing change in the value of
the debt being hedged. At September 30, 2006, PPL Encrgy
Supply estimated that its potential additional exposure to a
change in the fair value of these instruments, through a 10%
adverse movement in interest rates, was $1 million,



Foreign Currency Risk

PPL Encrgy Supply is exposed to foreign currency risk,
primarily through investments in affiliates in the UK. and
Latin America. In addition, PPL Encrgy Supply may make
purchases of cquipment in currencies other than U.S. dollars.

PPL and PPL Encrgy Supply have adopted a loreign currency
risk management program designed 10 hedge certain foreign

currency exposures, including firm commitments, recognized
assets or liabilities and net investments. In addiion, PPL and
PPL Energy Supply enter into linancial instruments to proteci
against foreign currency translation risk of expected carnings,

T protect 2000 expected income in Chilean pesos, PPL
Encrgy Supply entered into an average rate forward for 8
billion Chilean pesos. The setdement date of (his Torward is
November 2006, At September 30, 2006, the market value of
this position, representing the amount PPL Encrgy Supply
waould receive upon ils termination, was insigaificant. PPL
Energy Supply estimated that its potential additional exposure
to 4 change in the market value ol this instrument. through a
10% adverse movement in foreign currency exchange rates,
was instgnificant at September 30, 2006.

To protect 2006 expected income denominated in British
pounds sterling. PPL entered into a combination of average
rate forwards and average rate options for £88 million. In
connection with these transactions, PPL Encrgy Supply
entered into average rate forwards and average rate options
with PPL that have terms identical to those executed by PPL.
These forwards and options terminate in November 2006, At
Seplember 30. 2006, the market value of these positions,
representing the amount PPL Energy Supply would pay upon
their termination, was $1 miltion. PPL. Encrgy Supply
estimated that its potential additional exposure o a change in
the markel vaiue ol these instruments, through a 10% adverse
movement in foreign currency exchange rates, was $1 mitlion
al September 30, 20006.

WPDH Limited holds a net position in cross-currency swaps
totaling $1.1 billion 10 hedge the imerest payments and value
ol'its U.S. dollar-denominated bonds with maturity dates
ranging (rom December 2006 1o December 2028, The
estimated value of this position at September 30, 2006. being
the amount PPL Energy Supply would pay (o terminate it,
including accrued interest, was $260 million. PPL Energy
Supply estimated that its potential additional exposure Lo a
change in the market value of these instruments, through a
1096 adverse movement in foreign currency exchange rates.
was $146 million at Seprember 30, 2006,

On the Statements of Income. gains and losses assoctated with
hedges ol interest payments denominated in foreign currencics
are rellected in "Interest Expense.” Gains and losses
associated with the purchase of equipment are reflected in
"Depreciation.” Gains and losses associated with net
investment hedges remain in accumulated other comprehensive
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loss, a component of "Member's Equity™ on the Balance
Sheets, until the investment is sold or substantially liquidate

Nuclear Decommissioning Trust Funds - Securities Price Ris

In connection with certain NRC requirements, PPL
Susquehanna maintains trust funds 1o fund cerain costs of
decommissioning the Susquehanna station. As of

September 30, 2006, these funds were invested primarily in
domestic equity securities and fixed-rate. lixed-income
seeuritics and are reflected at fair value on PPL Encrgy
Supply's Balance Sheet. The mix ol securities is designed (o
provide returns (o be used W fund Susquehanna’s
decommissioning and (0 compensate for inflationary increases
in decommissioning costs, However. the equity sccuritics
included in the trusts are exposed o price Nuctuation in cquily
markets, and the vahues of fixed-rate, fixed-income securities
in the trusts are exposed to changes in interest rates. PPL
Susquehanna actively monitors the investment performance
and periodically reviews assel allocation in accordance with its
nuclear decommissioning trust policy statement. Al
September 30, 2006, a hypothetical 109 increase in interest
rates and a 10% decrease in equity prices would have resulied
in an estimated $34 million reduction in the fair value of the
trust assets. Sce Note 21 in PPL Energy Supply's 2005 Form
10-K for more information regarding the nuclear
decommissioning trust lunds.

Svatheric Fuel Tax Credit Risk

At this time, PPL Encergy Supply expects that the current high
level and the volatility ol crude oil prices will reduce the
amount of synthetic Tuel tax credits that PPL Energy Supply
receives through its synthetic fuel production, The tax eredits
are reduced if the annual average wellhead price of domeslic
crude oil falls within a phase-out range. The 1ax credits are
climinated if this reference price exceeds the phase-out range.
See "Regulatory Issues - IRS Synthetic Fuels Tax Credits” in
Nolte 1] to the Financial Statements [or more information
regarding the phase-out of the tax credits and shutdown of
synfuel projects.

PPL Energy Supply implemented a risk management strategy
10 hedge a portion of the variability of cash Nows associated
with its 2006 and 2007 synthetic fuel tax credils by hedging
the risk that the 2006 and 2007 annual average wellhead price
for domestic crude oil will be within the phasce-oul range.

PPL Encrgy Supply has options 10 mitigate some of the
reductions in synthetic fuel tax credits if the annual average
wellhead price for 2006 and 2007 falls within the applicable
phase-oul range, These positions did not qualify for hedge
accounting treatment, The mark-to-market value of these
positions at September 30, 2006, was a gain of $33 million.
loss of $24 million was recorded during the three months .
ended Sepiember 30, 2006, and a gain o $23 million was
recorded during the nine months ended Seprember 30, 2006.
This compares 1o gains of $17 million and $22 million
recorded duaring the same periods in 2005, These amounts are




reflected in "Energy-related businesses” revenues on the
slatements of Income.

s of September 30, 2006. PPL Encrgy Supply estimated that
a 10% adverse movement in market prices of crude oil would
have decreased the value of the synthetic Tuel hedges by $21
million. For purposes of this caleulation. a deercase in the
market price for crude oil is considered an adverse movement.

Related Party Transactions

PPL. Encrgy Supply is not aware of any material ownership
interesis or operating responsibility by sepior management of
PPL Encrgy Supply in cutside partnerships. including leasing
transactions with variable interest entilies, or other entities
doing business with PPL Energy Supply.

For additional information on related party transactions, see
Noie 12 1o the Financial Statcments,

Acquisitions, Development and Divestitures

From time o time. PPL Energy Supply and its subsidiaries are
involved in negotiations with third parties regarding
acquisitions and dispositions ol businesses and assets, joinl
ventures and development projects, which may or may not
result in definitive agreements. Any such gransactions may
impact luture financial results. See Note 8 10 the Financial
Statements for information regarding recent transactions,

PPL Encrgy Supply is currently planning incremental capacity
increases of 395 MW at several existing domestic generaling
facilitics. Oflseuting this increase is an expected 30 MW
reduction in generation capability at each of the Brunner
Island and Montour plants, due 10 the estimated increases in
station service usage during the scrubber operation, See Note
1l Tor additional information. as well as information regarding
the shut down ol two 150 MW generating units st PPL Marlins
Creek.

PPL Encrgy Supply is continuously reexamining development
projects based on market conditions and other factors (o
determine whether e procecd with these projects, sell them,
cancel them, expand them, execute tolling agreements or
pursue other opportunitics.

Environmental Matters

See Note 11 1o the Financial Statements for a discussion of
cnvironmental matters.
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New Accounting Standards

See Note 18 10 the Financial Stalements for a discussion of
new accounting standards recently adopted or pending
adoption.

Application of Critical Accounting Policies

PPL Energy Supply's linancial condition and results of
operations ure impacted by the methods, assumptions and
estimates used in the application of eritical accounting
policies. The following accounting policies are particularly
important to the financial condition or results of operations of
PPL Encrgy Supply. and require estimates or other judgments
of matters inherently uncertain: price risk management,
pension and other postretirement benelits, assel impairment.
leasing. loss aceruals and asset retirement ebligations.

See "ltem 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations.” in PPL
Lnergy Supply's 2005 Form 10-K for a discussion ol cach
critical accounting policy. PPL's senior management has
reviewed these eritical accounting policies. and the estimales
and assumptions regarding them, with its Audit Committee. In
addition, PPL's senior management reviewed the Forim 10-K
disclosures regarding the application ol these critical
accounting policies with the Audit Commiltee.

[n September 2006. the FASB issucd SFAS 158, "Employers’
Accounting for Defined Bencelit Pension and Other
Postretirement Plans, an amendment of FASB Statements No.
87, 88, 106, and 132(R)." PPL Encrgy Supply and its
subsidiarics will adopl the recognition provistons ol SFAS 158
prospectively, as of December 31, 2006, See Note 18 to the
Financial Statements for a more detailed discussion of this new
accounting standard.



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES

ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations .

Overview

PPL. Electric provides clectricity delivery serviee in castern
and central Pennsylvania. [ts headquarters are in Allentown,
PA. In PPL Eleciric's 2005 Form 10-K, a description of its
business is found in "liem 1. Business - Background” and an
overview ol its strategy and the risks and the challenges that il
faces in is business are discussed in "ltlem 7. Management's
Discussion und Analysis of Financtal Condition and Results of
Operations - Overview.” See "Forward-Looking Information.”
Nolte 11 1o the Financial Staztements and the rest of this liem 2
in this Form 10-Q and “lItem 1A, Risk Factors™ and the rest of
Item 7 in PPL Elccuric’s 2005 Form 10-K for more informalion
concerning the material risks and uncertainties that PPL
Electric faces in its business and with respeet 1o its future
carnings.

The following information should be read in conjunction with
PPL, Eleciric's Condensed Consolidated Financial Statements
and the accompanying Notes and in conjunction with PPL
Electrie's 2005 Form 10-K.

Terms and abbreviations are explained in the glossary. Dollars
are in millions unless otherwise noted,

Results of Operations

The following discussion, which cxplains significant changes
in principal items on PPL Electric's Statements of Income.
compares the three and nine months ended Sepiember 30,
20006, with the same periods in 2005,

The Statements of Income reflect the results of past operations
and are not intended as any indication of future operating
results. Future operating results will necessarily be affected by
various and diverse lactors and developments. Furthermore,
hecause results for interim pertods can be disproportionately
influcnced by various factors and developments and by
seasonal vartations, the results of operations [or interim
periods do not necessarily indicate results or trends for the
year,

Earnings
Income available to PPL was as follows:

Three Months Ended Nine Months Ended

September 30, September 30,
2006 2005 2006 2005
) s5n 8 52 % 131§ 103

The after-tax change in income available 1o PPL was duc 1o
the lollowing lactors.
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Sept. 30, 2006 vs. Sept. 30, 205

Three Months  Nine Months
Ended Ended
Delivery revenues (net of CTC/ATC
amontization. interest expense vn transition
bonds and aneillary charges) 3 (2) 8 )
Operation and mainteninee expenses [48.3) 15
Other 4 4
Unusual items 14 43
$ (2) 28

The following aller-ax items. which management considers
unusual. had a significant impact on carnings.

Three Months Ended Nine Months Ended

Septeniber 30, Scptember M),
2006 2008 2006 2005

Reversal of cost recovery -
Hurricane Isabel (Now 2)  § )] 5 N
Realization of benelits
related to Black Lung Trust
assets (Note 10) 2t 21
PIM billing dispute
[(Note 11) % (27N
Acceleration of stock-hased
compensation expense lor
periods prior o 2005
{Note 9} (2)
Total 14 5 14 § {29)

w

The period-to-peried changes in significant carnings
components are explained in the "Statement ol Income
Analysis.”

PPL Elcetric's period-lo-period carnings were affected by a
number of Tactors. including:

o Asaresult of a court's decision, in the third quarter of 2006,
PPL Electric recognized an alter-tax charge of $7 million for
the reversal ol a regulatory asset that was previously recorded
10 deler restoration costs associaled with Hurricane Isabel in
September 2003 and record a liability for amounts already
hilled ta customers.

o In the third guarter of 2006, PPL Electric recognized an alter-
{ax credit of $21 million in connection with the realization of
benelits related o the ability 10 use excess Black Lung Trust
assets o make future benefit payments for retired mine
workers' medical costs.

e PPL Elcctric recognized an after-tax charge of $27 million in
the first quarter of 2005 for a loss contingency related (o the
PIM hilling dispute. PPL Electric cannot be certain of the
oulcome or impact of this matler. .

o Higher operation and maintenance expenses in both periods
were primarily duc to higher tree trimiming costs, a union
contract ratification bonus and storm costs. The three months



ended September, 30, 2005, includes the deferral of the
Januuary 2005 ice storm costs as discussed below.,

.In January 2005, severe ice storms hit PPL Electric’s service
territory. The total cost ol restoring service to 238,000
customers, excluding capitalized costs and regular payroll
expenses, was $16 million.

In August 2005, the PUC issued an order granting PPL
Eleetric’s petition for authority (o defer and amortize lor
reaulatory accounting and reporting purposes a portion of the

ice storm costs, subject to cortain conditions,  As a result of the

PUC Order and in accordance with SFAS 71, "Accounting for
the Effects of Certain Types of Regulation,” in the third
quarter of 2008, PPL Electric deferred $12 million ol its
previously expensed storm costs. The deferral was based on
its assessmenlt of the timing and likelihood ol recovering the
delerred costs in PPL Electric’s next distribution base rate
case,

Outlook

PPL Electric projects lower delivery carnings in 2006
compared with 2005 due to favorable weather in 2005, In
addition, operation and maintenance expenses are expected 1o
be higher in 2006. based on the factors noted above.
Statement of Income Analysis -

Operating Revenues

Retail Electric

The increases in revenues from retail electric operations were
attributable 1

Sept. 30, 2006 vs. Sept. 30, 2005

Three Months

Nine Months

Ended Ended
PLR clectric generation supply 8 RE I 1}
Electric delivery (14} (28)
Other () 1
) 18§ 73

Higher PLR revenues for both periods resulled from an
increase of 8.4% in prices and an increase in commercial and
indusirial sales volumes. due in part 1o the return ol customers
previously served by alternate supplicrs. olfset by a decrease
in residential sales volumes. due in part to milder weather in
2006 compared to 2005,

The decreases in electric delivery revenues for both periods
resulied primarily [rom the impact of milder weather on
residentiad sales in 2006 compared with 2005,

.holesale Electric to Affiliate

PPL Eleetric has a contract to sell to PPL EnergyPlus the
cleetricity that PPL. Electrie purchases under contracts with
NUGs. The increase of $8 million in wholesale revenue to
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alhliate Tor the nine months ended Seplember 30, 2006.
compared with the same period in 2005, was primarily duce 1o
an unplanned outage at a NUG lacility during the second
guarter of 2005, PPL Electric therefore had more electricity 10
sell to PPL EnergyPlus in 2006.

Energy Purchases

Energy purchases decreased by $10 million {or the three
months ended Seprember 30, 2006. compared with the same
period in 2005, primarily due to $6 million in lower ancillary
service costs in connection with the power supply contracts
with PPL EncrgyPlus and a reduction of $3 million resulting
from the elimination of a charge to load-serving entitics. which
minimized the impacts of inlegrating inte the Midwest IS0 and
PIM markels.

Encrey purchases decreased by $46 million for the nine
months ended September 30, 2006, compared with the same
period in 2005, primarily due to a $39 million pre-tax loss
acerual for the PIM billing dispute recorded in the first quarter
of 2005, Also, $9 million in lower ancillary costs and a
reduction of $6 million resulting from the elimination of a
charge 1o load-serving entities minimized the impacts of
integrating into the Midwest [SO and PIM markets. These
decreases were partially offset by a $7 million increase due to
an unplanned NUG outage in the sccond gquarter of 2005, See
Note 11 to the Financial Statements for additional information
regarding the loss accrual recorded for the PIM billing dispule.

Energy Purchases from Affiliate

Energy purchases from affiliate increased by $30 million and
$92 million for the three and nine months ended September
30, 2006, compared with the same periods in 2005, The
increases primarily reflect an 8.4% increase in prices for
energy purchased under the power supply contracts with PPL
EncrgyPlus needed 1o support PLR load.

Other Operation and Maintenance

For the three months and nine months ended Seplember 30,
2006, PPL Electric's other operation and maintenance expense
was reduced by a $36 million onc-time credit in connection
with the realization of benefits related to the ability o use
excess Black Lung Trust assets 1o make future benefit
payments for retired mine workers” medical costs. See Note 10
lor additional information.

Excluding this onc-time credil. the increases in other operation
and mainlenance expenses were due to:



Seplt. 30, 2006 vs. Scpt. 30, 2005

Three Months  Nine Months
Ended Ended

Custs associated with severe ice storms in

January 2005 $ (16)
Subsequent deterral of a portion of 2005 ice
SIOrm costs $ 12 12

Reversal of cost recovery - Hurricane Isabel
{Noie 2} |
PUC reportable storm costs in 20006 3 10
Tree triruming costs 2 4
Union conteact ratifieation bunus 3 3
Increuse in pension and postretirement Costs 2
Allocation of corporute service costs
{Note 12} 5 3
Aceelerated amorization of stock-hased

compensition {(Note 9) {5}
Other 2 9
5 40 8 34

Other Income - net

See Note 13 to the Financial Statements for details of other
income,.

Financing Costs

The changes in financing costs, which include "Interest
Expense.” "Intercst Expense with Affiliate™ and "Dividends on
Preferred Seeurities,” were due to:

Scpt, 30, 2006 vs. Sept. 30, 2005

Three Months  Nine Months
Lnded Ended
Dividends on 6.25% Series Preference Stock 8 4 8 8
Additional interest on PLR contract collateral 1 4
Pecrcase in long-term debt interest expense (5 (15)
Interest acerued in 2005 for PIM billing
dispute (Note 11) (8)
Other (h
$ § 1)

Income Taxes
The changes in income taxes were dug Lo:

Scpt. 3, 2006 vs. Sept. 30, 2005

Three Months  Nine Months

Fnded Ended
Higher (lower) pre-tax book income 3 @) s 15
Decrease in tax expense related to tax
reserves (5) (6)
$ 5 Y

See Note 5 to the Financial Statements {or details on effective
inconice ax rates.
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Financial Condition

Liguidity and Capital Resources .
Al Seplember 30, 2006, PPL Electric had $155 million of

cash, cash equivalents and short-lerm investments and $42

million of short-term debt. At December 31, 2005, PPL

Electric had $323 million of cash. cash cquivalents and short-
term investments and $42 million of short-term debt, The

$168 million deercase in PPL Electric's cash. cash cquivalents
and short-term investments posilion was primarily the net

result of:

 the retirement of $365 million of long-term debt:

o 5200 million of capital expenditures (including $50 million 10
purchase equipment previously leased):

o the repurchase ol $200 million of common stock from PPL:
and

o Lhe payment of $84 miliion ol common stock dividends o
PPL; olfset by

o $360 million of cash provided by operating activities:

o $245 million of net proceeds from the Issuance of preference
stock: and

o i contribution of $75 million from PPL.

Leases

In September 2006, PPL's subsidiarics lerminated the master
lease agreements under which they leased equipment. such as
vehicles. computers and office equipment. In addition. PPL
and its subsidiaries purchased the equipment from the lessors
al a negotiated price. Accordingly. these master leasc
agreements are no longer available as a source ol linancing,
Prior 1o the buyout. PPL Electric had been directly charged or
allocated a portion of the lease expense related 1o the
cquipment it utilized. [n connection with the buyout,
owncrship of the purchased equipment was reviewed and
attributed 10 PPL's subsidiaries based on usage of the
cquipiment. In connection with the purchase. "Property. Plant
and Equipment™ on the Batance Sheet inereased by $52
million. As of September 30. 2006, $50 million had been
paid. and the remaining $2 million payable is expected o be
scitled during the fourth quarter of 2006.

The "Contractual Obligations” section in “liem 7,
Management's Discussion and Analysis ol Financial Condition
and Results of Operations,” in PPL Electric's 2005 Form 10-K
included $54 million in obligations related 1o these leases.

Preference Stock

In April 2006, PPL Electrie sold 10 million depositary shares,
cach representing a quarter interest in a share of PPL Electric's
6.25% Scries Preference Stock (Prelerence Shares), 1otaling

$250 million. in connection with the sale ol the depositary ’
shares, PPL Electric issued 2.5 million Preference Shares. wit

a liquidation preference of $100 per share. 10 the bank acting

as a depositary. The net proceeds of $245 million {rom the
oflering were used to repurchase $200 million of PPL




Electric's common stock held by PPL. and for other general
LOTPOrale purposcs.

olders ol the depositary shares are entitled o all proportional
rights and preferences ol the Preference Shares, including
dividend, voting, redemption and liquidation rights, exercised
through the depositary. The Prelerence Shares rank senior 1o
PPL Electric's common stock and junior to its prelerred stock.
and they have no voling rights, except as provided by law.

Dividends on (he Preference Shares will be paid when. as and
il" declared by the Board of Directors at a fixed annual rate of
6.25%. or $1.5625 per depositary share per year, and are not
cumulative. PPL Electric may not pay dividends on. or
redeem. purchase or make a liquidation payment with respect
Lo any of its common stock. excepl in cerlain circumstances.
unless full dividends on the Preference Shares have been paid
for the then-current dividend period.

The Preference Shares do not have a stated maturity. and are
nol subject 1o sinking fund requirements, However, PPL
Electric may. at its option, redeem the Preference Shares in
whole or in part from time to time for $HX) per share
(cquivalent o $25 per depositary share). plus any declared and
unpaid dividends. on or after April 6. 2011, [Uis PPL
Electric's intention to redeem or repurchase the Prelerence
Shares only [rom the proceeds ol the sale of certain qualifying
securities having cquily characteristics similar to or greater
than the applicable equity characieristics ol the Preference
Shares. PPL Electric may decide to affirm this intention in the
{uture by making an enforceable covenant in favor of holders
of a specilic serics ol its outstanding long-term debt securitics.

Credit Facilities

In June 2006, PPL Electric amended and restated the eredit
agrecrment for its $200 million {ive-year credit facility and
extended the expiration date 10 June 2011, PPL Electric's
$100 million three-year credit Gacility expired in June 20006
and was not renewed. In July 2006, PPL Electric extended the
expiration date ol (he credit agreement related (o its
participation in an asset-backed commercial paper program to
July 2007.

Rating Agency Decisions

Moody's. S&P and Fitch periodically review the eredil ratings
on the debt and preferred securities of PPL Electric and s
subsidiary, PPL Transition Bond Company. Based on their
respective independent reviews, the rating agencies may make
certain ratings revisions or ratings affirmations.

A credit rating reflects an assessment by the rating agency of
ie credit-worthiness agsociated with an issuer and particular
urities that it issues. PPL Electric’s and PPL Transition

wnd Company's credit ratings are based on information
provided by PPL Elcctric and other sources. The ratings of
Moody's. S&P and Fitch are not a recommendaltion 10 buy. sell
or hold any securities of PPL Electric or PPL Transition Bond

Company. Such ratings may be subject to revisions or
withdrawal by these agencies at any time and should be
evaluated independently of cach other and any other rating that
may be assigned to the securities. A downgrade in PPL
Eleetric's or PPL Transition Bond Company's credit ratings
could result in higher borrowing costs and reduced access
capilal markets.

In March 2006. Moody's upgraded the issuer rating of PPL
Elcetric 1o Bual from Baa2, upgraded the ratings ol its First
Mortgage Bonds and Senior Secured Bonds to A3 from Baal
and upgraded the rating of its preferred stock 1o Baa3 from
Bal.

In connection with PPL Electric's issuance of Preference
Shares in April 2006, S&P affirmed all of PPL, Electric's credit
ratings.

Capital Expenditures
The schedule below shows PPL Electric's capital expenditure
projections as of Scptember 3(, 2006. for the years 2006

through 2010,

Projected
2008

2000 2007 2009 2010

Constroction
expenditures (a)
Transmission and
distribution
facilities $ 252 s 251 5 23005 267 5 39
Other 11 23 26 22 23
Totat Capital
Expenditures

$ 263 8 274§ 156§ I8Y

R7
ft
=
(%)

1) Construetion expenditures include AFUDC, which is expected 1o be $15
million for the 2006-2010 period.

PPL Electric's capital expendilure projections for the years
2006-2010 1tal $1.4 billion. Capital expenditure plans are
revised periodically 10 refleet changes in operational. market
and regulatory conditions. The above schedule has been
revised from that which was presented in PPL Electric’s 2005
Form [0-K. primarily to reflect the purchase of equipment
previeusly leased under master lease agreements. See Note 2
to the Financial Statements for additional infermation.

PPL Electric plans o lund all of its capital expenditures in
2006 with cash on hand and cash from operations.

For additional information on PPL Electric's liguidity and
capital resources. see "llem 7. Management's Discussion and
Analysis of Financial Condition and Results of Operations,” in
PPL Eleetric's 2005 Form 10-K.



Risk Management
Market Risk
Commodiry Price Risk - PLR Contracts

PPL Electric and PPL EncrgyPlus have power supply
agreements under which PPL EnergyPlus sclls 1o PPL Electric
(under a predetermined pricing arrangement) energy and
capacity to fullill PPL Electric’s PLR obligation through 2009.
As a result, PPL Electric has shifted any electric price risk
relating to its PLR obligation to PPL EncrgyPlus through
2009. Sce Note 12 1o the Financial Statements [or information
on the PLR contracts.

Interest Rate Risk

PPL Electric has issucd debt to finance its operations, which
increases its imerest expense risk. At Sepiember 30, 2000.
PPL Eleetric’s potentiad annual exposure 1o increased interes
expense, based on a [0% increase ininlerest rates, was
insignificant.

PPL Electric is also exposed to changes in the Tair value of its
debt portfolio. At September 30, 2006, PPL Electric estimaled
that its potential exposure to a change in the fair value of its
debt portfolio, through a 109 adverse movement in interest
rates, was $39 million.

Related Party Transactions

PPL Elcciric is not aware of any material ownership interests
or operating responsibility by senior management of PPL
Electric in outside partnerships. including leasing iransactions
with variable interest entitics. or other entities doing business
with PPL Electric.

For additienal information on related party transactions, sce
Note 12 1o the Financial Statements.

Environmental Matters

Sce Note 11 1o the Financial Statements for a discussion of .
environmental matters.

New Accounting Standards
See Note 18 to the Financial Statements for a discussion of
new accounling standards recently adopted or pending

adoption.

Application of Critical Accounting Policies

PPL Electric's financial condition and results of operations are
impacted by the methods, assumptions and estimates used in
the application of critical accounting policics. The following
accounting policies are particularly important to the financial
condition or results of operations ol PPL Electric, and require
estimates or other judgments of matters inherently uncertain:
pension and other postretirement benelits and loss accruals,

See "Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations.” in PPL
Eleciric’s 2005 Form 10-K for g discussion of cach eritical
accounting policy. PPL's senior management has reviewed
these critical accounting policies, and the estimates and
assumptions regarding them. with its Audit Committeg. In
addition, PPL's senior management reviewed the Form 10-K
disclosures regarding the application ol these critical
accounting policies with the Audit Commitiee,

In September 2006, the FASB issued SFAS 158, "Employers’
Accounting for Deftned Benefit Pension and Other
Postretirement Plans, an amendment of FASB Satements No.
87. 88,106, and 132(R)." PPL Electric will adopt the
recognition provisions of SFAS 158 prospectively, as of
December 31, 2006, Sce Note 18 to the Financial Statements
lor a more detailed discussion of this new accounting standard,




PPL CORPORATION

PPL ENERGY SUPPLY, LLC
. PPL ELECTRIC UTILITIES CORPORATION

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Relerence is made to "Risk Management - Encrgy Marketing & Trading and Other” for PPL and PPL Encrgy Supply and "Risk
Management” [or PPL Eleetric in Management's Discussion and Analysis of Financial Condition and Results of Operations.

ltem 4. Controls and Procedures

(a}  LEvaluation of disclosure controls and procedures.

The registrants’ principal executive officers and principal financial officers. based on their evaluation ol the registrants’
disclosure controls and procedures (as defined in Rules 13a-15(¢) and 15d-15(¢) of the Sceurities Exchange Act ol 1934) have
concluded that, as of Seplember 30, 2006, the registrants’ disclosure controls and procedures are effective 1o ensure that material
information relating 1o the regisirants and their consolidated subsidiaries is recorded. processed. summarized and reported
within the time periods specified by the SEC' rules and forms, particularly during the period for which this quarterly report has
been prepared. The aforementioned principal officers have coneluded that the disclosure controls and procedures are also
cffcctive to ensure that information required o be disclosed in reports filed under the Exchange Act is accumulated and
communicated to management, including the principal exeewive and principal financial officers, to allow for timely decisions
regarding required disclosure.

(b}  Change in internal controls over lNnancial reporting.

The registrants principal executive officers and principal financial officers have concluded that there were no changes in the
registrants” internal control over linancial reporting during the registrants’ third fiscal quarter that huve materially affected. or are
reasonably likely 1o materially affect, the registranis' internal control over financial reporting,

PART Il. OTHER INFORMATION

Iltem 1. Legal Proceedings

For additional information regarding various pending administrative and judicial proceedings involving regulatory, environmental and
other matters, which information is incorporated by relerence into this Part 11 see:

e "ltem 3. Legal Proceedings” in PPL's. PPL Energy Supply's and PPL Electric’s 2005 Form 10-K: and

» Notc 11 of the registrants” "Combined Notes to Condensed Consolidated Financial Statements™ in Part [ of this report.
ltem 1A. Risk Factors

There have been no material changes in PPL's, PPL Encrgy Supply's and PPL Elcctric's risk [actors from those disclosed in "ltem JA,
Risk Factors™ of the 2005 Form 10-K.
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Item 6. Exhibits

*|_110¢a) - Compensation arrangement changes regarding James H. Miller (PPL Corporation Form 8-K Reporl (File No. 1-1 ]45&.
dated September 15, 2006)

10(h) - Fourth Amendment dated April 12, 2006, 1o Reimbursement Agreement. dated as of March 31, 2005, among PPL
Encrgy Supply. LLC, The Bank of Nova Scotia, as Issuer and Administrative Agent, and the Lenders party thereto from
time o time

*_NOe) - Compensation arrangement changes for Named Exceutive OfTicers of PPL Corporation and PPL Electric Ulilities
Corporation and non-cmpioyce Dircelors of PPL Corporation (PPL Corporation and PPL Electric Unilities Corporation
Form 8-K Report (File Nos. 1-11459 and 1-905) dated November 1, 2006)

12(a) - PPL Corporation and Subsidiaries Computation ol Ratie ol Earnings 10 Combined Fixed Charges and Prelerred Stock
Dividends

12({b) - PPL Encrgy Supply. LLC and Subsidiarics Computation of Rutio of Earnings to Fixed Charges

12(c) - PPL Electric Uiilities Corporation and Subsidiarics Computation of Ratio of Earnings to Combined Fixed Charges and

Preferred Stock Dividends

* - Previously Nled
I..] - Filed or listed pursuant to Iiem 601(b)(1010(iii) of Regulation S-K

Centifications pursuant 1o Section 302 of the Sarbancs-Oxley Act ol 2002, for the quarterly period ended September 30, 2006, liled by
the following ollicers lor the following companies:

3la) - James H. Miller for PPL Corporation

3i(h) - John R, Biggar for PPL Corporation

3lce) - James H. Miiler Tor PPL Encrgy Supply. LLC
3{d) - Paul A. IFarr for PPL Energy Supply. LLC

3(e) - John F. Sipics for PPL Electric Ulilities Corporation
KM ()] - Paul A. FFarr for PPL Electric Ulilities Corporation

Certifications pursuant to Section 906 of the Sarbanes-Oxley Acl of 2002, lor the guarterly period ended September 30, 2006,
furnished by the following oificers for the [ollowing companies;

32(a) - James, H. Miller for PPL Corporation

32(h) - John R. Biggar lor PPL Corporation

32c¢) - James H. Miller for PPL Energy Supply, LLC

32{(d) - Paul A, Farr for PPL Encrgy Supply. LLC

32(¢) - John F. Sipics for PPL Electric Uilities Corporation
32(1) - Paul A, Farr for PPL Electric Utilitics Corporation
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SIGNATURES

.rsu:ml 1o the requirements ol the Securitics Exchange Act ol 1934, the Registrants have duly caused this report to be signed on their
*hall by the undersigned thereunto duly authorized. The signature for cach undersigned company shall be deemed o relate only o
maiters having reference to such company or its subsidiarics.

PPL. Corporation
(Registrant)

PPL Energy Supply, LL.C
(Registrant)

PPL Electric Utilities Corporation
(Registrant)

Date: November 3, 2006 /s Matl Shimmons
Mau Stimmons
Vice President and Controller
{Principal Accounting Officer)
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Exhibit 12(;
PPL CORPORATION AND SUBSIDIARIES b

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND

PREFERRED STOCK DIVIDENDS
(Millions of Doilars)

12 Months 12 Months
Ended Ended
September 30, December 31,
2006 2005 2004 2003 2002 2001
Fixed charges. as defined:
Interest on long-term debt i, $ 478 3 465 % 491 § 417 % 486 $ 351
Enterest on short-term debt and
OHET INLCIES e seeenaees 17 29 20 25 70 44
Amortization ol debt discount,
expense and premium - net. 11 23 8 41 25 17
Estimated interest component of
operaling rentals ... 31 32 34 45 38 36
Preferred securities distributions of
subsidiaries on a pre-tax basis........oooeeeee. 18 3 5 45 79 64
Total fixed charges....ovveeieieennns b 555 % 554 % 558 % 573§ 698§ 512
Earnings, as defined:
NELIBCOME (1) 1riaecercriiiierii e eve st eesas $ 912 % 744§ 721 % 740 % 444 5 167
Prelerred sceurity dividend requirements.,..... 10 3 3 30 66 52
Less undistributed income (loss)
of cquity method investments....eeen..... (6) (14) (14) (19) (23) 20)
928 761 738 789 333 199
Add:
INCOME LAXES oo 203 i21 203 179 214 261
Total hxed charges as above
{excluding capitalized interest and
prelerred security distributions of
subsidiarics on a pre-lax basis)....een. 518 540) 547 521 398 419
Total carnings .., $ 1,649 § 1422 § 1488 § 1489 § 1345 % 879
Ratio of carnings 1o fixed charges....o..eveeeneenne. 3.0 2.6 2.7 2.6 1.9 1.7
Ratio of carnings to combined hixed charges
and preferred stock dividends (bY..o 3.0 2.6 2.7 2.6 1.9 1.7

(a) Net income exeludes minority interest, loss from discontinued operations and the cumuliive effects of changes in accounting principles.
(h) PPL, the parent holding company. does not have any preferred stock outstanding: therelore. the ratio of camings to combined fixed chirges and prederred stock
dividends is the same as the ratio of carnings o fixed charges.
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. PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Millions ol Dollars)

Exhibil 12(b)

12 Months 12 Months
Ended Ended
September 30, December 31,
2006 2005 2004 2003 2002 2001
Fixed charges. as delined:
Interest on Jong«lerm debt oo $ 285 % 259 % 255 % 149 % 169 % 36
Interest on short-term debt and
OLNCT INETES et 13 26 23 25 52 33
Amortization of debt discount,
cxpense and premium - nel.e.. (h) 7 (6) 3l Y 2
Estimated interest component of
Operaling retals e 15 15 17 31 21 19
Preferred sceeurities distributions of
subsidiarics on a pre-tax basis o 8 12
Total fixed charges....oooeveeicreeeenn $ 32 % 07 5 289§ 244  § 263§ o)
Earnings, as delined:
NCLIDCOME (i) 1eerreerreinrerrremeeeeseeeieeeeeeeeenae $ 734§ 608 $ 673 % 733 0% 515 % 168
Prelerred seeurity dividend requirement ... 5 8
Less undistributed income (loss)
of equity method investments..................... (6) (14) (13) (15) (22) 20
740 022 686 753 545 148
Add:
INCOME TXES 1 1eeiieee e 167 75 207 194 270 274
Total fixed charges as above (excluding
capitalized interest and preferred seeurity
distributions ol subsidiarics on a pre-lax
BESIS) oveieiec e e e 297 299 285 230 231 60
Total Carmings ..o $ 1,204 % 996 1178 0§ 1177 % 1.0d6 % 488
Ratio of carnings to fixed charges. .o, 3.9 3.2 4.1 4.8 4.4} 5.4

() Net income exeludes minority interest, loss Trom discontinued operations and the cumulative effeets of changes in accounting principles.
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PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND

PREFERRED STOCK DIVIDENDS
{Millions ol Dollars)

Exhibit le

12 Months 12 Months
Ended Ended
September 30, December 31,
2006 2005 2004 2003 2002 2001
Fixed charges, as defined:
Interest on long-term debt e, $ 136 3 151 % 176 % 200 $ 209 % 220
Interest on short-term debt and
OLRCE INIETCS e crire s e es e seraee e enees 19 22 7 3 3 4
Amorlization ol debt discount.
expense and premiom - nel..., 3 9 7 8 7 6
Estimated interest component off
operating rentals ., 9 8 8 7 7 8
Preferred security distributions of
subsidiarics on a pre-1ax Basis ..., 13 23
Total ltxed charges....oooeeiccienenn.e, $ 172 % 190§ 198§ 219 % 239 % 261
Earnings. us defined:
NCEINCOME () v $ 183 5% 147 % 76 % 28 § 55 % 140
Add:
[ICOME TAXCE v e 78 oy 8 18 18 63
Total fixed charges as above
(excluding capitalized interest and
preferred security distributions of
subsidiaries on a pre-1ax basis) ... 171 190 197 219 225 238
Total Carnings ...oovvvvvveecierccvevesreennens $ 432 % 406 § 281 % 265 % 208 % 443
Ratio of carnings 1o fixed charges.on, 2.5 2.1 1.4 1.2 1.2 1.7
Preferred stock dividend requirements on a
PrE-taX BUsIS oo $ 17§ 4 % 4 5 5 % 7 % 7
Fixed charges, as above (i 172 190 198 219 239 261
Total lixed charges and preferred
stock dividends $ 189 & 104 % 202 % 224 % 246 % 268
Rutio of carnings (o combined Nixed charges
and prelerred stock dividends 2.3 2.1 .4 1.2 1.2 1.7

(a)  Net income excludes the cumubvive effect of o change in gecounting principle.
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Exhibit 31{a)

. CERTIFICATION

1L JAMES H. MILLER. certify that:

[ have reviewed this quarterly report on Form 10-Q of PPL Corporation ("the registrant™):

2. Based on my knowledge. this report does not contain any untrue statement ol a material fact or omit (o state a material lact
necessary Lo make the statements made. in light of the circumstances under which such statements were made. not
misleading with respect 1o the period covered by this report;

3. Based on my knowtledge. the financial statements, and other finuncial information included in this report, fairly present in all
material respects the financial condition. results ol operations and cash Mows of the registrant as of. and for. the periods
presented in this report:

4, The registrant's other certilying officer and 1 are responsible for establishing and mainiaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and internal control over hinancial reporting (as
defined in Exchange Act Rules 13a-15(0) and 15d-15(1)) for the registrant and have:

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

b.  Designed such internal control over linancial reporting. or caused such internal control over financial reporting to be
designed under our supervision, o provide reasonable assurance regarding the reliabitity of linancial reporting and the
preparation ol Tinancial statements for external purposes in accordance with generally accepted accounting principles:

¢.  Ewvalualed the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end ol the period covered by this
report based on such evaluation: and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially
affected, or is reasonably likely 1o materially alfect. the registrant's internal control over linancial reporting: and

5. The registrant’s other certifying officer and 1 have disclosed. based on our most recent evaluation ol internal control over
financial reporting, 1o the registrant's auditors and the audit commiuee of the registrant’s board of directors (or persons
performing the equivalent lunctions):

a. Al significant deficiencics and matcrial weaknesses in the design or operation of imernal control over financial
reporting which are reasonably likely to adversely affeet the registrant’s ability to record, process, summarize and report
financial information; and

b.  Any Iraud. whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over linancial reporting.

=

Date: November 3, 2006 s/ James H, Miller
James H. Miller
Chairman, President and Chiel Executive Officer

. PPL. Corporation
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Exhibit 31(h)

CERTIFICATION .

1, JOHN R. BIGGAR, centify that:
1. I'have reviewed this quarterly report on Form 10-Q of PPL Corporation (“the registrant”);

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

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

4. The registrant’s other certifying officer and 1are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules [3a-15(c) and 15d-15(¢)) and internal control over linancial reporting {as
defined in Exchange Act Rules [3a-15() and 15d-15(1)) lor the registrant and have:

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

b Designed such internal control over financial reporting, or caused such internal control over linancial reporting to be
designed under our supervision. (o provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally aceepted accounting principles:

¢, Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the elTectiveness ol the disclosure controls and procedures. as of the end ol the period covered by this
report based on such evaluation: and

d.  Disclosed in this report any change in the registrant’s internal control over linancial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially
alfecied, or is reasonably likely to materially affect, the registrant's internal control over financial reporting: and

5. The registrant’s other certilying officer and T have disclosed. based on our most recent evaluation of internal control over
financial reporting, 1o the registrant’s auditors and the audit committee of the registrant’s hoard of directors (or persons
perlorming the cquivalent functions):

a. Al significam deficiencics and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely 1o adversely affect the registrant's ability to record. process. summarize and report
lnancial inlormation; and

h.  Any fraud. whether or not material, that involves management or other employees who bave a significant role in the
registranl’s internad control over linancial reporting.

Date: November 3. 2006 /s/_John R, Biggar
John R. Bigpar
Excculive Vice President and Chicl Financial Officer
PPL. Corporation
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i. JAMES H. MILLER, certify that:

Exhibit 31(c)

CERTIFICATION

{. [ have reviewed this guarterly report on Form 10-Q of PPL Energy Supply. LLC (the "registrant™);

2. Based on my knowledge. this report does not contain any untrue statement of a material fact or omit 1o state a material lact
neeessary (o make the statements made, in light of the eircumstances under which such statements were made. not
misleading with respect 1o the period covered by this report:

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

4, The registrant's other cerlilying officer and [ are responsible for establishing and maintaining disclosure controls and
procedures (us delined in Exchange Act Rules F3a-15¢¢) and 15d-15(c)) lor the registrant and have:

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

b. Evaluated the eftectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness ol the disclosure controls and procedures. as of the end of the period covered by this
report based on such evaluation: and

¢. Disclosed in this report any change in the registrant’s internal control over financial reporting that oceurred during the
registrant's most recent (iscal quarter (the registrant's fourth quarter in the case of an annual report) that has materially
allected. or is reasonably likely to materiably alfect, the registrant’s internal controb over linancial reporting: and

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

a. All significant deficiencies and material weaknesses in the design or operation of internal control over linancial
reporting which are reasonably likely 1o adversely affect the registrant's ability 1o record, process, summarize and report
financial information: and

b,  Any lraud, whether or not material. that involves management or other employees who have a signilicant role in the
registrant’s nternal control over financial reporting.

Dale: November 3, 2006 {8/ James H. Miller

James H. Milter
President
PPL Encrgy Supply. LLC



Exhibit 31(d)

CERTIFICATION .

[. PAUL A. FARR, cerlify that:

I, Thave reviewed this quarterly report on Form 10-Q ol PPL Encergy Supply, LLC (the "registrant”);
2. Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary {0 make the statements made. in light of the circumstances under which such statements were made. not
misteading with respect o the period covered by this report:

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

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

a. Designed such disclosure controls and procedures. or caused such disclosure controls and procedures 10 be designed
undier our supervision, Lo ensure that material information relating 1o the registrant. including its consolidated
subsidizries, is made known 10 us by others within those entities. particularly during the period in which this report is
being prepared:

b.  Evaluated the elfectiveness of the registrant’s disclesure controls and procedures and presented in this report our
conclusions about the eifectivencess of the disclosure controls and procedures., as of the end of the periad covered by this
report hased on such evaluation: and

¢.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially
affecied. or is reasonably likely (o materially affect. the registrant’s internal control over financial reporting: and

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

a. All significant deficiencies and material weaknesses in the design or operation ol internal control over {inancial
reporting which are reasonably likely to adversely affecl the registrant's ability 1o record. process. summarize and report
financial information; and

h.  Any [raud. whether or not material, that involves management or other employees who have a stgnificant role in the
registrant's internal control over financial reporting.

Date: November 3, 2006 Is/ Paul A, Farr
Paul A. Farr
Senior Vice President
PPL Lnergy Supply, LLC
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I. JOHN F. S{PICS. certily that:

Exhibit 31(¢)

CERTIFICATION

1. [ have reviewed this quarterly report on Form [0-Q of PPL Electric Utilities Corporation (the "registrant™);

2. Bascd on my knowledge. this report does net contain any untrue statement of a material Fact or omil 1o state a matertal fact
necessary 1o make the statements made. in light of the circumstances under which such statements were made., not
misleading with respect to the period covered by this report:

3. Based on my knowledge. the linancial statements. and other (inancial information included in this report. fairly present in all
malcrial respects the linancial condition. results of operations and cash flows of the regisirant as ol and {or. the periods
presented in this report:

4. The registrant's other certilying officer and 1 are responsible (or establishing and maintaining disclosure conlrols and
procedures ¢as delined in Exchange Aot Rules 13a-15(¢) and 15d-15(c)) for the registrant and have:

a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 1o be designed
under our supervision, 1o ensure that material information relating 10 the registrant, including its consolidated
subsidiaries. is made known (o us by others within those entities. particularly during the period in which this report is
being prepared;

b. Evaluated the effectiveness ol the regisirants disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as ol the end of the period covered by this
report based on such evaluation: and

c.  Disclosed in this report any change in the registrant’s internal control over financial reporting that ocecurred during the
registreant's most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially
atfected, or is reasonably likely to materiably aliect. the registrant’s internal control over financial reporting: and

5. The registrant's other certilying officer and [ have disclosed, based on our most recent evaluation ol internal control over
financial reporting, 1o the registrant's auditors and the audit committee ol the registrant's board of directors (or persons
performing the equivalent functions):

a. All significant deficiencices and material weaknesses in the design or operation of inlernal control over linancial
reporting which are reasonabiy likely o adversely affeet the registrant's ability to record, process. summarize and report
Nnancial information: and

h,  Any fraud, whether or not material, that involves management or other employees who have u significant role in the
registrant's internal control over financial reporting.

Diate: November 3, 2006 s/ John F. Sipics

John F. Sipics
President
PPL Elcetric Utilitics Corporation
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Exhibit 31(f)

CERTIFICATION .

. PAUL A. FARR, certify that:
1. T have reviewed this quarterly report on Form 10-Q of PPL Eleciric Utilitics Corporation (the "registrant™):

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit Lo stade a material fact
necessary 1o make the statements made. in light of the circumstances under which such statements were made. not
misleading with respect 10 the period covered by this report:

3. Based on my knowiledge. the financial statements, and other linancial information included in this report, fairly present in all
matcrial respects the financial condition. results of operations and cash Mows of the registrant as ol and (or. the periods
presented in this report:

4, The registrant’s other certifying officer and T are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) for the registrant and have:

a. Designed such disclosure controls and procedures. or caused such disclosure controls and procedures 1o be designed
under our supervision. Lo ensure that material information relating (0 the registrant. including its consolidated
subsidiarics. is made known 1o us by others within those entities, particularly during the period in which this report is
being prepared:

b.  LEvaluated the effectiveness ol the regisirant's disclosure controls and procedures and presented in this report our
conclusions aboul the effectiveness ol the disclosure controls and procedures, as of the end of the period covered by this
report hased on such evaluation; and

c.  Disclosed in this report any change in the registrant’s internal control over financial reporting that oceurred during the
registrant's most recent Nscal quarter (the registrant’s Tourth quarter in the case of an annual report) that has materially
affected. or is reasonably likely to materially alfect, the registrant's internal control over financial reporting: and

5. The registrant’s other certilying officer and [ bave disclosed. based on our most recent evaluation of internal cantrol over
linancial reporting, to the registrant’s auditors and the audit commitice of the registrant's board of directors (or persons
performing the cquivalent functions):

a.  All significant defciencies and malterial weaknesses in the design or operation ol internal control over financial
reporting which are reasonably likely 1o adversely alieet the registrant’s ability o record. process. summarize and report
financiat information: and

b. Any iraud, whether or not material. that involves management or other employees who have a significant role in the
registrant's internal control over linancial reporting.

Date: November 3, 2006 Isf Paul A, Farr
Paul A. Farr
Senior Viee President-Financial
PPL Electrie Utilitics Corporation
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Exhibit 32(a)

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350

. AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006

In connection with the quarterly report on Form 10-Q of PPL Corporation {the "Company") lor the quarter ended
September 30, 2006, as filed with the Sccurities and Exchange Commission on the date hereof (the "Covered Report™). 1. the principal
executive officer of the Company, pursuant o 18 U.S.C. Section 1350, as adopled pursuaal o Section 906 ol the Sarbanes-Oxley Act

of 2002, hereby certify that:
o The Covered Report fully complies with the requirements of Sceetion F3(a) or 15(d) of the Sccurities Exchange
Act ol 1934, as amended; and
¢ The information contained in the Covered Report lairty presents, in all material respects. the linancial condition
and results ol operations ol the Company.

Date: November 3, 2006 I/ James H. Miller
James H. Miller
Chairman, President and Chictl Executive Officer
PPL Corporation

A signed original of this writien statement required by Section 906 has been provided o the Company and will be retained by
the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32(b)

CERTIFICATE PURSUANT TO 18 U.5.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 .
FOR PPL CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006
In connection with the quarterly report on Form 10-Q of PPL Corporation (the "Coempany™) for the quarter ended
Scptember 30, 2006, as filed with the Sceuritics and Exchange Commission on the date hereof (the "Covered Report™), 1. the principal
financial officer of the Company. pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act

of 2002, hereby certify that:

e The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Sccuritics Exchange
Act of 1934, as amended: and

o ‘The information contained in the Covered Report Tairly presents, in all material respects, the financial condition

and results of operations ol the Company.

Date: November 3. 2006 fs/ John R. Bigear
John R, Biggar

Executive Vice President and
Chicl Financial OfTcer
PPL Corporation

A signed original ol this writlen statement required by Section 906 has been provided to the Company and will be retained by
the Company and furnished to the Sccurities and Exchange Commission or its stafl upon request.
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Exhibit 32(¢)

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
. AS ADOPTED PURSUANT TQ SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ENERGY SUPPLY, LLC'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006

I[n connection with the quarterly report on Form 10-QQ of PPL, Encragy Supply, LLC (the "Company™) lor the quarter ended
September 30, 2006. as filed with the Sceurities and Exchange Commission on the date hereol (the "Covered Report”). L. the principal
executive officer of the Company. pursuant o 18 U.S.C. Section 1350, as adopted pursuant to Scetion 906 of the Sarbanes-Oxley Act
of 2002, hereby certily that;

» The Covered Report [ully complies with the requirements of Section 13¢a) or 15(d) of the Sccurities Exchange
Actol 1934, as amended: and

e The information contained in the Covered Report fairly presents. in alt material respects, the linancial condition
and results of operations ol the Company.

Dae: November 3, 2006 fsf_James H. Miller
James H. Miller
President
PPL Encrgy Supply. LLC

A signed original of this writien statement required by Section 906 has been provided (o the Company and will be retained by
the Company and furnished o the Securities and Exchange Commission or its stafl upon request.
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Exhibit 32(d)
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 .

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350

FOR PPL ENERGY SUPPLY, LLC'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006

In conpection with the quarterly report on Form 10-Q of PPL Energy Supply. LLC (the "Company™) for the quaiter ended
September 30, 2006. as filed with the Sceurities and Exchange Commission on the date hereof (the "Covered Report™), 1. the principal

financial officer of the Company. pursuant to 18 U.S.C. Scction 135(), as adopled pursuant to Section 906 of the Sarbanes-Oxley Act
ol 2002, hereby certily that:

s The Covered Report [ully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act ol 1934, as amended: and

e The information contained in the Covered Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: November 3. 2006 I/ Paul A, Farr

Paul A. Farr
Senior Vice President
PPL Encray Supply. LLL.C

A signed original of this writen statement required by Scetion 906 has been provided 1o the Company and will be retained by
the Company and lurnished 1o the Securities and Exchange Commission or its stafl upon request.
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Exhibil 32(¢)

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
. AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ELECTRIC UTILITIES CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006
In connection with the quarterly report on Form 10-Q of PPL Electric Ullities Corporation (the "Company™) lor the quarler
ended Sceprember 30. 2006, as lifed with the Seeuritics and Exchange Commission on the date hercol (the "Covered Report”). 1. the
principal executive officer of the Company. pursuant 1o 18 U.S.C. Section 1350, as adopted pursuant to Scetion 906 of the Sarbanes-
Oxley Act of 2002, hereby certily that:

s The Covered Report Tully complies with the requirements of Seetion 13(a) or 15(d) of the Securitics Exchange
Act of 1934, as amended: and

e The inlormation contained in the Covered Report fairly presents. in all material respects. the linancial condition
and resubts of operations of the Company.

Date: November 3. 2006 {8/ John F. Sipics
John F. Sipics
President
PPL Eleetric Utilitics Corporation

A signed original of this written statement required by Scetion 906 has been provided 1o the Company and will be retained by
the Company and furnished to the Securities and Exchange Commission or its stafl upon request.
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Exhibit 32(0)

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 .
FOR PPL ELECTRIC UTILITIES CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2006

In connection with the quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "Company") for the quarier
ended September 30, 2006, as iled with the Seeuritics and Exchange Commission on the date hereol (the "Covered Report”), I the
principal financial ofTicer of the Company. pursuant 1o 18 U.S.C. Section 1350, as adopted pursuant 1o Section 906 of the Sarbancs-

Oxley Act ol 2002, hereby certify that:
s The Covered Report lully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended: and
e The information contained in the Covered Report fairly presents, in all material respects. the ltnancial condition

and results of operations of the Company.

[/ Paul A, Farr

Paul A. Farr

Scnior Vice President-Financial
PPL Electric Utilities Corporation

Date: November 3, 2006

A signed original of this writlen stalement required by Section 906 has heen provided to the Company and will be retained by

the Company and furnished 1o the Sceurities and Exchange Commission or its staff upon request.
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Attachment IlI-F-1b

. PROSPECTUS SUPPLEMENT
(To Prospectus dated March 20, 2006)

$250,000,000

PPL Electric Utilities

PPL Electric Utilities Corporation

10,000,000 Depositary Shares
Each representing a Vs interest in a share of Preference Stock, 6.25% Series
of PPL Electric Utilities Corporation
(Non-cumulative, Liguidation Preference $25.00 per Depositary Share)

Each of the depositary shares oflfered hereby (the “Depositary Shares™) represents a ¥4 interest in a share of our Preference Stock, 6.25% Series,
tiquidation preference $100.00 per share (the “Preference Shares™). As a holder of Depositary Shares, you will be entitfed to all proportional rights and
preferences of the Preference Shares (including dividend, voting, redemplion and liquidation rights) exercised through the depositary. Dividends on the
Preference Shares will be payable in arrears on January [, April 1, July 1 and Octoher 1 of each year, when, as and if declared by our Board of Directors,
beginning on July 1, 2006 at an annual rate of 6.25%, or $1.5625 per Depositary Share per year. Dividends on the Preference Shares are not cumulative.
I{ for any reason we do not declare a dividend on the Preference Shares before the dividend payment date for a quarterly dividend period, that dividend
will not accumulate and holders of the Preference Shares will have no right 10 receive, and we will have no obligation 10 pay, a dividend for that period.
whether or not we pay, or have sufficient funds to pay, dividends in full or in partin the future.

With certain limited exceptions, we may not pay dividends on, or redeem, purchase or make a liguidation payment with respect to. any of our
common stock, unless full dividends on the Preference Shares have been paid for the then-current dividend period.

We may not redeem the Preference Shares prior to April 6, 201 1. On and after that date. we may, at our option, redeem the Preference Shares, in
whole at any time or in pan from time to time, for $100,00 per Preference Share {equivalent to $25.00 per Depositary Share), plus any declared and
unpaid dividends (without accumulation of any undeciared dividends), payable in cash. The Preference Shares have no stated maturity, are not subject to
any sinking fund provisions and wiil remain outstanding indefinitely unless redeemed.

The Preference Shares will have no voting rights, except as provided by law, See “Description of the Preference Shares—Voting Rights.”

We will not apply to list the Depositary Shares on any securities exchange or to include the Depositary Shares in any automated quotation system,
We do not expect that there will be any public trading market for the Preference Shares except as represented by the Depositary Shares.

Investing in the Depositary Shares involves risks. See ““Risk Factors” on page §-6 of this prospectus supplement and page 4
of the accompanying prospectus.
Underwriting
Price to Discounts and  Proceeds, Before
Public (1) Commissions Expenses, to Us
Per Depositary Share .. ... . .. i e i h 2500 § 0.50 s 24.50
5 P $250.000,000  $ 5.000,000 $245.000.000

(1) The price to public does nol include accrued dividends, if any, that may be dectared. Dividends, if declared, will accrue from the date of eriginal
issuance, which is expected to be April 6, 2006.
Delivery of the Depositary Shares in book-entry form only will be made on or about April 6, 2006.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of thuse sccurities or determined
if this prospectus supplement or the prospectus to which it relates is truthtul or complete. Any representation to the contrary is a criminal offense.

Joint Lead and Book-Running Managers

Merrill Lynch & Co. JPMorgan Wachovia Securities

Citigroup
Credit Suisse
Goldman, Sachs & Co.
Lehman Brothers
Morgan Stanley

Janney Montgomery Scott LLC L.aSalle Capital Markets

. The date of this prospectus supplement is April 3, 2006.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus suppiement is part of a registration statement that we have filed with the Sccurities and
Exchange Commission {the “SEC") utilizing a “shelf” registration process. Under this shelf process, we are
offering to sell the Depositary Shares, using this prospectus supplement and the accompanying prospectus. This
prospectus supplement describes the specific terms of this offering. The accompanying prospectus and the
information incorporated by reference therein describe our business and give more general information, some of
which may not apply to this offering. Generally, when we refer only to the “prospectus.” we are referring to both
parts combined. You should read this prospectus supplement together with the accompanying prospectus before
making a decision to invest in the Depositary Shares. If the information in this prospectus supplement or the
informaticn incorporated by reference in this prospectus supplement is inconsistent with the accompanying
prospectus, the information in this prospectus supplement or the information incorporated by reference in this
prospectus supplement will apply and will supersede that information in the accompanying prospectus. You
should rely on the information contained in or incorporated by reference in this prospectus supplement and the
accompanying prospcctus. We have not autherized anyone to provide you with different information, We are not
making an offer of these securities in any state where the offer is not permitted. You should not assume that the
information contained in or incorporated by reference in this prospectus supplement and the accompanying
prospectus is accurate as of any dale afier the date of this prospectus supplement.

PPL Electric Utilitics Corporation (“PPL Electric™) is a Pennsylvania corporation. Our principal exccutive
offices are located at Two North Ninth Street, Allentown, Pennsylvania 18101-1179 and our telephone number at
that address is (610) 774-5151. Information about PPL Electric is available on our website al
www pplelectric.com and on the Investor Center page of www.pplweb, com, The information on these sites is
not part of this prospectus supplement. In this prospectus supplement, “we,” “us”™ and “our” refer te PPL Elcctric
and not any of its subsidiaries or affiliates and “underwriters” refers to the firms listed in the “Underwriting”
section of this prospectus supplement.



SUMMARY

The following summary contains information about the offering by PPL Electric of the Depositary Shares
{defined below). It does not contain all of the information that may be important 1o you in making a decision to
purchase the Depositary Shares. For a more complere understanding of PPL Electric and the offering of the
Depositary Shares, we urge you 1o read this entire prospectus supplement, the accompanying prospectus and the
documents incarporated by reference carefully, including the “Risk Factors® sections and our financial
statemenis and the notes to those statements incorporated by reference herein.

The Offering
Issuer ... .o i PPL Electric.
Securities Offered ................. 10,000,000 depositary shares (the “Depositary Shares™), cach

representing a ¥ interest in a share of our Prefercnce Stock, 6.25%
Series {the “Preferecnce Shares™).

Size ... $250,000,000.

Dividend Rate and Payment Dates ... Dividends will be payable quarterly in arrears on the 19 day of
January. April, July and Oclober of cach year, when, as and if
declared by our Beard of Directors, beginning on July 1, 2006, at the
fixed rate per annum of 6.25% per Preference Share. or $1.5625 per
Depositary Share per year. Dividends, if declared, will accrue from
the date of original issuance, which is cxpected to be April 6, 2006.
Sce “Description of the Preference Shares-Dividends.”

Listing ................oo il We will not apply to list the Depositary Shares on any securities
exchange or 1o include the Depositary Shares in any automated
quotation system. We do not expect that there will be any public
trading market for the Preference Shares except as represented by the
Depositary Sharcs.

Term ... s Perpetual.

Optional Redemption .............. We may not redeem the Preference Shares prior to April 6, 2011. On
and after that date, we may, at our option. redeem the Preference
Sharcs, in whole at any time or in part from lime to time, for $100.00
per Preference Share (equivalent to $25.00 per Depositary Share),
plus any declared and unpaid dividends {(without accumulation of any
undeciared dividends), payable in cash.

It is our intention to redeem the Preference Shares enly from the
proceceds of the sale of certain qualifying securitics having eguity
characleristics similar to or greater than the applicable cquity
characteristics of the Preference Shares.

Public Offering Price .............. $25.00 per Depositary Share. The public offering price does not
include accrued dividends, if any, that may be declared.
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Dividends ........................

Dividend Stopper .. . ...............

Ranking .........................

Issuance of Senior Shares ... ........

VotingRights .....................

Preemptive and Conversion Rights ...

Useof Proceeds ...................

Transfer Agent . .. ... .............

Depositary .......................

Dividends on the Preference Shares are not cumulative and,
accordingly, if for any reason we do not declare a dividend on the
Preference Shares before the dividend paymemt date for a quanterly
dividend period. that dividend will not accumulate and holders of the
Preference Shares will have no right 1o receive and we will have no
obligation to pay a dividend for that period, whether or not we pay, or
have sufficient funds to pay, dividends in full or in part in the future.
In addition, holders of Preference Shares will have no right to any
representation on our Board of Directors, regardless of the number of
periods for which dividends are not paid. Dividends may be
probibited under certain circumstances, as described below under
“Risk Factors—Our ability to pay dividends is restricted.”

With certain limited exceptions, we may not pay dividends on, or
redeem, purchase, or make a liquidation payment with respect 1o, any
of our common stock. unless full dividends on the Preference Shares
have been paid for the then-current dividend period. See “Description
of the Preference Shares—Dividend Stopper.”

The Preference Shares will rank senior to our common stock, junior
to our 4 V2% Preferred Stock and all of our Serics Preferred Stock,
and on parity with any other scries of our preference stock that we
may issue in the future, in cach case with respect to the payment of
dividends and distribution of assets upon liquidation, dissolution or
winding up of PPL Elcctric.

As long as any Preference Shares are outstanding, we do not intend to
issue any shares of our 4 2% Preferred Stock, Series Preferred Stock
or other preferred stock or preference stock that rank senior to the
Preference Shares with respect 1o the payment of dividends and
distribution of assets upon liguidation, dissolution or winding up of
PPL Electric.

The Preference Shares will have no voting rights, except as provided
by law. See "Description of the Preference Shares—Voting Rights.”

The Preference Shares are without any preemptive rights and are not
convertible into, or exchangeuble for, any of our other property or
securities.

We will use the net proceeds from the sale of the Depositary Shares 10
tepurchase from PPL Corporation up to $200 million of our common
stock and for such other general corporate purposes as we deem
appropriate, including the redemption or repurchase of our
outstanding debt securities,

Wells Fargo Bank, N.A.

Wells Fargo Bank, N.A,
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RECENT DEVELOPMENTS

We currently arc authorized under our Amended and Restated Articles of Incorporation {our “Articles of
Incorporation™) to issuc up to 5,000,000 shares of preference stock. The Board of Directors is authorized, without
further sharcowner action, to issue shares of prefercnee stock from time to time in ore or more series and o
determine the designations, prefercnces, limitations and special rights of any series. In connection with the
issuance of the Depositary Sharcs offered by this prospectus supplement, we will issue 2,500,000 Preference
Shares. In connection with our 2006 Annual Mceting of Sharcowners to be held on April 26, 2006, we have
proposed to increase the authorized amount of preference stock from 5.000,000 to 10,000,000 shares through an
amendment to our Articles of Incorporation. We expect this amendment to be adopted, as PPL Corporation,
which owns al! of our outstanding shares of common stock and as a result 99% of our voting shares, intends to
vole all of its shares in favor of this amendment. The holders of the Preference Shares (and, accordingly, the
holders of the Depositary Shares) will not be entitled to vote with respect to this amendment.




RISK FACTORS

Before making a decision to invest in the Depositary Shares, vou should carefully consider the risk faciors
described below and the risk factors conmtained in the documenis incorporated by reference in this prospectus
supplement and the accompanying prospectus, as well as the other information included in this prospectus
supplement, the accompanyving prospectus and the documents incorporated by reference in this prospectus
supplement and the accompanying prospecius.

Dividends on the Preference Shares are non-cumulative.

Dividends on the Preference Shares are not cumulative and, accordingly, if for any reason we do not declare
a dividend on the Preference Shares before the dividend payment date for a quarierly dividend period, that
dividend will not accumulate and holders of the Preference Shares will have no right to receive, and we will have
no obligation to pay, a dividenrd for that period, whether or not we pay, or have sufficient funds to pay, dividends
in full or in part in the future. In addition, holders of Preference Shares will have no right to any representation
on our Board of Directors, regardless of the number of periods for which dividends are not paid. The market
value of the Preference Shares may decline substantially if we do not make dividend payments.

There may not be an active trading market for the Depositary Shares.

Prior 1o this offering, there has been no market for the Depositary Sharcs, We will not apply to list the
Depositary Shares on any sccurities exchange or to include the Depositary Sharcs in any automated quotation
system. As the Depositary Shares will not be quoted on a national securities exchange, there may be little or no
secondary market for them. Even if there is a secondary market, it may not provide enough liquidity to allow you
to trade or scll the Depositary Shares easily, which may affect the price you receive upon any such sale. We do
not expect that there will be any public trading market for the Preference Shares except as represented by the
Depositary Shares.

Holders of the Preference Shares have limited voting rights.

The Preference Shares will have no voting rights, except as provided by law. Sce “Description of the
Preference Shares—Voting Rights.”

The Preference Shares are subordinated to our indebtedness and our outstanding preferred stock,

Halders of our indebtedness and our existing 4 2% Preferred Stock and Scrics Preferred Stock will have
seniority over the holders of the Preference Shares with respect to rights to payment {from any proceeds
distributed in connection with any insolvency. liquidation, reorganization. disselution or other winding up of PPL
Electric. This may have the cifect of reducing the amount of proceeds paid to you as a holder of Depositary
Shares upon an insolvency, liquidation, rcorganization, dissolution or other winding up of PPL Electric, and you
would not be paid any proceeds upon an insolvency, liquidation, reorganization, dissolution or other winding up
of PPL Electric if our assels were insufficient to pay our debt ebligations at that time.

Our ability to pay dividends is restricted.

Our 2001 senior secured bond indenture restricts dividend payments on our equity, including the Preference
Sharcs, in the event that we fail to mect an interest coverage ratie or fail to comply with certain requirements
included in our Articles of Incorporation and our Bylaws 10 maintain our separatencss from PPL Corporation and
PPL Corporation’s other subsidiarics. If we are prohibited from paying dividends that have been declared for any
dividend period as a result of the application of these restrictions. those dividends will cease to accrue and
holders of the Preference Shares (and, accordingly, holders of the Depositary Shares) will have no right to
receive the dividend for that period on the corresponding dividend payment date or in the future. The market
value of the Preference Shares may decline substantially if we do not make dividend payments,
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USE OF PROCEEDS

We will use the net proceeds from the sale of the Depositary Shares to repurchase from PPL Corporation up
1o $200 million of our common stock and for such other general corporate purposcs as we deem appropriate,
including the redemption or repurchase of cur outstanding debl sccurities.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL AND OTHER DATA

The following selected historical consolidated financial and other data for each of the fiscal years ended
Dcecember 31, 2003, 2004, 2003, 2002 and 2001 have been derived from the audited consolidated financial
staternents of PPL Eiectric Utilities Corporation.

The following data should be read in conjunciion with “*Management's Discussion and Analysis of Financial
Condition and Results of Operations” included in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2005, which is incorporated by reference herein, and with the consolidated financial statements,
rclated notes, and other financial information incorporated by reference into this prospectus supplement and the
accompanying prospectus,

2005 2004 2003 2002 2003

PPL Electric Utilities Corporation (a)
Incoine Items—millions

Operating [evenues . ... ... it $3.163 5 2847 § 2,788 § 2,748 § 2,694
Operating income . ......... ... .. .. it 3N 259 251 275 419
Income available to PPL Corporation ....................... 145 74 25 39 119
Balance Sheet Items—millions (b)
Property. plant and equipment—net .......... ... 000 2716 2,657 2,589 2456 2319
Recoverable transilion costs ............. ... oo 1,165  1.43] 1.687 1946 2,172
Total ASSEIS . ..ttt e e 5537 5526 5469 5583 5921
Long-termdebt ........... e 2411 254 2937 3175 3459
Company-obligated mandatorily redeemable preferred securities
of subsidiary trusts holding solely company debentures .. ... .. 250
Preferred stock .. ... ... .. . e 51 51 3 82 82
Common equily .. .. ...t e 1,324 1,272 1.222 1,147 931
Short-termdebt ... ... 42 42 15
Total capital provided by investors ... ................. ... .. 3,828 39509 4210 4419 4722
Financial Ratios
Return on average common equity—% .......... ... .. 000 11.20 595 2.08 3.87  11.09
Embedded cost rates (b)
Long-termdebt—% ... ... ..o e 6.56 6.86 6.61 6.83 6.31
Preferredstock—% . .......ooiiiiin i 5.14 5.14 5.14 5.81 5.81
Preferred securities—% ... ...... ... oot 844
Times interest earned before incometaxes . .................. 2.19 1.45 1.22 1.33 1.89
Ratio of earnings to fixed charges(c) ....................... 2.1 1.4 1.2 1.2 1.7
Ratio of earnings to combined fixed charges and preferred stock
dividends (€) ... ..o 21 1.4 1.2 1.2 1.7
Sales Data
Customers (thousands)(b) ........ ... .. ... ... .. i 1,365 1,351 1.330 1.308 1,298
Electric energy delivered—millions of kWh
Residential ........ ..ot i 14,218 13441 13266 12,640 12269
Commercial ... ... e 13,196 12,610 12388 12371 12,130
Industrial ... ... o e 9777 9,620 9599 9,853 10,000
Other . e s 167 163 154 169 211
Retail electricsales ......... ... ... .. ..ot 37,358 35,834 35407 35.033 34610
Wholesale electricsales (d) . ... ........co ot 72 676 679 924
Total electric energy delivered . ................... 37.358 35906 36083 35712 35534
Electric energy supplied as a PLR—millions of kWh .......... 36917 34841 33.627 33747 31.653

(a) The earnings lor cach year other than 2004 were affected by iterns management considers unusual, which affected
net income, Sce "Earnings™ in Management’s Discussion and Analysis of Financial Condition and Results of
Operations for a description of unusual items in 2005 and 2003.

(b} At year-end.

{¢) Computed using eamnings and fixed charges of PPL Electric and its subsidiaries. Fixed charges consist of interest on
short- and long-term debt, other interest charges and the estimated interest component of other rentals. In
calculating the earnings component, net income excludes the cumulative effect of a change in accounting principle.

(d) The contracts for wholesale sales to municipalities expired in January 2004.
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CAPITALIZATION

The following table sets forth PPL Electric's historical unaudited consolidated cash and cash equivatents,
shori-term debt and capitalization as of December 31, 2005;

* on an actual basis:

= on an as-adjusted basis to give effect to the estimated net proceeds from the sale by us of the Depositary
Shares in this offering. assuming we repurchase $200 million of our common cquity.

This table should be read in conjunction with our consolidated financial statements, the notes related thereto
and the other financial and operating data incorporated by reference into this prospectus supplement and the
accompanying prospectus,

As of December 31, 2005
Actual As Adjusted
(in millions)

Cashand cashequivalents ........... ... ... ... . ... ... ... ... ... 3 268 $ 343
Shert-termdebt ... . $ 42 3 42
Long-term debt, including current portion ........... ... ... ... ... $2.411 $2411
Preferred stock ... ..o 51 301
CommMON CQUITY ... e e e it 1,324 1,124
Total capitalization ........ .. i et 33,786 $3,836
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DESCRIPTION OF THE PREFERENCE SHARES

General

The fellowing summary description of certain provisions of our Articles of Incorporation does not purport
to be complete and is qualified in its cntirety by reference to our Articles of Incorporation. The Preference Sharcs
constitite a single series of our preference stock. The Preference Shares are not convertible into, or exchangeable
for, shares of any other class or series of stock or other securities or property of ours. The Preference Shares have
no preemptive rights. Any Preference Shares that are surrendered for redemption will be returned (o the status of
authorized and unissued preference stock.

We currently are authorized under our Articles of Incorporation to issue up to 5,000,000 shares of
preference stock. The Board of Directors is authorized, without further shareowner action, to issue sharcs of
preference stock from time to time in one or more serics and to determine the designations, preferences.
limitations and special rights of any series. In connection with the issuance of the Depositary Shares offered by
this prospectus supplement, we will issue 2,500,000 Preference Shares.

In connection with our 2006 Annual Meeting of Sharcowners to be held on April 26, 2006, we have
proposed to increase the authorized amount of preference stock from 5,000,000 o 10,000,000 shares through an
amendment o our Articles of Incorporation. We expect this amendment to be adopted, as PPL Corporation,
which owns all of our outstanding shares of common stock and as a result 99% of our voting shares, intends to
votc all of its shares in favor of this amendment. The holders of the Preference Shares (and, accordingly, the
holders of the Depositary Shares) will not be entitled to vote with respect to this amendment.

We will issuc 10,000,000 Depositary Shares in connection with this offering, each representing a Va interest
in 2 Preference Share. Our Board of Directors will be permitied, without the consent of any holders, to issue
additional shares of preference stock, including shares of preference stock of the same series as the Prelerence
Shares, pursuant to different offerings from time to time, up to the maximum number of authorized shares of
preference stock.

QOur Board of Directors also is permitted under our Articles of Incorporation, without further shareowner
action, to issue from time to lime shares of onc or more other serics of our preference stock, and to determine the
designations, preferences, limitations and special rights of any series including, but not limited to, the following:

+  the rate of dividend, if any;

+ the rights, il any, of the holders of stock of the series upon our insolvency, liguidation, reorganization,
dissolution or other winding up;

* the terms and conditions upon which stock may be converted into stock ol other series or other capital
stock, if issued with the privilege of conversion;

= the price at and the terms and condilions upon which stock may be redeemed; and

« the voting rights, if any.

Dividends and Payment Dates

Holders of Preference Shares will receive, when, as and if declared by us, out of funds legally available for
payment of dividends under Pennsylvania law, cash dividends at a fixed annual rate of 6.25%. We will pay
dividends on the Preference Shares quarterly in arrcars on January 1, April 1, July 1 and October 1 of each year,
beginning on July 1, 2006 (or. if any such dividend payment date is not a business day, then the acxt succeeding
business day). when, as and if declared by us out of legally available funds to the holders of record as of a date
not exceeding 40 days and not less than 10 days preceding such dividend payment dates, to be fixed by our Board
of Directors. Dividends, if declared, will accrue from the date of original issuance, which is expected 10 be
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April 6, 2006. “Business day" means any day that is not a Saturday or Sunday and that is not a day on which
banking institutions generally are authorized or obligated by law or exccutive order 1o be closed. The amount of
dividends payable for any period will be computed on the basis of a 360-day year consisting of twelve 30-day
months,

Dividends on the Preference Shares are not cumulative and, accordingly, if for any reason we do not declare
a dividend on the Preference Shares before the dividend payment date for a quarterly dividend peried, that
dividend will not accumulatc and helders of the Preference Shares will have no right to receive and we will have
no obligation to pay a dividend for that period, whether or not we pay, or have sufficient funds to pay, dividends
in full or in part in the future. In addition, holders of Preference Shares will have no right to any representation
on our Board of Dircctors, regardless of the number of periods for which dividends are not paid.

Dividend Stopper

We may not pay dividends on, or redeem, purchase, or make a liquidation payment with respect to, any of
our common stock or any of our other capital stock ranking junior o the Preference Shares (other than the
distributions of shares, options, warrants or rights to purchase shares of our commen stock or any of our other
capital stock ranking junior to the Preference Shares), unless {ull dividends on the Preference Shares have been
paid for the then-current dividend period.

We may not pay dividends on, or redesm, purchase, or make a liquidation payment with respect 1o, any
other prefercnce stock that we may issue ranking on parity with the Preference Shares, unless dividends on the
Preference Shares have been paid for the then-current dividend period ratably in proportion to the respective
amounts of dividends declared and unpaid on the Preference Shares and such other parity preference stock.

Optional Redemption

The Preference Shares are not redecmable prior to April 6, 2011, On and afier that date, the Preference
Shares, and the corresponding Depositary Shares, will be redecmable at our option, in whole at any time or in
part from time to time, upon not less than 30 nor more than 60 days' notice, at a redemption price equal to
$100.00 per share (equivalent to $25.00 per Depositary Share), plus any declared and unpaid dividends through
the date of redemption (without accumulation ol any undeclared dividends), payable in cash. Once proper notice
has been given, from and after the redemption date, such Preference Shares called for redemption will no longer
be deemed outstanding, and all rights of the holders thereof will cease. There will be no sinking fund for the
redemption or purchasc of the Preference Shares, Holders of the Preference Shares will have no right to require
the redemption of the Preference Shares.

1t is our inlention to redeem or repurchase the Preference Shares only from the proceeds of the sale of
certain qualifying securitics having equity characteristics similar to or greater than the applicable equity
characteristics of the Preference Shares (“Qualifying Securitics™).

We may decide to affirm this intention by making an enforceable covenant in favor of the holders of a
specific series of our outstanding long-term debt securities (including any replacement scries designated by PPL
Elcctric, the “Covered Debt™) stating that, iff we redecm or repurchase the Prefercnce Shares, we will do so only
i, during the 180 days on or prior to such redemption, we have received proceeds from the sale of Qualifying
Securitics. If we make this covenant, on or shonly after the date that we make the covenant, we would give
notice thercof 10 the holders of the Covered Debt and we would file the covenant with the SEC on a Current
Report on Form 8-K. Any such covenant would be subject to termination under certain circumstances, including
with the consent of holders of a majority of the principal amount of such Covered Debt. If we were (o enter into
this covenant, the covenant would not be intended to be enforccable by, or for the benefit of, holders of our
Prefercnce Shares, any of our preferred stock, any other preference stock that we may issuc or any series of our
long-term debt securities {other than the Covered Debt).
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. Ranking

The Preference Shares rank:

= subordinate to our 4 2% Preferred Stock and Series Preferred Stock;

* cqually with any other shares of preference stock that we may issue in the future; and
* senior Lo our commen stock,

with respect to the payment of dividends and distribution of assets upon liquidation or winding up of PPL Electric.

In the event of a voluntary or involuntary liquidation, dissolution or winding up of PPL. Electric, after
satisfaction of the distribution rights of the holders of our 4 V2% Preferred Stock and Series Preferred Siock, the
holders of the Preference Shares will be entitled to reccive out of our assets available for distribution o
stockholders, $100.00 per share (or $25.00 per Depositary Share), plus all declared and unpaid dividends from
prior dividend periods and accrued and unpaid dividends for the then-current dividend period to the date such
payment is made available, whether or not earned or declared, before any payment or distribution out of our
assets may be made to or sct apart for the holders of our common stock or any other capital stock ranking junior
lo the Preference Shares. I, upon any voluntary or involuniary liquidation, dissolution or winding up of PPL
Electric, our assets, or proceeds thereof, distributable among the holders of Preference Shares or any stock
ranking equally with the Preference Shares shall be insufficient 1o pay in full the preferential amounts to which
such stock would be entitled. then such assets, or the proceeds thereot, shall be distributable among such holders
ratably in accordance with the respective amounts which would be payable on such shares if all amounts payable
thereon were paid in full. The terms “involuntary liquidation, dissolution or winding up' shall include, without
being limited to, a liquidation, dissolution or winding up of PPL Electric resulting in the distribution of all of the
nct proceeds of a sale, lease or conveyance of all or substantially all of the property or business of PPL, Elcctric to
any governmental body including, withoul limitation, any municipa! corporation or political subdivision or
authority.

. Issnance of Senior Shares

As long as any Preference Shares arc cutstanding, we do not intend to issue any shares of 4 2% Preferred
Stock, Series Preferred Stock or other preferred stock or preference stock that rank senior to the Preference
Shares with respect to the payment of dividends and distribution of assets upon our insolvency, liquidation,
reorganization, dissolution or other winding up.

Voting Rights

Preference Share holders shail have no voling rights, excepl with respect to certain material changes in the
terms of the Preference Shares as provided by law. Currently, under the Pennsylvania Business Corporation Law
Scction 1914, regardless of any limitations stated in our Articles of Incorporation or Bylaws, the holders of
Preference Shares shail be entitled to vole as a class on the following actions:

= changing the preferences, limitations or special rights (other than preemptive rights or the right 10 vole
cumulatively) of the shares of a class ot sertes adverse 1o the Preference Shares;

« authorizing a new class or series ol shares having a preference as to dividends or assets which is senior
to the Preference Shares;

= increasing the number of authorized shares of any class or series having a preference as to dividends or
assels which is scnior in any respect Lo the Prefercnce Shares; or

» making the Preference Shares redeemable by a method that is not pro rata, by lot or otherwise cquitable.

Maturity

The Preference Shares do nol have a matority date, and we are not required to redeem the Preference Shares.
In addition, we are not required to sct aside funds Lo redeem the Preference Shares. Accordingly, the Preference
Shares will remain owstanding indefinilely unless we decide to redeem them.
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DESCRIPTION OF THE DEPOSITARY SHARES

Each Depositary Share will represent a Vi interest in a Preference Share and will be represented by a
depositary receipt. We will deposit the underlying Preference Shares pursuant to a deposit agreement among us,
Wells Fargo Bank, N.A., as depositary, and the holders from time to time of the depositary receipts. Subject to
the tcrms of the deposit agrecment, the Depositary Shares will be entitled 1o all the rights and preferences of the
Preference Sharces in proportion to the Va of a Preference Share represented by such Depositary Share.

Dividends

The depositary will distribute all cash dividends and other cash distribulions received on the Preference
Shares to the holders of record of the depositary receipts in proportion to the number of Depositary Shares held
by cach holder. In the event of a distribution other than in cash, the depositary will distribute property received
by it to the holders of record of the depositary receipts in proportion to the number of Depositary Shares held by
cach holder, unless the depositary determines that it is not feasible to make such distribution, in which case the
depositary may, with our approval, adopt a method of distribution that it deems practicable, including salc of the
property and distribution of the net proceeds from such sale to the holders of depositary receipts. The obligation
of the depositary to distribute dividends and distributions is subject to us paying cenain charges and expenses of
the depositary.

The depositary will distribute dividends and other distributions only in an amount that can be distributed
without distributing to any holder of depositary reccipts a fraction of one cent. Any balance not so distributable
will be held by the depositary and will be added to the next sum reccived by the depositary for distribution, The
depositary will not be liable for interest cn amounts held for later distribution.

Pursuant to PPL Corporation’s Dividend Reinvestment Plan (the “PPL Corporation DRIP"), helders of the
Depositary Shares will be entitled to tnvest their cash dividends in shares of common stock of PPL Corporation,
The holders of the Depositary Shares can contact us or Wells Fargo Bank, N.A., our transfer agent and registrar,
for more information on the PPL Corporation DRIP, including the related prospecuus.

Taxes and Other Governmental Charges

We will pay all transfer and other taxes and governmental charges arising solely from the existence of the
depositary arrangement. We also will pay charges of the depositary in connection with the deposit of the
Preference Shares and any redemption of Prefcrence Shares. All other transfer and other taxes and governmental
charges and fees for the withdrawal of Preference Shares upon surrender of depositary receipts evidencing the
Depositary Shares shall be at the expense of the holders of the Depositary Shares, If, at the request of a holder of
depositary receipts, the depositary incurs charges or expenses for which it is not otherwise liable, such holder
will be hable for such charges and expenses. The depositary may refuse to make any payment or distribution, or
any transfer, exchange or withdrawal of any Depositary Shares or Preference Shares, until such taxes or other
governmental charges arc paid.

Voting the Depositary Shares

Each Depositary Share holder shall have no voting rights, except for the voting rights of Vi of a Preference
Share represented by such Deposilary Share. Sce “Description of Preference Shares—Voting Rights.”

Optional Redemption of Depositary Shares

The Preference Shares are not redeemable prior to April 6, 201 1. On and after that dawe, the Preference
Shares will be redecmable at our option. in whole at any time or in part from time to time, at a redemption price
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