PPL MONTANA, LLC AND SUBSIDIARIES

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

e following analysis of the results of operations and financial
dition of PPL Montana is abbreviated as PPL Montana meets
e conditions set forth in General instruction (I)(1)(a) and (b}
of Form 10-K. Such analysis should be read in conjunction with
the financial statements in ltem 8. Terms and abbreviations
appearing here are explained in the glossary.

Results of Operations

The following discussion explains significant changes in
principal items on the Statement of Income comparing 2003 to
2002, The Statement of Income reflects the results of past
operations and is not intended as any indication of future
operating results. Future operating results wiil necessarily be
affected by various and diverse factors and developments.

Earnings

Net income increased by $21 million in 2003 compared with
2002. The increase was primarily due to higher wholesale
prices in the western U.S and an increase in generation.

Operating Revenues

Operating revenues increased by $48 miliion in 2003 compared

with 2002. The increase was primarily due to an increase in
holesaie energy prices of $27 million and an increase in
olume sold of $21 million.

Operating Expenses

QOperating expenses increased by $26 million in 2003 compared
with 2002. Operating expenses consist mainly of expenses for
fuel, energy purchases, transmission tariffs, plant operations and
maintenance, lease rental payments, and general and
administrative expenses. The increase was primarily due to
higher energy purchases of $11 mililon. related to the higher
power costs in the western U.S. and higher volumes of $9
million.

Generation increased by 345 miflion kWh during 2003
compared with 2002. This increase was primarily the result of
improved operational performance from the coal-fired
generation units.

New Accounting Standards

See Note 22 to the Financial Statements for information on new
accounting standards adopted in 2003 or pending adoption.

79

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Background

Market risk is the potential loss PPL Montana may incur as a
result of price changes associated with a particular finrancial or
commoaodity instrument. PPL Montana is exposed to market risk
from commaodity price risk for energy and energy-related
products associated with the sale of electricity, the purchase of
fuel for the generating assets, and energy trading activities.

PPL Montana has a risk management policy approved by PPL's
Board of Directors te manage market risk and counterparty
credit risk. (Credit risk is discussed below.) The RMC,
comprised of senior management and chaired by the Vice
President-Risk Management, oversees the risk management
function. Key risk control activities designed to monitor
compliance with risk policies and detailed programs include, but
are not limited to, credit review and approval, validation of
transactions and market prices, verification of risk and
transaction limits, sensitivity analyses, and daily portfolio
reporting, including open positions, mark-to-market valuations,
and other risk measurement metrics. In addition. efforts are
ongoing to develop systems to improve the timeliness, quality
and breadth of market and credit risk information.

The forward-looking information presented befow provides
estimates of what may occur in the future, assuming certain
adverse market conditions, due to reliance on model
assumptions. Actual future results may differ materiaily from
those presented, These disclosures are not precise indicators of
expected future losses, but only indicators of reasonably
possible losses.

Contract Valuation

PPL Montana utilizes forward contracts, options and swaps as
part of its risk management strategy to minimize unanticipated
fluctuations in earnings caused by commodity price volatility.
When available, quoted market prices are used to determine the
fair value of a commodity or financial instrument. This may
include exchange prices, the average mid-point bid/ask spreads
obtained from brokers, or an independent valuation by an
extemal source, such as a bank. However, market prices for
energy or energy-related contracts may not be readily
determinable because of market illiquidity. 1f no active trading
market exists, contracts are valued using internally developed
models, which are then reviewed by an independent, internal
group. Although PPL Montana believes that its valuation
methods are reasonable, changes in the underlying assumptions
could result in significantly different values and realization in
future periods.




To record derivatives at their fair value, PPL Montana discounts
the forward values using LIBOR. Additionally, PPL Montana
reduces derivative assets’ carrying value to recognize differences
in counterparty credit quality and potential illiquidity in the
market.

s The credit adjustment takes into account the probability of
default, as calculated by an independent service, for each
counterparty that has an out-of-the money position with
PPL Montana.

e  The liquidity adjustment takes into account the fact that it
may not be appropriate to value contracts at the midpoint of
the bid/ask spread. PPL Montana might have to accept the
"bid" price if PPL Montana wanted to close an open sales
position or PPL Montana might have to accept the "ask"
price if PPL Montana wanted to close an open purchase
position,

Accounting and Reporting

PPL Montana follows the provisions of SFAS 133, "Accounting
for Derivative Instruments and Hedging Activities," as amended
by SFAS 138, "Accounting for Certain Derivative Instruments
and Certain Hedging Activities,” and SFAS 149, "Amendment
of Statement 133 on Derivative Instrument and Hedging
Activities," interpreted by DIG issues (together, "SFAS 133"),
EITF 02-3, "Issues Involved in Accounting for Derivative
Contracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities," and EITF
03-11, "Reporting Realized Gains and Losses on Derivative
Instruments That Are Subject to FASB Statement No. 133 and
Not ‘Held for Trading Purposes’ as Defined in Issue No. 02-3,"
to account for and report on contracts entered into to manage
market risk. SFAS 133 requires that all derivative instruments
be recorded at fair value on the balance sheet as an asset or
liability (unless they meet SFAS 133's criteria for exclusion)
and that changes in the derivative's fair value be recognized
currently in earnings unless specific hedge accounting criteria
are met.

In April 2003, the FASB issued SFAS 149, which amends and
clarifies SFAS 133 to improve financial accounting and
reporting for derivative instruments and hedging activities. To
ensure that contracts with comparable characteristics are
accounted for similarly, SFAS 149 clarifies the circumstances
under which a contract with an initial net investment meets the
characteristics of a derivative, clarifies when a derivative
contains a financing component, amends the definition of an
"underlying" and amends certain other existing
pronouncements. Additionally, SFAS 149 placed additional
limitations on the use of the normal purchase or normal sale
exception. SFAS 149 was effective for contracts entered into or
modified and for hedging relationships designated after June 30,
2003, except certain provisions relating to forward purchases or
sales of when-issued securities or other securities that did not
yet exist. PPL Montana adopted SFAS 149 as of July i, 2003.
The adoption of SFAS 149 did not have a significant impact an
PPi. Montana.

PPL Montana adopted the final provisions of EITF 02-3 duri
the fourth quarter of 2002, As such, PPL Montana now reflec
its net realized and unreatized gains and losses associated witt
all derivatives that are held for trading purposes in the "Ne
energy trading margins" line on the Statement of Incom
derivative contracts that met the definition of energy tra
activities as defined by EITF 98-10, "Accounting for Energ’
Trading and Risk Management Activities" are reflected in th .
financial statements using the accrual method of accounting.
Under the accrual method of accounting, unrealized gains and
losses are not reflected in the financial statements. Prior peric
were reclassified. No cumulative effect adjustment was
required upon adoption.

PPL Montana has adopted the final provisions of EITF 03-11
prospectively as of October 1, 2003. As a result of this
adoption, non-trading bilateral sales of electricity at major
market delivery points are netted with purchases that offset the
sales at those same delivery points. A major market delivery
point is any delivery point with liquid pricing available. See
Note 17 to the Financial Statements for the impact of adopting
EITF 03-11.

PPL Montana's short-term derivative contracts are recorded as
"Price risk management assets" and "Price risk management
liabilities" on the Balance Sheet. Long-term derivative
contracts are included in "Noncurrent Assets - Other” and
"Noncurrent Liabilities - Other,"

Accounting Desigration ‘

Energy contracts that do not qualify as derivatives receive
accrual accounting, For energy contracts that meet the
definition of a derivative, the circumstances and intent existing
at the time that energy transactions are entered into determine
their accounting designation. These designations are verified |
PPL Montana's risk control group on a daily basis. The
following is a summary of the guidelines that have been
provided to the iraders who are responsibie for contract
designation for derivative energy contracts due to the adoption
of SFAS 149:

*  Any wholesale and retail contracts to sell or buy electricit
and the related capacity that are expected to be delivered
from PPL Montana's generation or that are approved by th
RMC to fulfill a strategic element of PPL Montana's over:
marketing strategy are considered "normal.” These
transactions are not recorded in the financial statements ar
have no earnings impact until delivery.

e  Physical electricity-only transactions can receive cash floy
hedge treatment if all of the qualifications under SFAS 13
are met. Any unrealized gains or losses on transactions
receiving cash flow hedge treatment are recorded in other
comprehensive income. These unrealized gains and losse:
become realized when the contracts settle and are
recognized in income when the hedged transactions occ
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e  Physical electricity purchases that increase PPL Montana's
long position and any energy sate or purchase judged a
"market call" are considered speculative, with unrealized
gains or losses recorded immediately through earnings.

Financial transactions, which can be settled in cash, cannot
be considered "normal” because they do not require
physical delivery. These transactions receive cash flow
hedge treatment if they lock-in the price PPL Montana will
receive or pay for energy expected to be generated or
purchased in the spot market. Any unrealized gains or
losses on transactions that receive cash flow hedge
treatment are recorded in other comprehensive income.
These unrealized gains and losses become realized when
the contracts settle and are recognized in income when the
hedged transactions occur.

s  Option contracts that do not meet the requirements of DIG
Issue C15, "Scope Exceptions: Interpreting the Normal
Purchases and Normal Sales Exception as an Election,” do
not receive hedge accounting treatment and are marked to
market through earnings.

Commaodity Price Risk

Commedity price risk is one of PPL Montana’s most significant
risks due to the level of investment that PPL Montana maintains
in its generation assets, coupled with the volatility of prices for
energy and energy-related products. Several factors influence
ice levels and volatilities. These factors include, but are not
mited to, seasonal changes in demand, weather conditions,
available generating assets within regions, transportation
availability and reliability within and between regions, market
liquidity, and the nature and extent of current and potential
federal and state regulations. To hedge the impact of market
price fluctuations on PPL Montana's energy-related assets,
liabilities and other contractual arrangements, PPL EnergyPlus
sells and purchases physical energy at the wholesale level under
FERC market-based tariffs throughout the U).S. and enters into
financial exchange-traded and over-the-counter contracts.
Because of the generating assets PPL Montana owns or controls,
the majority of PPL Montana's energy transactions quaiify for
accrual or hedge accounting.

Within PPL Montana's hedge portfolio, the decision to enter into
energy contracts hinges on the expected vaiue of PPL Montana's
generation. To address this risk, PP, Montanatakes a
conservative approach in determining the number of MWhs that
are available to be sold forward, In this regard, PPL Montana
reduces the maximum potential putput that a plant may produce
by three faciors - planned maintenance, unplanned outages and
economic conditions. The potential output of a plant is first
reduced by the amount of unavailable generation due to planned
maintenance on a particular unit, Another reduction,
representing the unplanned outage rate, is the amount of MWhs
that historically are not produced by a plant due to such factors
as equipment breakage. Finally, the potential output of certain
plants (like peaking units} are reduced because their higher cost
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of production will not allow them to economically run during all
hours.

At times, PPL Montana's non-trading portfolio includes full
requirements energy contracts. The obligation to serve these
contracts changes minute by minute. PPL Montana analyzes
historical on-peak and off-peak usage patterns, as well as spot
prices and weather patterns, to determine a monthly level of
block electricity that best fits the usage patterns in order to
minimize earnings volatility. On a forward basis, PPL Montana
reserves a block amount of generation for full requirements
energy contracts that is expected to be the best match with their
anticipated usage patterns and energy peaks. Anticipated usage
patterns and peaks are affected by expected load growth,
regional economic drivers and seasonality.

PPL Montana's commodity derivative contracts that qualify for
hedge accounting treatment mature at various times through
2010. The following chart sets forth PPL Montana's net fair
market value of these contracts as of December 31, 2003:

Gains

Fair vatue of contracts outstanding at the beginning of
the year 3 11
Conuracts realized or otherwise setiled during the year 1
Fair value of new contracts at inception
Other changes in fair values 10
Fair value of contracts outstanding at the end of the year  § 22

—_—

During 2003, PPL Montana realized or otherwise settled net
losses of approximately $1 million related to contracts entered
into prior to January |, 2003. This amount does not reflect
intra-quarter contracts that were entered into and settled during
the period.

"Other changes in fair values,” a gain of approximately $10
million, represent changes in the market value that occurred
during 2003 for contracts that were outstanding at the end of
2003.

The following chart segregates estimated fair values of PPL
Montana commeodity derivative contracts that qualify for hedge
accounting treatment at December 31, 2003 based on whether
the fair values are determined by quoted market prices or other
more subjective means.



Fair Yalue of Contracts at Period-End
Gains/(Losses)

Maturity Maturity
Less Than  Maturity  Maturity  in Excess  Totol Fair
1 Year 1-3 Years 3-S5Years of5Years Value

Source of Fair Value

Prices actively quoted

Prices provided by
other external sources $ 11 % 12§ [4)] $ 22

Prices based on
models and other
valuation methods

Fair value of

contracts outstanding

at the end of the

period 3 11 3 12 8§ (1} $ 22

The "Prices provided by other external sources” category
includes PPL Montana's forward positions and options in natural
gas and power and'natural gas basis swaps at points for which
over-the-counter (OTC) broker quotes are available. The fair
values of electricity positions recorded above use the midpoint
of the bid/ask spreads obtained through OTC brokers. On
average, OTC quotes for forwards 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 of
the long-dated nature of the transaction or the illiquidity of the
market point, or the value of options not quoted by an exchange
or OTC broker. Additionally, this category includes "strip”
transactions whose prices are obtained from external sources
and then modeled to monthly prices as appropriate.

Because of PPL Montana's efforts to hedge the value of the
energy from its generation assets, PPL Montana has open
contractual positions. If PPL Montana were unable to deliver
firm capacity and energy under its agreements, under certain
circumstances it would be required to pay damages. These
damages would be based on the difference between the market
price to acquire replacement capacity or energy and the contract
price of the undelivered capacity or energy. Depending on price
volatility in the wholesale energy markets, such damages could
be significant. Extreme weather conditions, unplanned power
plant outages, transmission disruptions, non-performance by
counterparties (or their counterparties) with which it has power
contracts and other factors could affect PPL Montana's ability to
meet its firm capacity or energy obligations, or cause significant
increases in the market price of replacement capacity and

energy. Although PPL Momana attempts to mitigate these risks,

there can be no assurance that it will be able to fully meet its
firm obligations, that it will not be required to pay damages for
failure to perform, or that it will not experience counterparty
non-performance in the future.

As of December 31, 2003, PPL Mentana estimated that a 10%
adverse movement in market prices across all geographic areas
and time periods would have decreased the value of the
commodity contracts in its non-trading portfolio by

approximately $80 million, as compared to a decrease of $76
million at December 31, 2002. However, the change in the
value of the non-trading portfolio would have been substantial
offset by an increase in the value of the underlying commogi
the electricity generated, because these contracts serve t
the market risk inherent in the generation of electricity.
Additionally, the value of PPL Montana's unsold generation
would be improved. Because PPL Montana's electricity
portfolio is generally in a net sales position, the adverse
movement in prices is usually an increase in prices.

PPL Montana also executes energy contracts to take advantag
of market opportunities. As a result, PPL Montana may at tim
create a net open position in its portfolio that could result in
significant losses if prices do not move in the manner or
direction anticipated. The margins from these trading activitie
are shown in the Statement of Income as "Net energy trading
margins.”

PPL Montana's trading contracts mature at various times
through 2004. PPL Montana's net fair market value of trading
contracts as of December 31, 2003 and 2002 was insignificant

As of December 31, 2003, the net loss on PPL Montana's
trading activities expected to be recognized in earnings during
the next three months is insignificant.

PPL Montana estimated that a 0% adverse movement in
market prices across all geographic areas and time periods
would have decreased the value of the commodity contractgg
its trading portfolio by an insignificant amount at Decemb‘
2003 and 2002.

Interest Rate Risk

PPL Montana may use borrowings to provide funds for its
operations. PPL and PPL Energy Supply may utilize various
financial derivative products and risk management techniques
on behalf of PPL Montana to adjust the mix of fixed and
floating interest rates in PPL Montana's debt portfolio and
thereby reduce its exposure to adverse interest rate movements
PPL Montana had no borrowings outstanding as of

December 31, 2003.

Credit Risk

Credit risk relates to the risk of loss that PPL. Montana would
incur as a result of non-performance by counterparties of their
contractual obligations. PPL Montana maintains credit policie
and procedures with respect to counterparties (including
requirements that counterparties maintain certain credit rating!
criteria) and requires other assurances in the form of credit
support or collateral in certain circumnstances in order to limit
counterparty credit risk. However, PPL Montana has
concentrations of suppliers and customers among electric
utilities and other energy marketing and trading companies.
These concentrations of counterparties may impact PPL. ‘
Montana's overall exposure to credit risk, either positively or
negatively, in that counterparties may be similarly affected by




changes in economic, regulatory or other conditions. As
discussed above under "Contract Valuation," PPL Montana
records certain non-performance reserves to reflect the
‘obability that a counterparty with contracts that are out of the
ney (from the counterparty’s standpoint) will default in its
rformance, in which case PPL. Montana would have to sell
into a lower-priced market or purchase from a higher-priced
market. These reserves are reflected in the fair value of assets
recorded in "Price risk management assets" on the Balance
Sheet. PPL Montana also records reserves to reflect the
probability that a counterparty will not make payments for
deliveries PPL Montana has made but not yet billed. These
reserves are reflected in "Unbilled revenues" on the Balance
Sheet. PPL Montana has also established a reserve with respect
to certain sales to the California ISO for which PPL Montana
has not yet been paid. See Note 14 to the Financial Statements.

Competition

See Item 1, "Business - Competition,” for additional
information.

Application of Critical Accounting Policies

PPL Montana's financial condition and results of operations are
impacted by the methods, assumptions and estimates used in the
application of critical accounting policies. The following
accounting policies are particularly important to the financial
condition or results of operations of PPL. Montana, and require

timates or other judgments of matiers inherently uncertain.

anges in the estimates or other judgments included within

these accounting policies could result in a significant change to
the information presented in the financial statements. (These
accounting policies are also discussed in Note ] to the Financial
Statements.) PPL's senior management has reviewed these
critical accounting policies, and the estimates and assumptions
regarding them, with its Audit Committee. In addition, PPL's
senior management has reviewed the following disclosures
regarding the application of these critical accounting policies
with the Audit Committee.

1) Price Risk Management

See "Risk Management - Energy Marketing & Trading and
Other" above.

2) Pension and Other Postretirement Benefits

PPL Montana follows the puidance of SFAS 87, "Employers'
Accounting for Pensions,” and SFAS 106, "Employers'
Accounting for Postretirement Benefits Other Than Pensions,”
when accounting for these benefits. Under these accounting
standards, assumptions are made regarding the valuation of
benefit obligations and performance of plan assets. Delayed
recognition of differences between actual results and expected
m)rr estimated results is a guiding principle of these standards.
his delayed recognition of actual results allows for a smoothed
recognition of changes in benefit obligations and plan
performance over the working lives of the employees who
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benefit under the plans. The primary assumptions are as
follows:

s Discount Rate - The discount rate is used in calculating the
present value of benefits, which are based on projections of
benefit payments to be made in the future.

¢ Expected Return on Plan Assets - Management projects the
future return on plan assets considering prior performance,
but primarily based upon the plans' mix of assets and
expectations for the jong-term returns on those asset
classes. These projected returns reduce the net benefit costs
the company will record currently.

»  Rate of Compensation Increase - Management projects
employees' annual pay increases, which are used to project
employees' pension benefits at retirement.

s Health Care Cost Trend Rate - Management projects the
expected increases in the cost of health care.

In selecting discount rates, PPL Montana considers fixed-
income security vield rates. At December 31, 2003, PPL
Montana decreased the discount rate from 6.75% t0 6.25% as a
result of decreased fixed-income security returns.

In selecting an expected return on plan assets, PPL Montana
considers past performance and economic forecasts for the types
of investments held by the plan. At December 31, 2003, PPL
Montana's expected return on plan assets remained at 9.0%.

In selecting a rate of compensation increase, PPL Montana
considers past experience in light of movements in inflation
rates. At December 31, 2002, PPL Montana's rate of
compensation increase remained at 4.00%.

In selecting health care cost rend rates, PPL Montana considers
tax implications, past performance and forecasts of health care
costs. At December 31, 2003, PPL Montana’s health care cost
trend rates were 11% for 2004, gradually declining to 5.0% for
2010.

A variance in the assumption listed above could have a
significant impact on the projected benefit obligations, accrued
pension and other postretirement benefit liabilities, reported
annual net periodic pension and other postretirement benefit
cost and other comprehensive income (OCI).

A 25 basis point reduction in the discount rate would increase
the projected benefit obligations and pre-tax OCI charge by $2
million and would have an insignificant impact on the accrued
pension and other postretirement benefit liabilities (excluding
additional minimum liability) and reported annual net periodic
pension and other postretirement benefit cost. A 100 basis point
increase in the health care cost trend rate would increase the
projected benefit obligations by $1 million and would have an
insignificant impact on the accrued pension and other
postretirement benefit liabilities and the annual net periodic
pension and other postretirement benefit cost. A 25 basis point



change in the expected return on plan assets or rate of
compensation increase would have an insignificant impact on
the projected benefit obligations, accrued pension and other
postretirement benefit liabilities, reported annual net periodic
pension and other postretirement benefit cost and OCI. While
the information above reflects either an increase or decrease in
each assumption, the inverse of this change would have a
similar impact in the opposite direction. Each sensitivity above
reflects an evaluation of the change based solely on a change in
that assumption.

At December 31, 2003, PPL Montana had recognized accrued
pension and other postretirement benefit liabilities of $16
million, included in "Noncurrent Liabilities - Other" on the
Balanice Sheet. PPL Montana's total projected obligation for
these benefits was approximately $66 million, but was offset by
$46 million of assets held in a pension trust.

in 2003, PPL Montana recognized net periodic pension and
other postretirement costs charged to operating expenses of $6
million, excluding amounts credited to construction and other
non-expense accounts. This amount is comparable to the
expense recognized during 2002.

During 2303, PPL Montana made contributions to its pension
plan totaling $15 million. As a result, PPL Montana was able to
decrease its recognized additional minimum pension liability.
Recording the reduction in the additional minimum pension
liability resulied in a decrease to the pension-refated charge to
OCI, net of taxes, of $1 million. This adjustment decreased the
pension-related balance in OCI, which is a reduction to
Member's Equity, to $5 million at December 31, 2003. The
charges to OCI will reverse in future periods if the fair value of
trust assets exceeds the accumulated benefit obligation.

Refer to Note 12 to the Financial Statements for additional
information regarding pension and other postretirement benefits.

3) Leasing

PPL Montana applies the provisions of SFAS 13, "Accounting
for Leases," to all leasing transactions. In addition, PPL
Montana applies the provisions of numerous other accounting
pronouncements issued by the FASB and the EITF that provide
specific guidance and additional requirements related to
aceounting for various leasing arrangements. In general, there
are two types of leases from a lessee's perspective: operating
leases - leases accounted for off-balance sheet and capital leases
- leases capitalized on the balance sheet.

In accounting for leases, management makes various
assumptions, including the discount rate, the fair market value
of the leased assets and the estimated useful life, in determining
whether a lease should be classified as operating or capital.
Changes in these assumptions could result in the difference
between whether a lease is determined to be an operating lease
or & capital lease, thus significantly impacting the amouns 1o be
recognized in the financial statements.
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In addition to uncertainty inherent in management’s
assumptions, leasing transactions and the related accounting
rules become increasingly complex when they involve:
sale/leaseback accounting (leasing transactions where the lesse
previously owned the leased assets), synthetic leases (le
qualify for operating lease treatment for book accountin
purposes and financing treatment for tax accounting purposes)
and lessee involvement in the construction of leased assets.

At December 31, 2003, PPL Montana subsidiaries participated
in one significant sale/leaseback transaction. This transaction
has been accounted for as an operating lease.

Sale/l easeback

In July 2000, PPL Montana sold its interest in the Colstrip
generating plant to owner lessors who are leasing the assets
back to PPL Montana under four 36-year operating leases. Thi:
transaction is accounted for as an operating lease in accordance
with current rules related to sale/leaseback arrangements. If fo
any reason this transaction did not meet the requirements for
off-balance sheet operating lease treatment as a sale/leaseback,
PPL Meoentana would have approximately $3 15 million of
additional assets and liabilities recorded on its balance sheet at
December 31, 2003 and would have recorded additional
expenses currently estimated at $9 million, after-tax, in 2003.

PPL Montana periodically records the estimated impacts of
various conditions, situations or circumstances involving’
uncertain outcomes. These events are called "contingencies,”
and PPL Montana's accounting for such events is prescribed by
SFAS 35, "Accounting for Contingencies." SFAS 5 defines a
contingency as "an existing condition, situation, or set of
circumstances involving uncertainty as to possible gain or loss
to an enterprise that will ultimately be resolved when one or
more future events occur or fail to occur.”

See Note 10 to the Financial Statements for additional
information reiated to operating leases.

4) Loss Contingencies

For loss contingencies, the loss must be accrued if (1)
information is available that indicates it is "probable” that the
loss has been incurred, given the likelihood of the uncertain
future events; and (2) the amount of the loss can be reasonably
estimated. FASB defines "probable” as cases in which "the
future event or events are likely to occur.” SFAS 5 does not
permit the accrual of contingencies that might result in gains.

The accrual of a loss contingency involves considerable
judgment on the part of management. The accounting aspects ¢
loss contingencies include: (1) the initial identification and
recording of the loss contingency; (2) the determination of a
triggering event for reducing a recorded loss contingency; and
(3) the on-going assessment as to whether a recorded loss
contingency is reasonable. ‘



Initial Identification and Recording of the Loss
Contingency

L Montana uses its internal expertise, and outside experis

ch as lawyers, tax specialists and engineers), as necessary, 1o
Ip estimate the probability that a loss has been incurred and
the amount (or range) of the loss. PPL Montana continuously
assesses potential loss contingencies for environmental
remediation, litigation claims, regulatory penalties and other
events.

PPL Montana has identified certain events which could give rise
to a toss, but which do not meet the conditions for accrual under
SFAS 5. SFAS 35 requires disclosure, but not a recording, of
potential losses when it is "reasonably possible” that a loss has
been incurred. FASB defines "reasonably possible" as cases in
which "the chance of the fiture event or events occurring is
more than remote but less than likely." See Note 14 to the
Financial Statements for disclosure of potential loss
contingencies, most of which have not met the criteria for
accrual under SFAS 5.

Reducing Recorded Loss Contingencies

When a loss contingency is recorded, PPL Montana identifies
the triggering event for subsequently reducing the loss
contingency. The triggering events generally occur when the
contingency has been resolved and the actual loss is incurred or
the risk of loss has diminished or been eliminated. The

llowing are same of the triggering events which provide for
ie reduction of certain recorded loss contingencies:

e Certain loss contingencies are systematically reduced based
on the expiration of contract terms. An example of this is
the recorded liability for above-market purchase contracts,
as described below.

» Allowances for excess or obsolete inventory are reduced as
the inventory items are pulled from the warehouse shelves
and sold as scrap or otherwise disposed.

»  Allowances for uncollectible accounts are reduced when
accounts are written off after prescribed cellection
procedures have been exhausted.

¢  Environmental loss contingencies are reduced when PPL
Montana makes payments for environmental remediation.

0On-Going Assessment of Recorded Loss Contingencies

PPL Montana reviews its loss contingencies on a regular basis
to assure that the recorded potential loss exposures are
reasonable. This involves ongoing communication and analyses
with internal and external legal counsel, engineers, tax
specialists, managers in varicus operational areas and other

Duarties.

All three aspects of accounting for loss contingencies - the
initial identification and recording of a probable loss, the

identification of triggering events to reduce the loss
contingency, and the ongoing assessment of the reasonableness
of a recorded loss contingency - require significant judgment by
PPL Montana's management.

The largest contingency currently on PPL Montana's balance
sheet is the loss contingency for the above-market purchase
contract being the difference between the oui-of-market coniract
terms and the fair value of the energy. This loss contingency
was originally recorded at $59 million in 1999, when PPL
Montana purchased the assets of Montana Power and assumed
the contract. Under purchase accounting, PPL Montana
recorded the out-of-market cost of the purchase contract. This
loss contingency for the out-of-market contract was recorded
because it was probable that the loss had been incurred and the
loss could be reasonably estimated, using forward pricing
information. The out-of-market loss contingency was $57
million at December 31, 2003.

When the loss contingency related to the contract was recorded
in 1999, PPL Montana established the triggering events for
when the loss contingency would be reduced. A schedule was
established to reduce the liability based on projected purchases
over the life of the contract which expires in 2010. The liability
is being reduced over the agreement terms as an adjustment to
"Energy purchases" on the Statement of Income.

PPL Montana assessed the remaining $57 million out-of-market
liability at December 31, 2003, comparing the energy purchases
under the terms of the contract, with the purchases assuming
market prices for the energy.

Market prices for the contract were derived by using internal
forward energy price curves. The forward energy price curves
in this scenario were based on the revenue and sales information
for 2004 through 2010, as comprehended in the current business
plan of PPL Montana. The assessment also used sensitivities
around the forward energy prices, adjusting such prices upwards
and downwards by 10%.

The assessment was dependent on forward energy prices and the
projected purchase levels of the contract. The forward prices of
energy are dependent on many variables, including growth in
electricity demand, available generation, and general economic
conditions. Changes in these and other factors can have a
dramatic impact on future electricity prices. Accordingly,
forward energy price sensitivities were used in the assessment.
If estimated forward market prices were adjusted upwards by
10% in each of the years from 2004 through 2010, the contract
would have an estimated liability of $48 million. Conversely, if
estimated forward market prices were adjusted downwards by
10% during the remaining term of the contract, the contract
would have an estimated liability of $61 million. The recorded
contingency of $57 million falls within the range calculated in
the year-end assessment. As noted above, it is very difficult to
estimate future electricity prices, which are dependent on many
variables and subject to significant volatility. PPL Montana's
management believes that the current recorded liability was
fairly stated at December 31, 2003.




In connection with the December 200! bankruptcy filings by
Enron Corporation and its affiliates (collectively "Enron"), PPL
Montana terminated certain electricity, gas and other trading
agreements with Enron. At the time that these trading
agreements were terminated, they were at prices more favorable
to PPL. Montana than current market prices, and PPL Montana
established 2 reserve for uncollectible accounts of $29 million.
In October 2002, PPL Montana filed proofs of claim in Enron’s
bankrupicy proceedings for $29 million. These claims were
against Enron North America and Enron Power Marketing (the
"Enron Subsidiaries"), and against Enron Corporation, which
had guaranteed the Enron Subsidiaries' performance (the "Enron
Corporation Guarantees”).

During 2003, PPL Montana and Enron engaged in discussions
regarding the amount of claims that would be allowed against
the Enron Subsidiaries. Although no formal agreement on such
amounts has been reached, based on informal discussions with
Enrén's counsel, PPL. Montana believes that its claims against
the Enron Subsidiaries will eventually be allowed in the
bankrupitcy at approximately $25 million. Accordingly, PPL

Montana reduced its receivables from Enron, and the associat
reserve for uncollectible accounts, by $4 million. PPL Monta
also determined that it is probable that it will recover

approximately 36 million of these receivables from the lﬁ

Subsidiaries, and may collect additional amounts under
Enron Corporation Guarantees. Therefore, PPL Montan
determined that it was appropriate to reduce its reserve by an
additional $6 million. PPL Montana will continue to reassess
the reserve for uncollectible accounts associated with its
receivables from Enron,

Qther Information

PPL's Audit Committee has approved the independent auditor
provide audit and audit-related services and other services
permitted by the Sarbanes-Oxley Act 0f 2002 and SEC rules.
The audit and audit-related services include services in
connection with statutory and regulatory filings, reviews of
offering documents and registration statements, employee
benefit plan audits and internal control reviews.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

PPL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation and PPL Montana, LLC

Reference is made to "Risk Management - Energy Marketing & Trading and Other" in Management's Discussion and Analysis of Financ

Condition and Results of Operations.



PPL Corporation
Management's Report on Responsibility for Financia! Statements

L management is responsible for the preparation, integrity and objectivity of the consolidated financial statements and all other

ormation in this annual repori. The financial statemnents were prepared in accordance with accounting principles generally accepted in
the United States of America and include amounts based on management's best estimates and judgments where necessary. Management
believes that the financial statements are free of material misstatements and present fairly the financial position, results of operations and
cash flows of PPL,,

PPL management is responsible for establishing and maintaining an effective internal control structure and effective disclosure controls
and procedures for financial reporting. PPL maintains a system of internal contral that is designed 10 provide reasonable assurance that
PPL assets are safeguarded from loss or unauthorized use or disposition and that transactions are executed in accordance with
management's authorization and are properly recorded to permit the preparation of financial statements in accordance with generally
accepted accounting principles. This system is augmented by a careful selection and training of qualified personnel, specific delegations
of authority, a proper division of responsibilities, and utilization of writien policies and procedures. An internal audit program monitors
the effectiveness of this control system. Management believes that its internal control structure and its disclosure controls and procedures
for financial reporting are adequate and effective.

The Audit Committee of the Board of Directors consists entirely of independent directors who are not employees of PPL. The Audit
Committee reviews audit plans related to PPL's internal controls, financial reports and related matters and meets regularly with
management as well as the independent auditors and internal auditors. The independent auditors and the internal auditors have free access
to the Audit Committee, without management present, 1o discuss internal accounting control, auditing and financial reporting matters.

PricewaterhouseCoopers LLP, the independent certified public accountants, audited PPL's consolidated financial statements and issued
their opinion above.

PPL management also recognizes its responsibility for fostering a strong ethical climate so that it conducts its business affairs according
to the highest standards of personal and corporate conduct.

_
LI et

William F. Hecht
Chairman, President and Chief Executive Officer

\
JohmR. Biggar 011-—-_—-

Executive Vice President and Chief Financial Officer



PRICEWATERHOUSE( QOPERS

PricewaterhouseCoopers LL.
Two Commerce Square, Suite

2001 Market Street

Philadelphia PA 19103-7042
Telephone (267) 330 3000

Facsimile {267) 330 3300

Report of Independent Auditors

To the Board of Directors and Shareowners of
PPL Corporation:

In our opinion, the consolidated financial statements listed in the index appearing under Item 8 on page 95
present fairly, in all material respects, the financial position of PPL Corporation and its subsidiaries (“PPL”)
at December 31, 2003 and 2002, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2003 in conformity with accounting principles generally accepted
in the United States of America. In addition, in our opinion, the financial statement schedule listed in the
index appearing under Item 8 presents fairly, in all material respects, the information set forth therein when
read in conjunction with the related consolidated financial statements. These financial statements and
financial statement schedule are the responsibility of the Company’s management; our responsibility is to
express an opinion on these financial statements and financial statement schedule based on our audits. We
conducted our audits of these statements in accordance with auditing standards generally accepted in the
United States of America, which require that we plan and perform the aydit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. ‘

As discussed in Note 17 to the consolidated financial statements, PPL changed its method of accounting for
derivative and hedging activities pursuant to Staternent of Financial Accounting Standards (“SFAS™) No.
133, Accounting for Derivative Instruments and Hedging Activities, as amended by SFAS No. 138,
Accounting for Certain Derivative Instruments and Certain Hedging Activities (an amendment of FASB
Statement 133), in 2001. As discussed in Note 12 to the consolidated financial statements, PPL also
changed its method of accounting for the amortization of unrecognized gains or losses in the annual pension
expense/income determined under SFAS No. 87, Employers' Accounting for Pensions, in 2001. As
discussed in Note 18 to the consolidated financial statements, PPL adopted SFAS No. 142, Goodwill and
Other Intangible Assets, in 2002, As discussed in Note 21 to the consolidated financial statements, PPL
adopted SFAS No. 143, Accounting for Asset Retirement Obligations, in 2003. As discussed in Note 22 to
the consolidated financial statements, PPL adopted SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity, Emerging [ssues Task Force No. 03-11,
Reporting Realized Gains and Losses on Derivative Instruments That Are Subject to FAS 133 and Not
"Held for Trading Purposes” as Defined in Issue No. 02-3, FASB Interpretation (“FIN”) No. 45,
Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others, and FIN No. 46, Consolidation of Variable Interest Entities -- an interpretation of
ARB 51, as amended by FIN 46(R), in 2003. In addition, as discussed in Note 1 to the consolidated
financial statements, PPL elected the fair value method of accounting for stock-based compensation as
prescribed by SFAS 123, Accounting for Stock-Based Compensation, as amended by SFAS No. 148,
Accounting for Stock-Based Compensation Transition and Disclosure, an Amendment of FASB Statement
No. 123, in 2003.

/“‘,_.“ ,z;&m‘&%wﬁ,a_wo ‘

February 2, 2004



PPL Energy Supply, LLC
Management's Report on Responsibility for Financial Statements

‘L Energy Supply management is responsible for the preparation, integrity and objectivity of the consolidated financial statements and

other information in this annual report. The financial statements were prepared in accordance with accounting principles generally
accepted in the United States of America and include amounts based on management's best estimates and judgments where necessary.
Management believes that the financial statements are free of material misstatements and present fairly the financial position, results of
operations and cash flows of PPL Energy Supply.

PPi. Energy Supply management is responsible for establishing and maintaining an effective internal control structure and effective
disclosure controls and procedures for financial reporting. PPL Energy Supply maintains a system of internal control that is designed to
provide reasonable assurance that PPL Energy Supply assets are safeguarded from loss or unauthorized use or disposition and thai
transactions are executed in accordance with management's authorization and are properly recorded to permit the preparation of financial
statements in accordance with generally accepted accounting principles. This system is augmented by a careful selection and training of
qualified personnel, specific delegations of authority, a proper division of responsibilities, and utilization of written policies and
procedures. An internal audit program monitors the effectiveness of this control system. Management believes that its internal control
struciure and its disclosure controls and procedures for financial reporting are adeguate and effective.

PPL's Audit Committee, which consists entirely of independent directors who are not employees of PPL, reviews audit plans related to
PPL Energy Supply's internal controls, financial reports and related matters and meets regularly with management as well as the
independent auditors and internal auditors. The independent auditors and the internal auditors have free access to PPL's Audit
Committee, without management present, to discuss internal accounting control, auditing and financial reporting matters.

PricewaterhouseCoopers LLP, the independent certified public accountants, audited PPL Energy Supply’s consolidated financial
statements and issued their opinion above.

PPL Energy Supply management aiso recognizes its responsibility for fostering a strong ethical climate so that it conducts its business
affairs according to the highest standards of personal and corporate conduct.

..
MM b

William F. Hecht
President

—
JohnR: Biggar °\
Vice President



PRICEAATERHOUSE( QOPERS

PricewaterhouseCoopers LLF‘
Two Commerce Square, Suite

2001 Market Street

Philadelphia PA 19103-7042

Telephone (267) 330 3000
Facsimile (267) 330 3300

Report of Independent Auditors

To the Board of Managers and Sole Member of
PPL Energy Supply, LLC:

In our opinion, the consolidated financial statements listed in the index appearing under Item 8 on page 95
present fairly, in all material respects, the financial position of PPL Energy Supply, LLC and its subsidiaries
(“PPL Energy Supply”) at December 31, 2003 and 2002, and the resuits of their operations and their cash
flows for each of the three years in the period ended December 31, 2603 in conformity with accounting
principles generally accepted in the United States of America. In addition, in our opinion, the financial
statement schedule listed in the index appearing under Item 8 presents fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial statements.
These financial statements and financial statement schedule are the responsibility of the Company’s
management; our responsibility is to express an opinion on these financial statements and financial
statement schedule based on our audits. We conducted our audits of these statements in accordance with
auditing standards generaily accepted in the United States of America, which require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our ,‘
- audits provide a reasonabie basis for our opinion.

As discussed in Note 17 to the consolidated financial statements, PPL Energy Supply changed its method of
accounting for derivative and hedging activities pursuant to Statement of Financial Accounting Standards
(“SFAS™) No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended by SFAS
No. 138, Accounting for Certain Derivative Instruments and Certain Hedging Activities (an amendment of
FASB Statement {33), in 2001. As discussed in Note 12 to the consolidated financial statements, PPL
Energy Supply also changed its method of accounting for the amortization of unrecognized gains or losses
in the annual pension expense/income determined under SFAS No. 87, Employers’ Accounting for
Pensions, in 2001, As discussed in Note 18 to the consolidated financial statements, PPL Energy Supply
adopted SFAS No. 142, Goodwill and Other Intangible Assets, in 2002. As discussed in Note 21 to the
consolidated financial statements, PPL Energy Supply adopted SFAS No. 143, Accounting for Asset
Retirement Obligations, in 2003. As discussed in Note 22 to the consolidated financial statements, PPL
Energy Supply adopted SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics
of both Liabilities and Equity, Emerging Issues Task Force No. 03-11, Reporting Realized Gains and Losses
on Derivative Instruments That Are Subject to FAS 133 and Not "Held for Trading Purposes” as Defined in
Issue No. 02-3, FASB Interpretation (“FIN™) No. 45, Guarantor's Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of Others, and FIN No. 46, Consolidation of
Variable Interest Entities -- an interpretation of ARB 51, as amended by FIN 46(R), in 2003.

W e

February 2, 2004



PPL Electric Utilities Corporation
Management's Report on Responsibility for Financial Statements

L Electric management is responsible for the preparation, integrity and objectivity of the consolidated financial statements and all other
formation in this apnual report. The financial statements were prepared in accordance with accounting principles generally accepted in
the United States of America and include amounts based on management's best estimates and judgments where necessary. Management
believes that the financial statements are free of material misstatements and present fairly the financial position, results of operations and
cash flows of PPL Electric.

PPL Electric management is responsible for establishing and maintaining an effective internal control structure and effective disclosure
controls and procedures for financial reporting. PPL Electric maintains a system of internal conurol that is designed to provide reasonable
assurance that PPL Electric assets are safeguarded from loss or unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and are properly recorded to permit the preparation of financial statements in accordance
with generally accepted accounting principles. This system is augmented by 2 careful selection and training of qualified personnel,
specific delegations of authority, a proper division of responsibilities, and utilization of written policies and procedures. An internal audit
program monitors the effectiveness of this control system. Management believes that its internal control structure and its disclosure
controls and procedures for financial reporting are adequate and effective.

PPL's Audit Committee, which consists entirely of independent directors who are not employees of PPL. reviews audit plans related to
PPL Electric's internal controls, financial reports and related matters and meets regularly with management as well as the independent

auditors and internal auditors. The independent auditors and the internal auditors have free access to PPL's Audit Committee, without

management present, to discuss internal accounting control, auditing and financial reporting matters.

PricewaterhouseCoopers LLP, the independent certified public accountants, audited PPL Electric's consolidated financial statements and
issued their opinion above.

PPL Electric management also recognizes its responsibility for fostering a strong ethical climate so that it conducts its business affairs
according to the highest standards of personal and corporate conduct.

Jotm F. Sipics
President

Downs § Nl

James E. Abel
Treasurer



PRICEARIERHOUSE( COPERS

PricewaterhouseCoopers LLPq
Two Commerce Sguare, Suite 1
2001 Market Street

Philadelphia PA 19103

Telephaone (2671 330 3000
Facsimile (267) 330 3300

Report of Independent Auditors

To the Board of Directors and Shareowner of
PPL Electric Utilities Corporation:

In our opinion, the consolidated financial statements listed in the index appearing under Item 8
on page 95 present fairly, in all material respects, the financial position of PPL Electric
Utilities Corporation and its subsidiaries (“PPL Electric”) at December 31, 2003 and 2002, and
the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2003 in conformity with accounting principles generally accepted in the
United States of America. In addition, in our opinion, the financial statement schedule listed
in the index appearing under Item 8 presents fairly, in all material respects, the information set
forth therein when read in conjunction with the related consolidated financial statements.
These financial statements and financial statement schedule are the responsibility of the
Company’s management; our responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audits. We conducted our audits of
these statements in accordance with auditing standards generally accepted in the United States
of America, which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 12 to the consolidated financial statements, PPL Electric changed its
method of accounting for the amortization of unrecognized gains or losses in the annual
pension expense/income determined under Statement of Financial Accounting Standards No.
87, Employers' Accounting for Pensions, in 2001,

/A- ttovnael s it
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PPL Montana, LLC
Management's Report on Responsibility for Financial Statements

PPL Montana management is respensible for the preparation, integrity and objectivity of the consolidated financial statements and all
er information in this annual report. The financial statements were prepared in accordance with accounting principles generally
epted in the United States of America and include amounts based on management's best estimates and judgments where necessary.
Management believes that the financial statements are free of material misstatements and present fairly the financial position, results of
operations and cash flows of PPL Montana.

PPL Montana management is responsible for establishing and maintaining an effective internal control structure and effective disclosure
controls and procedures for financial reporting. PPL Montana maintains a system of internal control that is designed to provide
reasonable assurance that PPL Montana assets are safeguarded from loss or unauthorized use or disposition and that transactions are
executed in accordance with management's authorization and are properly recorded to permit the preparation of financial statements in
accordance with generatly accepted accounting principles. This system is augmented by a careful selection and training of qualified
personnel, specific delegations of authority, a proper division of responsibilities, and utilization of written policies and procedures. An
internal audit program monitors the effectiveness of this control system. Management believes that its internal control structure and its
disclosure controls and procedures for financial reporting are adequate and effective.

PPL's Audit Committee, which consists entirely of independent directors who are not employees of PPL, reviews audit plans related to
PPL Montana's internal controls, financial reports and related matters and meets regularly with management as well as the independent
auditors and internal auditors. The independent auditors and the internal auditors have free access to PPL's Audit Comimittee, without

management present, to discuss internal accounting.control, auditing and financial reporting matters.

PricewaterhouseCoopers LLP, the independent certified public accountants, audited PPL Montana's consolidated financial statements and
issued their opinion above.

PPL Montana management also recognizes its responsibility for fostering a strong ethical climate so that it conducts its business affairs
according 10 the highest standards of personal and corporate conduct.

Vice President and Chief Operating Officer

Dabe SR M

Charles S. Baker
Controller



PRICEAATERHOUSE(QOPERS

PricewaterhouseCoopers I.'LP.
Suite 1300

650 Third Avenue South
Minneapolis MN 55402
Telephone (612) 536 6000
Facsimile (612) 373 7160

Report of Independent Auditors

To the Board of Managers and Member of
PPL Montana, LL.C

In our opinion, the consolidated financial statements listed in the index appearing under Item
8 on page 95 present fairly, in all material respects, the financial position of PPL Montana,
LLC and its subsidiaries ("PPL Montana") at December 31, 2003 and 2002, and the results of
their operations and their cash flows for each of the three years in the period ended December
31, 2003 in conformity with accounting principles generally accepted in the United States of
America. In addition, in our opinion, the financial statement schedule listed in the index
appearing under Item 8 presents fairly, in all material respects, the information set forth
therein when read in conjunction with the related consolidated financial statements. These
financial statements and financial statement schedule are the responsibility of PPL Montana's
management; our responsibility is to express an opinion on these financial statements and
financial statement schedule based on our audits. We conducted our audits of these

v Statements in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 17 to the consolidated financial statements, PPL Montana changed its
method of accounting for derivative and hedging activities pursuant to Statement of Financial
Accounting Standards No. 133, Accounting for Dernivative Instruments and Hedging
Activities, as amended by Statement of Financial Accounting Standards No. 138, Accounting
for Certain Derivative Instruments and Certain Hedging Activities (an amendment of FASB
Statement 133) in 2001. As discussed int Note 22 to the consolidated financial statements,
PPL Montana adopted Emerging Issues Task Force No. 03-11, Reporting Realized Gains and
Losses on Derivative Instruments That Are Subject to FAS 133 and Not "Held for Trading
Purposes” as Defined in Issue No. 02-3. As discussed in Note 17, PPL Montana adopted
Derivatives Implementations Group Implementation Issue C20, Interpretation of Clearly and
Closely Related in Contracts That Qualify for the Normal Purchases and Nornmal Sales Scope

Exception, in 2003.

q)mmiwlw%é, perg LLP

February 2, 2004
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CONSOLIDATED STATEMENT OF INCOME FOR THE YEARS ENDED DECEMBER 31,

PPL Corporation and Subsidiaries
(Millions of Dollars, excep: per share data)

2001.

2003 2002
Operating Revenues
L0211 U OO OO SO SU U TOUUOUSYOOTSOTNT. 3710 % 3676 % 3,034
Unregulated retail electric and gas.........cooeocevncceennieissce st 152 182 356
Wholesale energy marketing ........ocooveoeeiiririe et veaernen et res e enes 1,214 1,036 1,027
Net energy trading MArZins.......occcoivuicvrerresinieiiniesee s eer e s sans s sssses s asassbsssissene 12 19 37
Energy related DUSINESSES ....cc.eiieee et eteeeetee ittt et e en e e e s s 499 568 661
TOMAL ettt st e et em e emn et e e e e e e eneer e teerreer e nereantrananes 5,587 5,481 5,115
Operating Expenses
Operation
FHEL ettt ettt st et bbb s bt e et e e esee e e e s renneres 617 584 602
ENErgy PUNCHAses .. oveuiiiiiiiiiteice ettt ettt nnsa s s e va s eas 1,030 916 911
Other operation and MAINLENARCE .......cccvvrerererereriicierieeses e esessae s e 1,204 1,136 1,059
Amortization of recoverable transition COSIS ..o vieececricre v, 260 226 251
Depreciation (NOLe 1) . ...ttt et e e enmeeeensans oo 380 367 266
Taxes, other than income (NOE 3).......c.corcrerrere et 256 231 155
Energy related BUSINESSES .......ccoooiiiovreiri s e e e 491 543 535
Other charges
Write-down of international energy projects (Note 9)....cocooevvnrvrnreinevrnnnienne 113 336
Cancellation of generation projects (NOte 9)...cc.ccevevericvneriec e 150
Workforce reduction (NOte 200 ..oveiiiiie et 9 75
Write-down of generation assets (NOTE 9) ..o 44
- LU S U UU VU U URSTRR 4,247 4,235 4,265
Operating INCOME ...ttt et bt e rer e e emenees 1,340 1,246 850
Other INCOme - B {INOEE 18] i iviiiiviiiiioiii ittt tstss sttt te st eme e s emee e e e eemeaeaees 60 30 .
IS EXPENSE ..yt e st e eee e sp s s rea e neenr e e e ere s easr e e e e e b s e rees 475 561 35
Income from Continuing Operations Before Income Taxes, Minority Interest

and Distributions on Preferred Securities .............ccoooieiiiiinecceiii e 925 715 480
INCOME TaXES (NOTE 5) oot re e e e e am b ae s saan 170 210 261
Minority Interest (INOLE 1. it etie et ee e e eeeeeeees e e e e eaesamneeseenenee 7 78 (2)
Distributions on Preferred Securities (INOte 22)....c..vvevoeeeeceareeereeeeeisraeesseesceresserrsens 29 67 52
[ncome from Continuing Operations ................ccoiiiiicvccriccerrreeesresecensraseerenes 719 360 169
Loss from Discontinued Operations (net of income taxes) (NOt€ 9) ....oovevvvrverrrnesrninnnne 20 2
Income Before Cumulative Effects of Changes in Accounting

PrimCiples ........oooe ettt e en e en et ena e 699 358 169
Cumulative Effects of Changes in Accounting Principles (net of income taxes)

(NOtes 12, 18, 21 AN 22)..cmreeeeevecriirecracnene et esse s e ssesass e se s e s sss e sesasnn 35 (150) 10
Net Income.............. S 0 O SRS 3 734 % 208 % 179
Earnings Per Share of Common Stock (Note 4)

Income from Continuing Operations:
BASKC ... e e an e et a et ss st bt s bt eamarns $ 4.16 3 236 % 1.16
L0 T T OO $ 415 % 236 % 1.15
Net Income:
BASIC.....ooiiiereieitec i vanenceteste s te st e e see st e s e s s sesEesrn st s e sanareab e saama et e seane b nraabd 3 425 3§ 137 % 1.23
DHIULEA ...t et s ees s s e s e e s s e e s e s annneas $ 424 3 136 % 1.22
Dividends Declared Per Share of Common Stock .........c.ccooeiviivevvevverevecvrcvninens. 3 1.54 § .44 § 1.06

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31,
PPL Corporation and Subsidiaries

iltions of Doliars)
2003 2002 2001
sh Flows From Operating Activities
INEEIMCOIMIE vt cete ettt eet st ee s ersss s e e e ees e eeenbassensessnesesartasmnasssas st e snssnenmerasannen 3 734 % 208 179
Adjustments to reconcile net income 1o net cash provided by operating
activities
Loss from discontinued Operations............c.cccccocrniiniiininvnmnn s 20
Cumulative effects of changes in accounting principles ................................... (35) 150 (10)
Depreciation... 380 289 266
Amortizations - recoverable transmon costs and other ..................................... 244 198 224
Charge for cancellation of generation projects .....ocevvrnininnnircecnvnnee s 150
Payments to cancel Zeneration ProJECLS ..oc....civerimniiireisrnieiseemes e cerererresnseseenes {152)
Dividends received from unconsolidated affiliates 7 14 103
Pension iNCOME = NEL...cc......civvimimrenrerenrnsieesans e e ereeas (41) (42) 47)
Pension funding ... (18)
WIE-dOWD OF @SSBLS .ooiei o iiiiieie s rere s e s reseseeee s e reen ot s sanans s e s ames s ansnsas s 13 157 336
Gain on asset sales and insurance SettIEMENtS .....veceerreverereiiniii e, (21)
Distribution requirements - preferred SECUNtIes ..o 29 60 52
Equity in eamings of unconsolidated affiliates..........oooeeeieiiecireeeeee e 11 9 (13)
Equity in eamnings of WPD prior to acquiring controlling interest in 2002...... (75) (112}
Deferred income taxes and investment tax Credits....cu v enrerrnnevsninsssnneresesa 926 85 (47)
Deferral of STOrm-related COSES ..ovvirerevrrerieeeeecres i s esbe e e e reeie s s bsneernnes (15)
Workforce reduction - net of cash paid... 9 67
Unrealized (gain)} loss on derivative hedgmg actlwtles .................................... (38) 24 (16)
Gain on NUG cOnract termnination . ....ccoeeeeeeeiiiersresereeeeeeieeeeeroerreunrarsssssreesesness (25)
NUG contract termination payment........c.cemnmine e e (50)
Realized gain on nuclear trust fund .. (19)
Interest accretion on asset retirement obllgatlon L 22 4 6
Other - net .. 9 7 {2)
Change in current assets and current liabilities
Accounts receivable... 11 (48) 35
Accounts payable 7 (73) (101
OhEE = NEL. sttt tasree e e s e es e rare s e e s r e eme s b oabe st st s e e saremeaneensans (40) (6) (36)
Other operating activities - net
DT BSSBES ... ueeviseeeecceeactueceeee st essteeesasteeesssbeesraessbee s e et saaseesancemenpesane s e e sneemrene 37 1 {69)
Other liabilities ....cooceceeveee e (62) 11
Net cash provided by operating activities 1,340 802 909
Cash Flows From Investing Activities
Expenditures for property, piant and equipment ... (771) (649) (569)
Investment in generating assets and electric energy prmects ................................. (261) (312)
Acquisition of controlling interest in WPD, net of cash acquired............c.ccooouee. (211)
Proceeds from sale of assets and insurance settlements and other ... 49 20
Net increase in notes receivable from affiliates......cooooveeeiieveeniee s 210
Other investing ACtVITIES ~ MEl. ..o eeeeie e et s ee e en e eaeaberees (7) (28) 31
Net cash used In INVesting aCtiVItIES ....ccvvverrmreeoe i (729) (1,129} (702)
Cash Flows From Financing Activities
Issuance of IONE-term debt ............covcvviiiieeirinsrrereree e e eese e eeeee s rre e eeeeesmeeeen 992 1,529
Retirement of 1ong-1erm debt ...........oeeveeeeeiuvirnsesreseeaesees e eessener s ba e eree e eanan (575) (823) (616)
Issuance (retirement) of company-obligated mandatorily redeemable
PreferTed SECUTILIES . ovvieee et eeese e et seesesse s sn s sre e enseemsene (250) 575
Issuance of COMMON SLOCK ...........ccooiiiiiiriiiirieeti st ree e sttt s s s esasarnnemees 426 587 52
Retirement of preferred SIOCK..........oovvicrveeiieeeeeccecce ettt 31 (15)
Payment of common dividends and preferred distributions .........cooeiieiineene. (287) 261" (201)
Net increase (decrease) in Short-term debl .........coveereieirn i s e e (877) 411 (981)
Other finanCing aCtiVIIes = MEL ... .iiiicvieiiirrreeriesiree e vt e e s eaasressnerssrreranesaseen (35) (27) (94)
Net cash provided by (used in) financing activities.....c..coccovevierrvvecrnrane (387) (363) 249
Effect of Exchange Rates on Cash and Cash Equivalents...............ccocoevinviennneone 7 2 (3)
Net Increase (Decrease) in Cash and Cash Equivalents...........cccccooooiiiinvinvencnneens 231 (688) 453
Cash and Cash Equivalents at Beginning of Period .......ccoovvniicncvicrcnnnnnnes 245 933 480
Cash and Cash Equivalents-at End of Period ........c.ocoomiiiiieriocnie e vvevinsieees s 476 3 245 933
Supplemental Disclosures of Cash Flow Information
Cash paid during the period for:
Interest (net of amount capltallzed) . 456 § 412 373
income taxes.. - . 19 % 100 328

The accompanying Notes 1o Consolidated Financial Stalements are an integral part of the financial statements,
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Corporation and Subsidiaries
(Millions of Doflars)

2003 2002
Assets
Current Assets
Cash and cash equivalents (NOE 1) ..ot e e ee s s e s 3 476 § 245
Accounts receivable (less reserve: 2003, $93; 2002, $111) i 555 588
Unbilled reVENUES ...ttt sries e ce e rreste e s ser s eesraests s e see et seeresesaeasbe v rasssssaraasatmnssnnnnes 341 303
Fuel, materials and supplies - at AVEraZe COSL......vvvvvverireisi e cre s et e st ees 256 242
PrE DAY IIIEIIS - vt rtesratii it e s b s s em et sm e e s sa e s sem b e e r et e nt et eernrnrn e beens 54 122
Deferred income taxes (Note 5) ...................... 105 104
Price risk management assets (Notes [ and 17)....ovevvieciieeieeereeeecrvee s is st 90 103
L1 (7= SO TR TTUR 162 112
2,039 1,819
Investments
Investment in unconsolidated affiliates - at equity (Notes | and 3}...cccveevvveeevvvcencnnnene. 230 234
[nvestment in unconsolidated affiliates - at cost (NOte I)..ooooouiiiivciieeeeeeecee e, 126 107
Nuclear plant decommissioning trust fund (Note 6} ...........oceciiriiiiinninccticere e, 357 287
L3117 Uy PO OO OO O OO 29 28
742 656
Property, Plant and Equipment - net (Note 1)
Electric plant in service
Transmission and distribBUtion ..o eieeee e e e e caaenan 5,456 5,603
GEMETALION «.v ettt terie st et et e et e s er e e s easa e s sas s e s b2t b emmesme e s ase e b esbesbenabesbeerenemn 3,362 2,679
LT3 (1) ¢ | O O R 431 479
9,249 8,761
CONSTUCHON WOTK I PIOZIESS ..\ oiveieiceeeeceeeeecre s re s s e e e s e sasssbesm s erresnsesrersmerrresnta ses 627 223
INUCLEAE FUEE -.eeceee ettt r e tbnerre et be et e e smeesseeesnanssabt et s sentsstnbesansnberensnn on 144 129
EIECHIC PIAME c.e.ooeceeoeeeeeeeee oo eeeeeeesres oo seseeesesesesseaseeeeseesseeer e meeseneree 10,020 9,113
Gas and o PIANT ..o b 205 201
OUHET PIOPETTY cccerenreerrrmititetese st n b s s e emerst s bt sessstsa s sk e m b b ms s ms s b ba b e Ra s s b s emsba bt s bees 221 252
10,446 9,566
Regulatory and Other Noncurrent Assets (Note 1)
Recoverable traNSItION COBES .....vivrreceeieeeeeeeeieeeeeeesresstvesas e srestesnerenessensereraseerrsesesssensesmns 1,687 1,946
GOOAWTIL (NOLE 18] ettt bbb et ae e 1,068 474
Other intangibles (NOte 18) ... e 230 212
(011 7= SRS 911 879
3,896 3,511

$ 17,123 % 15,552

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Corporation and Subsidiaries

i/lions of Dollars)
2003 2002
iabilities and Equity
Current Liabilities
Short-term debt (NOE ) ..ottt et et srss st ss B 56 § 943
LONZ-EIN BB oo e ree s sas e e e e ne e bbb eaear s 395 366
ACCOUNES PAYBDIR ..ottt s e 456 432
Above market NUG contracts (INOTE 14).......oovirurmerrririreceernressrece s s secees s s e eseseenesassnns 74 75
TAXES .oeeeeeeeeeieeeteieteeieseesees e eeaneestesinseasessaamssnanamteamseeeisbeeaanEeaaaAttasateananee e beeaeanesenesreeerrans 182 193
1= 31 S U OO TR 121 101
DiIVIAENAS veet i csiree it rs e e s s e s e s e e s s e b e e reneean 70 66
Price risk management liabilities (Notes [ and 17).....ccccceevriorivcenvcimnc e 82 110
10 1T U U USSR OUOR T PY SO PRIOTOUTUP 337 307
1,773 2,613
Long-term Debl........ocoi s 7,464 5,901
Long-term Debt with Affiliate Trusts (Notes 15 and 22)...............nn. 681
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes and investment tax credits (NOte 3).....cocceevereerenriieicrenreccnrinnns 2,201 2,287
Above market NUG contracts (NOLE 14).....ccviiimiecieicicercetic e eresenere s sss s arereras 278 352
Other (Notes 1,6, 9, 12 anNd 21) e rcerresseeetr e srescrrenracsresssssasesansesareesanssssssnees 1,362 1,396
D 3,841 4,035
Commitments and Contingent Liabilities (Note 14) ...........c.cccoviniiiiinnnnnnnnin
Minority Interest (INOTE 1) ...t ee s e eesse e s s e e ne s sevaesranesssesrarevas 54 36
Company-obligated Mandatorily Redeemable Preferred Securities of Subsidiary
Trusts Holding Solely Company Debentures (Note 22)..........coooiiiiiiniiirienes 661
Preferred Stock
With sinking fund requirements.......cccccvereenrerreesese e re et es e seneeee e ere s s snres 31
Without sinking fund reqUIrEMENES............covecrrmreniernrer oo cerresesns e e 51 51
51 82
Shareowners' Common Equity
COMIMON STOCK ..ottt ene et ee e e et eea e ete e reeeeesenbe e b e eesennnenmeea st e st esmaneansmeaten 2 2
Capital in eXCeSS OF PAr VAIUE.......ccooe v e e e s r e sn s s santsmsss s e neaseans 2,973 2,539
Treasury STOCK (NOE | .o ettt eee e se e e (837) (836)
EAImings reINVESIEA........c.ovriniiiiii ittt 1,478 1,013
Accumulated other comprehensive loss (Notes 1 and 17) .o (297) (446)
Capital stock expense and Other ... sres s (60) (48)
3,259 2,224
3 17,123 § 15,552
' The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF SHAREOWNERS' COMMON EQUITY
AND COMPREHENSIVE INCOME FOR THE YEARS ENDED DECEMBER 31,
PPL Corporation and Subsidiaries

(Mitlions of Dollars, except per share amounts)

2003 2002 2001
Common stock at beginning of YEar ...........cc.ccvvverceivr v e $ 2 3 2 3 2
Common Stock at €N 0F YEAL .ccciriiiii ettt sttt ssasa st saae b eaeene 2 2 2
Capital in excess of par value at beginning of year ........cccovivivverrvrssvrseneenens 2,539 1,956 1,895

Common StOCK ISSUE ..ot enr s 426 587 54

OINET .ot reresrerrraree et ee ettt it ey e e e st bees st st eatesbsess s sabeseamesbes b e st sebesabestssatreennn 8 {4) 7
Capital in excess of par value at end of Year.........covvvveeirciverinisinenn e sesnsessssesssesnanas 2,973 2,539 1,956
Treasury stock at beginning Of Year................oocoiireeeeeeeteeee e et (836) (836) (836)

Treasury stock purchased............. Eebtreerabeeeeesateesiaeierstaeesnteetreeesttaaneastirsinrrranatseerars {1)

Treasury stock at end of year............. feeatetereeate ey e et erae e s e s st sr s net e varenen e see s srasneasnre e (837) (836) (836)
Earnings reinvested at beginning of Year ... 1,013 1,023 999

NEE INCOME (1) ..ottt et bs s st e e te et s sbaan s 734 208 179

Cash dividends declared on cOmMMOon StOCK ......cccueiivicreeviceieeiee e (269) (218) (155)
Earnings reinvested at end Of Year ... e 1,478 1,013 1,023
Accumulated other comprehensive loss at beginning of year (€) «.o.covvvveeevcreveverenens (446) (251) (36)

Foreign currency translation adjustments (b)......c.oceveorrermememenee e 106 125 (234)

Unrealized gain (loss) on available-for-sale securities (b)..........occceeeeeveevcnncrinne 24 3) 4

Minimum pension liability adjustrents (b) (d) .....ccervreceeemrerccmisnicrcec e (10) (301)

Unrealized gain (loss) on qualifying derivatives (b)........cccoooiiiiriniererereinrnnnns 29 (16) 23
Accumulated other comprehensive loss at end of year..........cccooceoriieeeeeceenecreeenas (297) (446) (251)
Capital stock expense and other at beginning of year........cccooo oo (48) 3G7 (12

Issuance costs and other charges to issue common StOcK ........oceeeeeeeicenieveeenieens ) (18)

Issuance costs and other charges to issue PEPS Units .....ooooooooooiiceiceeees (3) (25)

ORET <.ttt e et ettt b e et skt s essaersa R b eese e re et e amne e nhranenn 7
Capital stock expense and other at end of year..........c..ooveeneve e errneae e nnaannetinaanns (60) (48) 3D
Total Shareowners' COmMMON EQUILY ......ocovniicvesiiei e e e see s s re s ssramnnns $ 3259 % 2224 % 1,857
Comrmon stock shares at beginning of year (a).........ccoreoerceceennne et 165,736 146,580 145,041

Common stock issued through the ESOP, DRIP, ICP, ICPKE, structured

equity program and public offering............cooeoeeieieoee e 11,652 19,156 1,539

Treasury stock purchased..............ooiecvicicceerrnrencvsresnerercrrrecacese s emcn s e cees (26)

Common stock shares at end OF YEAr ..ot ee e s ses st avesnsans 177,362 165,736 146,580

(a)  Shares in thousands; $.01 par value, 3%) million shares authorized. Each share entitles the holder to one vote on any question presented to any shareowners'
meeting.

(b)  Statement of Comprehensive ncome (Loss) (Notc l)
Net income.. SO OSSOSO O USRS, 734 5 208 3 179
Other comprehenswe mcome (Ioss)
Foreign currency translation adjustments, net of tax (benefit) of $0, $(5). $15. .o, 106 125 {234)
Unrealized gain (loss) on available-for-sale securities, net of tax (benefit)
of $14. 5(2), 33)... 24 3 4)
Minimum pension I|ab||1ty adjustments ‘et of tax (bencﬂt) of $(4) $(!3l) {10) (300)
Unrealized gain (loss) on qualifying derivatives, net of tax (benefit) of $15, S(IO) S12... 29 (16) 23
Total other comprehensive INCOME (LOSS)........ccvivivurenieersreeevrrs e e srssesemse s smecee e s ememseneanas 149 (195) (215)
Comprehensive INCOME (LOSS}. ..o ienimuiiieimrvesesscsersesereesre e eeoessessmsseessss s seeressenmsiorenees 9 883 $ 13 3 {36)
{¢)  SeeNote 1 for disclosure of balances for each component of Accumulated Other Comprehensive Loss.
(d)  See Note 12 for additional information on the adjustments to the additional minimum pension liability.
The accompanying Notes 1o Consolidated Financial Statements are an integral part of the financial statements. ‘
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CONSOLIDATED STATEMENT OF PREFERRED STOCK AT DECEMBER 31,
PPL Corporation and Subsidiaries (a)

jitions of Dollars}
Shares
Outstanding Qutstanding
Shares
PPL Electric 2003 2002 2003 Authorized
Preferred Stock - $100 par, cumulative
AalF2% i e e e 3 25 § 25 247,524 629.936
Series Preferred .....c.ccovevvniniie 26 57 257,665 10,000,000
$ 51 % 82
Details of Preferred Stock (b)
Shares Optional
Outstanding Outstanding  Redemption
‘ Price Per
2003 2002 2003 Share
With Sinking Fund Requirements (c)
Series Preferred
B.125%0 oo se s $ 17
0. 15%0 oot 10
B6.33%0 vt ereaean 4
$ 31
ithout Sinking Fund Requirements
4-1/2% Preferred ..cococovevvevvereeecenns h) 25 § 25 247,524  $110.00
Series Preferred
33590 e er et e 2 2 20,605 103.50
B 40% eeevreeeieeieereeeer et 12 12 117,676 102.00
BB0%0 v 3 3 28,614 103.00
6.75%0 ceveienrevernirmert e 9 9 90,770 103.38
h ] 51 § 51
Decreases in Preferred Stock
2003 2002 2001
Shares Amount Shares Amount Shares Amount
4-1/2% Preferred ..cooovveeee (134)
Series Preferred
F.95% et as (10,000) $ nH
6.125% 1o, (167,500) $ (i7) (148,000) (14)
6.15%0 ioeoeeireeccverer e er e (97,500} (10)
6.33% e (46,000) 4)

Decreases in Preferred Stock normally represent: (i) the redemption of stock pursuant to mandatory sinking fund requirements; or (i} shares redeemed

pursuant to optional redemption provisions.

(a) Each share of PPL Electric's preferred stock entitles the holder to one vote on any question presented to PPL Electric's shareowners' meetings, There
were also 10 million shares of PPL's preferred stock and 5 million shares of PPL Electric's preference stock authorized; none were outstanding at

December 31. 2003 and 2002,
{b) The involuntary liquidation price of the preferred stock is $100 per share. The aptional voluntary liquidation price is the optional redemption price

per share in effect, except for the 4-1/2% Preferred Stock for which such price is $100 per share (plus in each case any unpaid dividends).
{c) Sec Note 22 for additional information.

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF COMPANY-OBLIGATED
MANDATORILY REDEEMABLE SECURITIES AT DECEMBER 31,

PPL Corporation and Subsidiaries
(Millions of Dollars)

Outstanding .

2003(c) 2002

Company-obligated Mandatorily Redeemable
Preferred Securities of Subsidiary Trusts Holding
Solely Company Debentures

(a)

(b)

(c)

$25 per security

T 75% () et s b 575

$1,000 per security

B.23% (D) e e e 86
3 661

{n May 2001, PPL and PPL Capital Funding Trust I, a wholly-owned financing subsidiary of PPL, issued $575 million of 7.75%
PEPS Units. Each PEPS Unit consists of (i) a contract to purchase shares of PPL, common stock on or prior to May 18, 2004 and
(1i) a trust preferred security of PPL Capital Funding Trust [ with a maturity date of May 2006 and stated liquidation amount of
$25. Each purchase contract requires PPL to make contract adjustment payments of .46% per year, paid quarterly, on the $25
stated amount of the PEPS Unit and requires the holders of the contracts to purchase a number of shares of PPL common stock on
or prior to May 18, 2004. The number of shares required to be purchased will depend on the average market price of PPL's
commeon stock prior to the purchase date, subject to certain limitations. The holders' obligations to purchase shares under the
purchase contracts may be settled with the proceeds of a remarketing of the trust preferred securities, which have been pledged to
secure these obligations. The distribution rate on each trust preferred security is 7.29% per year, paid quarterly, until May 18,
2004. The trust's sele source of funds for distributions are from payments of interest on the 7.29% subordinated notes of PPL.
Capital Funding, due May 18, 2006, issued to the trust. PPL has guaranteed the payment of principal and interest on the
subordinated notes issued to the trust by PPL Capital Funding., PPL. has also fully and uncenditionally guaranteed all of the trust's
obligations under the trust preferred securities. See Note 8 for a discussion of dividend restrictions related to PPL's subsidiari

SIUK Capital Trust [ issued $82 million of 8.23% preferred securities maturing in February 2027 and invested the proceeds in
8.23% subordinated debentures maturing in February 2027 issued by SIUK Limited. Thus, the preferred securities are supported
by a corresponding amount of subordinated debentures. SIUK Limited owned all of the common securities of SIUK Capital
Trust I and guaranteed all of SIUK Capital Trust I's obligations under the preferred securities. In January 2003, SIUK Limited
transferred its assets and liabilities, including the-common securities of SIUK Capital Trust | and the obligations under the
subordinated debentures, to WPD LLP. Therefare, WPD LLP currently guarantees all of SIUK Capitai Trust I's obligations
under the preferred securities. SIUK Capital Trust [ may, at the discretion of WPD LLP, redeem the preferred securities, in
whole or in part, at 104.115% of par beginning February 2007 and thereafter at an annually declining premium over par through
January 2017, after which time they are redeemable at par. With PPL's acquisition of the controlling interest in WPD in
September 2002, these preferred securities were consolidated on the books of PPL at their then fair value of $86 million. See
Note 9 for information on the acquisition of a controlling interest in WPD.

On July 1, 2003, PPL adopted the provisions of SFAS 150, "Accounting for Certain Financial Instruments with Characteristics of
Both Liabilities and Equity." These preferred securities are mandatorily redeemable financial instruments, as they require the
issuer to redeem the securities for cash on a specified date. Thus, they should be classified as liabilities, as 2 component of long-
term debt, instead of "mezzanine” equity on the Balance Sheet. However, as of December 31, 2003, no amounts were included in
"Long-term Debt" for these securities because PPL Capital Funding Trust | and SIUK Capital Trust [ were deconsolidated
effective December 31, 2003 in connection with the adoption of FIN 46, "Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51," for certain entities. Instead, the subordinated debt securities that support the trust preferred
securities are reflected in "Long-term Debt with Affiliate Trusts” as of December 31, 2003. See Note 22 for additional
information on SFAS 150 and FIN 46.

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements. ‘
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CONSOLIDATED STATEMENT OF LONG-TERM DEBT AT DECEMBER 31,
PPL Corporation and Subsidiaries

(Millions of Dollars)
QOutstanding
2003 2002 Maturity (a)
Bonds:
6-1/2% - 7-7/8% First Mortgage Bonds (b) .......ccevvvvveminiiseiieeciceeeee e $ 297 (d) % 382 2003-2024
3.125% - 6.40% First Mortgage Pollution Control Bonds (b). 34 {e) 314 2008-2029
4,30% - 6-1/4% Senior Secured Bonds (b)....covvveeeevevceeennnee. 200 () 800 2007-2013
6.08% to 7.15% Series 1999-1 Transition Bonds .......cccovvvvivenriereecsecrannn, 1423 (g) 1.678 2003-2008
3.873% - 9.25% Unsecured Bonds......coovccecnnrmenennncsisnc e e 1,982 (h) 1.583 2004-2028
6.20% - 6.40% Inflation-linked Bonds 150 (i) 131 2006-2022
1.54% Pollution Control Revenue Bonds...........ccocceeeeeivmecciceersr e ssininene 9 9 2027
Notes:
5.75% - 8.375% Medium-term NOLES (C).vevmeveveerinirisiectece e eee e 737 () 822 2004-2007
6.40% Senior Unsecured NOWES ...c.cooi it nrrens e crs e nsis e e en e 500 300 2014
8.05% - 8.30% Senior Secured NOES ..o ercirires i veererirveenscsensresssssressssesnns 437 (k) 2013
2.625% Convertible SEnior NOIES ..o sr e mrreere s e e enaas 400 () 2023
8.70% - 9.64% Unsecured Promissory NOtes......ccoeveeiveeccieiiecsreecenecenns 2 (m 12 2010-2022
Term Loan — variable rate {2.56% at December 35, 2003 ). oo, 625 (n) 2008
Trust Securities — variable rate (3.435% at December 31, 2003) . 31 (n) 2008
Other Long-term Debt s et aeaseessesas e 27 21 2003-2013
7,844 6,252
Fair Value SWaps.........ocrcmimiiii e s s e s 28 28
Unamortized diSCOUNT. .covveerirreiniitietiie s e st seee et ertes s e s e ssesseearesreses (13) (13}
7.859 6.267
Less amount due withip one year ................. SRS ORO USRI (395) {366)
Total Long-term DEbl ... it sne e $ 7,464 3 5.901
ng-term Debt with Affiliate Trusts:
7.29% Subordinated NOTES ..o vrreere e s resn et eee e 3 592 (o) 2006
8.23% Subordinated Debentures ..., 8% (0} 2027
Total Long-term Debt with Affiliate Trusts........c.cccocvveervcvnccccsccrer. $ 681

{a) Aggregate maturities of long-term debt through 2008 are {millions of dollars):; 2004, $395; 2005, $911; 2006, $1.454; 2007, $1,070; and 2008, $1.280.

(b) The First Mortgage Bonds and the First Mortgage Pollution Control Bonds were issued under, and are secured by, the lien of the 1945 First Mortgage Bond Indenture.
The lien of the 1945 First Mortgage Bond Indenture covers substantially all-electric transmission and distribution plant owned by PPL Electric. The Senior Secured
Bonds were issued under the 2001 Senior Secured Bond Indenture. The Senior Secured Bonds are secured by (i) an equal principal amount of First Mortgage Bonds
issued under the 1945 First Mortgage Bond Indenture and {ii) the lien of the 2001 Senior Secured Bond Indenture, which covers substantially all electric transmission
and distribution plant owned by PPL Electric and which is junior to the lien of the 1945 First Morigage Bond Indeniure.

(c) PPL fully and unconditionally guarantees the medium-term notes of PPL Capital Funding, a wholly-owned financing subsidiary of PPL. See Note 8 for a-discussion
of dividend restrictions related to PPL's subsidiaries.

(d) In April 2003, PPL Electric redeemed and retired all of its outstanding First Morigage Bonds 7-7/8% Series due 2023, at an aggregate par value of $46 million. and in
December 2003, retired $19 million of its First Mortgage Bonds 6-3/4% Series due 2023,

(e) In February 2003, PPL Electric issued $90 miltion of 3.125% Pollution Contro! Bonds and also retired $90 million of its 6.40% Series H Pollution Control Bonds.

() In May 2003, PPL Electric issued $100 million of 4.30% Senior Secured Bonds.

() In August 1999, PPL Transition Bond Company issued $2.4 billion of transition bonds to securitize a portion of PPL Electric's stranded costs. The bonds were issued
in ¢ight different classes, with expected average lives of | to 8.7 years. Bond principal paymenis of $255 million were made in 2003.

(h) In March 2003, WPD issued £200 miilion of 5.875% bonds duc 2027 and in May 2003 WPD issued an additional £50 miilion of 5.875% bonds due 2027. During the
fourth quarter, WPD retired 353 million of 7.375% bonds due 2028.

(i) Increase due to an increase in foreign currency exchange rates.

() During 2003, PPL Capital Funding retired the following series of medium-term notes: $60 million of 6.375% Series due 2003, $20 million of 6.23% Series due 2003
and 35 million of 6.40% Series due 2003,

(k) Represents iease financing consolidated through a variable interest entity. See Note 22 for additional information. Secured by, among other things. the generation
fzcility. which had a carrying vaive of $442 million as of December 31,2003 and was-included in "Property, Plant and Equipment — net — Construction work in
progress” on the Balance Sheet.

() lssued by PPL Energy Supply in May 2003.

{m} In September 2003, PPL Gas Utilitics made a $750,000 principal payment on its 9.64% Notes due 2010,

(n} Represents lease financing consolidated through-a variable interest entity. See Note 22 for additional information. Borrowings bear interest a1 4 floating rate, based, at
PPL's option, upon (i} LIBOR plus an applicable percentage that is subject to change based on the credit ratings of PPL Energy Supply or (ii) the greater of (a) the
Wachovia Bank N.A. corporate base rate or (b} the federal funds rate plus 0.50%, plus an applicable percentage that is subject 1o chanige based on the credit ratings of
PPL Energy Supply. Secured by, among other things, the generation facilities and the fand on which the facilities are located. As of December 31, 2003, the
aggregate carrying value of the facilities and.the land was 3617 million. net of accumulated depreciation of $26 million, and was included in "Property, Plant and
Equipment — net — Electric plant in service” and "Regulatory and Other Noncurrent Assets - Other intangibles" on the Balance Sheet.

(0} Represents debt with a wholly-owned trust thal was deconsolidated effective December 31, 2003 as a result of the adoption of FIN 46. "Consolidation of Variable

w Imerest Entities, an nierpretation of ARB Ne, 51" for centain entities. See Note 22 for further discussion.

The accompanying Notes 1o Consolidated Financial Statemems are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF INCOME FOR THE YEARS ENDED DECEMBER 31,

PPL Energy Supply, LLC and Subsidiaries

(Millions of Dollars)

2003 2002 2001
Operating Revenues .
Wholesale energy marketing ... USRS, 1,214 3 1,036 § 1,027
Wholesale energy marketing to afﬁhates (Note 15) .............................................. 1,451 1,434 1,331
Utility ... v 934 980 408
Unregu]ated retali e[ectnc and gas .. 152 182 356
Net energy trading margins .. 12 19 37
Energy related busmesses 486 555 633
TOLAL ..o e et st e e e r b re e 4,249 4,206 3,792
Operating Expenses
Operation
FUBL ettt ettt st et sttt knrne s n s 537 502 500
Energy purchases ...t e e aeanas 818 708 734
Energy purchases from affiliates (Note 15} .ooeiveeiieeceee e 160 171 194
Other operation and MAINLENANCE . ........oooc ooty rrsea e ens 875 812 746
Depreciation (Note 1)... 266 265 169
Taxes, other than income (Note 5) ........................................................................ 89 78 38
Energy related BUSINesses......oo ittt e 469 522 508
Other charges
Write-down of international energy projects (Note 9) .o viieenrsieessevvnnns 113 336
Cancellation of generation projects (NOte 9) ...oovoeiiie e 150
Workforce reduction (NOte 20) ..o e renens 41
Write-down of generation assets {(INOTE 9)......ccceviiriiiimnenicnnreiesr e ccreenee 44
TOAL ..ot et bbb e ek st b et 3,214 3,256 3,375
Operating IMCOME ...t cas st es st s s easssaes cerassas e rianren 1,035 950 41‘
Other Income = net (NOTE 16) ..ot s s e s sesse s asras 73 44 73
INEETESE EXPENSE .ceeiirirececieiecisnies st e s s s en s e sm e e san s saeranen s sens s e nesrsenenes 198 207 21
Interest Expense with AffIHATE ..o 1 3 26
Income from Continuing Operations Before Income Taxes, Minority Interest
and Distributions on Preferred Securities ... 909 784 443
INCOTE TAXES {NOTE 3) woeririieeciccree st rrrasessiresrrrasesee s ssnaetesreransesssentesssaaesonmnsesssmsaansasnes 185 266 274
Minority Interest (NOte 1) ..o e 7 78 (2)
Distributions on Preferred Securities (INOLE 22} ....vviccvrcninreeenen e esnessrnssereenenes 5 9
Income from Continuing Operations...........ccco i 712 431 171
Loss from Discontinued Operations (net of income taxes) (Note 9) ......cceccveeeennnenne 20 2
Income Before Cumulative Effects of Changes in Accounting Principles ........... 692 429 171
Cumulative Effects of Changes in Accounting Principles (net of income taxes)
(Notes 12, 18, 21 and 22)....oneeeeevmeererercestereerceme e ceeteececrmee e smesesas e emesame e emeceens 35 (150) 3
INEt IRCOIMIE oot et se b et re et rassses | D) 727 3 279 3 174
The accomparying Notes ro Consolidated Financial Statements are an integral pari of the financial statements. ‘
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CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31,

PPL Energy Supply, LLC and Subsidiaries

Uﬂiﬂns of Dollars}
ash Flows From Operating Activities

MNELIMICOME .....oii e iecrrr et rre e someess e s seeretsase st ssat s ses sass s b e basssanssnsaneans e sne shran
Adjustments 1o reconcile net income to net cash provided by operating
activities

1.oss from discontinued OPerations..........cverreimercvicimmrarierce e oo e
Cumulative effects of changes in accounting principles .......ccvviiviiiciininn
DIEPIECIALION c..ooviisvisiiiiiisrs v essrrs vt rser s s rarr b a e e s e s e rrases e e e saats
Amortization - energy commitments and other...... i
Charge for cancellation of generation projects.............o.......
Payments to cancel generation projects........covmennmiersinssns
Dividends received from unconsaolidated affiliates
Pension income - net
Pension FURAING. ..ot s s s
Write-down of assets
Gain on asset sales and insurance settlements................
Equity in earnings of unconsolidated affiliates
Equity in earnings of WPD prior to acquiring controlling interest in 2002.....
Deferred income taxes and investment tax credits ......oovicmicciencnimeccrceneeeaes
Workforce reduction - net of cash paid ..o i viiiiencre e
Unrealized {gain) loss on derivative hedging activities..........c.cccocieveiccnnnas
Gain on NUG cONract termination ..........ivoceereieeresssnssscrmssrsesiessoresssresamasees
NUG contract termination payment ...
Realized gain on nuclear trust fund ...
Interest accretion on asset retirement obligation and other ........ocovcevcnnnnnes
Deferred revenue on PLR supply to affiliate..........ooo
(01 =0 T OO OO

Change in current assets and current liabifities
ACCOUNLS FECEIVADIE ...ttt re s st s e s emsans
Accounts payable ...
Other - net...........cceves

Other operating activities - net
OHET BSSEES .evvirereeemrerrrcmrsrrerretneerrensnoramrenrron s bae s s memmmraeeb s e s rant herdsben bt sbasrsbass
Other liabilities.......ccccooecniereninnees e eeereerre e te s bR s e ra s s et e et s esnan s nasan b ann

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

Cash Flows From Investing Activities

Expenditures for property, plant and eqUiPMENt ........ccooereerrrenrenncrnnecceesienses
Investment in generating assets and electric energy projects ..vcciceienen
Acquisition of controlling interest in WPD, net of cash acquired ................o......
Proceeds from sale of assets and insurance settlements ........ocoeeorennninicncnenn
Net (increase) decrease in notes receivable from affiliates ........ocooceevnennecee
Other investing activities - NEL ..o e s e

Net cash provided by (used in) investing activitieS...ocvvircvenininsiiinnnnes

Cash Flows From Financing Activities

[ssuance of long-1erm debt ... ...t et et
Retirement of long-term debt........c.ocveoririeri e
Contributions from Member...
Distributions to Member ........co.occovnvinnneanns
Net increase (decrease) in short-term debt ........cocceecvriemasesinerec e ssaee s
Net decrease in short-term debt payable to affiliates.......ccoovccvnrveniiaincnnicrnnens
Other financing activities - el e e

WNet cash used in finANCINg ACHVILIES c..cveeve e e e e e a e

Effect of Exchange Rates on Cash and Cash Equivalents...........cccocvvincinnnnae.
Net Increase (Decrease) in Cash and Cash Equivalents...........cooooocon e

Cash and Cash Equivalents at Beginning of Period ......cccconinnniinininninniarnan
Cash and Cash Equivalents at End of Period ....cccooovrvrivercer e

Supplemental Disclosures of Cash Flow [aformation

Cash paid during the period for:
Interest (net of amount capitalized).......cccvvirrc s
I OO BAXES 1 creecre e reenram e eee s meenesanrae s s s ans s emmes sammn o saamsmeen s e sen e e smnessebmranbenst

Non-cash Contributions from Member

intercompany notes and accounts receivable ...,

2003 2002 200t
727 279 174
20
(35) 150 (3
266 175 169
(38) (56) (61)
150
(152
7 i4 103
(39) (20) (23)
(15)
i3 157 336
1)
8 8 (15)
(75) (112)
154 158 14
37
(16) 3 (16)
(25)
(50)
(19)
22 4 6
90
16 7 )
(50) 109 47
1) (32) (145)
(42) (40) (101)
17 (1
(44) 1 8
910 651 619
(506) (404) (380)
(261} (312)
(211)
47 20
653 (260) 986
10 (28) (16)
204 (1,144) 278
802 729
(60) (14) 9)
261 160 9353
(1,168) (710) (463)
(862) 392 (193)
(1,200}
(16) 3) (26)
(1,043) (175) {209)
7 2 3)
78 (666) 685
149 815 130
227 149 815
i71 97 53
16 27 60
920

The accom, ring Notes ro Consolidated Financial Statements are an integral part of the financial statements.
grai pa
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Energy Supply, LLC and Subsidiaries

(Millions of Dollars)
2003 2002
Assets
Current Assets
Cash and cash equivalents (Note 1)... ceverrverreisiessreresarssssnsesens B 227 Y 149
Accounts receivable (less reserve; 2003 $68 2002 $87) ....................................... 320 353
Unbilled revenues.. 215 187
Accounts recetvable from aff' hates (Note 15) .......................................................... 71 11
Notes receivable from affiliates (NOtE 13).ivvivivriiniiiirvrr v e creresreresnnesraesses 2 655
Fuel, materials and supplies-- at average CoSt ...t 198 200
Price risk management assets (Notes 1 and 17) w.ooevriiioimncine e 88 93
L0 11 1T PSP 175 159
1,296 1,807
Investments
Investment in unconsotidated aftiliates - at equity (Notes t and 3) ..., 212 234
Investment in unconsolidated affiliates - at cost (NOte 1)....ivvecvenie i cvecninceciinens 126 107
Nuclear plant decommissioning trust fund (Note 6)........coccrvvrrrricnsrnin, 357 287
ONET ... rricarrae e s e s srae s e saee s em eem s ence e meamee e e eem e e e n e s e e e emeeenesaeas 5 10
700 638
Property, Plant and Equipment - net (Note 1)
Electric plant in service
Transmission and diSrIDULION .........coiioieiiiiieeesisrre e s s s snsse s vrrmsassersesanss 3,129 3,390
GEMETALION ....veeeiiei i cieeeciiercts i ribe e s e s e s rarasaseeste s s sre s snvarssasstrns svassrmnarsssnirnnsessasss 3,362 2,679
GENMETAL ..o e e b s e bbbt e b e 200 279
6,691 6,348
Construction WOrK iN PrOZIESS ... ...ooviveririivmrsirenssi s ss e 593 176
INUCIEEAT FUET ... v resecrrrinersrs e erarsseresssacen e e e sectememarstesee s e saaestesaar e et saba st sabesbnessrannbasnans 144 129
ELeCtric PIANT ..ottt rircss e s v e ane s 7,428 6,653
Gas and Ol PIANE ..o e e 21 23
T PrOPEILY .ottt sttt eaea s e s s e s b e e nE b e s a e n s 163 213
7,612 6,889
Other Noncurrent Assets
GOOAWIIl (INOEE 18)1eueeieriinireerrrsresss e e ee e ime e e e e ee e s ce et e carae st srbbsbas s nbaasss e st s ebabans 1,013 419
Other intangibles (NOe 18) ..ottt e 96 91
L0711 1) SOOI 533 497
1,642 1,007

3 11,250 $ 10,341

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Energy Supply, LLC and Subsidiaries

'Hions aof Dollars)
Liabilities and Equity
Current Liabilities

Short-term debt (NOte 8) ..ottt ss st srsas s
Long-term debt ... s

Deferred revenue on PLR energy supply to affiliate (Note 15) ...cccooviiiierieninnnnns
Price risk management liabilities (Notes | and 17} e

Long-term Debl..... ... e
Long-term Debt with Affiliate Trust (Notes 15 and 22) .........ccoonvvevniciieeccrircnnnaes

Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes and investment tax credits (Note 5) .co.cconvniniiiinininnnnne.
Above market NUG contracts (Note 14) ...
Deferred revenue on PLR energy supply to afﬁllate (Note 15)
Other (Notes 1, 6, 9, 12 and 21)

Commitments and Contingent Liabilities (Note 14) ...

Minority Interest (Note 1) ...ttt e e rmcemresasanens

Company-obligated Mandatorily Redeemable Preferred Securities of
Subsidiary Trusts Holding Solely Company Debentures (Note 22) .......ccc.cc........

Member's EQUILY ............ocoooi et e e resee s b et b e ene et e et e

The accompanying Notes to Consolidated Financial Statements are an imtegral pari of the financial statements.
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2003 2002
5 56 928
6 6
351 382
53 76
74 75
1o 114
74 33
12 12
76 96
222 216
1,064 1,960
4,140 2,225
89
1,012 1,022
278 352
58 69
1,077 1,084
2,425 2,527
54 36
36
3,478 3,507
3 11,250 10,341




CONSOLIDATED STATEMENT OF MEMBER'S EQUITY AND COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31,
PPL Energy Supply, LLC and Subsidiaries

(Millions of Dallars) .
2003 2002 2000

re
Member's Equity at beginning of year..............cooiininrevnc s 3 3,507 3 3972 % 2,577
Comprehensive income:
Net income.. 727 279 174
Other comprehenswe income (Ioss) (a)
Foreign currency translation adjustments, net of tax
(benefit) of 30, B(5), BI5 () v e 106 125 (234)
Unrealized gain (loss) on qualifying derivatives, net of tax
(benefit) oF F17, B(15), $29 ..ot e st ee 33 23) 46
Minimum pension liability adjustments, net of tax
(benefit) of $(5), $(128), $0 (c)... (12) (296) (1)
Unrealized gain on available- for—sa]e securmes net of tax
of $12... 24‘
Total Comprehensive INCOME (10SS) c-eeeverrrreeentieree et eveesie s ee st eie e esebe s s e anatn 878 85 {15)
MEMDBEr'S COMEIDLTIONS 1ooveeeeeeeee ettt e e e et eeeeeae st e eerereeeeraaserssasnsses fevees 261 160 1,873
Distributions to MEMDET..........oiiicceiicrrrrrerr e s e e sas b s nean (1,168) (710) (463)
Member's Equity at end 0f Year ..........c..vnrviiimirc st et 9 3478 § 3,507 % 3,972
(a) See Note ] for disclosure of balances for each component of Accumuiated Other Comprehensive Loss. ‘

(B) Includes a $94 million credit for the write-off of the CEMAR cumulative translation adjustment in June 2002. See Note 9 for additional information.
{¢) See Note 12 for additional information on the adjustments to the additionat minimum pension ligbility.

The accompanying Notes to Consolidated Financial Starements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF COMPANY-OBLIGATED

MANDATORILY REDEEMABLE SECURITIES AT DECEMBER 31,
PL Energy Supply, LLC and Subsidiaries
tlions of Dollars)

Outstanding
2003(b) 2002

Company-obligated Mandatorily Redeemable Preferred
Securities of Subsidiary Trusts Holding Solely Company
Debentures - $1,000 per security

{(a)

(b)

I XL € S $ 86

SIUK Capital Trust I issued $82 million of 8.23% preferred securities maturing in February 2027 and invested the proceeds in
8.23% subordinated debentures, maturing in February 2027, issued by SIUK Limited. Thus, the preferred securities are supported
by a corresponding amount of subordinated debentures. SIUK Limited owned all of the common securities of SIUK Capital Trust |
and guaranteed all of SIUK Capital Trust I's obligations under the preferred securities. In January 2003, SIUK Limited transfesred
its assets and liabilities, including the common securities of SIUK Capital Trust [ and the obligations under the subordinated
debentures, to WPD LLP. Therefore, WPD LLP currenily guarantees all of SIUK Capital Trust I's obligations under the preferred
securities. SIUK Capital Trust | may, at the discretion of WPD LLP. redeem the preferred securities, in whole or in part. at
104.115% of par beginning February 2007 and thereafter at an annually declining premium over par through January 2017, after
which time they are redeemable at par. With PPL Energy Supply's acquisition of the controlling interest in WPD in September
2002, these preferred securities were consolidated on the books of PPL Energy Supply at their then fair value of $86 million. See
Note 9 for information-on the acquisition of a controlling interest in WPD.

On July 1, 2003, PPL Energy Supply adopted the provisions of SFAS 150, "Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity.” These preferred securities are mandatorily redeemable financial instruments, as
they require the issuer to redeem the securities for cash on a specified date. Thus, they should be classified as liabilities, as a
component of long-term debt, instead of "mezzanine" equity on the Balance Sheet. However, as of December 31, 2003, no
amounts were included in "Long-term Debt" for these securities because SIUK Capital Trust [ was deconsolidated effective
December 31, 2003 in connection with the adoption of FIN 46, "Consolidation of Variable Interest Entities, an Interpretation of
ARB No. 51," for certain entities. Instead, the subordinated debentures that support the trust preferred securities are reflected in
"Long-term Debt with Affiliate Trust" as of December 31, 2003. See Note 22 for additional information on SFAS 150 and FIN 46.

The accomparnying Notes to Consolidated Finarcial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF LONG-TERM DEBT AT DECEMBER 31,
PPL Energy Supply, LLC and Subsidiaries

(Millions of Dollars)
OQutstanding
2003 2002 Maturity (a)
6.40% Senior Unsecured NOES ........oco.vveceriieee st e s 500 b 500 November 1, 2C
2.625% Convertible Senior Notes (B)..u..veeeeeceereeceecreernieeeeeeevsevenne 400 May 15, 2(
5.875% t0 9.25% Unsecured Bonds {C)..cc..ovieeecenvrnreriviniiiieee e 1,982 1,583 2004-2C
Variable rate (3.435% at December 31, 2003) Trust Securities (d)..... 31 June 20
Term loan - variable rate (2.56% at December 31, 2003) (d) .............. 625 June.20
8.05% Senior Secured Notes (e)... e ereeeeemeesebeeeate e eae et eeseamran 284 December 20
8.30% Senior Secured NOES (£) ....covereeieicniniiieerrenernmssssrsss s 153 December 20
6.20% - 6.40% Bonds - Inflation-linked bonds (f) 150 131 2006-20
6% Bolivian Gowt. . 9 10 2004-20
2.57% - 18% UF- denommated debt w1th various banks ...................... 4 6 2004-20
0% NOte PAYaDIE ...t 1 2 2003-20
Other Long-termm Debt ..ottt 15 3 2003-20
4,154 2,235
Unamortized diSCOUNt ... .co..o.ooeoierieeeece e sttt s (8) (4}
4,146 2,231

Less amount due within 0ne Year..........ovivevvesrmreiecserermnessnesirieaeene. {6} {6)

Total Long-term Debt .......c.c..vvveeieeeee st eteee e s $ 4,140 $ 2,225
Long-term Debt with Affiliate Trust:

8.23% Subordinated Debentures (2) .....ooroverrvsiieeeesreeerceeenn, s 89 20.

(a)

(b)
(c)

(d)

{e)

i
(@)

Aggregate maturities of long-term debt through 2008 are (millions of doliars): 2004, $6; 2005, $185; 2006, $427; 2007, $183;
2008, $885. There are no debt securities outstanding that have sinking fund requirements.

Issued by PPL Energy Supply in May 2003.

In March 2003, WPD issued £200 million of 5.875% bonds due 2027 and in May 2003 WPD issued an additional £50 million of
5.875% bonds due 2027. During the fourth quarier, WPD retired $53 million of 7.375% bonds due 2028.

Represents lease financing consolidated through a variable interest entity. See Note 22 for additional information. Borrowings bea
interest at a floating rate based, at PPL's option, upon (i) LIBOR plus an applicable percentage that is subject to change based on the
credit ratings of PPL Energy Supply or (ii) the greater of {(a) the Wachovia Bank N.A. corporate base rate or (b) the federal funds ra
plus 0.50%, plus an applicable percentage that is subject to change based on the credit ratings of PPL Energy Supply. Secured by,
among other things, the generation facilities and the land on which the facilities are located. As of December 31, 2003, the aggregal
carrying value of the facilities and the land is $617 million, net of accumulated depreciation of $26 million, and is included in
"Property, Plant and Equipment - net - Electric plant in service” and "Regulatory and Other Noncurrent Assets - Other intangibles”
on the Balance Sheet.

Represents lease financing consolidated throngh a variable interest entity. See Note 22 for additional information. Secured by,
among other things, the generation facility, which has a carrying value of $442 million as of December 31, 2003 and is inciuded in
"Property, Plant and Equipment - net - Construction work in progress” on the Balance Sheet.

Increase due to an increase in foreign currency exchange rates.

Represents debt with a wholly-owned trust that was deconsolidated effective December 31, 2003 as a result of the adoption of FIN
46, "Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51," for certain entities. See Note 22 for further
discussion.

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF INCOME FOR THE YEARS ENDED DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries
(Millions of Dollars}

2003 2002 2001
Operating Revenues
RELA] @IECTIC ...ouvvreeeeremeemsrieeeirisecssetnsseebsesesesseseneee st eeess e sssnssesssssrennsnins | B 2,597 § 2,527 $ 2,437
Retail eiectric to aff'hate 8 23 20
WHhOlesale ElECITIC ...cc. oo e e e e e eocarsns s e sttt e e eme e 29 28 33
Wholesale electric to affiliate (Note 15) ..occooiiiiieiiniviieee s 152 160 176
Energy related BUSINIESSES. . .vvvurecerereereeserreaaeeseesnceeee e s srne e see s vevmrs s sreesssrerasnsrsane 2 10 28
TOUAL..eers et et s sre e s nn et st s et b e st s ra e s e rpemenenrresans 2,788 2,748 2,694

Operating Expenses

Operation
ENergy purchases ...ttt et 211 208 177
Energy purchases from affiliate (NOte 15) .oceerioiiiieiee s 1,444 1,431 1,325
Other operation and maintenance.. 345 319 288
Amortization of recoverable transmon costs 260 226 251
Depreciation (INOIE 1), .iueeccereeieeriinis it rre e e st rar e e e b et s e esrsns 103 94 91
Taxes, other than INCOME (INOE 5) ..cvririrernieiereinisneeie e reseiseateteeme e sesaseseeeemneneres 164 153 116
Energy related BUSINESSES. .. ..coveciiiiere ettt 1 9 27
Workforce reduction (INOTE 20 ......coceirieeeeeecerie e s bt e e e e rmaearesrasas e s e eereens e 9 33
B | U OO U U PO SOU PP UV ORTN 2,537 2,473 2,275
OPErating [NCOME .........c.oveeineei et st en et e e easanennseses 251 275 419
Other INCOME - NEE (NOLE 16)....vcuecrrivrireesrereoesrrrnsceeieasasasessseneessesessssasesssssssss esasssssns 6 16 16
IREEFESE EXPEINSE ..ot ceeeeeen ettt s srs bt sece e b st b oo sneane e ppa e e e seeans 211 218
Income Before INCome TAXES........cccovceiircecirt et e s esse e s 46 73 205
INCOME TAXES (INOLE 5) 1evoeeie e rets st rs v e e sn e s e saaasmesemmnens s sbe s srennns 18 18 65
Income Before Cumulative Effect of a Change in Accounting
PIICIPIR. oo cveeo ittt bt me et e st bant s 28 55 140
Cumulative Effect of a Change in Accounting Principle (net of
INCOME LBXES) (NOLE 12) ... o1oeeciiriiiiee st scrrssa st e s s sat e e s e s et e renr e emranneanass 5
Income Before Distributions on Preferred Securities................o..oooorvriiieiinenn, 28 55 145
Distributions on Preferred SeCurities ... ..o e vieivneeeeeee et 3 16 26
income Available to PPL COrPoration .......c.ccoooiiorimiiiinceceercerieesees e saessnsans $ 25 § 39 3 119

The accompanying Notes 1o Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31,

PPL Electric Utilities Corporation and Subsidiaries
“Aillions of Dollars)

ash Flows From Operating Activities

N I O oo oveeeeeeeneeeesessreeeereseseesas et seaa s e e eeeessesesetasassmnsesaneneneeessasasassrnretaessnrsssnaen

Adjustments to reconcile net income to net cash provided by operating
activities

DEPTECIBION. .. oo eeecect et s
Amgrtizations - recoverable transition costs and other..........cocooceieienennn.
Distribution requirements - preferred securities...............cooociieninnnn,
Deferred income taxes and invesiment tax credits..........cc.cooeeeveiecniinnnnenanes
Workforce reduction - net of cash paid........ccoocceiinievee e
Deferral of storm-related COSIS. ... ee e cres e s e e ennee
Prepayment on PLR energy supply from affiliate.......cococoooiiiccnncnn
Pension iMCOME .....ccvecirire e s s ceme e irnr s e ssrnsaa s e sreseeet b bresaree
Curaulative effect of a change in accounting principle.........cocveercncnns

Change in current assets and current liabilities

ACCOUNTS TECEIVADIE 1. recieiei it ece e et errvee e e e aaee s s v s e rnennesbasssmsanmsansnmnannyremen
ACCOUNES PAYADLE ..ottt s st n s
LT 1= S 1 V-2 SO OO USRS

Other operating activities - net

O ASSES .o eneeeeeseeverasesasseessaees e e e eeseeeseeeme et e sateeantassereoaem e eeseeeen b e saranae e
OUher HABITIEIES «...veieevvevaes s e e eeeeeme s seteeeee e e eeeeeee e s et svanressssseannsreresessstsarensesn

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

Cash Flows From Investing Activities

Expenditures for property, plant and eqUipMent........coivevvvcverinvesemec s
Net (increase) decrease in notes receivable from parent and affiliates..............
Other investing activities - e ... ..ot emaesnens

Net cash provided by (used in) investing activities .............ccocoeeeenrnrennnn,

Cash Flows From Financing Activities

Issuance of long-term debt............cooirmrieincrir e
Retirement of tong-term debt. ...

Retirement of company-obligated mandatorily redeemable preferred

BB CUTT RS - cnecemeirerrrrerocec e rmrnrr s eraneres oAb sroeese e s e e e e e m b araneae s e resmncsesmsemarmnesnhserae e
CoDITibUtion frOM PAreNT..........covve it ereeies e s e e e ires et sraemnese s e seemessasesaraeinn
Purchase of treasury SLOCK ..c.oo.oecevvii e
Retirement of preferred StOCK ..o e e
Payment of preferred distributions ..o,
Payment of common dividends to PPL Corporation .........ccceceeerevcvrnrereoneneans
Net increase (decrease) in short-term debl..........ccceiiveciciiirennvrse s
Other financing aCtiVities - MEt.........ccmerveeinrrrer e eaes

Net cash used in financing activities........ocuveeeececeececeec e

Net Increase {(Decrease) in Cash and Cash Equivalents .............cccooocovea.
Cash and Cash Equivalents at Beginning of Period........c..occoccnmmeenrvcenincnanine

Cash and Cash Equivalents at End of Period.........cocccceenniinmncnnn s

Supplemental Disclosures of Cash Flow [nformation
Cash paid during the period for:

Interest (net of amount capitalized) ........covvvvmvremecciieieniici e
INCOME TAXES ....eceiiiiniee e er et b b e en e em e et b st e

The accompanving Notes to Consolidated Financial Statements are an integral part of the financial scatemens.
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2003 2002 2001
25 S 39 % 119
103 94 91
281 245 260

3 16 26
17 21 31
9 31
(15)
(90)
) (17 (24)
(5)
21 (65) 76
70 (97) (113)
3 5 33
4) 1 (22)
19 (9) 10
528 274 392
(235) (224) (138)
90 260 (280)
5 (14)
(145) 41 (432)
190 800
(430) (285) (465)
(250)
75 240
(280)
3N (15}
3) (22) (26)
(29) (63) (81)
(15) 15 (59)
(7) (22)
(250) (365) (148)
133 0) (188)
29 79 267
162 § 29 $ 79
204§ 222 % 214
17 % 32 3 63



CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries
{Millions of Dollars)

Assets

Current Assets
Cash and cash equivalents (Note 1)...
Accounts receivable (less reserve: 2003 $24 2002 $23) .................................................
UNBIlEd FEVEMUES .eeeei et rvaaemr s e s rarsnarreasssns e smsareansares
Accounts receivable from affiliates (NOte 15) ..ot e
Notes receivable from affiliates (NOE 15) . ettt eeee e s e ereesrans
INCOME tAX FECRIVADIE ......covieiii e ee et s e et s e s e e
PrEPAYIMEILS . cciiiirre ittt ettt ettt e s e eem e e seeaeereae s anerseaserianbar e st sanenneanen
Prepayment on PLR energy supply from affiliate (Note 13) ....covovmomreoeeeeeeeee e
Deferred income 1aXe8 (INOLE 5) i srrires s ertessares s e s st e sre s s snesbesnsarssnanes

Property, Plant and Equipment - net (Note 1)
Electric plant in service
Transmission and diSTTIBULION ......v..eecviieeiceceee e eiee e e ceresessere e enreens
General ............ eeneereresstnntiseesiet e —_—eaateehee oL 4anane et e Ae e nab b e A nAa e s ks e e eAnt e sbedeasn snseeeeaserassnrants

CONSITUCLION WOTK i1l PIOZIESS ...coeveeiiiitrteeaeneeeieittteesasasin bt sat et annbas b eae et esessassemssnnsememesssssnass

20T e T 1) 1 TSRS
Oher PrOPEITY ..o b e e et e e em et s e rm e sasab s

Regulatory and Other Noncurrent Assets (Note 1)
Recoverable (Fansition COSIS ... ... st ssse e aesens e sare s araen

The accompanying Notes to Consolidated Financial Statements are an integral par: of the financial statements.
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2003 2002
162§ 29
212 216
123 113

27 44
90

35 35

5 51

12 12
45 43
54 36
675 669
2,327 2,214
226 192
2,553 2,406
31 46
2,584 2,452
5 4
2,589 2,456
1,687 1,946
116 118
58 69
344 325
2,205 2458
5469 § 5,583




CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries
Ulions of Dollars}

Liabilities and Equity

Current Liabilities

Deferred Credits and Other Noncurrent Liabilities

'lmmitments and Contingent Liabilities (Note 14) ..o

Preferred Stock

With sinking fund requirements (Notes 8 and 22) .....c.ocvvccecicncmrcciecee e cene s
Without sinking fund requirements...........cccvrrverinrnrrninninren s seenisseessrssesersesereseses

Shareowner's Common Equity

COMIMON STOCK ... ceriiiiii et s e s e sass e sassbe st e s sea s esssabesssbesassesenbesesbentareremenn
Additional paid-in CAPItAL ... et e e eare et s
Treasury stoCk (INOTE 1) ...o..iciiiirie et asme e s e st ne s sae s ressaeraene
Earnings reinvested.....c...vovvvvecinreecreeeeeneeeeenssrnesrnns evrrerneesnntreatea st rerhaysrsrace nna e e nres
Capital stock exXpense and Other.........ooooo v e aens s

SHOFE-LEITI AEDL ....eeciresiiec e creeaee s s s emea e e e emess et eme e s e s a et s e e e st en
Long-1erm debl ..o e b
AcCOUNTS PAYADIE ..o e s
Accounts payable to affiliates (NOTE 15)..cucecviineriercremeireeesve e e cecininia
LI O PSSR ST
IMEETRSE 1.irriiiiieiaisirrres s ae e e e e e e e e e meeee e e e e s dessasta b ea s bbs bt aaaaa s kiR e e s nr R e s saaa b rrenevnrrsannnn
L 1= U U U U OO T U Uy O OO U O U

Long-term DDt ..o e eare s bn e an et ene

Deferred income taxes and investment tax credits (NOte 5) .....oooeveivieerecrnreeccimreenrenne
Other (Notes | BN T2).i.iiiiiiiiieiieeeesiieiis et esssr s sas s s e e e e ss e s te st e e ss e ssreentessarenen

2003 2002
$ 5
289 274
44 42
92 24
86 96
32 34
83 63
626 548
2,648 2.901
728 702
194 203
922 905
31
51 51
51 82
1,476 1,476
361 282
912) (912)
304 308
) (N
1,222 1,147
5469 § 5,583

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements,
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CONSOLIDATED STATEMENT OF SHAREOWNER'S COMMON EQUITY
FOR THE YEARS ENDED DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries

{Millions of Dollars. excepi share amounts)

2003 2002 2001
Common stock at beginning 0f YEar........ccvvvrrrrreereeniees e e s 3 1476 % 1,476 % 1,476 *
Common StOck at end OF YEAT ...cvvverieririeree e stseserre s s sas bbb ebesesis 1,476 1,476 1,476
Additional paid-in capital at beginning of Year.........cccoceri i 282 51 55
Capital contribution from PPL ..o eaeene s 75 240
OTRET ..t ee et ne bt bttt b bbe bbbt besmnns s ee e e em e e nans 4 9) {4)
Additional paid-in capital at end of Year...........ccoerviviinnirrrmr e, 361 282 51
Treasury stock at beginning of vear ..., (912) (912) (632)
Treasury stock purchased...........c.cooiieierceniiisnn e e e s, (280)
Treasury stock at end of year....... Ceverrirenterabete e e et et e s baae A nteente s eaaasateseaanteteiannentrtas {912) (912) (912)
Earnings reinvested at beginning of year.........ccoocivirn e 308 332 277
INELINCOMIE (B).eiveevereeeeeereeeteeestereeestesseessesssresaesasnsasesresesesesansssesnseeessbesessemsteens 25 39 119
Cash dividends declared on common StoCK ........ooeveviiiiiinceiccee e (29) (63) (64)
Eamnings reinvested at end 0f Year.........ovececeierere e 304 308 332
Capital stock expense and other at beginning of year...........cecverrvvevreeenvrernrrnnnnes {7) {16) (t16)
OHRET o b s e et e ettt 9
Capital stock expense and other at end of year..........c.oco i (7) {7} ( 16'
Total Shareowner's Commeon EQUILY .........ccoeeerniirnenereeietcenr e B 1,222 % 1,147 § 931
Common stock shares at beginning of year (b).....ocovviineninnnciinien e 78,030 78,030 102,230
Treasury stock purchased.......cocvecvverrree e e e (24,200)
Common stock shares at end of Year ........ccceeeee e 78,030 78,030 78,030

(a) PPL Electric’s net income approximates comprehensive income,
{by Shares in thousands. No par value. |70 million shares authorized. All common shares of PPL Electric stock are owned by PPL.

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF PREFERRED STOCK AT DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries (a)

Millions of Dollars)
Shares
Outstanding Qutstanding Shares
2003 2002 2003 Authorized
Preferred Stock - $100 par, cumulative
B-1/2% 1o 3 25 8 25 247,524 629,936
Series Preferred..oo..oovveeeeeeecrinen 26 57 257.665 10,000,000
) 51 3 82

Details of Preferred Stock (b}

Shares Optional
Outstanding Outstanding  Redemption
Price Per
2003 2002 2003 Share
With Sinking Fund Requirements (c)
Series Preferred
B 125% e s $ 17
6. 15% i 10
0.33% i 4
$ 31
Without Sinking Fund Requirements
4-1/79% Preferred....oovvviveveveeeeees s 25 % 25 247,524 § 110.00
Series Preferred
e T 3 TS 2 2 20,605 103.50
F O L) TN 12 12 117,676 102.00
B.60%.....ocereeeeieieeeeeir e 3 3 28614 103.00
0.7 5% ettt ee e asnann 9 .9 90,770 103.38
3 51 § 51
Decreases in Preferred Stock
2003 2002 2001
Shares Amount Shares Amount Shares Amount
4-1/2% Preferred.........ocoeccevvevereecne (134)
Series Preferred
5050 et (10,000) $ (D
B.125%. e (167,500) $ (17N (148,000) (14)
L Bk TR (97,500) (10}
0.33% et (46,000) (4)

Decreases in Preferred Stock normally represent: (i) the redemption of stock pursuant to mandatory sinking. fund requirements; or (ii) shares redeemned

pursuant 1o optional redemption provisions.

{a} Each share of PPL Electric's preferred stock entitles the holder to one vote on any question presented to PPL Electric's shareowners' meetings.
There were 5 million shares of PPL Electric's preference stock authorized: none were outstanding at December 31, 2003 and 2002,
(b) The involuntary liquidation price of the preferred stock is $100 per share. The optional voluntary liquidation price is the optional redemption price
per share in effect, except for the 4-1/2% Preferred Stock for which such price is $100 per share-(plus in each case any unpaid dividends).

(c} See Note 22 for additional information.

The accotmpanying Notes to Consolidated Financial Statements are anintegral part of the financial statements.

117



CONSOLIDATED STATEMENT OF LONG-TERM DEBT AT DECEMBER 31,
PPL Electric Utilities Corporation and Subsidiaries
(Millions of Dollars)

Qutstanding ‘
2003 2002 Maturity (a) .
First Mortgage Bonds (b)
6-7/B%0.n ettt e en e e 3 19 February 1, 2003
B-T/8%0. ettt et s a e e ee e e 3 25 25 March 1, 2004
BT 2. ottt eeenre b b e ean 110 110 April 1, 2005
B, 5500 e ecrree e rer et r e e e e e s bree bbb eee s s s eeeanssanebia 146 146 March 1, 2006
T3/8 Bttt et e e b st s e en e st et 10 10 2014-2018
6-3/4% 10 T-T/B%b...ouvcrerererereeese e ccrermrscereranesseres e e st s eran () 66 2019-2023
T 30%8 ettt sttt e s e e aae e e 6 6 2024-2029
First Mortgage Pollution Control Bonds (b)
3.125% SETIES ottt erear sttt r e e e et ar s s ns 9 (d) November 1, 2008
6.40% SerieS H oot {d) 9% November 1, 2021
5.50% Series Lo ee et e 53 53 February 15, 2027
6.40% SEHIES L o.eei et 116 116 September 1, 2029
6.15% Series K ... et 55 35 August 1, 2029
Senior Secured Bonds (b)
F-T/BYD revereereceerine st bt eecn ettt bbb s n s en e 300 300 August 15, 2007
B 1/8%B. et e e e ea et 500 500 August 15, 2009
B 30%0 e e e naa e sre s anareon 100 (e) June 1, 2013
1,511 1,496
Series 1999-1 Transition Bonds
B.08% 10 7. 1590 ittt ettt 1,423 (f) 1,678 2003-2008
Pollution Control Revenue Bonds - 1.54%.......ccecivrercevnnnnecvcornnnnn 9 9 June 1, 202
2,943 3,183
Unamortized diSCOUNT .......c.ooovinieeeeeeecienicreteete e cee e e e eeen s srsrs {6) (8)
2,937 3,175
Less amount due within one year...........ccoveveirecevneeciceceecee e, (289) (274)
Total Long-term Debt ... ..o 3 2,648 3 2,901

(a)
(b)

()

(d)

(e)
(H

Aggregate maturities of long-term debt through 2008 are (millions of dollars): 2004, $289; 2005, $376; 2006, $434; 2007,
$600; and 2008, $395. There are no bonds outstanding that have sinking fund requirements.

The First Mortgage Bonds and the First Mortgage Pollution Control Bonds were issued under, and are secured by, the lien of
the 1945 First Mortgage Bond Indenture. The lien of the 1945 First Mortgage Bond Indenture covers substantially all electric
transmission and distribution plant owned by PPL Electric. The Senior Secured Bonds were issued under the 2001 Senior
Secured Bond Indenture. The Senior Secured Bonds are secured by (i) an equal principal amount of First Mortgage Bonds
issued under the 1945 First Mortgage Bond Indenture and (ii) the lien of the 2001 Senior Secured Bond Indenture, which
covers substantially all electric transmission and distribution plant owned by PPL Electric and which is junior to the lien of the
1945 First Mortgage Bond Indenture.

In April 2003, PPL Electric redeemed and retired all of its outstanding First Mortgage Bonds, 7-7/8% Series due 2023, at an
aggregate par value of $46 million and in December 2003, retired $19 million of its First Mortgage Bonds 6-3/4% Series due
2023.

In February 2003, PPL Electric issued $90 million of 3.125% Series Pollution Control Bonds and also retired $90 million of its
6.40% Series H Pollution Control Bonds.

In May 2003, PPL Electric issued $100 million of 4.30% Senior Secured Bonds.

In August 1999, PPL Transition Bond Company issued $2.4 billion of transition bonds to securitize a portion of PPL Electric's
stranded costs. The bonds were issued in eight different classes, with expected average lives of | to 8.7 years. Bond principal
payments of $255 miilion were made in 2003,

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF INCOME FOR THE YEARS ENDED DECEMBER 31,
PPL Montana, LLC and Subsidiaries

[Hions of Dollars)
2003 2002 2001

Ogperating Revenues

Wholesale energy marketing ........oovveecerreriiieie e s s e ses meseeeenecses s 287 § 237§ 335
Wholesale energy marketing to affiliate (Note 15} iviiiiiisirareseseeeneeeas 64 68 80
Net energy trading mMargins.... ..o coeeevecenveeveeseereree e casse s sensereaseaes (1) 6
ORET .ttt ettt e e e aeer et e e sennsenmeenbbsmn st s amssreanns 3 2 3
TORAL ettt st set et et s e e et ceeebe bt s be s e esmmeseb s eabenbeenenan e sanans 354 306 424

Operating Expenses

Operation
FUBL ..ottt ettt et b e e e e emee st s et e s et aene s 36 32 30
Energy PUICHASES.....cooirecisececcc s et aveesisbssbs s i nrs s snnsesnas 73 53 82
Other operation and MAINENANCE ........o..ovvveeeereecereeesereieeesessrarasserssnsnes 97 93 101
TrANSIMESSION .., 1 eceiioeicceeirieereneerareeeeeeestesstesstssaresreaseonsesanesressanensnsersesasessnn 11 7 8
Depreciation (NOTE 1) ......cccooieciieeeeieeeeeeeecte ettt sbe s sens e e saesnans 1 H 10
Taxes, other than income (NOE 5)....c.cceveciiiiiiiirrire e ree et eaenes 16 17 16
Total.......ccoccvenee. Heeeseereenteneebebras e on b eeteaneR e e beebt bt oAb RS Reeaeesseat ek e ssban s e e s enn et nennans - 244 218 247
OPperating INCOME ..............ccconiiirrnrererereeietse e vt sssr s ereravaransess 110 88 177
.ther INCOME = NEL.c..riieeerrere ettt st b s s esarmr s e 9 3
INEETESE EXPENSE ..cvirrniirrirrr e mrriiiiees e s s sstraes s e ss s s s s reeeceaneneenmteseesasarasasensnaraesns 5 6 9
Income Before Income TAXes.............cccoveivevmicvvcine e cceeecanieeiesss e sas e sessessesennes 114 82 171
Income Taxes (INOIE 5) ..ottt s csns e se e renteemneanberans 45 35 68
Income Before Cumulative Effect of a Change in Accounting Principle....... 69 47 103

Cumulative Effect of a Change in Accounting Principle (net of income taxes)
(NOTE 1) er ettt ses e b e b e sm e s et (n

INEE TIICOMIE... .ottt eeeeeee e e sesenesns e esnss e seseaasesennenessateresneneennes $ 68 % 47 8 103

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31,
PPL Montana, LLC and Subsidiaries
(Millions of Dollars)

2003 2002 2001 .

Cash Flows From Operating Activities

NEL INCOME......cciirieiieti ettt sss s st et sese sttt se e e s e b e en 3 68 5 47 3 103
Adjustments to reconcile net income to net cash provided by operating
activities
Cumulative effect of a change in accounting principle .......ococovvueene 1
Allowance for doubtful accounts.............occeeveenviecrcee e {10) 28
DEPTECIANION ....cveececrcririvreaereeireseee s bes e se s anee st eas st e s b se e te e eneas 11 11 10
Amortization - wholesale energy commitments ................coceeeeeeen, (6) (17 (20)
Deferred INCOME tAXES .....cveeieeirire et re e 21 17 7
Changes in current assets and liabilities
ACCOUNLS TECEIVADIE ...t e 6 (5) 38
Accounts receivable/payable to Member........cc..oooovieieeeeennnn., “@) (14) 27N
Accounts receivable/payable to affiliate........ccccoceevrnnivvennn 3 6 (22)
Accounts payable and accrued eXpenses .........c.ccccvcveeirirnreneens 2 2) (17)
ONEL - NEL......c et ra ettt me e em e s sasneane s (8) (6) (10)
Other operating activities
Prepaid operating lease for generating assets ..........oecccvvverrerenen. (25) (27) (15)
Pension funding........ooveiiiieiiiiice i (12) 9 12
OLhET = NMBL....ieirieereeeeermir e rrrs st s eieresresee s bras e s sssssessstsnas sans 7 (5) 2
Net cash provided by operating activities..............cevrivneeen. 54 14 89

Cash Flows From Investing Activities

Proceeds from sale of property, plant and equipment..........ccccoeveiiriecnnins 5
Expenditures for property, plant and equipment.........cc.cccccooceecinninnnenan 2n (19) (26)
Net cash used in investing activities.......c..coovevvrrvrrererinrensnas {21) (19) 20

Cash Flows From Financing Activities

Net borrowings (repayments) on revolving line of credit with affiliate...... (26) (18) 44
Distribution t0 MEMDET ....ccooccoereecreveeeeteereesseeeas s seeeeeensecaes e esbaessreverans {5) (167}
Net cash used in financing activities .......cooeveevvnecicccennaena, {31) (18) (123)
Net Increase (Decrease) in Cash and Cash Equivalents..........cccoveeveeeeeee 2 (23) (55)
Cash and Cash Equivalents at Beginning of Period.......ccccovverviinceienee. 1 24 79
Cash and Cash Equivalents at End of Period.........cccvvevevenvcrercnnrenrcnen, 3 3 5 1 3 24

Supplemental Disclosures of Cash Flow Information
Cash paid during the period for:
IIEETESE ..ottt e e sesre s a b s e nmeen 3 1 3 1 8 2
INCOME LAXES ..ucvverrreciirisrereraecrenee e eeeesee s aeansar st s e s ereeneress e snresensesnnan 3 3o §

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31,
PPL Montana, LLC and Subsidiaries

fillions of Dollars)
“ 2003 2002
ssets
Current Assets
Cash and cash equivalents (INOTe 1)t ecs ettt g 3 1
Accounts recejvable (less reserve: 2003, $36; 2002, $46) ..civeeeivvermierinrcrr e 5 3
LINBITTIRA TEVEIIUES c.ov vt ettt sttt e sr e e st e ma e ens sn s 23 23
Accounts receivable from JOIRT OWNETS .........cvieiiriicr st 9 8
Accounts receivable from Member ..o 6 2
Fuel, materials and supplies - 82 aVETAZE COSL.....vvruiivereecccriar i 7 6
Price risk management assets (Notes 1 and 17} 14 12
Deferred income taxes (NOIE 3} ..ottt sesnss b s a s b 10 17
Prepayments and Other ... s 6 4
83 76
Noncurrent Assets
Property, plant and equipment - REL{NGIE 1} oottt 443 433
Prepaid operating lease for generating assets (Note 10)..........cccoivvminmncrciininnneee 80 35
Intangibles (NOte 18) . ..ot et 43 39
Deferred income (axes (NOLE 5) ..ottt s b s 12
INET ettt ne ettt et s st e e s e et ek s 27 28
593 567
5 676 643
niabilities and Equity
Current Liabilities
ACCOUNTS PAYADBIE «.c.ooi i e s e $ 34 31
Accounts payable to affiliates ... 4 1
Revolving line of credit with affiliate (Notes 8 and 15) ..ocooooiieveeeiiiniieecriee 26
ACCTUEA BXPEIISES ..oecee ettt e e se e e ss e b em e beaassesaes b st eresmsamesa s sresssmmaneans shnsunns 16 17
Price risk management liabilities (Notes 1 and 17) ....occcoviveieieerenenrenccreeresneennas 7 12
Wholesale energy commitments (Note 14} ............. e eeeeteeateisesetaantsote s raantaareraeterernrens 3 2
64 89
Noncurrent Liabilities
Employee benefit obligations ..o 16 27
Wholesale energy commitments (NOte 14) ....voeicmiiminrnc et 54 62
Deferrad income taxes (NOLE 5) ......cooioviieiieeeeeee e s vase e s nene e e e 6
OLher (INOTE 12} 1iiciiieevreree ettt san s ce s e e evstae e st sre et s s e e emaas e s s e nm s 3 31
107 120
Commitments and Contingent Liabilities (Note 14) ...
Member's EQUILY ... ccemesarare e e e e st e rrra s s s ereamee s e ras s rmescmsseeeeancan 505 434
3 676 643

The accompanying Notes 1o Consolidated Financial Statements are an integral part of the financial starements.
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CONSOLIDATED STATEMENT OF MEMBER'S EQUITY AND COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31,
PPL Montana, LLC and Subsidiaries

(Millions of Doilars)
2003 2002 2001
Member's Equity at beginning of Year. ..ot eresenesene b 434 § 421 453
Comprehensive income:
NET INCOME (&) oo ererirreccssisris s e s ee e et sa e e e seeeie 68 47 103
Other comprehensive income (loss): (a)
Unrealized gain (loss) on qualifying derivatives, net of tax
(benefit) of $4, (19), 321 .ot 7 (29) 33
Minimum pension iability adjustment...........c.ooreeviuneeceieiececreeene e 1 (5) )
Total comprehensive income 76 13 135
Distribution t0 MEMDET .......... vt srsse s se e srss e e arnae (5) {167)
Member's Equity at end of year ... e $ 505 § 434 421

(a) See Note | for disclosure of balances for each component of Accumulated Other Comprehensive Income,

The accomparnying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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COMBINED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Terms and abbreviations appearing in Combined Notes to
nsolidated Financial Statements are explained in the glossary.
lars are in millions, except per share data, unless otherwise
ed.

1. Summary of Significant Accounting Policies
Business and Consolidation
(PPL, PPL Energy Supply and PPL Electric)

PPL is an energy and utility holding company that, through its
subsidiaries, is primarily engaged in the generation and
marketing of electricity in the northeastern and western U.S. and
in the delivery of electricity in Pennsylvania, the U.K. and Latin
America. Based in Allentown, Pennsylvania, PPL's principal
subsidiaries are PPL Energy Funding, PPL Eleciric, PPL Gas
Uirilities, PPL Services and PPL Capital Funding,

(PPL and PPL Energy Supply)

PPL Energy Funding is the parent of PPL Energy Supply, which
serves as the holding company for PPL's principal unregulated
subsidiaries. PPL Energy Supply is the parent of PPL
Generation, PPL EnergyPlus and PPL Giobal.

PPL Generation owns and operates a portfolio of domestic
wer generating assets. These power plants are located in
nnsylvania, Montana, Arizona, Illinois, Connecticut, New

ork and Maine and use weli-diversified fuel sources inciuding
coal, nuclear, natural gas, oil and hydro. PPL EnergyPlus
markets or brokers electricity produced by PPL Generation,
along with purchased power, natural gas and oil in competitive
wholesale and deregulated retail markets, primarily in the:
northeastern and western portions of the U.S. PPL Global
acquires and develops domestic generation projects that are, in
turn, operated by PPL Generation as part of its portfolio of
generation assets. PPL Global also acquires and holds
international energy projects that are primarily focused on the
distribution of electricity.

(PPL and PPL Electric)

PPL Electric is the principal regulated subsidiary of PPL. PPL
Electric's principal businesses are the transmission and
distribution of electricity to serve retail customers in its
franchised territory in eastern and central Pennsylvania, and the
supply of electricity to retai] customers in that territory as a
PLR.

(PPL, PPL Energy Supply and PPL Montana)

PPL Montana commenced operations in 1999, after the purchase
f substantially al! of the generation assets and certain contracts
f the utility division of Montana Power. PPL Montana

operates steam generation and hydroelectric facilities

throughout Montana. PPL Montana has been designated as an

123

EWG under the Federal Power Act and sells wholesale power
throughout the western U.S. PPL Montana Holdings. LLC is
the sole Member of PPL Montana and is an indirect, wholly-

owned subsidiary of PPL.

{PPL, PPL Energy Supply, PPL Electric and PPL Montana)

The consolidated financial statements of PPL, PPL Energy
Supply, PPL Electric and PPL Montana include each company's
own accounts as well as the accounts of all entities in which the
company has a controlling financial interest. Investments in
entities in which the company has the ability to exercise
significant influence but does not have a controlling financial
interest are accounied for under the equity method. All other
investments are carried at cost. All significant intercompany
transactions have been eliminated. Any minority interests in
operating resulits, and equity ownership, are reflected in the
consolidated financial statements.

(PPL and PPL Energy Supply)

It is the policy of PPL and PPL Energy Supply to consolidate
foreign subsidiaries and record equity in earnings of other
foreign entities on a lag, based on the availability of financial
data on a U.S. GAAP basis:

e Earmings from foreign equity method investments are
recorded on a three-month lag.

s PPL and PPL Energy Supply consolidate the results of
foreign entities in which they have a controlling financial
interest (WPD, Emel, EC, the Bolivian subsidiaries and
other investments) on a one-month lag,

Effective August 21, 2002, PPL Energy Supply deconsolidated
CEMAR and began accounting for it using the cost method.
See Note 9 for further discussion.

Effective December 31, 2003, PPL's and PPL Energy Supply's
consolidated financial statements include the accounts of the
lessors under the operating leases for the Sundance, University
Park and Lower Mt. Bethel generation facilities. These entities
are not included in the consolidated financial statements for
periods ending prior to December 31, 2003. See "FIN 46 and FIN
46(R)” in Note 22 for further discussion.

Effective December 31, 2003, PPL deconsolidated PPL Capital
Funding Trust I, a wholly-owned trust, and PPL Energy Supply
deconsolidated SIUK Capital Trust I, also a wholly-owned trust.
Both entities are included in PPL's consolidated financial
statements for periods ending prior to December 31, 2003. SIUK
Capital Trust 1 is included in PPL Energy Supply's consolidated
financial statements for periods ending prior to December 31,
2003. See "FIN 46 and FIN 46(R)" in Mote 22 for further
discussion.



The consolidated financial statements of PPL and PPL Energy AFUDC is capitalized as part of the construction costs for
Supply include their share of undivided interests in jointly-owned regulated projects. Interest is capitalized as part of constructic
facilities, as well as their share of the related operating costs of costs for non-regulated projects.
those facilities. See Note 13 for additional information.

Following are the classes of PP&E, with the associated .

Use of Estimates (PPL, PPL Energy Supply, PPL Electric accumulated depreciation, at December 31:
and PPL Montana)
2003
The preparation of financial statements in conformity with U.S. E‘;:’L PPL PPL
GAAP requires management to make estimates and assumptions PPL Sup;gg Electric  Montana
that affect the rep9ned amounts of assets and liabilities, thf: Electric plant
disclosure of contingent liabilities at the date of the financial Generation $ 8191 § 8.9 $ 403
statements and the reported amounts of revenues and expenses L
. .. . . Transmission and
during the reporting period. Actual results could differ from distribution 1324 3,568 3 3736
those estimates. General 728 365 353 54
. . Construction work in
PPL records loss accruals in accordanice with SFAS §, progress 627 593 31 20
*Accounting for Contingencies.” Nuclear fuel 308 308
Gas and oil 321 63
] . 17775 13302 4,145 477
The S}'!‘SIEIT.] of a'ccounts for PPL' Electric a_nd PPL Gas Utilities Less: Accumulated
are maintained in accordance with the Uniform System of depreciation and
Accounts prescribed by the FERC and adopted by the PUC. amortization 7329 _ 3690 1.6 4
$ 10446 § 7612 § 2589 3% 443
Cash Equivalents (PPL, PPL Energy Supply, PPL Electric
2002
and PPL Montana)
PPL
. . Energy PPL PPL
All highly liquid debt instruments purchased with original PPL Supply _Electric  Mantana
maturities of three months or less are considered to be cash Electric plant
equivalents. Generation $ 7407 3 7407 3
Transmission and
Property, Plant and Equipment distribution 7.279 3695 % 3,584 Ay
General 749 414 324 41
(PPL, PPL Energy Supply, PPL Electric and PPL Montana) Construction work in
PrORIess 223 “176 46 14
PP&E is recorded at original cost, unless impaired. If impaired, Nuclear fucl 312 312
the asset is written down to fair value at that time, which Gas and ol 321 64
becomes the asset's new cost basis. Original cost includes Other property 301 262 5
material, labor, contractor costs, construction overheads and 16,592 12,330 3,959 458
financing costs, where applicable. The cost of repairs and minor Less; Accumulated

depreciation and
amortization 7.026 5441 1.503 25

$§ 9566 $_ 683 3 2456 § 433

replacements are.charged to expense as incurred. PPL records
costs associated with planned major maintenance projects in the
period in which the costs are incurred. No costs are accrued in
advance of the period in which the work is performed.

Following are the weighted-average rates of depreciation at

When a component of PP&E is retired that was depreciated December 31:
under the composite or group method, the original cost is

charged to accumulated depreciation. When all or a significant 2005
portion of an operating unit is retired or sold that was Elu::)r’éy PPL PPL
depreciated under the composite or group method, the property PPL Supply _Electric Montana
and lhff related a@ymul&ctd_dqprecnahon account is rfaduced gnd Generation 201% 301% 5 14%
any gain or loss is included in income, unless otherwise required o
b oul D s d h . d Transmission and

y regulators. Depreciation 1s computed over the gstimate distribution 3.16% 4.10% 2.31%
useful lives of property using various methods including the General 3.75%  396%  3.64%  4.39%

straight-line, composite and group methods. PPL and its
subsidiaries periodicaily review and adjust the depreciable lives
of their fixed assets.
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2002
PPL,
Energy PPL PPL

. PPL Supply _Electric  Montana

Generation 1.88% 1.38% 2.16%

Transmission and

distribution 299% 3.70% 2.30%

General 272% 2.9%% 2.54% 4.75%

The annual provisions for depreciation have been computed
principally in accordance with the following ranges, in years, of
assets lives:

PPL
Energy PPL PPL
PPL Supply Electric  Montana
Generation 5-65 5-635 30-50
Transmission and
distribytion 15-80 3040 15-80
General 3-80 3-60 10-80 5-33

{(PPL and PPL Energy Supply)

As of July 1, 2003, PPL Energy Supply changed the depreciable
lives of its gas-fired peaking piants from 30 to 40 years based
upon engineering estimates, This change decreased
depreciation by §1 million in 2003 and is expected to decrease
depreciation by $8 million in 2004 and thereafter, which
cludes the impact for certain gas-fired peaking plants

'nsolidated in accordance with FIN 46. See Note 22 for

further discussion of FIN 46,

(PPL Electric)

When a component of regulated PP&E is retired, the original
cost plus the cost of retirement, less salvage, is charged to
accumulated depreciation.

Property, Plant and Equipment and Intangible Asset -
Impairments (PPL, PPL Energy Supply, PPL Electric and
PPL Montana)

Long-lived assets and identifiable intangibles held and used by
PPL and its subsidiaries are reviewed for impairment when
events or circumstances indicate carrying amounts may not be
recoverable. An impairment loss is recognized if the carrying
amount of PP&E and identifiable intangibles is not recoverable
from undiscounted future cash flow. The impairment charge is
measured by the difference between the carrying amount of the
asset and its fair value. Goodwill is reviewed for impairment
annuatly or more frequently when events or circumstances
indicate that the carrying value may be greater than the implied
fair value. Ifthe carrying value of the reporting unit exceeds its
fair value, the implied fair value of goodwill must be calculated.
f the implied fair value goodwill is less than its carrying value,
he difference represents the amount of impairment. See Notes
9 and 18 for a discussion of asset impairment charges recorded.
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Debt Securities
{PPL, PPL FEnergy Supply and PPL Eleciric)

Debt securities that have been classified as held-to-maturity
have been so classified due to the intent to hold such securities
to maturity and the ability to do so. All other debt securities
have been classified as available-for-sale or rading.

Regulation
(PPL, PPL Energy Supply and PPL Electric)

PPL Electric, PPL Gas Utilities, and a Latin American affiliate
account for regulated operations in accordance with the
provisions of SFAS 71, "Accounting for the Effects of Certain
Types of Regulation," which requires rate-regulaied entities to
reflect the effects of regulatory decisions in their financial
Statements.

The following regulatory assets were included in the
"Regulatory and Other Noncurrent Assets"” section of the
Balance Sheet at December 31:

PPL PPL Electric
2003 2002 2003 2002

Recoverable transivion
costs 1687 § 1946 % 1687 § 1946
Taxes recoverable
through fulure rates 250 260 242 235
Other 24 i3 20 8

$ 1960 $§ 2219 $ 1949 3§ 2189

Based on the PUC Fina! Order, PPL Electric began amortizing
its competitive transition (or stranded) costs, $2.97 biilion, over
an 11-year transition period effective January 1, 1999. In
August 1999, competitive transition costs of 32.4 billion were
converted to intangible transition costs when they were
securitized by the issuance of transition bonds. The intangibie
transition costs are being amortized over the life of the transition
bonds, through December 2008, in accordance with an
amortization schedule filed with the PUC. The assets of PPL
Transition Bond Company, including the intangible transition
property, are not available to creditors of PPL or PPL Electric.
The transition bonds are obligations of PPL Transition Bond
Company and are non-recourse to PPL and PPL Electric. The
remaining competitive transition costs are also being amortized
based on an amortization schedule previously filed with the
PUC, adjusted for those competitive transition costs that were
converted to intangible transition costs. As a result of the
conversion of a significant portion of the competitive transition
costs into intangible transition costs, amortization of
substantially all of the remaining competitive transition costs
will occur in 2009.

Included in "Other” above, are approximately $15 million of
storm restoration costs associated with the September 2003
Hurricane 1sabel. These costs have been deferred in accordance
with the PUC declaratory order of January 16, 2004. The



ratemaking treatment of these losses will be addressed in the
2004 rate proceeding. PPL and PPL Electric believe there is a
reasonable basis for recovery of all regulatory assets.

Accounting for Derivatives and Other Contracts Held
for Trading Purposes (PPL, PPL Energy Supply and PPL
Montana)

PPL Energy Supply and PPL Montana enter into energy and
energy-related contracts. PPL and PPL Energy Supply enter
into interest rate derivative contracts to hedge their exposure to
changes in the fair value of their debt instruments and to hedge
their exposure to variability in expected cash flows associated
with existing debt instruments or forecasted transactions. PPL
and PPL Energy Supply also enter into foreign currency
derivative contracts to hedge foreign currency exposures,
including firm commitments, recognized assets or liabilities,
forecasted transactions or net investments.

Contracts that meet the definition of a derivative are accounted.
for under SFAS 133, "Accounting for Derivative [nstruments
and Hedging Activities," as amended and interpreted. Certain
energy contracts have been excluded from the requirements of
SFAS 133 because they meet the definition of a "normal
purchase or normal sale” under DIG [ssue C13, "Scope
Exceptions: Normal Purchases and Normal Sales Exception for
Certain Option-Type Contracts and Forward Contracts in
Electricity.” These contracts are reflected in the financial
statements using the accrual method of accounting.

Additionally, PPL, PPL. Energy Supply and PPL Montana
adopted SFAS No. 149, "Amendment of Statement 133 on
Derivative Instruments and Hedging Activities,” as of July 1,
2003. The requirements of SFAS 149, which required
prospective application, placed additional limitations on the use
of the normal purchase or normal sale exception. Therefore, the

accounting for certain types of transactions has been changed on

a prospective basis to conform with SFAS 149.

Under SFAS 133, all derivatives are recognized on the balance
sheet at their fair value. On the date the derivative contract is
executed, PPL designates the derivative as a hedge of the fair
value of a recognized asset or liability or of an unrecognized
firm commitment ("fair value” hedge), a hedge of a forecasted
transaction or of the variability of cash flows to be received or
paid related to a recognized asset or liability ("cash flow"
hedge), a foreign currency fair value or cash flow hedge
("foreign currency" hedge), a hedge of a net investment in a
foreign operation or a trading derivative. Changes in the fair

value of a derivative that is highly effective as, and is designated

and qualifies as, a fair value hedge, along with the loss or gain
on the hedged asset or liability that is attributable to the hedged
risk, are recorded in current-period earnings. Changes in the
fair value of a derivative that is highly effective as, and is
designated as and qualifies as, a cash flow hedge are recorded in
other comprehensive income, until earnings are affected by the
variability of cash flows being hedged. Changes in the fair
value of derivatives that are designated as and qualify as foreign
currency hedges are recorded in either current-pericd earnings
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or other comprehensive income, depending on whether the

hedge transaction is a fair value hedge or a cash flow hedge. [
a derivative is used as a hedge of a net investment in a foreign
operation, its changes in fair value, to the extent effective i

hedge, are recorded within other comprehensive income.
Changes in the fair value of derivatives that are not desig
as hedging instruments are reported in current-period earnings.

Unrealized gains and losses from changes in market prices of
energy contracts accounted for as fair value hedges are reflecte
in "Energy purchases" on the Statement of Income, as are
changes in the underlying positions. Gains and losses from
changes in market prices of energy contracts accounted for as
cash flow hedges, when recognized on the Statement of Incom
are reflected in "Wholesale energy marketing” revenues or
"Energy purchases,” consistent with the hedged item. Gains an
losses from changes in the market price of interest rate and
foreign currency derivative contracts, when recognized on the
Statement of lncome, are accounted for in "Interest Expense.”

Gains or losses on interest rate derivative contracts that settled
prior to the adoption of SFAS 133 were deferred and are being
recognized over the life of the debt. Market gains and losses o
foreign currency derivative contracts that settled prior to the
adoption of SFAS 133 were recognized in accordance with
SFAS 52, "Foreign Currency Translation,” and are included in
"Foreign currency translation adjustments,” a component of
accumulated other comprehensive income (loss).

In the fourth quarter of 2002, PPL Energy Supply and PPL
Montana adopted the accounting requirements under EITI‘
"Issues Invoived in Accounting for Derivative Contracts He
for Trading Purposes and Contracts Involved in Energy Tradin
and Risk Management Activities." As such, PPL reflects its ng
realized and unrealized gains and losses associated with all
derivatives that are held for trading purposes in the "Net energ;
trading margins" line on the Statement of [ncome. Non-
derivative contracts that met the definition of energy trading
activities as defined by EITF 98-10, "Accounting for Energy
Trading and Risk Management Activities" are reflected in the
financial statements using the accrual method of accounting.
Prior periods were restated.

PPL Energy Supply and PPL Montana have adopted the final
provisions of EITF 03-11, "Reporting Realized Gains and
Losses on Derivative Instruments That Are Subject to FASB
Statement No. 133 and Not 'Held for Trading Purposes' as
Defined in Issue No. 02-3," prospectively as of October 1, 200.
As a result of the adoption, non-trading bilateral sales of
electricity at major market delivery points are netted with
purchases that offset the sales at those same delivery points. A
major market delivery point is any delivery point with liquid
pricing available, The impact of adopting EITF 03-11 was a
reduction in both "Wholesale energy marketing" revenues and
"Energy purchases" of $105 miliion in PPL’s and PPL. Energy
Supply's Statement of Income and by $18 million in PPL
Montana's Statement of Income.




See Note 17 for additional information on SFAS 133, its
amendments and related accounting guidance.

‘evenue Recognition
PL, PPL Energy Supply, PPL Electric and PPL Montuna)

Operating revenues, except for energy related businesses, are
_ recorded based on energy deliveries through the end of the
calendar month. Unbilled retail revenues result because
customers' meters are read and bills are rendered throughout the
month, rather than all being read at the end of the month.
Unbilled revenues for a month are calculated by multiplying an
estimate of unbilled kWh by the estimated average cents per
kWh. Unbilled wholesale energy revenues are recorded at
month end to reflect estimated amounts until actual dotlars and
MWhs are confirmed and invoiced. Al that time unbiiled
revenue is reversed and actual revenue is recorded.

"Energy related businesses” revenue includes revenues from the
mechanical contracting and engineering subsidiaries and PPL
Global's proportionate share of affiliate earnings under the
equity or cost method of accounting, as described in the
"Business and Consolidation" section of Note 1. The
mechanical contracting and engineering subsidiaries record
profits from construction contracts on the percentage-of-
completion method of accounting, Income from time and
material contracts is recognized currently as the work is
performed.

tility Revenue
(PPL and PPL Energy Supply)

The Statement of [ncome "Utility” line item contains revenues
from domestic and international rate-regulated delivery
operations, including WPD.

WPD revenues are stated net of value-added tax.

(PPL Electric)

Since most of PPL Electric’s operations are regulated, it is not
meaningful to use a "Utility” caption. Therefore, the revenues
of PPL Electric are presented according to specific types of
revenue.

Income Taxes

(PPL, PPL Energy Supply, PPL Electric and PPL Montana)
The income tax provision for PPL, and its subsidiaries is
calculated in accordance with SFAS 109, "Accounting for

Income Taxes." PPL and its domestic subsidiaries file a
consolidated U.S. federal income tax return.

(PPL Energy Supply, PPL Electric and PPL Moniang)

The provision for PPL Energy Supply, PPL Electric and PPL
Montana is calculated in accordance with an intercompany tax
sharing policy which provides that the taxable income be
calculated as if PPL Energy Supply, PPL Electric and PPL
Montana and its domestic subsidiaries filed a separate
consolidated return.

(PPL and PPL Electric)

The provision for PPL Electric's deferred income taxes for
regulated assets is based upon the ratemaking principles
reflected in rates established by the PUC and the FERC. The
difference in the provision for deferred income taxes for
regulated assets and the amount that otherwise would be
recorded under U.S. GAAP is deferred and included in taxes
recoverable through future rates in "Regulatory and Other
Noncurrent Assets - Other” on the Balance Sheet. See Note 5
for additional information.

PPL Electric deferred investment tax credits when they were
utilized and is amortizing the deferrals over the average lives of
the related assets.

(PPL Montana)

PPL Montana is a limited liability company and has elected to
be classified as an association taxable as a corporation for
federal and state income tax purposes. The current tax benefit
or provision recognized for each period is reported in "Accounts
receivable from Member” or "Accounts payable to affiliates” on
the Balance Sheet, as applicable.

Leases
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

PPL and its subsidiaries apply the provisions of SFAS 13,
"Accounting for Leases,” as amended and interpreted, to all
leasing transactions. See Note 10 for a discussion of accounting
for leases under which PPL., PPL Energy Supply, PPL Electric
and PPL Montana are lessees.

(PPL and PPL Energy Supply)

In 2002, PPL began commercial operation of its 79.9 MW oil-
powered station in Shoreham, New York. The Long Island
Power Authority has contracted to purchase all of the plant's
capacity and ancillary services as part of a | 5-year power
purchase agreement with PPL EnergyPlus. The capacity
payments in the power purchase agreement result in the plant
being classified as a direct financing lease, under which PPL
EnergyPlus is the lessor. As of December 31, 2003 and 2002,
PPL and PPL. Energy Supply had a receivable balance of $277
million and $260 million (included in "Current Assets - Other"
and "Regulatory and Other Noncurrent Assets - Other" for PPL
and "Current Assets - Other" and "Other Noncurrent Assets -
Other" for PPL, Energy Supply) and an unearned revenue




balance of $167 million and $152 million (included in "Deferred
Credits and Other Noncurrent Liabilities - Other”). Rental
income received through this direct financing lease during 2003
and 2002 was $15 miilion and $5 million. Total future
minimum lease payments expected to be received are estimated
at 316 million for each of the years from 2004 through 2008.

Stock-Based Compensation
(PPL, PPL Energy Supply, PPL Eleciric and PPL Montana)

PPL grants stock options, restricted stock, restricted stock units
and stock units to employees and directors under several stock-
based compensation plans. SFAS 123, "Accounting for Stock-
Based Compensation," encourages entities to record
compensation expense for stock-based compensation plans at
fair value but provides the option of measuring compensation
expense using the intrinsic value method prescribed by APB
Opinion No. 25, "Accounting for Stock Issued to Employees.”
The fair value method under SFAS 123 is the preferable method
of accounting for stock-based compensation, as it provides a
consistent basis of accounting for all stock-based awards,
thereby facilitating a better measure of compensation cost and
improved financial reporting.

Prior to 2003, PPL accounted for stock-based compensation in
accordance with APB Opinion No. 25, as permitted by SFAS
123. Effective January 1, 2003, PPL and its substdiaries
adopted the fair value method of accounting for stock-based
compensation, as prescribed by SFAS 123, using the
prospective method of transition permitted by SFAS 148,

" Accounting for Stock-Based Compensation - Transition and
Disclosure, an Amendment of FASE Statement No. 123." See
Note 22 for further discussion of SFAS 148. The prospective
method of transition requires PPL and its subsidiaries to use the
fair value method under SFAS 123 for all stock-based
compensation awards granted, modified or settled on or after
January [, 2003. Thus, all awards granted prior to January 1,
2003 continue to be accounted for under the. intrinsic value
method of APB Opinion No. 25, to the extent such awards are
nof modified or settled. Stock-based compensation is included
in "Other operation and maintenance" expense on PPL's
Statement of Income.

Use of the fair value method prescribed by SFAS 123 requires
PPL and its subsidiaries to recognize compensation expense for
stock options issued. Fair value for the stock options is
determined using the Black-Scholes optiens pricing model.

PPL and its subsidiaries were niot required to recognize
compensation expense for stock options issued under the
intrinsic value method of APB Opinion Ne. 25, since PPL
grants stock opiions with an exercise price that is not less than
the fair market value of PPL's common stock on the date of
grant. For stock options granted under the fair value method of
SFAS 123, stock option expense for PPL was approximately $3
million for 2003. As currently siructured, awards of restricted
stock, restricted stock units and stock units result in the same
amount of compensation expense under the fair value method of

SFAS 123 as they would under the intrinsic value method of
APB Opinion No. 25.

The following table illustrates the pro forma effect on net
income and EPS as if the fair value method had been us
account for all outstanding stock-based compensation a
the years shown:

(PPL)
2003 2002 2001

Income
Net Income - as reported 5 734 5 208 % 1

Add: Stock-based employee

compensation expense included in

reported net income, net of tax 5 3

Deduct: Total stock-based

compensation expense determined

under the fair value based method

for all awards, net of tax 9 8
Pro forma net income 3 730 % 203 % 1
EPS
Basic - as reported $ 425 3 137 % 1
Basic - pro forma 3 423 % 134 % 1.
Diluted - as reported 3 424 % 136 % 1.
Diluted - pro forma 3 422 % 133 % L.
(PPL Energy Supply)

2003 2002 2001

Income
Net Income - as reported $ 721 8 279 % !

Add: Stock-based empioyee
compensation expense included in
reporied net income, net of tax 3 2

Deduct: Total stock-based

compensation expense determined

under the fair value based method

for all awards, net of tax 6 5

Pro forma net income 3 724§ 276 3 1

Stock-based compensation expense includes an allocation of
PPL Services' expense.

(PPL Electric and PPL. Montana)

Stock-based compensation expense, including awards granted
employees and an allocation of costs of awards granted to
employees of PPL Services, was insignificant under both the
intrinsic value and fair value methods for each of 2003, 2002
and 2001.

Pension and Other Postretirement Benefits (PPL, PPI
Energy Supply, PPL Electric and PPL Montana)

See Note 12 for a discussion of accounting for pension and oth
postretirement benefits.



Comprehensive Income
{PPL and PPL Energy Supply)

anrehensive income consists of net income and other
mprehensive income, defined as changes in common equity

from transactions not related to shareowners. Other
comprehensive income consists of foreign currency translation
adjustments recorded by PPL Global, unrealized gains or losses
on available-for-sale securities and qualifying derivatives, and
the excess of additional pension liability over unamortized prior
service costs, net of taxes. Comprehensive income is reflected
on the PPL Statement of Shareowners' Commen Equity and
Comprehensive income, and "Accumulated other
comprehensive loss” is presented on the PPL Balance Sheet.
Comprehensive income is reflected on the PPL Energy Supply
Statement of Member's Equity and Comprehensive Income, and
accumulated other comprehensive loss is included in Member's
Equity on the PPL Energy Supply Balance Sheet,

The accumulated other comprehensive loss of PPL consisted of
the following at December 31:

2003 2002
Foreign currency translation adjustments 5 {37) § (143)
Unrealized gains (losses) on available-for-
sale sccurities 20 (4)
Minimum pension liability (316) (306)
Unrealized gains on qualifying derivatives 36 7
(97) 8§ (446)

D *
The accumulated other comprehensive loss of PPL Energy
Supply consisted of the following at December 31:

2003 2002
Foreign currency transiation adjustrments $ (37) % (143}
Unrealized gains (losses) on available-for-
sale securities 22 2)
Minimum pension liability (309) (297)
Unrealized gains on qualifying derivatives 56 23
$ __(268) 3 _ (419

{PPL Montana)

Comprehensive income consists of net income and other
comprehensive income, defined as changes in Member's equity
from transactions other than with the Member. Other
comprehensive income consists of unrealized gains or losses on
qualifying derivatives and the excess of additional pension
liability over unamortized prior service costs, net of taxes.
‘Comprehensive income is reflected on the Statement of
Member's Equity and Comprehensive Income. The
accumulated other comprehensive income (loss) of PPL
Montana at December 31, 2003 and 2002 was $6 million and
$(2) million. The 2003 balance consisted of the following:
Dﬂinimum pension liability adjustment of $(5) million and
unrealized gains on qualifying derivatives of $11 million.

Treasury Stock (PPL and PPL Electric)

Treasury shares are reflected on the balance sheet as an offset to
common equity under the cost method of accounting.
Management has no definitive plans for the future use of these
shares. Treasury shares are not considered outstanding in
calculating EPS.

Foreign Currency Translation and Transactions (PPL
and PPL Energy Supply)

Assets and liabilities of international operations, where the local
currency is the functional currency, are translated at year-end
exchange rates, and related revenues and expenses are translated
at average exchange rates prevailing during the year.
Adjustments resulting from translation are recorded in
accumulated other comprehensive loss.

Gains or losses relating to foreign currency transactions are
recognized currently in income. The aggregate transaction gain
(loss) was $(1) million, $(9) million and $8 million in 2003,
2002 and 2001,

Independent System Operator (PPL, PPL Energy Supply
and PPL Electric)

Certain PPL subsidiaries participate in PJM in several roles.
Certain PPL subsidiaries also participate in the New England
Power Pool (NEPQOL) and the New York ISO (NYISO) ina
less significant way than in PJM. In PJM, PPL EnergyPlus is a
marketer, a load-serving entity to its customers who selected it
as & supplier under the Customer Choice Act and a seller for
PPL's Pennsylvania generation subsidiaries. PPL Electric is a
transmission owner and provider of last resort in PIM. In
NEPOOL, PPL EnergyPlus is a2 marketer and a seller for PPL's
New England generating assets. In the NYISO, PPL
EnergyPlus acts as a marketer. PPL Electric does not participate
in NEPOOL or NYISO.,

A function of interchange accounting is to match participants'
MWh entitlements (generation plus scheduled bilateral
purchases) against their MWh obligations (load plus scheduled
bilateral sales) during every hour of every day. 1f the net result
during any given hour is an entitlement, the participant is
credited with a spot market sale to the ISO at the respective
market price for that hour; if the net result is an obligation, the
participant is charged with a spot market purchase from the 1SO
at the respective market price for that hour. SO purchases and
sales are not allocated to individual customers,

PPL records the hourly net sales and purchases in its financial
statements as sales to and purchases from the respective [SUs, in
accordance with the FERC and industry accounting.

Reclassifications (PPL, PPL Energy Supply, PPL Electric
and PPL Montana)

Certain amounts in the 2002 and 2001 financial statements have
been reclassified to conform to the current presentation.



Other (PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

See Note 18 for a discussion of the accounting for goodwill and
other intangible assets, Note 21 for a discussion of the
accounting for asset retirement obligations, and Note 22 for a
discussion of other new accounting standards.

2. Segment and Related Information
(PPL and PPL Energy Supply)

PPL's reportabie segments are Supply, Delivery and
International. The Supply segment primarily consists of the
domestic energy marketing, domestic generation and domestic
development operations of PPL Energy Supply. The Delivery
segment includes the regulated electric and gas delivery
operations of PPL Electric and PPL Gas Utilities. The
International segment inchides PPL Global's responsibility for
the acquisition and holding of international energy projects.
The majority of PPL Global's international investments are
located in the U.K., Chile, El Salvador and Bolivia.

PPL Energy Supply's reportable segments are Supply and
International. The International segment at the PPL Energy
Supply level is consistent with the International segment at the
PPL level. The Supply segment information reported at the PPL
Energy Supply level will not agree with the Supply segment
information reported at the PPL level. Additional Supply
segment functions, including telecommunications, exist at PPL
that are outside of PPL. Energy Supply. Furthermore, certain
income items, including PLR revenue and certain interest
income, exist at the PPL Energy Supply level, but are eliminated
in consolidation at the PPL level. Finally, certain expense items
are fully allocated to the segments at the PPL level only.

Segments include direct charges, as well as an allocation of
indirect corporate costs, for services provided by PPL Services.
These service costs include functions such as financial, legal,
human resources and information services.

Financial data for the segments are as follows:
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Income Statement
Data

Revenues from
external customers

Supply
Delivery
International {a)

Interscgment
revenues

Supply
Delivery
Equity in earnings

of unconsolidated
affiliates

Supply
International (a)

Depreciation
Supply
Delivery
Internationat {(a)

Amortizations -
recoverable
transition costs and
other

Supply
Delivery

Interest income

Supply
Delivery

International (a)

Interest expense
Supply
Delivery

International (a)

income taxes
Supply
Delivery
International {a)

Net Income
Supply (b)
Delivery
International (c)

PPL PPL Energy Supply
2003 2002 2001 2003 2002 200
$1.795 31697 $1.668 $3235 $3,128 §32
2,778 2,706 2,867
1,014 1.078 580 1.014 1.078 5
5,587 5,481 5,115 4,249 4206 37
1.451 1434 1.331
160 183 196
(14) (12) 12 (an (1)

3 3 113 3 3 [
{n 9 125 (8) (8) L
120 129 126 1ié 127 K
119 100 96
150 §38 44 150 138 :
380 367 266 266 265 I
27 (38} (3$) (38) (56)

271 236 259
244 198 224 (38) (56)

(2} 5 3 17 26 {

7 20 10

7 i3 2 7 13

12 28 15 24 39 t
43 108 58 (19) (29) (¢
214 214 233
218 239 95 218 239 <
475 561 386 199 210 4
177 119 153 215 199 2
23 24 71
(30) 67 37 {30) 67 E
170 210 261 185 266 27
502 156 368 331 475 48
36 48 126
196 (196) (31%) 196 {196) _ (31

$ 734 % 208 % 179 %8 727 % 219 % 17




PPL PPL Energy Supply
2003 2002 2001 2003 2002 2001
gsh Flow Data
‘endilures for
perty. plant and
cquipment
Supply $ 274 % 299 § 290 § 260 § 291 § 254
Detivery 251 237 153
Intemational 246 113 i26 246 113 126
771 649 569 506 404 380
Investment in
generating assets
and eleciric energy
projects
Supply 261 176 261 176
International {d) 211 136 211 136
$ $ 472 % 312 § $ 472 3 312
PPL PPL Energy Supply
As of December 31, As of December 31,
2003 2002 2003 2002
Balance Sheet Data
Net investment in
unconsolidated affiliates - at
equity
Supply b 207 5 198 § 189 §$ 198
International 23 36 23 16
230 234 212 234
Total assets
Supply 6,491 4910 6,308 5,566
Delivery 3,690 5,867
Internakional 4.942 4775 4.942 4175
$ 17,123 $15552 % 11250 3 1034t
PPL PPL Energy Supply
2003 2002 2001 2003 2002 2001
Geographic Data

Revenues from
external customers

Domestic
Foreign (a)

$4573 $4403 $4535 33235 $3,128 §3.212
1.014 1.078 580 1.014 1.078 580
$ 5587 $5481 $515 34249 $4206 § 3,792

PPL
As of December 31,
2003 2002

PPL Energy Supply
As of December 31,
2003 2002

Property, plant and equipment -

net

(a)
(L]

(dy

7072 § 5795
3.374 3.771
$ 10446 3 9566

Domestic g $ 4238 % 3118
3374 3.771

$ 7612 § 6889

Foreign

2002 contains the consofidated results of WPD. See Note 9 for additional
information on the acquisition of a conurolling interest in WPD.,

2003 inciudes iwo-cumulative-cffect changes in accounting principle recordéd
in January and December 2003. See Notes 21 and 22 for additional
information.

2002 includes the cumulative-effect change in accounting principle recorded in
March 2002. See Note |18 for additionat information. The Intemnational
segment also includes the write-downs of the CEMAR investment recarded in
March and June 2002 described in Note 9.

The 2002 amount represents the acquisition of the controlling interest in WPD.
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3. Investment in Unconsolidated Affiliates - at Equity
(PPL and PPL Energy Supply)

In the third quarter of 2002, PPL Global acquired a controlling
interest in WPD. As a result, PPL Global fully consolidated the
financial results of WPD at September 30, 2002. See Note 9 for
additional information.

lnvestment in unconsolidated affiliates accounted for under the
equity method were as follows as of Decemnber 31 (equity
ownership percentages as of December 31, 2003):

2003 2002

Aguaytia Energy, LLC - 11.4% b 11 S 14
Bangor Pacific Hydro Associates - 50.0% 15 14
Hidro [berica, B.V. - 50.0% 9 8
Latin American Energy & Electricity
Fund [, LP - 16.6% 3 3
Safe Harbor Water Power Corporation -
33.3% 13 17
SIUK Capital Trust 1 - 100%
Southwest Power Partners, LLC - 50.0% 156 167
Teesside Power Limited - 15.4%
Other PPL Globkal investments (a) 11

Total PPL Energy Supply $ 212 % 234
PPL. Capital Funding Trust [ - 100% 18

Total PPL $ 230 % 234

(a) In.2003, PPL Global sold its investment in Wind Resources Limited, and
fully consolidated its investment in TransEmel upon acquisition of Lhe
remaining interest. See Note 9 for additional information on TransEmel.

Summarized below is information from the financial statements
of unconsolidated affiliates accounted for under the equity
method, underlying the amounts included in the consolidated
financial statements:

PPL PPL Energy Supply
2003 2002 2001¢a) 2003 2002 2001(g)
Income Statement
Data
Revenues $ 126 $ 118 % 111§ 126 %8 118 § 11
Operating
Income 17 13 42 17 i3 42
Net Income
{Loss) (5) [E)] 52 (6) 9 52
PPL PPL Energy Supply
As of December 31, As of December 31,
2003 2002 2003 2002
Balance Sheet Data
Current Assets b 131 ' § 39 § 126 % 139
Noncurrent Assets 1414 807 821 807
Current Liabilities 47 31 42 31
Noncurrent Liabilities 924 298 349 208

{a) For purpose of comparability, the summarized information of WPD is
excluded from 2001,



4. Earnings Per Share
(PPL)

Basic EPS is calculated by dividing "Net Income" on the
Statement of income by the weighted-average number of
commen shares outstanding during the period. Diluted EPS is
calculated similarly for PPL, except that weighted average
shares outstanding are increased for additional shares that would
be outstanding if potentiaily dilutive securities were converted
to common stock. Potentially dilutive securities consist of:

¢ stock options, restricted stock and restricted stock units
granted under the incentive compensation plans,

e stock units representing common stock granted under the
directors compensation programs,

e common stock purchase contracts that are a component of
the PEPS units, and

e convertible senior notes.

The basic and diluted EPS calculations, and the reconciliation of
the shares {in thousands) used in the calculations, are shown
below:

2003 2002 2001

Income {Numerator)
Income from-continuing operations  § 79 % 360 % 169

Loss from discontinued

operations (20) (2)

Cumulative effect of a change in

accounting principle (net of tax) 35 (150) 10
Net Income 3 734 3 208 3 179
Shares {Denominator)
Shares for Basic EPS 172,795 152.492 145,974
Add: Incremental shares

Stock options and other share-

based awards 597 317 640
Shares for Diluted EPS 173,392 152,809 146,614
Basic EPS
Income from continuing operations  $ 416 % 236 % 1.16

Loss from discontinued

aperations (0.11) (0.01)

Cumulative effect of a change in

accounting principle (net of tax) 0.20 (0.98) 0.07
Net [ncome % 425 3 137 % .23
Diluted EPS
Income from continuing operations  $ 415 3 23 % 1.15

Loss from discontinued

aperations (0.11) (0.01}

Cumulative effect of a change in

accounting principle {net of tax) 0.20 {0.99) 0.07
Nel Income $ 424 % 136 % .22

In May 2001, PPL and PPL Capital Funding Trust | issued 23
million PEPS Units that contain a purchase contract component
for PPL's common stock. The purchase contracts will only be
dilutive if the average price of PPL's common stock exceeds a
threshold appreciation price, which is adjusted for cash
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=

distributions on PPL common stock. The appreciation price w
initially set at $65.03 and has subsequently been adjusted to
$63.94 as of December 31, 2003 based on dividends paid on
PPL's common stock since issuance. Since the average pri
has not exceeded the threshold appreciation price, the pu
contracts were excluded from the diluted EPS calculatio

In January 2004, PPL completed an exchange offer resulting ir
the exchange of approximately 4 million PEPS Units for PEPS
Units, Series B. The primary difference in the units relates to
the debt component. The purchase contract components of bol
units, which are potentially dilutive, are identical. The thresho
appreciation price for the purchase contract component of the
PEPS Units, Series B was set at the last adjusted threshold
appreciation price of $63.94 for the PEPS Units and will be
adjusted in the same manner as that of the PEPS Units. See
Note 8 for a more detailed discussion of the exchange offer.

In May 2003, PPL Energy Supply issued $400 million of
2.625% Convertible Sentor Notes due 2023. The notes are
guaranteed by PPL and can be converted into shares of PPL
common stock, at an initial conversion rate of 20.1106 shares
per $1,000 principal amount of notes, subject to adjustment if:

¢ during any fiscal quarter starting after June 30, 2003, the
market price of PPL's common stock trades at or above
$59.67 per share over a certain period during the preceding
fiscal quarter;
PPL calls the debt for redemption;
the holder exercises its right to put the debt on any five
year anniversary of the offering; .

e the long-term credit rating assigned to the notes by
Moody's and Standard & Poor's falls below Ba2 and BB or
the notes are not rated; or

= certain specified corporate transactions occur, €.g., change
in control and certain distributiens to the holders of PPL
common stock.

As none of these events has occurred, the Convertible Senior
Notes were excluded from the diluted EPS calculations.

The following number of stock options to purchase PPL
common shares were excluded in the periods’ computations of
diluted EPS, because the exercise price of the options was
greater than the average market price of the common shares.
Therefore, the effect would have been antidilutive.

2002
1,294

2001
8%

2003
1.683

{Thousands of Shares)
Antidilutive stock options

5. Income and Other Taxes

For 2003, 2002 and 2001, the statutory U.S. corporate federal
income tax rate was 35%. The statutory corporate net income
tax rates for Pennsylvania and Montana were 9.99% and 6.75%



(PPL)

2003 2002 2001
The tax effects of significant temporary differences comprising g:“c':gie“”“““ of Income Tax
L's net deferred income tax liability were as follows: P ) _
Indicated federal income tax on pre-
tax income before cumulative effect
2003 2002 of a change in accounting principle at
Deferred Tax Assets statutory tax rate - 35% $ 324 § 250 S 168
Deferred investment tax credils 3 48 S 54 Increase/(decrease) due to:
NUG contracts & buybacks 168 203 Staie income taxes 25 1 23
Accrued pension costs 81 20 Amortization of investment tax credit (10) (ny (1)
. . lntemational energy projects - charges
Fcrergn loss CEfnyﬁJmm'ds 278 232 (benefits) (83) 14 144
Foreign - pensions 144 125 Difference related to income
Foreign - other 18 3 reco.gnil_ion of foreign afTiliates (net of 0
Write-down of generation assets 18 foreign income taxes) (7) 18 9
. . Federal tncome 1ax credils (52) (50} 40
Impairment write-down 91 s 9
Contribution in aid of construction 63 56 Contribution of property ®) , 6
Other 222 223 Other (18) {22) i6)
Valuation allowance (288) {327) (134) (40) 23
i 2
734 267 Total income tax expense $ 170§ 210§ 261
Deferred Tax Liabilities Effective income tax rate 18.4% 20.4% 54.4%
Plant - net 1,061 976 Taxes, Other than Income
Restructuring - CTC 613 700 State gross receipts $ 155 % 154 % 112
Taxes recoverable through future rates 106 104 Siate utility realty 3 3 4
Reacquired debt costs Il 11 State capital stock 27 7 20
Foreign - plant 617 792 Propenty - foreign 44 42
Foreign - pensions 227 167 Domestic property and other 27 25 19
Foreign - other 6 K} 3 256 % 231§ 155
Other domestic 73 3
2714 7310 . i
Net deferred tax liability S 1980 § 2052 PPL G]‘obal had forel.gn‘ net operating .lo.ss carryforwards of
approximately $13 million and $28 million at December 31,
‘ 2003 and 2002. PPL Global also had foreign capital loss
Details of the components of income tax expense, a carryforwards of $920 million at December 31, 2003 and $760
reconciliation of federal income taxes derived from statutory tax million at December 31, 2002. All of these losses have an
rates applied to income from continuing operations for unlimited carryforward period. However, it is more likely than
accounting purposes, and details of taxes other than income are not that these losses will not be utilized and as such, a full
as follows: valuation allowance has been provided.
2003 2002 2001 PPL Global does not pay or record U.S. income taxes on the
Income Tax Expense undistributed earnings of its foreign subsidiaries where
Current-Federal 5 %6 % a4 8 270 management has determined that the earnings are permanently
Current-State 13 ) 36 reinvested. The cumulative undistributed earnings are included
Current-Foreign 35 52 8 in "Earnings reinvested” on the Bzlance Sheet. The amounts
94 84 114 considered permanently reinvested at December 31, 2003 and
Deferred-Federal 19 20 86) 200._2 were $5_39 million and $295 million. If t.he earnings were
. remitted as dividends, PPL Global may be subject 1o additional
Deferred-State 24 27 4 . . .
. U.S. taxes, net of allowable foreign tax credits. It is not
Deferred-Foreign 48 44 44 . . .- .
practical to estimate the amount of additional taxes that might
! 141 (38) be payable on these foreign earnings.
Investment tax credit, net-federal (15) (i5) (15)
Total 3 170 % 210 § 261 (PPL Energy Supply)
Total income tax expense-Federal b 50 § 9% 3 169
Total income tax expense-State 37 18 40 The tax effects of significant temporary differences comprising
otal income tax expense-Foreign 83 96 52 PPL Energy Supply’s net deferred income tax liability were as
Toal 5 170 0§ 210 8 26l follows:
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2003 2002
Deferred Tax Assets
Deferred investment tax credits 3 37 % 42
NUG contracts & buybacks 168 203
Accrued pension costs 26 34
Foreign loss carryforwards 278 232
Forcign — pensions 144 125
Foreign - other i8 a3
Write-down of generation assets 18
Impairment write-down 91
Other domestic 120 120
Valuation allowance (288) (327)
503 541
Deferred Tax Liabilities
Plant - net 469 396
Foreign investments 9 10
Foreign - plant 617 792
Foretgn - pensions 227 167
. Foreign - other 6 38
Other domestic 54 25
1.382 1.428
Net deferred tax liability $ 879 % 887

Details of the components of income tax expense, a

reconciliation of federal income taxes derived from statutory tax

rates applied to income from continuing operations for
accounting purposes, and details of taxes other than income are
as follows:

2003 2002 2001
Income Tax Expense

Current-Federal 3 (15) § 22 % 210
Current-State 11 (6) 44
Cusrent-Foreign 35 52 8
31 68 262

Deferred-Federal 94 134 (22)
Deferred-State 24 32 2
Deferred-Foreign 48 44 44
166 210 24

Investment tax credit, net-federal (12) (12) {12)
Total 185 S8 266 % 274
Total income tax expense-Federal $ 67 % 14 % 176
Total income tax expense-State 35 26 46
Total income tax expense-Foreign 83 96 52
Total $ 185 % 266 $ 274
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2003 2002 2(
Reconciliation of Income Tax
Expense
indicated federal income tax on pre-
tax income before cumulative effect
of a change in accounting principle at
statutory tax rate - 35% $ 318 3% 274
Increase/(decrease) due to:
State income taxes 27 17
Amortization of investment tax credit {8) (8)
International energy projects -
charges (benefits) (83) 14
Difference related to income
recognition of foreign affiliates (net
of foreign income taxes) (7} 18
Federal income tax credits (52} [&10))
Other (10} |
(133) (8)
Total income tax expense $ 185 % 266 %
Effective income tax rate 20.4% 33.9% l
Taxes, Other than Income
State gross receipts hY 3 8 §
State capital stock 14
Propeny - foreign 44 42
Domestic property and other 28 23
$ 89 5 8 3
———

approximately $13 million and $28 million at December
2003 and 2002. PPL Global also had foreign capital loss
carryforwards of $920 million at December 31, 2003 and $76
million at December 31, 2002. All of these losses have an
unlimited carryforward period. However, it is more likely tha
not that these losses will not be utilized and as such, a full
valuation allowance has been provided.

PPL Global had foreign net operating loss carryforwards ‘

PPL Global does not pay or record U.S. income taxes on the
undistributed earnings of its foreign subsidiaries where
management has determined that the earnings are permanenti;
reinvested. The cumulative undistributed earnings are include
in "Earnings reinvested" on the Balance Sheet. The amounts
considered permanently reinvested at December 31, 2003 and
2002 were $530 million and $295 million. If the earnings we
remitted as dividends, PPL Global may be subject to addition:
U.S. 1axes, net of allowable foreign tax credits. It is not
practical to estimate the amount of additional taxes that might
be payabie on these foreign earnings.

(PPL Electric)

The tax effects of significant temporary differences comprisin
PPL Electric's net deferred income tax liability were as follow




Deferred Tax Assets

Deferred investment tax credits
. Accrued pension costs
Contribution in aid of construction
Other
Deferred Tax Liabilities

Electric wility plant - net
Restructuring - CTC

Taxes recoverable through future rates

Reacquired debt costs
Other

Net deferred tax liability

2003 2002
$ 9 3 "
34 33

62 55

64 5!

169 160

558 529

143 145

100 99

1 10

18 1

830 794

s 661 § 634

Details of the components of incoime tax expense, a

reconciliation of federal income taxes derived from statutory tax

rates applied to income from continuing operations for
accounting purposes, and details of taxes other than income are

as follows:

Income Tax Expense
Currenl-Federal
Cumrent-State

Deferred-Federal
Deferred-State

Investment tax credit, net-federal
Total
Total income tax expense-Federal
Total income tax expense-State
Total

Reconciliation of Income Tax
Expense

Indicated federal income tax on pre-
tax income before cumulative effect

of a change in accounting principle at

statutory tax rate - 35%
Increase/(decrease) due to0:
State income taxes

Flow through of depreciation

differences not previously normalized

Amortization of investiment tax credit

Other

Total.income tax expense

Effective income tax rate

2003 2002 2001
) s (8) $ 3

3 5 6

I 3) 37

22 27 27
(2) 3) 4

20 24 31
3) 3) (3)

18 3 18 % 65

17 8 16 $ 55

| 2 10

18 3 18 S 65

6 % % 3 72

1 1 4

1

(2) 3 (3)
2 (6) (8)
2 (8) (7)

18 % 18 % 65
39.1% 24.7% 31.7%

Taxes, Other than Income
State gross receipls
State utility realty
State capital stock
Property and other

(PPL Montana)

2003 2002 2001
152 % 151§ 105
3 3 4
10 ) 8
(H 1 ()
i6d § 153 % 116

The tax effects of significant temporary differences comprising
PPL Montana's net deferred income tax asset were as follows:

Deferred Tax Assets
Wholesale energy commitments
Accrued retirement cost
Allowance for doubiful accounts
Other

Deferred Tax Liabilities
PP&E
Mark-to-market
Other

Net deferred tax asset

2003 2002

$ 2 8 25
5 9

14 18

2 2

43 54

26 17

6 2

7 6

39 25

$ 4 § 29

Details of the components of income tax expense, a
reconciliation of federal income taxes derived from statutory tax
rates applied to income from continuing operations for
accounting purposes, and details of taxes other than income are

as follows:

Income Tax Expense
Current-Federal

Current-State
Deferred-Federal

Deferred-State

Totat income tax expense-Federal
Total income tax expense-State

2003 2002 2001

19 3% 12 3 50

5 6 il
24 18 61
18 14 5

3 3 2
21 17 7
45 35 % 68
37 2 % 55

8 9 3
45 3 35 8 68




2003 2002 2001
Reconciliation of Income Tax
Expense:
Indicated federal income tax on pre-
tax income at statutory tax rate - 35% 3§ 40 8 20 3
Increase/(decrease) due to:
State income laxes 5 7
Other (1)
5 6
Total income tax expense 3 45 5 35 $
Effective income tax rate 39.5% 42.7% 39.8%
Taxes, Other than Income
Property 1axes 3 14 3 15 %
Generation taxes 2 2
$ 16 % 17 &

6. Nuclear Decommissioning Costs
(PPL and PPL Energy Supply)

The cost to decommission the Susquehanna station is based on a
2002 site-specific study to dismantle and decommission each
unit immediately following final shutdown. PPL Susquehanna's
90% share of the total estimated cost of decommissioning the
Susquehanna station was approximately $936 million measured
in 2002 dollars. This estimate includes decommissioning the
radiological portions of the station and the cost of removal of
non-radiological structures and materials.

Beginning in January 1999, in accordance with the PUC Final
Order, approximately $130 million of decornmissioning costs
are being recovered from customers through the CTC over the
11-year life of the CTC rather than the remaining life of
Susquehanna. The recovery will include a return on
unamortized decommissioning costs. Effective January 1, 2003,
PPL adopted SFAS 143 "Accounting for Asset Retirement
Obligations." In connection with the adoption, the previously
recorded liability for nuclear decommissioning of $296 million
was reversed and a liability of $202 miltion was recorded.
Accretion expense, as determined under the provisions of SFAS
143, was.$16 million in 2003 and is included in "Other
operation and maintenance.” In 2002 and 2001,
decommissioning expenses were $22 million and $24 million,
and were recorded as a component of depreciation expense,
Accrued nuclear decommissioning expenses, as determined
under the-provisions of SFAS 143, were 3218 million at
December 31, 2003, and are included in "Deferred Credits and
Other Noncurrent Liabilities - Other.” See Note 21 for
additional information on SFAS 143,

Amounts coliected from PPL Electric's customers for
decommissioning, less applicable taxes, are deposited in
external trust funds for investment and can be used only for
future decommissioning costs.

In November 2001, PPL Susquehanna notified the NRC that it
intends to file for 20-year license renewals for each of the

Susquehanna units. If approved, the operating licenses would
be extended from 2022 to 2042 for Unit 1 and from 2024 to
2044 for Unit 2,

7. Financial Instruments

At December 31, 2003 and 2002, the carrying value of cash ai
cash equivalents, nuclear plant decommissioning trust fund,
other investments and short-term debt approximated fair value
due to the short-term natyre of the instrumenis, variable intere
rates associated with the financial instruments or the carrying
value of the instruments being based on established market
prices. Price risk management assets and liabilities are valuec
using either exchange traded market quotes or prices obtained
through third party brokers and are recorded at fair value.
Financial instruments where the carrying amount on the Balan
Sheet and the estimated fair value (based on quoted market
prices for the securities where available and estimates based o
current rates offered to PPL where quoted market prices are n¢
available) are different, are set forth below:

(PPL)
December 31, 2003 December 31, 200

Carrving Fair Carrying Fail
Amount Value Amousnt Val

Liabilities
Long-term debt $ 7859 % 858 % 6267 § 6,

Long-term debt with
affiliate trusts 681 612

Company-obligated
mandatorily
redeemable preferred

securities of subsidiary

trusts holding solely

company

debentures 661

Preferred stock with
sinking fund
requirements 31

(PPL Energy Supply)

December 31, 2003 December 31, 200

Carrying Fair Carrying Fair
Amount Value Amount Valu

Liabilities
Long-term debt £ 4146 $ 43530 § 2231 §F 2.

Long-term debt with
affiliate trust 89 87

Company-obligated

mandatorily

redeemable preferred

securities of subsidiary

trusts holding solely

company

debentures 86




{PPL Electric)

December 31, 2003 December 31, 2002
Carrying Fair Carrying Fair
Amaount Value Amount Value
bilities
Long-term deby $§ 2937 % 3215 % 3475 3 3476
Preferred stock with
sinking fund
requirements 31 30

(PPL Montana)

At December 31, 2003 and 2002, the carrying value of cash and
cash equivalents, and the revolving line of credit approximated
fair value due to either the shori-term nature of the instruments
or variable interest rates associated with the financial
instruments, Price risk management assets and liabilities are
valued using either exchange iraded market quotes or prices
obtained through third party brokers and are recorded at fair
value.

8. Credit Arrangements and Financing Activities
Credit Arrangements
(PPL, PPL Energy Supply and PPL Electric)

In order to enhance liquidity, and as credit support to its
commercial paper program, PPL. Electric maintained a $400
illion 364-day credit facility which matured in June 2003.

L. Electric replaced its facility with a $200 million, 364-day
facility maturing in June 2004 and a $100 million three-year
credit facility maturing in June 2006. PPL Energy Supply
maintains three credit facilities: a $300 million three-year credit
facility maturing in June 2006, (this credit facility replaced a
$300 million 364-day credit facility which matured in June
2003), a 500 million three-year credit facility maturing in June
2004 and a $300 million three-year credit facility maturing in
June 2005. Both PPL Electric and PPL Energy Supply have the
ability to cause the lenders to issue letters of credit under their
respective facilities. At December 31, 2003, no cash
borrowings were outstanding under any credit facilities of PPL
Electric or PPL Energy Supply. At December 31, 2003, PPL
Electric had $42 million of letters of credit outstanding under its
$100 million three-year facility, and PPL Energy Supply had
$£87 million of letters of credit outstanding under its $500
million three-year facility.

(PPL and PPL Energy Supply)

In October 2003, WPD (South West) replaced its expiring credit
facility with a new £100 million 364-day credit facility maturing
in October 2004 and extended its £150 miliion five-year credit
facility to Qctober 2008. At December 31, 2003, WPD (South
West) had £27 million ($48 million based on current exchange
Dates) of outstanding borrowings under its 364-day credit facility
and no outstanding borrowings under its five-year credit facility.
At December 31, 2003, WPD (South West) had uncommitied
credit line borrowings of £25 million (344 million based on
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current exchange rates} in separate agreements with lender
banks.

WPD (South West) maintained a £250 million bridge facility,
which expired in April 2003, for short-term liquidity. This
bridge facility was paid down with the proceeds from the
issuance of long-term bonds and borrowings under another
credit facility. The long-term bond issuance is discussed in
more detail under "Financing Activities.”

(PPL Montana)

PPL Montana has a $100 million three-vear credit facility with
another PPL Energy Supply subsidiary on market terms to meet
its liquidity needs. At December 31, 2003, PPL Montana had
no outstanding borrowings under that credit facility.

(PPL, PPL Energy Supply, PPL Electric and PPL Montana}

The subsidiaries of PPL are separate legal entities. PPL's
subsidiaries are not liable for the debts of PPL. Accordingly,
creditors of PPL may not satisfy their debts from the assets of
the subsidiaries absent a specific contractual undertaking by a
subsidiary to pay PPL's creditors or as required by applicable
faw or regulation. Similarly, absent a specific contractual
undertaking or as required by applicable law or regulation, PPL
is not liable for the debts of its subsidiaries. Accordingly,
creditors of PPL's subsidiaries may not satisfy their debts from
the assets of PPL.absent a specific contractual undertaking by
PPL to pay the creditors of its subsidiaries or as required by
applicable law or regulation.

Similarly, the subsidiaries of PPL Energy Supply, PPL Electric
and PPL Montana are separate legal entities. These subsidiaries
are not liable for the debts of PPL Energy Supply, PPL Electric
and PPL Montana. Accordingly, creditors of PPL Energy
Supply, PPL Electric and PPL Montana may not satisfy their
debts from the assets of their subsidiaries absent a specific
contractual undertaking by a subsidiary to pay the creditors or as
required by applicable law or regulation. In addition, absent a
specific contractual undertaking or as required by applicable law
or regulation, PPL Energy Supply, PPL Electric and PPL
Montana are not liable for the debts of their subsidiaries.
Accordingly, creditors of these subsidiaries may not satisfy their
debts from the assets of PPL Energy Supply, PPL Electric or
PPL. Montana absent a specific contractual undertaking by that
parent to pay the creditors of its subsidiaries or as required by
applicable law or regulation.

Financing Activities
(PPL)

PPL Capital Funding retired the following medium-term notes,
at par, during 2003:

e all of its $60 million 6.375%6 Series due March 2003;
o all of its $20 million 6.23% Series due October 2003; and
o all of its $5 million 6.40% Series due October 2003.



In November 2003, PPL launched an offer to exchange up to
$573 miilion aggregate stated amount of its outstanding PEPS
Units for up to $573 million aggregate stated amount of its
PEPS Units, Series B and a cash payment by PPL of $0.375 for
each validly tendered and accepted outstanding PEPS Unit. The
exchange offer, which closed in January 2004, resulted in
3,975,160 PEPS Units, or 17.28% of the 23 million outstanding
PEPS Units, being exchanged. PPL conducted the exchange
offer to reduce its future interest expense.

During the twelve months ended December 31, 2003, PPL
issued $426 million of common stock, including $109 million
through its Structured Equity Shelf Program and $270 million
through a public offering in May 2003, In this public offering,
PPL issued 7.1 million shares of common stock for $38.25 per
share. PPL received net proceeds of approximately $261
miltion, which were used to repurchase commercial paper of
PPL Energy Supply and for general corporate purposes.

(PPL and PPL Energy Supply)

In March 2003, WPD (South West) issued £200 million of
5.875% bonds due 2027. The proceeds from this issuance were
used to repay £200 million of borrowings under its bridge
facility. Additionally, in May 2003, WPD (South West) issued
an additional £50 million of 5.875% bonds due 2027. WPD
(South West) used the proceeds from this issuance to pay down
short-term borrowings. The issuance of this long-term debt
resulted in an $11 million write-off of unamortized swap
restructuring costs in the second quarter of 2003.

In May 2003, PPL Energy Supply issued $400 million of
2.625% Convertible Senior Notes due 2023, which are
guaranteed by PPL and convertible into PPL common stock.
The convertible notes were sold in a Rule 144A private offering
to qualified institutional buyers, and PPL. Energy Supply and
PPL subsequently registered the resale of the notes with the
SEC for the benefit of the holders. See Note 4 for additional
information on the convertibility features of the notes. PPL
Energy Supply used the proceeds from the private offering of
the convertible notes to repurchase commercial paper and for
general corporafe purposes.

During the twelve months ended December 31, 2003, WPD
retired $33 miilion of 7.375% Unsecured Bonds due 2028.

At December 31, 2003, PPL Energy Supply had no commercial
paper outstanding.

During the twelve months ended December 31, 2003, PPL

Energy Supply distributed approximately $1.2 billion to its
parent company, PPL Energy Funding, and received capital
contributions of $261 million.

(PPL and PPL Electric)
In February 2003, the Lehigh County Industrial Development

Authority (LCIDA) issued $90 million of 3.125% Pollution
Control Revenue Refunding Bonds due November 2008 on
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behalf of PPL Electric. The proceeds of the bonds were used |
refund the LCIDA's $90 million, 6.40% Pollution Control
Revenue Refunding Bonds due 2021. In order to secure its
obligations to repay the LCIDA, PPL Electric issued $90
million aggregate principal amount of its Senior Secure
under its 2001 Senior Secured Bond Indenture, having te
corresponding to the terms of the LCIDA bonds.

In February 2003, PPL Electric retired $19 million of its
outstanding First Mortgage Bonds, 6-7/8% Series due Februar
2003, at par value.

In April 2003 and December 2003, as permitted by the 1945
First Mortgage Bond Indenture, PPL Electric retired
approximately $46 million aggregate principal amount of its
First Mortgage Bonds, 7-7/8% Series due 2023, and $19 millic
aggregate principal amount of its First Mortgage Bonds, 6.75%
Series due 2023. Both issues were retired at par value, plus
accrued interest, through the application of cash deposited witl
the trustee to release certain transmission lines and other
equipment from the lien of the 1945 First Mortgage Bond
Indenture.

In May 2003, PPL Electric issued $100 million of 4.30% Senic
Secured Bonds due 2013. The proceeds were used for general
corporate purposes including the refunding of higher-cost
securities. ’

PPL Electric redeemed all outstanding shares of the following
preferred stock, at par value of $100 per share plus accurnyg
and unpaid dividends, in accordance with the mandatory '
fund requirements or through the optional redemption
provisions of each series:

¢ in April 2003,.510 million of 6.15% Series Preferred Stock

e in July 2003, $4 million of 6.33% Series Preferred Stock;
and

e in October 2003, $17 million of 6.125% Series Preferred
Stock.

In January 2004, PPL Electric notified holders of its intent to
redeem on March |, 2004 approximately $6 million aggregate
principal amount of its 7.30% First Mortgage Bonds. This isst
will be retired at par value, plus any accrued and unpaid intere:
through the application of cash deposited with the trustee to
release certain transmission lines and other equipment from the
lien of the 1945 First Mortgage Bond Indenture.

During the twelve months ended December 31, 2003, PPL
Transition Bond Company made principal payments on
transition bonds totaling $255 million,

During the twelve months ended December 31, 2003, PPL
Electric received a capital contribution of $75 million from PP
At December 31, 2003, PPL Electric had no commercial pa
outstanding.




(PPL Montana)

During the twelve months ended December 31, 2003, PPL
ntana repaid $26 million under its revolving line of credit
'h an affiliate. Also during this period. PPL Montana
istributed $5 million to its parent company, PPL Montana
Holdings, LLC.

Dividends and Dividend Restrictions

(PPL)

In February 2003, PPL announced an increase of its quarterly
common stock dividend, effective April i, 2003, from 36 cents

per share 1o 38.5 cents per share (equivalent to $1.54 per
annum). Future dividends, declared at the discretion of the

Board of Directors, wili be dependent upon future earnings, cash

flows, financial requirements and other factors.
{PPL, PPL Energy Supply and PPL Montana)

The PPL Montana Colstrip lease places certain restrictions on
PPL Montana’s ability to declare dividends. At this time, PPL
believes that these covenants will not limit PPL Montana's
ability to operate as desired and will not affect PPL's ability to
meet any of its cash obligations. Certain of PPL Global's
international subsidiaries also have financing arrangements
which limit their ability to pay dividends. However, PPL does
ot, at this time, expect that any of such limitations would
Fniﬁcantly impact its ability to tmeet its cash obligations.

(PPL and PPL Electric)

PPL Electric's 2001 Senior Secured Bond Indenture restricts
dividend payments in the event that PPL Electric fails to meet
interest coverage ratios or fails to comply with certain
separateness formalities undertaken in connection with its
strategic initiative (see Note 19 for additional information).
PPL Electric does not, at this time, expect that any of such
limitations would significantly impact its ability to declare
dividends.

9. Acquisitions, Development and Divestitures

Domestic Generation Projects (PPL and PPL Energy
Supply)

In 2001, PPL Global made a decision to cancel approximately
2,100 MW of previously planned generation development in
Pennsylvania and Washington state. These projects were in the
early stage of development and would have had an estimated
capital cost of approximately $1.3 billion. The charge for
cancellation of these generation projects, which was primarily
due to cancelfation fees under turbine purchase contracts, was
approximately $150 million, or $88 million after-tax, and was

Deported on the Statement of Income as "Cancellation of
generation projects,” a component of "Other charges.” At June
30, 2002, PPL Global had completed payment of the
cancellation fees.

In November 2002, PPL Global evaluated its options with
respect to six unassigned turbines and SCRs that were complete
or substantially complete. These units were intended to be used
at the Kings Park site on Long [sland, New York. At that time,
given low energy prices and the unavailability of a power
contract, PPL Global was reevaluating its options with respect
to the Kings Park project.

Due to the uncertainty of the project and the absence of other
viable projects, a vatuation based upon replacement costs of the
turbines and the SCRs was completed. This resulted in the
recognition of a $44 million impairment charge, which is
reported on the Statement of Income as "Write-down of
generation assets,” a component of "Other charges.” A deferred
income tax benefit of $18 million was recognized on the write-
down.

In January 2003, PPL announced that it had decided not to
proceed with development of the 300 MW Kings Park project.
In March. PPL Global sold its interest in Kings Park Energy,
LLC. Atthat time, the six unassigned gas combustion turbine
generators and SCRs to be used at the Kings Park site were
retained as spare parts.

In April 2003, PPL Susquehanna completed the replacement of
the Unit 2 steam turbine at the Susquehanna station. This
project provides a nominal power increase of 50 MW of
generation capacity, of which PPL Susquehanna has a 90%
undivided interest. An additional turbine upgrade is in progress
for Unit | and is expected to be completed in 2004. Through
December 31, 2003, a tota] of approximately $125 million had
been incurred on these projects.

In October 2003, PPL Maine entered into an agreement in
principle with a coalition of government agencies and private
groups to sel! three of its nine hydroelectric dams in Maine. If
the agreement is finalized, a non-profit organization designated
by the coalition would have a five-year option to purchase the
dams for approximately $25 million, and PPL Maine would
receive rights to increase energy output at its other hydroelectric
dams in Maine. The coalition has indicated that it plans to
remove or bypass the dams subject to the agreement in order to
restore runs of Atlantic salmon and other migratory fish to the
Penobscot River. Any final agreement will require several
approvals by the FERC.

In November 2003, PPL Generation sold four of the six spare
gas combustion turbine generators and refated equipment for
approximately $33 million. PPL Generation received
substantially ali of the proceeds in January 2004. The pre-tax
loss on the sale of about $3 miilion is included in "Other income
- net” on the Statement of Income.

See Note 22 for a discussion of the Lower Mt. Bethe] facility.




Intemational Energy Projects (PPL and PPL Energy
Supply}

Acquisitions

WrPD

On September 6, 2002, PPL Global acquired the remaining 49%
equity interest in WPDH Limited and WPDL from Mirant for
approximately $236 million, including acquisition costs. The
acquisition of Mirant's 49% interest provides PPL Global with
complete ownership of WPD.

Prior to the acquisition, PPL. Global held 51% of the equity
interest in WPD but shared control with Mirant pursuant to a
shareholders' agreement. The sharcholders' agreement was
terminated in connection with the closing of the acquisition. No
regulatory approvals were required for this transaction.

The purchase of Mirant's interest in WPD was accounted for as
a step-acquisition and resuited in the consolidation of WPD's
accounts by PPL and PPL Energy Supply.

The assets acquired and liabilities assumed were recorded at
estimated fair value as determined by management based on
information available at the time of acquisition. As of
October 1,.2003, management completed its review and
determination of the fair values assigned to assets acquired and
liabilities assumed. The fair value of PP&E, based on an
independent appraisal, was approximately $800 million lower
than the preliminary valuation. Accordingly, PP&E was
reduced, with offsetting increases in goodwill and reductions in
deferred income taxes.

The following table summarizes the final allocation of purchase
price based on fair values of the assets acquired and liabilities
assumed at the date of acquisition, plus the book value of assets
and liabilities underlying PPL Global's previous 51% equity
ownership:

Currenl assets % 236
Investments {a) (450)
PP&E 2,629
Goodwill 740
Other intangibles 4
Other 244
Total assets acquired 3.403
Current ligbilities 767
Long-term debt 1,668
Other 732
Total liabilitics assumed 3.167
Net assets acquired $ 236

(a) Inciudes the reversal of PPL Global's equity investment,

The goodwill reflected above includes the remaining value of
PPL Giobal's 51% share of the goodwill recognized by WPD on
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its acquisition of Hyder, in addition to the $568 million of non
deductible goodwill arising upon acquisition of Mirant's 49%
interest.

The PPL income statements for 2003 and 2002 include
consolidated WPD results for the twelve-month periods
November 30, 2003 and 2002. This reflects PPL Giobal's poli
of recording the results of foreign controlled subsidiaries on a
one-month lag. The portion of earnings attributable to Mirant,
£73 million for the year ended December 31, 2002, is reportec
on the Statemment of Income in "Minority Interest.”

TransEme!

Emel acquired the remaining 40% interest in a provider of
transmission service to northern Chile in July 2003 at a net co!
of $3 million, bringing its total ownership interest in TransEm
to 100%. As a result of this acquisition, the operating results ¢
TransEmel have been consolidated from the beginning of the
year. The portion of earnings attributable to the minority
shareholder is reported on the Statement of Income in "Minori
Interest."

Write-down of international Energy Projects

CEMAR

In 2001, PPL Global estimated that the long-term viability of i
CEMAR investment was jeopardized and that there was
minimal probability of positive future cash flows. At that i
PPL Global recorded an impairment loss of $217 million i’
carrying value of its net assets in CEMAR, including a $17
million charge to "Write-down of international energy projects
a component of "Other charges” on the Statement of Income.
March 2002, PPL Global recorded a further impairment loss o
$6 million, which was also charged to "Write-down of
international energy projects.” In June 2002, PPL. made a
decision to exit the investment. At that time, PPL Global's
remaining portion of its CEMAR investment, which related to
foreign currency translation adjustments (CTA), was written-
off. The $94 million charge was recorded in "Write-down of
international energy projects.” Accounting guidance prohibite
the inclusion of CTA in impairment calculations prior to
designating such assets as held for disposal.

On August 21, 2002, ANEEL authorized an administrative
intervention in CEMAR and fully assumed operational and
financial control of the company. In its public announcement
relating to the intervention, ANEEL said that its intervention
and control of CEMAR would last for an initial term of 180
days and that it could be extended.

The intervenor appointed by ANEEL issued a public statemeni
and schedule for the transfer of the ownership interest in

CEMAR to a new owner. Although the schedule announced b
the intervenor reflected a closing for the transfer of control
CEMAR to a third party on December 20, 2002, the ciosing
not occur. The deadline for the sale process was extended to
February 17, 2003, the same day the initial term of the




intervention was scheduled to end. No conforming bids were
submitted to ANEEL by the February 17 deadline due to three
outstanding injunctions preventing the sale process from
tinuing. ANEEL publicly announced a 180-day extension of

’ initial intervention on February 14, citing the continuing

nresolved financial crisis of CEMAR as the primary reason for
the extension. As of February 11, 2003, due to the inability to
discharge their obligations under the continuing intervention,
PPL-related officers and directors of CEMAR resigned from
their respective positions.

In April 2003, PPL learned that the Brazilian Federal Appellate
Court hearing the appeal of one of the above-mentioned
injunctions accepted ANEEL's arguments and cancelied the
injunction. In June, ANEEL's officials indicated to PPL that the
other two injunctions outstanding against the sale process had
been lifted as well. The intervenor appointed by ANEEL issued
a public statement and revised schedule for the transfer of the
ownership interest in CEMAR to a new owner. In July, ANEEL
pre-qualified a Brazilian private equity fund, GP Investimentos
(GP), as the sole qualified bidder. However, on August 12,
ANEEL announced that it could not proceed with GP's offer
because, among other reasons, it was unacceptable to CEMAR's
creditors. On August 16, ANEEL extended the intervention for
up to an additional 180 days. On September 4, ANEEL
published a revised schedule for the sale of CEMAR to a third
party by the end of 2003. On December 16, 2003, a federal
Jjudge enjoined the sale process to allow another party (MT

Baker) 30 days to submit a bid for CEMAR. However, GP was
.e only party that submitted a bid by the revised deadline. On

ebruary 3, 2004, ANEEL announced that it had accepted the

bid of GP. Before assuming control of CEMAR, GP must
complete negotiations with CEMAR's creditors and other third
parties. ANEEL has extended the closing date for the sale of
CEMAR to GP to March 30, 2004. At this time, PPL Global
cannot predict when or if GP will complete these negotiations
and assume control of CEMAR.

PPL Global no longer controls or manages CEMAR, and PPL
Global has deconsolidated the financial assets and liabilities of
CEMAR from its financial statements. Consistent with the cost
method of accounting, PPL Global is no longer recording
CEMAR's operating results.

At December 31, 2003, the negative investment in CEMAR of
$18 million was included in "Deferred Credits and Other
Noncurrent Liabilities - Other." Any negative carrying value
will be reversed upon the final sale or other disposition of the
company,

WFPD/Teesside

WPD has an equity interest in Teesside Power Limited
{Teesside), the owner of the 1,875 MW Teesside Power Station,
located in northeast England. Through its European affiliates,
DEnron was an owner, operator and power purchaser of the
station's output. As a result of Enron being placed into
receivership in the U.K. and its default on obligations under the
power purchase agreements, in 2001, WPD wrote ofT its entire
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equity investment in Teesside. PPL Global's share of the
impairment loss was $21 million and is included in "Write-
down of international energy projects” on the Statement of
Income.

In connection with the Enron bankruptcy and the probable
resulting loss of Teesside cash flows, PPL and its subsidiaries
evaluated the carrying value of WPD. Fair value, measured
using discounted cash flows, was compared to the carrying
value to determine whether impairment existed at December 31,
2001. Fair value was determined considering the loss of the
value of the future cash flows from the Teesside Power Station
and a forecasted reduction in future operating cash flows at
WPD. The probability-weighted impairment loss was $117
million, after-tax. The pre-tax charge was $134 million, and
was recorded as a charge to "Write-down of international energy
projects.”

In 2002, PPL Global recognized an $8 million tax benefit on the
worthlessness of WPD's investment in Teesside.

Other

In 2002, PPL Giobal evaluated certain investments for
impairment and recorded a $5 million impairment charge in
conpection with its investment in CGE, a $4 million impairment
of a corporate joint venture's investment in Brazil, and 2 $4
million write-down of certain non-electrical assets in Bolivia.

Discontinued Operations

In December 2003, PPL Global's Board of Managers authorized
PPL Global to sell its investment in a Latin American
telecommunications company, and approved a plan of sale. It
was determined that the viability of this non-strategic business
was uneconomical. PPL Global believes a sale is probable
within one year.

As a result, PPL Global recorded a write-down in the carrying
value of the company's net assets to their estimated fair value of
approximately $1 million. This write-down, totaling
approximately $18 million, as well as operating results of the
Latin American tefecommunications company, which was a loss
of approximately $2 million for 2003, are reflected as "Loss
from Discontinued Operations" on the Statement of Income.
The results of operations have been classified as discontinued
operations for all periods presented. The assets and liabilities of
the discontinued operation totaled $5 million and $4 million at
December 31, 2003, and are included in "Current Assets -
Other" and "Current Liabilities - Other" on the Balance Sheet.
Balance Sheet amounts have not been reclassified at

December 31, 2002,

Sales of Property

In the second quarter of 2003, a subsidiary of WPD sold certain
Hyder propetties. PPL Global received approximately $17
million from the sales, and recorded a pre-tax gain of about $2



million. This gain is included in "Other Income - net” on the
Statement of Income.

Qther (PPL)

In April 2003, a subsidiary of PPL Telcom acquired the fiber
optic.network of a Fairfax, Virginia-based company for
approximately $21 million, consisting of $9 miliion in cash and
a $12 million capital lease obligation for the right to use
portions of a fiber optic network. The 1,330-route-mile
metropolitan area fiber network connects New York, northern
New Jersey, Philadelphia, Baltimore and Washington, D.C. The
acquisition required certain regulatory approvals and
authorizations in the area served by the network.

10. Leases

Colstrip Generating Plant (PPL, PPL Energy Supply and
PPL Montana)

PPL Montana leases a 50% interest in Colstrip Units | and 2
and a 30% interest in Unit 3, under four 36-year non-cancelable
operating leases. These leases provide two renewal options
based on the economic useful life of the generation assets. PPL
Montana is required to pay all expenses associated with the
operations of the generation units. The leases place certain
restrictions on PPL Montana's ability to incur additional debt,
sell assets and declare dividends and require PPL Montana to
maintain certain financial ratios related to cash flow and net
worth. The amount outstanding under these leases at
Degcember 31, 2003 was $295 million. There are no residual
value puarantees in these leases. However, upon an event of
default or an event of loss, the lessee could be required to pay a
termination value of amounts sufficient to allow the lessor to
repay amounts owing on the lessor notes and make the lessor
whole for its equity investment and anticipated return on
investment. The events of default include payment defaults,
breaches of representations or covenants, acceleration of other
indebtedness of PPL. Montana, change in controf of PPL.
Montana and certain bankruptcy events. The termination value
is estimated to be $583 million at December 31, 2003.

Other Leases

(PFPL, PPL Energy Supply, PPL Electric and PPL Montana)
In addition to the leasing arrangements discussed above, PPL
and its subsidiaries also have leases for vehicles, office space,

land, buildings, personal computers and other equipment.
Rental expense for all operating [eases was as follows:

PPL rPL PPL
PPL Energy Supply Electric Montana
2003 $ &5 3 63 % 21 % 21
2002 62 46 I3 21
2001 52 36 15 21

Toral future minimum rental payments for all operating leases
are estimated as follows:
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PPL PPL PPL
PPL Energy Supply Electric Montan
2004 $ 79 % 635 % 13 %
2005 68 57 11
2006 63 54 8
2007 56 30
2008 56 51
Thercalter 505 498
3 827 § 50 %

775 %
(PPL)

In connection with the acquisition of the fiber optic network
discussed in Note 9, a subsidiary of PPL Telcom assumed a §1
million capital lease obligation through 2020 for the right to us
portions of the fiber optic network. Total future minirmum ren
payments for this capital lease are estimated at $1 million for
each of the years from 2004 through 2008, and $15 million
thereafter.

(PPL and PPL Energy Supply)
See Note 22 for discussion of synthetic leases.
11. Stock-Based Compensation

(PPL, PPL Energy Supply, PPL Electric and PPL Montanaj

Under the PPL Incentive Compensation Plan (ICP) and th
Incentive Compensation Plan for Key Employees (ICPKE
(together, the "Plans"), restricted shares of PPL common stock
resiricted stock units and stock options may be granted to
officers and other key employees of PPL, PPL Electric and oth
affiliated companies. Awards under the Plans are made by the
Compensation and Corporate Governance Committee (CCGC)
of the PPL Board of Directors, in the case of the [CP, and by tt
PPL Corporate Leadership Council (CLC), in the case of the
ICPKE. The ICP limits the total number of awards that may b
granted under it after April 23, 1999 to 7,884,715 awards, or 5*
of the total shares of common stock that were outstanding at
April 23, 1999. The ICPKE limits the total number of awards
that may be granted under it after April 25, 2003, to 8,286,804
awards, or 5% of the total shares of common stock that were
outstanding at January i, 2003, reduced by outstanding awards
for which common stock was not yet issued as of April 25,
2003. In addition, each Plan limits the number of shares
available for awards in any calendar year to 2% of the
outstanding common stock of PPL on the first day of such
calendar year. The maximum number of options that can be
awarded under each Plan to any single eligible employee in an;
calendar year is 1.5 million shares. Any portion of these optiol
that has not been granted may be carried over and used in any
subsequent year. Ifany award lapses, is forfeited or the rights
of the participant terminate, the shares of common stock
underlying such an award are again available for grant. Sha‘
delivered under the Plans may be in the form of authorized a
unissued common stock, common stock held in treasury by PP




or common stock purchased on the open market {including
private purchases) in accordance with applicable securities laws.

istricted Stock

stricted shares of PPL common stock are outstanding shares
with full voting and dividend rights. Restricted stock awards are
subject to a restriction or vesting period as determined by the
CCGC in the case of the ICP, and the CLC in the case of the
ICPKE. In addition, the shares are subject to forfeiture or
accelerated payout under Plan provisions for termination,
retirement, disability and death of employees. Restricted shares
vest fully if control of PPL changes, as defined by the plans.

Restricted Stock Units

In 2003, the Plans were amended to allow for the grant of
restricted stock units, Restricted stock units are awards based
on the fair market value of PPL common stock. Actual PPL
common shares will be issued upon completion of a restriction
or vesting period as determined by the CCGC in the case of the
ICP, and the CLC in the case of the ICPKE, Recipients of
restricted stock units may also be granted the right to receive
dividend equivalents through the end of the restriction period or
until the award is forféited. Restricted stack units are subject to
forfeiture or accelerated payout under the Plan provisions for
termination, retirement, disability and death of employees.
Restricted stock units vest fully if control of PPL changes, as
defined by the Plans,

summary of restricted stock/unit grants follows:

Weighted Weighted
‘Restricted  Average Restricted Average
Restricted Stock/ Shares Fair Units Fair
Linits Granted Granted Value Granted Value
2003
PPL 42,090 $36.23 139,732 $35.09
PPL Energy Supply 10,110 $36.23 77,306 $35.11
PPL Electric 2.850 $36.23 21,170 $35.07
PPL Montana 3970 - $35.07
2002
PPL 147.735 $34.12
PPL Energy Supply 82211 $34.45
PPL Electric 18,860 $33.71
PPL Montana 2,830 $33.74
2001
PPL 202,590 $43.09
PPL Energy Supply 141,289 $42.68
PPL Electric 19410 $44.79
PPL Montana 1.630 $45.09

Compensation expense related to restricted stock and restricted
stock unit awards was 35 million, $5 million and $6 million for
PPL for 2003, 2002 and 2001. At December 31, 2003, there
were 491,014 restricted shares and 135,078 restricted units
outstanding. These awards currently vest from three to 25 years
from the date of grant,

Compensation expense related to restricted stock/unit awards for
PPL Energy Supply in 2003, 2002 and 2001 was 34 million, $4
million and $5 million. Compensation expense related to
restricted stock/unit awards for PPL Electric was $1 million for
2003, 2002 and 2001. Such compensation expense for PPL
Montana was insignificant for all periods reported.

Stock Options
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

Under the Plans, stock options may also be granted with an
option exercise price per share not less than the fair market
value of PPL's common stock on the date of grant. The options
are exercisable beginning one year after the date of grant.
assuming the individual is still employed by PPL or a
subsidiary, in installments as determined by the CCGC in the
case of the ICP, and the CL.C in the case of the ICPKE. Options
outstanding at December 3 [, 2003 vest over a three-year period
from the date of grant in equal installments. The CCGC and
CLC have discretion to accelerate the exercisability of the
options. Alf options expire no [ater than ten years from the
grant date. The options become exercisable immediately if
control of PPL changes, as defined by the Plans.



A summary of stock option activity follows:

2003 2082 2001
Weighted Weighted Weighted
Number of Average Number of Average Number of Avera
Options Exercise Price Options Exercise Price Options Exercis
PPL
Outstanding at beginning of year 3,008,685 $32.09 2,235,051 $31.36 1,969,301 $23.64
Granted 816,110 3623 840,430 3349 922.860 43.16
Exercised (860,915) 24.09 (62,710) 22.82 (548.424) 23.49
Forfeited (51.622) 3532 (24.086) 36.18 (88.686) 3031
Outstanding at end of year 2912258 35.56 3,008,685 32.09 2,255,051 3136
Options exercisable at end of year 1,354,075 1,400,701 306.544
Weighted-average fair value of options granted $11.92 $11.68 $10.42
PPL Energy Supply
Outstanding at heginning of year 903,549 32.78 675,179 31.64 653,755 23.27
Granted 266,760 36.23 304,480 33.49 306,130 43.16
Exercised (253,803) 24.41 (61,160) 2272 (167.446) 23.92
Forfeited (51.622) 3532 (14.950) 31.07 (53,100) 29.9]
Transferred (66.160) 22.88
Outstanding at end of year 864, 882 36.14 903,549 3278 675.179 31.64
Options exercisable at end of year 366,209 381,657 88,436
Weighted-average fair value of options granted $11.92 Si1.68 $10.42
PPL Electric
Outstanding al beginning of year 232.376 34.40 163,942 34,92 105,400 24.53
Granted 66,630 36.23 77,570 33.49 92,450 43.16
Transferred 3,114 26.84
Exercised (75,927 26.68 (33.908) 25.04
Forfeited (9,136) 36.20
Quistanding at end of year 226,193 3742 232,376 34.40 163,942 34.92
Options exercisable at end of year 87.488 95,561 16,924
Weighted-average fair value of options granted $11.92 $11.68 $10.42
PPL Montana
Outstanding at beginning of year 25,110 30.41 21720 26.18 100,420 21.79
Granted 21,000 36.23 9,390 33.49 5.860 43.16
Exercised (6.000) 19.91
Forfeited (16,390) 19.91
Transferred (68.170) 22.68
Outstanding at-end of year 46,110 33.06 25.110 30.41 21.720 26.18
Options exereisable at end of vear 16,898 6.527 6,287
Weighted-average fair value of options granted 31192 $11.68 $16.42
The following table summarizes information about stock optio
The estimated fair value of each option granted was calculated at December 31, 2003:
using a Black-Scholes option-pricing model. The weighted
average assumptions used in the model were as follows: PPL
Options Qutstanding Options Exercisab
2003 2002 2001 Weighted-

) . Ave.  Weighted- Weigh
Risk-free interest rate 3.81% 3.35% 5.46% Number  Remaining AVE Number Ave
Expected option life 7.75 yrs. 10 yrs. 10 yrs. Range of Outstanding Contractual Exercise  Exercisable  Exerc

. Exercise Prices _at 123103 Life Prices at 123103 Pric
Expected stock volatility 39.94% 39.11% 30.24% )

. . $19.00-324.00 206415 6.1 $2226 206415 32

Dividend yield 3.48% 3.34% 4.28%
$25.00-829.00 327.712 53 26.84 327712 2i
$30.00-$35.00 705403 8.1 3349 193547 3
$36.00-$39.00 816,110 9.1 36.23
$40.00-$45.00 856,618 7.1 43.16 626,401 4
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Total options outstanding had a weighted-average remaining life
of 7.6 years at December 31, 2003.

Options Exercisable

'L Energy Supply
Options Qutstanding

Weighted-
Avg  Weighted- Weighted-
Nuwmber  Remaining  Avg. Number Avg,
Range of Outstanding Contractual Exercise Exervisable Exercise
Exercise Prices at 123103 Life Prices at 1231403 Ptice
$19.00-324.00 45,056 6.1 $20.87 43,056 $20.87
$25.00-529.00 57,200 63 26.84 57,200 26.84
$30.00-$35.00 235,882 8.1 33.49 74,741 3349
$36.00-539.00 266,760 9.1 36.23
$40.00-%45.00 259984 7.1 43.16 189,212 43.16

Total options outstanding had a weighted-average remaining life
of 7.1 years at December 31, 2003.

PPL Electric
Optigns Qutstanding Options Exercisable
Weighted-
Avg.  Weighted- Weighted-
Number Remainiag  Avg Nuaiher Avg,
Rangeof  Quistanding Contractual Exercise Exercisable Exercise
Exercise Prices__at 123103 Life Prices at 12/31/03 Price
$25.00-329.00 9.166 53 $26.84 9.166 $26.84
$30.00-$35.00 60,503 8.1 33.49 15,37 3349
$36.00-$39.00 66,630 9.1 36.23
$40.00-345.00 89,894 7.1 43.16 62,951 43.16

otal options outstanding had a weighted-average remaining life
7.9 years at December 31, 2003.

PPL Montana
Options Outstandiag Options Exercisable
Weighted-
Avg. Weighted- Weighted-
Number  Remaining Avg. Number Avg.
Rangeof  Ouustanding Contractual Exercise Exercisable Exercise
Exercise Prices _at 1231003 Life Prices  at 123103 Price
$19.00-%24.00 9.860 6.2 $19.91 9.860 $19.91
$30.00-$35.00 9.3%0 3.1 33.49 3,131 33.49
$36.60-$39.00 21,000 9.1 36.23
$40.00-$45.00 5,860 7.1 43.16 3.907 43.16

Total options outstanding had a weighted-average remaining life
of 8.0 years at December 31, 2003.

Director Stock Units
(PPL)

Under the Directors Deferred Compensation Plan, stock units
are used to compensate members of PPL's Board of Directors
who are not employees of PPL. Such stock units represent
shares of PPL's common stock to which board members are
entitled after they cease serving as a member of the Board of
Directors. Board mémbers are also entitled to defer any or all of
heir cash compensation into stock units. The stock unit
accounts of each board member are increased based on
dividends paid or other distributions on PPL's common stock.
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There were 77 428 stock units outstanding at December 31,
2003. Cempensation expense for all periods reported was
insignificant.

Stock Appreciation Rights
(PPL and PPL Energy Supply)

WPD uses stock appreciation rights to compensate senior
management employees. Stock appreciation rights are granted
with a reference price to PPL's common stock at the date of
grant. These awards vest over a three-year period and have a
10-year term, during which time employees are entitled to
receive a cash payment of any appreciation in the price of PPL's
common stock over the grant date value. At December 31,
2003, there were 70,813 stock appreciation rights outstanding.
Compensation expense for all periods reported was
insignificant.

Method of Accounting
(PPL, PPL Energy Supply, PPL Electric and PPL Montara)

Effective January 1, 2003, PPL and its subsidiaries adopted the
fair value method of accounting for stock-based compensation,
as prescribed by SFAS 123, "Accounting for Stock-Based
Compensation,” using the prospective method of transition
permitted by SFAS 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure, an amendment of
FASB Statement No. 123." Prior to 2003, PPL applied the
intrinsic value method, permitted under SFAS 123 and defined
in APB Opinion No. 25, "Accounting for Stock Issued to
Employees" and related interpretations. See Note i for
additional information related to the adoption of the fair value
method.

12. Retirement and Postemployment Benefits
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)
Pension and Other Postretirement Benefits

PPL and certain of its subsidiaries sponsor various pension and
other postretirement and postemployment benefit plans. PPL
follows the guidance of SFAS 87, "Employers’ Accounting for
Pensions,” and SFAS 106, "Employers' Accounting for
Postretirement Benefits Other Than Pensions," when accounting
for these benefits.

PPL and certain of its subsidiaries also provide supplemental
retirement benefits to directors, executives and other key
management employees through unfunded nonqualified
retirement plans.

The majority of employees of PPL's domestic subsidiaries will
become eligible for certain health care and life insurance
benefits upon retirement through contributory plans.
Postretirement benefits under the PPL Retiree Health Plans
(covering retirees of PPL Electric and various other affiliated



PPL companies) and the North Penn Gas Plans are paid from and $21 million were made in 2003, 2002 and 2001. The

funded VEBA trusts sponsored by the respective companies. change in contributions from year to year is primarily the rest
of the changes in the workforce at the mechanical contracting

At December 31, 2003, PPL Electric had a regulatory asset of companies. The contribution rates have also increased fr

£5 million relating to postretirement benefits that is being year to year.

amortized and recovered in rates, with a remaining life of nine a

years. PPL Electric also maintains an additional liability for the In the third quarter of 2002, PPL Global acquired complete

cost of health care of retired miners of former subsidiaries that ownership of WPD. Included in the fully consolidated financ

had been engaged in coal mining. At December 31, 2003, the results of PPL Energy Supply for 2003 and 2002 is the impac:

liability was $28 million, The liability is the net of $57 million of the various pension plans WPD sponsors in the U.K.

of estimated future benefit payments offset by $29 million of

available assets in a PPL Electric-funded VEBA trust. The following disclosures distinguish between PPL's domestic

and international pension plans.
PPL Energy Supply subsidiaries engaged in the mechanical

contracting business make contributions to various multi- PPL uses a December 31 measurement date for its domestic
employer pension and health and welfare plans, depending on pension and other postretirement benefit plans and its
an employee's status. Contributions of $23 million, $30 millien international pension plans.

Net pension and other postretirement benefit costs (credits) were as follows:
Other Postretirement

Pension Benefits - Benefits
2003 2002 2001 2003 2002 2001
L] € ! D nter D inte
PPL
Service cost $ 42 3 14 3 40 3 13 3 i3 3 1 3 7 3 5 5 3
Interest cost 105 124 99 98 91 3 31 26 22
Expected return on plan assets (143 {188) (147) (179} (140} {3) (13 {12) (i
Net amortization and deferral (6) 4 (31} 3 (50) 25 15 12
Net periodic pension and postretirement
costs/(credits) prior to special termination
benefits (2} (46) (39) (63) (61) 1 50 34
Special termination benefits 9 62 3 4
Net periodic pension and postretirement
benefit cost/(credit) 5 7 3 {46) 3 23 % (65) 3 (58) § 1 3 O 3 33 3 28
PPL Energy Supply
Service cost 3 3 % 14 % 2 % 13 3% 2 3 1
Interest cost 4 124 4 98 4 i s 1 3 1 3 |
Expected return on plan assels 4} (188) 3) (179) (k3] )
Net amortization and deferral | 4 3
Net periodic pension and postretirement
benefit cost/(credit) 3 4 % (46) % ] 3 (65) % l 8 1 3 1 $ |1 3 1
PPL Montana
Service cost h) 2 3 2 $ 2
[nterest cost 4 3 3 3 1 % 1 8 l
Expected return.on plan assets 3 (2) (2)
Net amortization and deferral |
Net periodic pension and postretirement
benefit cost 3 4 3 3 3 3 $ 1 35 1 % [

Net periodic pension cost charged (credited) to operating

expenSE, excluding amounts charged to consrruction and other (a) The domestic amounts for 2003 and 2002 exclude the $9 million and $62

million cost of special termination benefits, which are included separately

non-€xpense accounts, were: the Statement of Income, within the "Workforce reduction” charge for the
2003 2002 2001 years,
. . _ . L , (b) In addition to the specific plans sponsored by. PPL Energy Supply, PPL
Domestic __Int1 _~ Domestic __ Int]) L Generation subsidiarics and PPL EneegyPlus are also allocated 2 portion «
PPL (a) $ @3 @4l s 31 (585 (48) S | costs of pension plans sponsored by PPL Services, included in the PPL 1o
cost above, based on their participation in those plans.
PPL Energy (c) PPL Electric is also allocated a portion of the costs of pension plans s
Supply (b} 2 (40) (9) (38) (16) ! by PPL Services, included in the PPL total cost above, based on particy
PPL Electric (c) ) (7 (24) those pians.
PPL Montana 4 3 3

146



In 2001, PPL changed its method of amortizing unrecognized
gains or lasses in the annual pension expense or income
determined under SFAS 87, "Employers' Accounting for

nsions” for its primary domestic pension plan. Under the old

hod, the net unrecognized gains or losses in excess of 10%

the greater of the plan's projected benefit obligation or the
market-related value of plan assets were amortized on a straight-
line basis over the estimated average future service period of
plan participants. Market-related value of assets is calculated by
rolling forward the prior year market-related value with
contributions, disbursements and expected return on
investments. This expected value is then compared to the actual
fair value of assets. One fifth of the difference between the
actual value of assets and the expected value is added (or
subtracted if negative) io the expected value to arrive at the new
market-related value.

Under the new method, a second corridor is utilized for the net
unrecegnized gains or losses in excess of 30% of the plan's
projected benefit obligation. The net unrecognized gains or
losses outside the second corridor are now amortized on a
straight-line basis over a period equal to one-half of the average
future service period of the plan participants. The new method
is preferable under SFAS 87 because it provides more current
recagnition of gains and losses, thereby lessening the
accumulation of unrecognized gains and losses.

The pro forma effect of retroactive application of this change in
accounting principle would have been:

2001
Net income EPS
PPL $ (10 £ (.07)
PPL Energy Supply {3 N/A
PPL Electrig (3) N/A

The international plans adopted the double corridor approach
when PPL gained conirol of WPD. This had no effect on prior
figures.

Other post retirement benefit costs charged to operating
expense, excluding amounts charged to construction and other
non-expense accounts, were:

2003 2002 2001
PPL b 43 3 27 % 21
PPL Energy Supply (a) 14 9 8
PPL Eleetric (b) 20 13 i0
PPL. Montana | i

(a} [n addition to the specific plans sponsored by PPL Energy Supply, PPL
Generation subsidiaries and PPL EnergyPlus are also allocated 2 portion of
the cosis of other postretirement benefit plans sponsored by PPL Services,
ir:cluded in the PPL to1al cost above, based on their participationin thosc
plans.

{b) PPL. Elecrric is also allocated a portion of the costs of other pestretirement
benefit plans sponsored by PPL Services, included in the PPL total cost
above, based on participation in those plans.

Drhe following assumptions were used in the valuation of the
benefit obligations at December 31 and determination of net
periodic benefit cost for the years ended December 31:

PPL
Pension
Benefits 2003 20602 2001
Domestic Inr| Bomestic [L1Y] Domestic lat’l
Discount rate
- obligations 6.25% 3.50% 6.75% 575% 7.25% H0.24%
- cost 6.73% 5.75% 1.25% 5.75% 7.50% 10.24%
Expected return
on plan gssets
- obligations 90% &830% 90% B83i% 92% 10.24%
- cosl 9.0% 831% 92% £31% 92% 1024%
Rate of
compensation
increase
- obligations 4.0% 3.73% 40% 3.75% 4.25% 7.12%
v- cost 40% 3.75% 425% 3.75% 4.75%  7.12%
Other Postretirement Benefits 2003 2002 2001
Discount rate
- obligations 6.25% 6.75% 7.25%
- coslt 6.75% 7.25% 7.50%
Expecled return on plan assels
- obligations 7.80% 7.80% 7.60%
- COSt 7.80% 7.60% 7.60%
Rate of compensation increase
- obligations 4.0% 4.0% 4.25%
- cost 4.0% 4.25% 4.75%
PPL Energy Supply
Pension
Benefits 2003 2002 2001
Bomestic int't Domestic Int'l Domestic Int}
Discount rate
- obligations 625% 550% 6.75% 5.75% 7.25% 10.24%
- cost 6.75% 5.75% 125% 5.75% 7.50%  10.24%
Expected retum
on plan assets
- obligations 90% 830% 9.0% 831% 92% 10.24%
- cost 920% 831% 92% R31% 92% 10.24%
Rate of
compensation
increase
- chligations 40% 3.75% 40% 375% 425% 7.12%
- cost 40% 3.75% 425% 3.75% 4.75% 7.12%
Other Postretirement Benefits 2003 2002 2001
Discount rate
- obligations 6.25% 6.75% 7.25%
- caost 6.75% 7.25% 7.50%
Expecied retun on plan assets NFA N/A NrA
Rate of compensation increase
- obligations 4.0% 40% 425%
- cost 4.0% 4.25% 4.75%
PPL Montana
Pension Benefits 2003 2002 2001
Discount rate
- obligations 625%  675%  125%
- COSt 6.75% 7.25% 7.50%
Expected return on plan assets
- obligations 9.0% 9.0% 92%
- cost 9.0% 9.2% 9.2%
Rate of compensation increase
- obligations 4.0% 40% 425%
- cosl 40% 425% 475%
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Other Postretirement Benefits 2003 2002 2001 One

Discount rate Percentage Point
- obligations 625%  673%  7.25% { D
- cost 6.75%  725%  1.50% PPL nerense ECTeAse
Expected return on plan assets N/A N/A N/A Effect on service cost and interest cost
. components $ 3 5
Rate of compensation increase
- obligations 4.0% 40% 4.25% Effect on postretirement benefit obligation 34

- & k ?
o 40%  425%  4.75% PPL Energy Supply

Effect on service cost and interest cost

components
PPL, PPL Energy Supply and PPL Montana i o
Assumed health care cost trend Effect on postretirement benefit obligation ! (1)
rates at December 31, 2003 2002 2001 PPL Montana
Health care cost trend rate Effect on service cost and interest cost
assumed for next year components
- obligations 1% 12% 7%, Effect on postretirement benefit obligation i (1)
- cosl 12% 7% 7.25%
Rate to which the cost trend rate is The expected long-term rate of return for PPL's domestic
assumed 1o decline (the ubimate pension plans considers the plans' historical experience, but is
. I'i H ] H .
_ obligations . 5% % primarily based on the plans' mix of assets and expectations fo
- cost 5% 6% 6% long-term returns of those asset classes.
Year that the rate reaches the
ultimate trend rate (PPL)
- obligations 2010 2010 2006
- cost 2010 2006 2006

The expected long-term rate of return for PPL's other
postretirement benefit plans is based on the VEBA trusts’ mix
A one-percentage poeint change in the assumed health care costs assets and expectations for long-term returns of those asset
trend assumption would have the following effects in 2003: classes considering that a portion of those assets are taxable.

(PPL and PPL Energy Supply)

The expected rate of return for PPL's international pension
considers that a portfolio largely invested in equities woul
expected to achieve an average rate of return in excess of
portfolio largely invested in long-term bonds. The historical -
experience has been an excess return of 2% to 4% per annum o
average over the return on long-term bonds.

{PPL)

The funded status of the PPL plans was as follows:
Other Postretirement

Pension Benefits Benefits
2003 2002 2003 2002
Domestic laternational Domestic International

Change in Benefit Obligation

Benefit Obligation, January 1 L3 1,558 % 2,126 § 1279 § 37 8 423 % 330
Service cost 42 14 44 13 7 5
Interest-cost 105 124 99 98 31 26
Participant contributions 5 4 1 |
Plan amendments 3 80 39 48 21
Actuartal (gain)/loss 127 101 76 (X3 30 59
Special iermination benefits 9 62 4
Acquisition/divestitures 1970
Sertlemnents/curtailments (30)
Actual expense paid (1) ()
Net benefits paid (71) (131) N (128} (28) (23)
Currency conversion 235 176

Benefit Obligation, December 31 1.772 2474 1.558 2.126 512
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Other Postretirement

Pension Benefits Benefits
2003 2002 2003 2002
‘ Domestic Internaticnal Domestic International
nge in Plan Assets
Plan assets at fair value, January | 1.376 1,757 1,633 21 163 155
Actual return on plan assets 329 332 {182) (335} 27 (tl})
Employer contributions 20 3 1 56 41
Participani contributions 3 4 l I
Acquisition/divestitures 2,050
Settlements/curnailments (21)
Actual expense paid I} {13
Net benefits paid (7 (131) (77 (128) (28) (23)
Currency conversion 201 163
Plan asseis at fair value. December 31 1.633 2164 1,376 1,757 2i9 63
Funded Status
Funded Status of Plan {H19) (310) (182) (369) {293) (260)
Unrccognized actuarial (gainyloss {187) 477 {144) 497 134 123
Unrecognized prior service cost 167 33 178 34 76 39
Uinrecognized transition assets 27 an 78 87
Currency conversion 37 26
Net amount recognized at end of year 5 {166) % 257 % (1719 35 188 § (5) § . (1)
Amounts recognized in the Balance Sheet consist of:
Prepaid benefit cost 4 % 257 % 1§ 219 8 4
Accrued benefit liability (170} (180) (31) " 8 ()
Additional minimum liabitity 28) {516) (29) (453)
Intangible asset 9 37 5 37
Accumulated other comprehensive income {pre-tax) 19 434 24 416
Cumulative transiation adjustment 45
Net amount recognized at end of year 3 {166) $ 257 3 (179 3 188 S {5) % (11
Total accumulated benefit obligation for defined
benefit pension plans 5 1,553 % 2423 % 1.37%¢ % 2,022

Information for pension plans with projected and accumulated
benefit obligations in excess of plan assets follows:

2003 2002
Domestic Int'l Domestic Int'{
Projecied benefit
obligation pensions  § 1,765 § 2474 % 1,551 % 2.126
Accumulated benefit
obligation 1,546 % 2423 ¢ 1369 3 2,022
Fair value of assets & 1646 % 2164 % 1369 % £,757
Information for pension plans with accumulated benefit
obligations in excess of plan assets follows:
2003 2602
Domestic Int'l Domestic 1nt’l
Projected benefit
bligation pensions  $ 142 § 2474 3§ 122 3 2126
Accumulated benefit
obligation % 130 % 2423 % 1o 3 2,022
Fair valye of assets 7% % 2,164 % 46 3 1,757

Information for other postretirement benefit plans with
accumulated postretirement benefit obligations in excess of plan
assets follows:

2003 2002
Accumulated postretirement benefit
obligation $ 512 % 423
Fair value of assets $ 219 % 163
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(PPL Energy Supply)

The funded status of the PPL Energy Supply plans was as follows:

Other Postretiremen

Pension Benefits Benefits
2003 2002 2003 2002
Domestic International Domestic International
Change in Benefit Obligation
Benefit Obligation, January | s 58 % 2,126 $ 51 8% 37 % 9 3 3
Service cost 3 14 2 13
Interest cost 4 124 4 98 1 1
Participant contributions 5 4
Plan amendments 39
Actuarial (gain)/loss 101 2 (53) 1 3
Acqguisitions/divestitures 1,970
Settlements/curtaiiments (30)
Net benefits paid (0 (131) {1} (128)
Net transfer out 2)
Currency conversion 235 176
Benefit Cbligation, December 31 62 2474 58 2,126 I 9
Change in Plan Assets
Plan assets at fair value, Janvary | 30 1,757 33 21
Actual return on plan assets 9 332 (3) (335)
Employer contributions 15 1 l
Participant contributions 5 4
Acquisition/divestitures 2,050
Settlements/curtailments (21}
Net benefits paid (1) (131} (n {128)
Curency conversion 201 165
Plan assets at fair value, December 31 33 2,164 30 1,757
Funded Status
Funded Status of Plan 9) (310) (28) (369) (1) (9
Unrecognized actuarial loss 9 477 14 497 4 3
Unrecognized prior service cost 4 33 4 34
Curreficy conversion 57 26
Net amount recognized at end of year 3 4 3 257 % (10) $ 188 3 (7) § _(6)
Amounts recognized in the Balance Sheet consist of:
Prepaid benefit cost $ 4 3 257 3 1 8 219
Acerued benefit liability {n 31)8% (7Y % 6)
Additional minimum liability (1) (516) (13) {453)
Intangible asset 3 37 3 37
Accumulated other comprehensive income (pre-tax) 8 434 i0 416
Cumulative translation adjustment 43
Net amount recognized at end of year $ 4 3 257§ o 3 88 3% {(7) § _(6)
Total accumulated benefit obligation for defined
benefit pension plans 5 62 3% 2423 % 32 % 2,022
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[nformation for pension plans with projected and accumulated
benefit obligations in excess of plan assets follows:

2003 2002
Domestic Int't Domestic int]
Projected benefit
obligation pensions § 55 8 2474 % st % 2,126
Accumulated
benefit obligation  $ 55 8 2423 % 4% 3 2,022
Fair value of assets  $ 46 5 2164 3 23 8§ 1,757

Information for other postretirement benefit plans with
accumulated postretirement benefit obligations in excess of plan
assets follows:

2003 2002
Accumulated postretirement benefit
obligation ) % g
Fair value of assets 3 0 s 0

In addition to the plans sponsored by PPL Energy Supply, PPL
Generation subsidiaries and PPL. EnergyPlus are allocated a
portion of the liabilities and costs of the pension and other
postretirement benefit plans sponsored by PPL Services based
on their participation in those plans. The pension liabilities
assumed by PPL Energy Supply for these plans total $55 million
and $58 million at December 31, 2003 and 2002. The prepaid
other postretirement benefit costs assumed by PPL Energy
Supply for these plans total $[ milfion at December 31, 2003.
he other postretirement benefit liabilities assumed by PPL
ergy Supply for these plans totaled $3 million at

ecember 31, 2002.

{(PPL Montanaj

The funded status of the PPL Montana plans was as follows:

Pension Other Postretirement
Benefits Benefits
2003 2002 2003 2002

Change in Benefit
Obligation
Benefit Obiigation, January i $ 49 5 41 $ 9 3 5

Service cost

[nterest cost 4 3 | 1
Plap amendments !

Actuarial gain 4 1 3
Benefits paid (1) [{R]

Benefit Obligation,

December 31 35 49 1 9

Change in Pian Assets
Plan assets at fair value,

January | 23 26
Actual returm on plan
assets 9 »
Employer contributions is l
Benefits paid () {1}

Plan assets at fair value,
Decernber 31 46 23
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Pension Other Postretirement
Benefits Benelits
2003 1002 2003 2002

Funded Status
Funded status of plan )] {26) {n 9)
Unrecognized actuarial
gain 8 15 4 3
Unrecognized prior service
cost 3 3
Nel amount recognized at
end of year $ 2 3 &) 3 (Y 3 (6}
Amounits recognized in
the Balance Sheet consist
of:

Accrued benefit lizbility  § 2 $ 8) 3§ " 8 16y

Additional minimum

liability (i) (13)

Imtangible asset 3 3

Accumulated other

comprehensive income 3 10
Nel amount recognized at
end of year ) 2 § (8) 3 A {6)
Total accomulated
benefit obligation for
defined benefit pension
plans 55 44

Information for pension plans with projected and accumulated
benefit obligations in excess of plan assets follows:

2003 2002
Projected benefit obligation 3 55 8 49
Accumulated benefit obligation $ 55 % 44
Fair value of plan assets $ 46 3 23

Information for other postretirement benefit plans with
accumulated postretirement benefit obligations in excess of plan
assets follows:

2003 2002
Accumulated postretirement benefit
obligation $ 1 3% 9
Fair value of assets $ 0o 3 0

(PPL Electric)

Although PPL Electric does not directly sponsor any pension or
other postretirement benefit plans, PPL Electric is allocated a
portion of the liabilities and costs of plans sponsored by PPL
Services based on participation in those plans. At December 31,
2003 and 2002, the recorded balance of PPL Electric's allocated
share of the total pension liability was $74-million and $71
million. At December 31, 2003, the balance in PPL Electric's
allocated share of the total prepaid other postretirement benefit
cost was $2 million. At December 31, 2002, the balance in PPL
Electric's aliocated share of the total other postretirement benefit
hiability was $1 million.



Plan Assets - Domestic Pension Plans (PPL, PPL
Energy Supply and PPL Montana)

The asset allocation for the PPL Retirement Plart Master Trust
and the target allocatien, by asset category, are detailed below.

Target

Percentage of pian asset

Asset Category assets af December 31,  allocation
2003 2002

Equity securities 3% 66% 70%
Debt securities 22% 29% 25%
Real estate and other 3% 5% 5%
Tatal 100% 100% 100%

The domestic pension plan assets are managed by outside
investment managers and are rebalanced as necessary to
maintain the target asset allocation ranges. PPL's investment
strategy with respect to the domestic pension assets is to achieve
a satisfactory risk adjusted return on assets that, in combination
with PPL's funding policy and tolerance for return volatility,
will ensure that sufficient dollars are available to provide benefit
payments.

Plan Assets - Domestic Other Postretirement Benefit
Plans (PPlL)

The asset allocation for the PPL other postretirement benefit
plans by asset category, are detailed below.

Percentage of plan

Asset Category assets at December 31,
2003 2002

Equity securities 56% 52%

Debt securilies 44% 48%

Tatal 100% 100%

PPL's investment strategy with respect to its other
postretirement benefit obligations is to fund the VEBA trusts
with voluntary contributions and to invest in a tax efficient
manner utilizing a prudent mix of assets. Based on the current
VEBA and postretirement plan structure, a targeted asset
allocation range of 50% to 60% equity and 40% to 50% debt is
maintained.

Plan Assets - International Pension Plans (PPL and PPL
Energy Supply)

WPD operates three defined benefit plans, the WPD Group
segment of the Electricity Supply Pension Scheme (ESPS), the
Western Power Utilities Pension Scheme (WPUPS), and the
[nfralec 1992 Scheme (Infralec). The assets of all three schemes
are held separately from those of WPD in trustee-administered
funds.

PPL's international pension plan asset allocation and target
allocation are detailed below.

i52

Target

Percentage of plan asset
Asset Category assets at December 31,  allocation
2003 2002
Equity securities 75% 75% 75%
Debt securities 21% 21% 23% .
Real estate and other 4% 4% 2%
Total 100% 100% 100%

In consultation with its investment advisor and with WPD, the
group trustees of the WPD Group of the ESPS have drawn up
Statement of Investment Principles (the Statement) to comply
with the requirements of U.K. legislation.

The group trustees' primary investment objective is to maximi:
investment returns within the constraint of avoiding excessive
volatility in the funding position.

Expected Cash Flows - Domestic Pension Plans
(PPLj

There are no contributions required for PPL's primary domesti
pension plan or any of PPL's other domestic subsidiary pensioi
plans. However, PPL subsidiaries expect to contribute
approximately $9 million to their pension plans in 2004 to
ensure future compliance with minimum funding requirements

PPL sponsors various non-qualified supplemental pension plan
for which no assets are segregated from corporate assets.
expects to make approximately $2 million of benefit pay
under these plans in 2004.

{PPL Energy Supply and PPL Montana)

Thete are no contributions required for the PPL Montana
pension plan. However, PPL Montana expects to contribute
approximately $7 miilion to the plan in 2004 to ensure future
compliance with minimum funding requirements.

Expected Cash Flows - Domestic Other
Postretirement Benefit Plans (PFL)

PPL is not required to make contributions to its other
posiretirement benefit plans, but has historically funded these
plans in amounts equal to the postretirement benefit costs
recognized. Continuation of this past practice would provide fi
PPL. to contribute $35 million to its other postretirement benefi
plans in 2004,

Expected Cash Flows - International Pension Plans
(PPL and PPL Energy Supply)

The pension plans of WPD are subject to formal actuarial
valuations every three years, which are used to determine
funding requirements. WPD expects to make contributions ‘
approximately $3 million in 2004. Future contributions wil|
evaluated in accordance with these formal actuarial valuations,




the next of which will be performed as of March 31, 2004 in
respect of WPD's principal pension scheme. the ESPS, to
determine contribution requirements for 2005 and forward.

'dicare Prescription Drug, Improvement and
odernization Act of 2002 (PPL, PPL Energy Supply. PPL
Electric and PPL Montana)

On December 8, 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 PPL's other postretirement
benefit plans.

The impact of the Act on the provisions of SFAS 106 has yet to
be determined by the FASB. PPL has elected to defer
recognition of the potential impact of the Act, as allowed under
FSP FAS 106-1, "Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement and
Modernization Act of 2003," which was issued by the FASB in
January 2004. Thus, the measures of PPL's accumulated
postretirement benefit obligations and net postretirement benefit
costs in the financial statements and accompanying notes do not
reflect the effects of the Act. PPL could be required to change
ieviously reported information upon issuance of final

counting guidance related to the Act, as PPL's other
stretirernent benefit plans provide prescription drug coverage
to retirees that may be eligibie for the federal subsidy.

Savings Plans (PPL, PPL Energy Supply, PPL Electric and
PPL Montana}

Substantially all employees of PPL's domestic subsidiaries are
eligible to participate in deferred savings plans (401(k)s).
Contributions to the plans charged to operating expense
approximated the following:

2003 2002 2001

PPL $ 1 3 13 10
PPL Energy Suppiy 6 6 5
PPL Electric 2 2 2
PPL Montana 2 1 1

Employee Stock Ownership Plan (PPL, PPL Energy
Supply and PPL Electric)

PPL sponsors a non-leveraged ESOP, in which substantially ail
employees, excluding those of PPL Global, PPL Montana, PPL
Gas Utilities and the mechanical contractors, are enroiled after
one year of credited service. Dividends paid on ESOP shares
are treated as ordinary dividends by PPL. Under existing
Dncome tax laws, PPL is permitted to deduct the amount of those
dividends for income tax purposes and to contribute the
resulting tax savings (dividend-based contribution) to the ESOP.
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The dividend-based contribution is used to buy shares of PPL's
common stock and is expressly conditioned upon the
deductibility of the contribution for federal income tax purposes.
Contributions to the ESOP are allocated to eligible participants'
accounts as of the end of each year, based 75% on shares held in
existing participants’ accounts and 25% on the eligible
participants' compensation.

Amounts charged as compensation expense for ESOP
contributions approximated $5 million in each of 2003 and 2002
and $4 million in 2001. These amounts were offset by the
dividend-based contribution tax savings and had no impact on
PPL's earnings.

ESOP shares outstanding at December 31, 2003 totaled
4,841,488, or 3% of total common shares outstanding, and are
included in all EPS calculations.

Postemployment Benefits
(PPL, PPL Energy Supply and PPL Electric)

Certain PPL subsidiaries provide health and life insurance
benefits to disabled employees and income benefits to eligible
spouses of deceased employees. Postemployment benefits
charged to operating expenses were not significant in 2003,
2002 or 2001,

(PPL and PPL Energy Supply)

Certain of PPL Global subsidiaries, including Emel, EC, Elfec
and Integra, provide limited non-pension benefits to all current
employees. All active employees are entitled to benefits in the
event of termination or retirement in accordance with
government-sponsored programs. These plans generally
obligate a company to pay one month's salary per year of
service to employees in the event of involuntary termination.
Under certain plans, employees with five or more years of
service are entitled to this payment in the event of voluntary or
involuntary termination. There is no limit on the number of
years of service in the calculation of the benefit obligation.

The liabilities for these plans are accounted for under the
guidance of EITF 88-1 "Determination of Vested Benefit
Obligation for a Defined Benefit Pension Plan" using, what is
commonly referred to as, the "shut down" method, where a
company records the undiscounted obligation as if it were
payable at each balance sheet date. The combined liabilities for
these plans at December 31, 2003 and 2002 were $8 million and
$6 million, and are recorded in "Deferred Credits and
Noncurrent Liabilities - Other” on the Balance Sheet.

13. Jointly-Owned Facilities
(PPL and PPL Energy Supply)

At December 31, 2003, subsidiaries of PPL. and PPL Energy
Supply owned undivided interests in the facilities listed below.



The Balance Sheets of PPL and PPL Enrergy Supply include the
amounts noted in the table below:

14. Commitments and Contingent Liabilities

Energy Purchases and Sales Commitments

Electric Construction
Ovwnership Plant in Other Accumulated Work
Interest Service Property  Depreciation _in Progress
PPL Generation
Generaling
Stations
Susquehanna S0.00% $ 4,320 3 3541 % 63
Conemaugh 16.25% 191 70 |
Keystone 12.34% 97 49 i
Wyman Unit 4 8.33% 15 4
Merriil Creek
Reservoir 837% % 22 13

Each PPL Generation subsidiary provided its own funding for
its share of the facility. Each receives a portion of the total
output of the generating stations equal to its percentage
ownership. The share of fuel and other operating costs
associated with the stations is reflected on the Statement of
income.

(PPL, PPL Energy Supply and PPL Montana)

PPL Montana is the operator of the jointty-owned, coal-fired
generating units comprising the Colstrip steam generation
facility. At December 31, 2003 and 2002, PPL Montana had a
50% undivided leasehold interest in Colstrip Units | and 2 and a
30% undivided leasehold interest in Colstrip Unit 3 under
operating leases. See Note 10 for additional information.

PPL Montana's share of direct expenses. associated with the
operation and maintenance of these facilities is included in the
-corresponding operating expenses on the Statement of Income.
Each joint-owner in these facilities provides its own financing.
As operator of all Colstrip Units, PPL. Montana invoices each
joint-owner for their respective portion of the direct expenses.
The amount due from joint-owners was approximately $9
million and $8 million at December 31, 2003 and 2002.

At December 31, 2003, Montana Power continued to own a
30% leasehold interest in Colstrip Unit 4. As part of the
purchase of generation assets from Montana Power, PPL
Montana and Montana Power entered into a reciprocal sharing
agreement to govern each party's responsibilities regarding the
operation of Colstrip Units 3 and 4, and each party is
responsible for | 5% of the respective operating and construction
costs, regardless of whether a particular cost is specified to
Colstrip Unit 3 or 4. However, each party is responsible for its
own fuei-related costs.
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Liability for Above Market NUG Contracts (PPL, PP
Energy Supply and PPL Electric)

In 1998, PPL Electric recorded a loss accrual for above marke
contracts with NUGs of $854 million, due to its generation
business being deregulated. Effective January 1999, PPL
Electric began reducing this liability as an offset to "Energy
purchases” on the Statement of Income. This reduction is bas
on the estimated timing of the purchases from the NUGs and
projected market prices for this generation. The final existing
NUG contract expires in 2014. In connection with the corpor:
realignment in 2000, the remaining balance of this liability wa
transferred to PPL EnergyPius. At December 31, 2003, the
remaining liability associated with the above market NUG
contracts was $352 million.

Wholesale Energy Commitments

(PPl, PPL Energy Supply and PPL Montana)

As part of the purchase of generation assets from Montana
Power, PPL Montana assumed a power purchase agreement ar
a power sales agreement (for the Flathead Irrigation Project),
which were still in effect at December 31, 2003. In accordanc
with purchase accounting guidelines, PPL Montana recorded
liabilities of $66 million as the estimated fair value of thes,
agreements at the acquisition date. These liabilities are b.
reduced over the terms of the agreements, through 2010, as
adjustments to "Wholesale energy marketing” revenues and
"Energy purchases” on the Statement of Income. The
unamortized balance of the liability related to the power
purchase agreement at December 31, 2003 was $57 million an
is included in "Wholesale energy commitments" on the Balanc
Sheet.

On July 1, 2002, PPL EnergyPlus began to sell to NorthWeste
an aggregate of 450 MW of energy to be supplied by PPL
Montana. Under two five-year agreements, PPL EnergyPlus i
supplying 300 MW of around-the-clock electricity and 150 M
of unit-contingent on-peak electricity. PPL Montana also mak
short-term energy sales to NorthWestern. Following
NorthWestern's credit downgrades to below investment grade |
late-2002, PPL Montana and NorthWestern agreed to modify
the payment provisicns of the energy contracts such that
NorthWestern would pay PPL Montana on a weekly basis, in
arrears.

In September 2003, NorthWestern filed a voluntary petition fo
relief seeking to reorganize under Chapter 11 of the U.S.
Bankruptcy Code. NorthWestern made its filing in federal
bankruptcy court in Delaware, Between the time of
NorthWestern's last weekly payment and the bankruptcy ﬁ!
date, PPL Montana made approximately $1.6 million of en
sales to NorthWestern.




Following the date that NorthWestern filed for bankruptcy, PPL
Montana and NorthWestern agreed to amend the power supply
agreements to, among other things, eliminate the weekly
yment arrangements and resume more typical monthly
.oicing and payment arrangements. The amendments were
ontingent on NorthWestern's assumption of the power supply
agreements in its bankrupicy proceeding,

In September 2003, NorthWestern filed a motion with the
bankruptcy court seeking, among other things, to assume the
two five-year power supply agreements (as amended) and to pay
PPL Montana for the approximately $1.6 million of energy sales
made immediately prior to the time of the bankruptcy filing. In
October 2003, the bankruptcy court entered an order granting
NorthWestern's motion. NorthWestern has, in accordance with
the terms of the judge's order, paid PPL Montana for the pre-
filing energy sales, and the parties have resumed monthly
invoicing and payment arrangements.

(PPL Montana)

In lune 2003, the FASB issued DIG Issue C20, “Scope
Exceptions: Interpretation of the Meaning of Not Clearly and
Closely Related in Paragraph 10(b) Regarding Contracts with a
Price Adjustment Feature,” which became effective October 1,
2003. DIG lssue C20 clarified that prior guidance did not
permit the use of a broad market index to serve as a proxy for an
ingredient or direct factor. Thus, DIG Issue C20 required that
contracts that had been accounted for as normal, but were not
.igible for normal treatment because they contained pricing

nked to a broad market index, must be reflected on the balance
sheet at their fair value, with an offsetting amount reflected in
income as of the date of adoption. The power sales agreement
referenced above for the Flathead Irrigation Project has a price
escalator based upon the Consumer Price Index. Consequently,
a pre-tax mark-to-market loss of $2 million was recognized for
this contract. This represented the difference between the
current market value of the contract and the liability previously
recorded in connection with the purchase of the Montana assets,
This mark-to-market loss was recorded as a "Cumulative Effect
of a Change in Accounting Principle” on the Statement of
Income of PPL Montana.

{PPL and PPL. Energy Supply)

As a result of New lJersey's Electric Discount and Energy
Competition Act, its Board of Public Utilities authorized and
made available to power suppliers, on a competitive basis, the
opportunity to provide Basic Generation Service (BGS) to all
non-shopping New Jersey customers. In February 2003, PPL
EnergyPlus was awarded 34-month fixed-price BGS and 10-
month hourly energy price BGS for a fixed percentage of
customer load (approximately 1,000 MW) for Atlantic City
Electric Company, Jersey Central Power & Light Company and
Public Service Electric & Gas Company. These contracts
D:cmmenced in August 2003.

In April 2003, PPL EnergyPlus entered into an agreement with
Arizona Public Service Company to provide 112 MW of
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capacity and associated electricity from July through September
of 2003 and 150 MW from June through September of 2004 and
2005.

In May 2003, PPL. EnergyPlus entered into agreements with
Tucson Electric Power Company to provide 37 MW of capacity
and associated electricity from June through December of 2003
and 75 MW from January 2004 through December 2006.

In May 2003, PPL EnergyPlus entered into a 20-year agreement
with Community Energy, Inc. to purchase energy from its Bear
Creek wind power project in northeastern Pennsylvania. The
project is expected to produce up to 20 MW and be completed
in 2004,

in September 2003, Connecticut Light and Power Company
(CL&P) issued a request for proposals seeking energy supply
for CL&P's Transitiona! Standard Offer retai! customer load. In
October 2003, PPL EnergyPlus was awarded a three-year, fixed-
price contract beginning in January 2004 to supply 12.5% of
CL&P's Transitional Standard Offer load. During peak hours,
PPL EnergyPlus’ obligation o supply CL&P's Transitional
Standard Offer load may reach 625 MW,

Legal Matters

(PPL, PPL Energy Supply, PPL Electric and PPL Montana)
PPL and its subsidiaries are involved in numerous legal
proceedings, claims and litigation in the ordinary course of
business. PPL and its subsidiaries cannot predict the ultimate
outcome of such matters, or whether such matters may result in

material liabilities.

Tax Assessment Appeals

(PPL and PPL Energy Supply)

Pursuant to changes in PURTA enacted in 1999, PPL
subsidiaries have filed a number of tax assessment appeals in
various Pennsylvania counties where PPL facilities are located.
These appeals challenge existing local tax assessments, which
now comprise the basis for payment of the PURTA tax on PPL's
properties. Also, as of January 1, 2000, generation facilities are
no longer taxed under PURTA, and these local assessments will
be used directly to determine local real estate tax liability for
PPL's power plants. In July 1999, PPL filed retroactive appeals
for tax years 1998 and 1999, as permitted by the new law. In
addition, PPL has filed appeals for 2000 and beyond, as
permitted under normal assessment procedures, It is anticipated
that assessment appeals may now be an annual occurrence.

Hearings on the pending appeals were held by the boards of
assessment appeals in each county, and decisions have now
been rendered by all counties. To the extent the appeals were
denied or PPL. was not otherwise satisfied with the results, PPL
filed further appeals from the board decisions with the
appropriate county Courts of Common Pleas.



Of the two pending proceedings in Pennsylvania, only the
appeal concerning the assessed value of theé Susquehanna
nuclear station will result in annual local taxes exceeding $1
million. PPL's appeal of the Susquehanna station assessment
was decided in its favor by the Luzerne County Court of
Common Pieas, and PPL subsequently settied with the local
taxing authorities, resulting in annual local tax liability of
approximately $3 million for tax years 2000 and beyond and no
additional PURTA tax liability for tax years 1998 and 1999,
However, the settlement of the tax liability for tax years 1998
and 1999 was subject to the outcome of claims asserted by
certain intervenors which are described below.

in August 2000, over PPL's objections, the Luzerne County
Court of Common Pleas permitted Philadelphia City and
County, the Philadelphia School District and the Southeastern
Pennsylvania Transportation Authority (SEPTA) (cotlectively,
the "Philadelphia parties") to intervene in the case because a
change in the assessment of the plant affected the amount they
collected under PURTA for the tax years 1998 and 1999. Based
on the appraisal obtained by the Philadelphia parties, PPL would
have been required to pay up to an extra $213 million in
PURTA taxes for 1998 and 1999. The court ruled in PPL's
favor concerning the assessed value of the plant, and this
determination was affirmed by the Commonwealth Court in
QOctober 2003. The Philadelphia parties subsequently petitioned
the Commonwealth Court for reargument, and this request was
denied. The Philadelphia parties did not seek further appellate
review of this matter.

(PPL, PPL Energy Supply and PPL Montana)

PPL Montana is currently protesting certain property tax
assessments by the Montana Department of Revenue (MDOR)
on its generation facilities. The tax liabilities in dispute are
approximately $2 million for 2000 and 2001, $9 millicn for
2002 and $6 million for 2003. PPL. Montana's dispute with
respect to most of the 2002 and 2003 tax liability is based on the
assessed value used by the MDOR for PPL Montana's
hydroelectric facilities versus the assessed value used for the
facilities of another hydroelectric generator in the state. The
state tax appeals board is scheduled to hear the 2000 and 2001
disputes in April 2004, while the hearing for the 2002 dispute is
scheduled for May 2004. A hearing for the 2003 dispute has not
yet been scheduled.

Montana Power Sharehoiders' Litigation (PPL, PPL Energy
Supply and PPL Montana)

tn August 2001, a purported class-action lawsuit was filed by a
group of shareholders of Montana Power against Montana
Power, the directors of Montana Power, certain advisors and
consultants of Montana Power and PPL Montana. The plaintiffs
allege, among other things, that Montana Power was required to,
and did not. obtain shareholder approval of the sale of Montana
Power's generation assets to PPL Montana in 1999. Although
most of the claims in the complaint are against Montana Power,
its board of directors, and its consultants and advisors, two
claims are asserted against PPL. Montana. [n the first claim,
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plaintiffs seek a declaration that because Montana Power
shareholders did not vote on the 1999 sale of generating asse!
to PPL Montana, that sale "was null and void ab initio."” The
second claim alleges that PP, Montana was privy to and
participated in a strategy whereby Montana Power woul’
generation assets to PPL Montana without first obtainin
Montana Power shareholder approval, and that PPL. Montana
has made net profits in excess of $100 million as the result of
this alleged illegal sale. In the second claim, plaintiffs reques
that the court impose a "resulting and/or constructive trust” o1
both the generation assets themselves and all profits, plus
interest on the amounts subject to the trust. This lawsuit is
currently pending in the U.S. District Court of Montana, Butt:
Division. PPL, PPL Energy Supply and PPL Montana cannol
predict the outcome of this matter.

NorthWestern Corporation Litiaation (PPL, PPL Energy
Supply and PPL Montana)

In connection with the acquisition of the Montana generation
assets, the Montana Power AP A, which was previously assign
to PPL Montana by PPL Global, includes a provision
concerning the proposed purchase by PPL Montana of a porti
of NorthWestern's interest in the 500-kilovolt Colstrip
Transmission System (CTS) for $97 million. During 2002, P}
Montana had been in discussions with NorthWestern regardin,
the proposed purchase of the CTS and the claims that PPL
Montana believes it has against NorthWestern arising from the
Montana Power APA and related agreements. Notwithstandin
such discussions, in September 2002, NorthWestern filed !

lawsuit against PPL. Montana in Montana state court seek
specific performance of PPL Montana's purchase of the CTS
alternatively, damages for breach of contract. Pursuant to PPL
Montana's application, the matter was removed to the U.S.
District Court of Montana, Butte Division. Following remova
NorthWestern asserted additional claims for damages against
PPL Montana, and PPL Montana filed defenses denying liabili
for NorthWestern's claims as well as counterclaims against
NorthWestern seeking damages PPL Montana believes it has
suffered under the Montana Power APA and related agreemeni
This matter currently is scheduled for trial in the Montana
federal district court in mid-2005.

In September 2003, NorthWestern filed a petition in Delaware
for reorganization under the U.S. Bankruptcy Code, which has
resulted in an automatic stay of PPL Montana's counterclaims
against NorthWestern. PPL Montana has applied to the
bankruptcy court for relief from the automatic stay. In
December 2003, NorthWestern filed a motion to transfer this
litigation from the Montana federal district court to the federal
district court in Delaware where NorthWestern's bankruptcy
proceeding is pending. PPL Montana has opposed the motion
for transfer, which will be decided by the Montana federal
district court. NorthWestern and PPL Montana also have
stipulated in NorthWestern's bankruptcy proceeding that the
automatic stay of PPL Montana's counterclaims will be lifte
ten days after the Montana federal district court rules on the
transfer motion. PPL, PPL Energy Supply and-PPL Montana
canngt predict the outcome of this litigation,




Montana Hydroelectric Litigation (PPL, PPL Energy Supply
and PPL Montana)

ices, Avista Corporation, PacifiCorp and nine John Doe
endants in the U.S. District Court of Montana, Missoula

Division, by two residents allegedly acting in a representative
capacity on behalf of the State of Montana, In January 2004,
the complaint was amended to, among other things, include the
Great Falls school districts as additional plaintiffs. The action
seeks a declaratory judgment, compensatory damages for unjust
enrichment, trespass and negligence, and attorneys feeson a
"private attorney peneral” theory for use of state and/or "school
trust” lands without the compensation required by law and to
require defendants t¢ adequately compensate the state and/or the
State School Trust fund for full market value of lands occupied.
Generally, the suit is founded on allegations that the bed of
navigable rivers is state-owned property following admission to
statehood, and that the use thereof for placement of dam
structures, affiliated structures and reservoirs should trigger
lease payments for use of land underneath. The plaintiffs allege
that the State Land Board and Department of Natural Resources
and Conservation failed to exercise their duty to administer
riverbeds for the maximum benefit of public education and/or
the state. No specific amount of damages has been claimed.
PPL Montana and PPL Services cannot predict the outcome of
this litigation.

ﬁ)/ctober 2003, a lawsuit was filed against PPL Montana, PPL

Regulatory Issues

lifornia 1ISO and Western Markets (PPL, PPL Energy
Supply and PPL Montana)

Through its subsidiaries, PPL has made approximately $18
million of sales to the California ISO, of which $17 million has
not been paid to PPL subsidiaries. Given the myriad of
electricity supply problems presently faced by the California
electric utilities and the California ISO, PPL cannot predict
whether or when it will receive payment. As of

December 31, 2003, PPL has fully reserved for possible
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 ail 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 beginning QOctober 2, 2000 through June 20, 2001 and
initiated an evidentiary hearing concerning refund amounts. [n
April 2003, the FERC changed the manner in which this refund
liability is to be computed and ordered further proceedings to
determine the exact amounts that the sellers, including PPL
Montana, would be required to refund.

In June 2003, the FERC took several actions as a result of a
umber of related investigations. The FERC terminated
roceedings pursuant to which it had been considering whether

to order refunds for spot market bilateral sales made in the

Pacific Northwest, including sales made by PPL Montana,
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during the period December 2000 through June 2001. The
FERC explained that the totality of the circumstances made
refunds unfeasible and inequitable, and that it had provided
adequate relief by adopting a price cap throughout the western
U.S. The FERC also denied pending complaints against long-
term contracts in the western U.S. In these complaints, various
power buyers challenged selected long-term contracts that they
entered into during 2000 and 2001, complaining that the power
prices were too high and reflected manipulation of those energy
markets. The FERC found that the complainants had not met
their burden of showing that changing or canceling the contracts
was "in the public interest” and that the dysfunction in the
California markets did not justify changing these long-term
contracts. [n two separate orders, the FERC also ordered 65
different companies, agencies or municipalities to show cause
why they should not be ordered to disgorge profits for "gaming”
or anomalous market behavior during 2000 and 2001. These
orders to show cause address both unilateral and joint conduct
identified as the "Enron trading strategies.” Neither PPL
EnergyPlus nor PPL Montana was inciuded in these orders to
show cause, and they previously have explained in responses to
data requests from the FERC that they have not engaged in such
trading strategies. Finally, the FERC issued a new investigation
order directing its staff to investigate any bids made into the
California markets in excess of $250/MWh during the period
from May 2000 to October 2000, a period of time prior to the
period examined in connection with most of the proceedings
described above. To their knowledge, neither PPL EnergyPlus
nor PPL Montana is being investigated by the FERC under this
new order.

Litigation arising out of the California electricity supply
situation has been filed in California courts against sellers of
energy to the California ISO. The plaintiffs and intervenors in
these legal proceedings allege, among other things, abuse of
market power, manipulation of market prices, unfair trade
practices and violations of state antitrust laws, and seek other
relief, including treble damages and attorneys' fees. While
PPL's subsidiaries have not been named by the plaintiffs in these
legal proceedings alleging abuses of market power,
manipulation of market prices, unfair trade practices and
violations of state antitrust laws, PPL. Montana was named by a
defendant in its cross-complaint in a consolidated court
proceeding, which combined into one master proceeding several
of the lawsuits alleging antitrust violations and unfair trade
practices. This generator denies that any unlawful, unfair or
fraudulent conduct occurred but asserts that, if it is found liable,
the other generators and power marketers, including PPL
Montana, caused, contributed to and/or participated in the
plaintiffs' alleged losses.

In May 2003, the Port of Seattie filed a lawsuit in the U.S.
District Court for the Western District of Washington against
eighteen defendants, including PPL Montana. The lawsuit
asserts claims against all defendants under the federal and state
antitrust laws, the federai Racketeer Influenced and Corrupt
Organizations Act and for common law fraud. The complaint
centers on many of the same alleged activities that are the basis
for the litigation arising out of the California electricity supply



situation described above. The Port of Seattle is seeking actual,
trebled and punitive damages, as well as attorneys' fees. PPL
Montana and several other defendants have filed a motion to
dismiss this complaint that has not been ruled on by the court.
in December 2003, this matter was transferred to the U.S.
District Court for the Southern District of California for
inclusion with proceedings already centralized and pending in
that court.

In February 2004, the Montana Public Service Commission
initiated a limited investigation of the Montana retail electricity
market for the years 2000 and 2001, focusing on how that
market was affected by transactions involving the possible
manipulation of the electricity grid in the western U.S. The
investigation includes all public utilities and licensed electricity
suppliers in Montana, as well as other entities that may possess
relevant information. Through its subsidiaries, PPL is a licensed
electricity supplier in Montana and a wholesale supplier in the
western U.S. As with the other investigations taking place as a
result of the issues arising out of the electricity supply situation
in California and other western states, PPL and its subsidiaries
believe that they have not engaged in any improper trading or
marketing practices affecting the Montana retail electricity
market.

While PPL and its subsidiaries believe that they have not
engaged in any improper trading practices, they cannot predict
whether, or the extent to which, any PPL subsidiaries will be the
target of any additional governmental investigations or named in
other lawsuits or refund proceedings, the outcome of any such
lawsuits or proceedings or whether the ultimate impact on them
of the electricify supply situation in California and other western
states will be material.

PJM Capacity Transactions (PPL, PPL Energy Supply and
PPL Electric)

In November 2001, the PJM Market Monitor publicly released a
report prepared for the PUC entitled "Capacity Market
Questions” relating to the pricing of installed capacity in the
PIM daily market during the first quarter of 2001. The report
concluded that PPL EnergyPlus (identified in the report as
"Entity 1") was able to exercise market power to raise the
market-clearing price above the competitive level during that
period. PPL EnergyPlus does not agree with the Market
Monitor's conclusions that it exercised market power, and the
Market Monitor acknowledged in his report that PJM's
standards and rules did not prohibit PPL. EnergyPlus' conduct.
In November 2001, the PUC issued an Investigation Order
directing its Law Bureau to conduct an investigation into the
PJM capacity market and the allegations in the Market
Monitor's report. In June 2002, the PUC issued an investigation
report alleging, among other things, that PPL had unfairly
manipulated electricity markets in early 2001. The PUC stated
that it was not authorized to, and was not attempting to,
adjudicate the merits of PPL's defenses to its allegations, but
referred the matter to the U.S. Department of Justice - Antitrust
Division (DOJ), the FERC and the Pennsylivania Attorney
General.
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It June 2003, the DQJ notified PPL that it had closed its
investigation in this matter. Also in June, the Pennsylvania
Attorney General's office completed its investigation and
notified the PUC that PPL did not violate antitrust or other
in its capacity market activities. The FERC already has
completed two investigations related to these capacity m
questions and has found no reason 1o take action against PPL.
PPL continues to believe that the PUC's report is inaccurate, t
its conclusions are groundless, and that PPL acted ethically a1
legally, in compliance with all applicable laws and regulation

Al

In September 2002, PPL was served with a complaint filed by
Utilimax.com, Inc., which was a member of PJM, in the U.S.
District Court for the Eastern District of Pennsyivania against
PPL and PPL EnergyPlus alleging, among other things,
violations of the federal antitrust laws in connection with the
capacity transactions described in the Market Monitor's reporn
The court dismissed the complaint with prejudice in July 200
and Utilimax has appealed the court’s dismissal to the U.S.
Court of Appeals for the Third Circuit.

in December 2002, PPL. was served with a compiaint against
PPL, PPL EnergyPlus and PPL Electric filed in the U.S, Distr
Court for the Eastern District of Pennsylvania by a group of |
Pennsylvania boroughs that apparently alleges, in broad terms
similar viclations of the federal antitrust laws. These borougt
were wholesale customers of PPL Electric. In addition, in
November 2003, PPL and PPL EnergyPlus were served with ¢
complaint which was filed in the same court by Joseph
Martorano, Il (d/b/a ENERCOQ), that also alleges violatio'
Ervye

the federal antitrust laws. The complaint indicates that
ENERCO provides consulting and energy procurement s
to clients in Pennsylvania and New Jersey. Although PPL, P}
EnergyPlus and PPL Electric believe the claims in these
complaints are without merit, they cannot predict the cutcome
of these matters.

New England Investigation (PPL and PPL Energy Supply)

In January 2004, PPL became aware of an investigation by the
Connecticut Attorney General and the FERC's Office of Mark
Oversight and Investigation (OMOI) regarding allegations tha
natural gas-fired generators located in New England illegaily
sold natural gas instead of generating electricity during the we
of January 12, 2004, Subsequently, PPL and other generators
were served with'a data request by OMOI, The data request
indicated that PPL. was not under suspicion of a regulatory
violation but that OMOI was conducting an initial investigatic
PPL has responded to this data request. While PPL does not
believe that it committed any reguiatory or other violations
concerning the subject matter of the investigation, PPL. cannot
predict the outcome of the investigation.

FERC Market-Based Rate Authority (PPL and PPL Energ
Supply)

In December 1998, the FERC issued an order authorizing
EnergyPlus to make whelesale sales of electric power and
related products at market-based rates. In that order, the FER(




directed PPL EnergyPlus to file an updated market analysis
within three years of the date of the order, and every three years
thereafter. PPL EnergyPlus filed its initial updated market
lysis in December 2001. Several parties thereafier filed
’wemions and protests requesting that, in light of the PJM
arket Monitor's report described above, PPL EnergyPlus be
required to provide additional information demonstrating that it
has mei the FERC's market power tests necessary for PPL
EnergyPlus to continue its market-based rate authority. PPL
EnergyPlus has responded that the FERC does not require the
economic test suggested by the intervenors and that, in any
event, it would meet such economic test if required by the
FERC. PPL EnergyPlus cannot predict the outcome of this
matter,

FERC Proposed Rules (PPL, PPL Energy Supply, PPL
Electric and PPL Montana)

In July 2002, the FERC issued a Notice of Proposed
Rulemaking entitled "Remedying Undue Discrimination
through Open Access Transmission Service and Standard
Electricity Market Design.” The proposed rule is currently
available for public comment and contains a proposed
implementation date of July 31, 2003. However, since the
issuance of the proposed rule, the FERC has delayed the
implementation date. This far-reaching proposed rule, in its
current form, purports o establish uniform transmission rules
and a standard market design by, among other things:
4
managing transmission congestion through pricing and
tradable financial rights,
» requiring independent operational control over transmission
facilities,
e forming state advisory committees on regional transmission

organizations and resource adequacy, and
s exercising FERC jurisdiction over all transmission service.

enacting standard transmission tariffs and uniform market
mechanisms,
monitoring and mitigating "market power,"

In April 2003, the FERC issued a white paper describing certain
modifications to the proposed rule. The FERC has requested
comments and is holding numerous public comment sessions
concerning the white paper.

If adopted, this proposed rule may have a significant impact on
PPL and its subsidiaries, which cannot be predicted at this time.

In November 2003, the FERC adopted a proposed rule to
condition all new and existing electric market-based tariffs and
authorizations to inciude provisions prohibiting the seller from
engaging in anticompetitive behavior or the exercise of market
power, The FERC order adopts a list of market behavior rules
that apply to all electric market-based rate tariffs and
authorizations, including those of PPL EnergyPlus and any other

D’PL subsidiaries that hold market-based rate authority. PPL
does not expect this rule to have a significant impact on its
subsidiaries.
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Montana Hydroelectric License Contingencies (PPL

Montana)

PPL Montana has 11 hydroelectric facilities and one storage
reservoir licensed by the FERC pursuant to the Federal Power
Act under long-term licenses which expire on varying dates
from 2009 through 2040. Pursuant to Section 8(e) of the
Federal Power Act, the FERC approved the transfer from
Montana Power to PPL. Montana of all pertinent licenses and
any amendments in connection with the Montana APA.

The Kerr Dam Project license was jointly issued by the FERC 10
Montana Power and the Confederated 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 Dam from
Montana Power, to continue to implement a plan to mitigate the
impact of the Kerr Dam on fish, wildlife and the habitat. Under
this arrangement, PPL Montana has a remaining commitment 10
spend approximately $22 million between 2004 and 2015.

PPi. Montana entered into a Memorandum of Understanding
{MOU) with state, federal and private entities related to the
issuance in 2000 of the FERC renewal license for the nine dams
for the Missouri-Madison project.. The MOU requires PPL
Montana to implement plans to mitigate the impact of its
projects on fish, wildlife and the habitat, and to increase
recreational opportunities. The MOU was created to maximize
collaboration between the parties and possibilities for matching
funds. Under this arrangement, PPL Montana has a remaining
commitment to spend approximately $17 million between 2004
and 2010.

Wallingford Deactivation (PPL and PPL Energy Supply)

In January 2003, PPL negotiated an agreement with the [SO -
New England that would declare that four of the five units.at
PPL's Wallingford, Connecticut facility are "reliability must
run” units and put those units under cost-based rates. This
agreement and the cost-based rates are subject to the FERC's
approval, and PPL filed a request with the FERC for such
approval. PPL requested authority for cost-based rates because
the current and anticipated wholesale prices in New England are
insufficient to cover the costs of keeping these units available
for operation. In March 2003, PPL filed an application with the
New England Power Pool to temporarily deactivate these four
units. In May 2003, FERC denied PPL's request for cost-based
rates in light of FERC's changes to the market.and bid
mitigation rules of the 1SO - New England.made in a similar
case involving generating units owned by NRG Energy, Inc.
PPL subsequently has explained to the FERC that its changes to
the market and bid mitigation rules of ISO - New England will
not provide sufficient revenues to PPL, and PPL continues to
seck approval of its cost-based rates. However, PPL has
informed the New England Power Pool that it will not pursue its
request to temporarily deactivate certain Wallingford units. In
February 2004, PPL appealed the FERC's denial of its request



for cost-based rates to the U.S. Court of Appeals for the D.C.
Circuit. PPL cannot predict the outcome of this matter.

IRS Synthetic Fuels Tax Credits (PPL and PPL Energy
Supply)

Through one of its subsidiaries, PPL operates a synfuel facility
in Somerset, Pennsylvania and receives tax credits pursuant to
Section 29 of the Internal Revenue Code based on its sale of
synfuel to unaffiliated third-party purchasers. Section 29 of the
Internal Revenue Code provides tax credits for the production
and sale of solid synthetic fuels produced from coal. To qualify
for the Section 29 tax credits, the synthetic fuel must meet three
primary conditions: (i) there must be a significant chemical
change in the coal feedstock, (ii) the product must be sold to an
unaffiliated entity, and (iii) the production facility must have
been placed in service before July [, 1998. Section 29 tax
credits are currently scheduled to expire at the end of 2007,

PPL received a private letter ruling from the IRS in November
2001 pursuant to which, among other things, the [RS concliuded
that the synthetic fuel produced at the Somerset facility qualifies
for Section 29 tax credits. PPL uses the Covol technology to
produce synfuel at the Somerset facility, and the IRS issued the
private letter ruling after its review and approval of that
technology. In reliance on this private letter ruling, PPL has
sold synfuel produced at the Somerset facility resulting in an
aggregate of approximately $147 million of tax credits as of
December 31, 2003. PPL has estimated that the Somerset
facility will contribute approximately $0.13 to its EPS in each
year from 2004 through 2007. PPL also purchases synfuel from
unaffiliated third parties, at prices below the market price of
coal, for use at its coal-fired power plants.

In June 2003, the IRS announced that it had reason to question
the scientific validity of certain test procedures and results that
have been presented to it by taxpayers with interests in synfuel
operations as evidence that the required significant chemical
change has occurred, and that it was reviewing information
regarding these test procedures and practices. In conjunction
with such review, the IRS suspended the issuance of private
letter rulings concerning whether a significant chemical change
has occurred for requests relying on the procedures and results
being reviewed. [n addition, the IRS indicated that it- might
revoke existing private letter rulings that relied on the
procedures and results under review if it determined that those
test procedures and results do not demonstrate that a significant
chemical change has occurred.

In October 2003, the IRS announced that it had completed its
review of the scientific validity of test procedures and results
presented by taxpayers as evidence of significant chemical
change and determined that the test procedures and results used
by taxpayers are scientifically valid, if the procedures are
applied in a consistent and unbiased manner. Further, the IRS
announced that it will continue to issue rulings on significant
chemical change under applicable IRS guidelines, despite some
question by the IRS as to whether those processes result in the
level of significant chemical change required by Section 29 of
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the Internal Revenue Code and IRS revenue rulings. Finally,
the IRS indicated that it would require taxpayers to comply w
certain sampling and data/record retention practices to obtain
maintain a ruling on significant chemical change.

PPL believes that the October IRS announcement conﬁn‘
PPL is justified in its reliance on the private letter ruling for tl
Somerset facility, that the test results that PPL presented to th
IRS in connection with its private letter ruling are scientificall
valid and that PPL has operated the Somerset facility in

compliance with the private letter ruling and Section 29 of the
Internal Revenue Code.

In October 2003, following the IRS announcement, it was
reported that the U.S. Senate Permanent Subcommittee on
Investigations, of the Committee on Governmental Affairs, ha
begun an investigation of the synthetic fuel industry and its
producers. PPL cannot predict when the investigation will be
completed or the potential results of the investigation.

U.K. Electricity Reqgulation (PPL gnd PPL Energy Supply)

The principal legislation governing the structure of the
electricity industry in Great Britain is the Electricity Act 1989
(the "Electricity Act"), as amended by the Utilities Act 2000
(the "Utilities Act™).

The provisions in the Utilities Act include the replacement of
individual gas and electricity regulators with the Gas and
Electricity Markets Authority (the "Regulator”). The pringg
objective of the Regulator is to protect the interests of '
consumers, wherever appropriate, by promoting effective
competition in electricity generation and supply. There
currently is no competition in electricity distribution, but
recently a small operator has applied to the Regulator for a
license to operate in Great Britain.

Each distribution business constitutes a natural regional
monopoly and is subject to control on the prices it can charge
and the quality of supply it must provide. The operations of
WPD are regulated under its distribution licenses, pursuant to
which income generated is subject to an allowed revenue
regulatory framework that provides economic incentives to
minimize operating, capital and financing costs. Under the
Electricity Act, WPD is under a statutory duty to offer terms t:
connect any customer requiring electricity within their area an
to maintain that connection. The allowed revenue that is
recovered from electricity supply businesses through charges
the Distribution Network Operator (DNO) made for the use of
the distribution network is regulated on the basis of the Retail
Price Index (RPI) minus X formula. The allowed revenue is
increased by RP1 minus X during the tenure of each price
control pericd. (RPI is a measure of inflation and equals the
percentage change in the U.K. RPI between the six-month
period of July to December in the previous year. The X factor
established by the Regulator following review and represe
annual efficiency factor.) The Regulator currently sets the
Distribution Price Control Formula for five-year periods.




The current Distribution Price Control Formula permits DNOs,
within a review period, to partially retain additional revenues
due to increased distribution of units and to retain all increases

perating profit due to efficient operations and the reduction

“penses {(including financing costs). The Regulator may

uce this increase in operating profit through a one-off price
reduction in the first year of the new pricing regime, if the
Regulator determines that it is not a function of efficiency
savings, or if genuine efficiency savings have been made and
the Regulator determines that customers should benefit through
lower prices.

[n December 1999, the Regulator published final price proposals
for distribution price control for the {2 DNOs in England and
Wales. These proposals represented a reduction to distribution
prices of 20% for WPD (South West) and 26% for WPD (South
Wales) effective April 2000, followed by a reduction in real
terms (i.e., before inflation is taken into account) of 3% each
year from April 2001. This price control is scheduled to operate
until March 2005.

Improvements in quality of supply form an important part of the
final proposals. Revised targets for system performance, in
terms of the security and availability of supply, were proposed
with new targets for reductions in minutes lost and interruptions.

The Regulator has introduced a quality of service incentive plan
for the peried from April 2002 to March 2005. Companies will
be penalized annually up to 2% of revenue for failing to meet

ir quality of supply targets for the incentive plan. The plan
ludes a mechanism for rewarding companies which exceed
their targets based on their rate of improvement of performance
during the period and a process for rewarding exceptional
performance by specifying how the targets will be reset.

Distribution businesses must also meet the Guaranteed and
Overal| Standards of Performance, which are set by the
Regulator to ensure an appropriate level of quality of supply. If
a company fails to provide the level of service specified, it must
make a fixed payment to the retail customer affected.

In June 2003, the Regulator published a report on the quality of
supply from April 2001 through March 2002. The report
confirms that WPD (South West} and WPD (South Wales) met
or exceeded such standards and that no payments were required
to be made by either company.

Any significant lowering of rates implemented by the Regulator
after the current price contrel ends in March 2005 could lower
the amount of revenue WPD generates in relation to its
operational cost and could materially lower the income of WPD,
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Environmental Matters - Domestic
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

Due to the environmenta! issues discussed below or other
environmental matters, PPL subsidiaries may be required to
modify, replace or cease operating certain facilities to comply
with statutes, regulations and actions by regulatory bodies or
courts. In this regard, PPL subsidiaries also may incur capital
expenditures or operating expenses in amounts which are not
now determinable, but which could be significant.

Air (PPL, PPL Energy Supply and PPL Montana)

The Clean Air Act deals, in part, with acid rain, attainment of
federal ambient ozone standards and toxic air emissions in the
U.S. PPL's subsidiaries are in substantial compliance with the
Clean Air Act. The Bush administration and certain members of
Congress have made proposals regarding possible amendments
to the Clean Air Act. These amendments could require
significant further reductions in nitrogen oxide, sulfur dioxide
and mercury and could possibly require measures to limit
carbon dioxide. In addition, several states have taken their own
actions requiring mandatory carbon dioxide emission
reductions, Pennsylvania and Montana have not, at this time,
established any formal programs to address carbon dioxide and
other greenhouse gases.

The Pennsylvania DEP has finalized regulations requiring
further seasonal (May-fune) nitrogen oxide reductions to 80%
from 1990 levels starting in 2003. These regulations are
pursuant to EPA's 1998 State Implementation Plan (SIP} call to
22 eastern states, including Pennsylvania, to revise their state
implementation plans. PPL achieved the 2003 nitrogen oxide
reductions with the installation of SCR technology on the
Montour units, and may install SCR or other additional nitrogen
oxide reduction technology on one or more Brunner Island units
at a later date.

The EPA has also developed new standards for ambient levels
of ozone and fine particulates in the U.S. These standards have
been upheld following court challenges. The new particulates
standard may require further reductions in sulfur dioxide and
year-round nitrogen oxide reductions commencing in 2010-2012
at SIP-call levels in Pennsylvania for certain PPL subsidiaries,
and at slightly less stringent levels in Montana. The revised
ozone standard is not expected to have a material effect on
facilities of PPL subsidiaries,

The EPA has proposed mercury and nickel regulations and is
expected to finalize these regulations in 2004. The cost of
complying with these regulations is not now determinable, but
could be significant.

In 1999, the EPA initiated enforcement actions against several
utilities, asserting that older, coal-fired power plants operated by
those utilities have, over the years, been modified in ways that
subject them to more stringent "New Source” requirements
under the Clean Air Act. The EPA has since issued notices of



violation and commenced enforcement activities against other
utilities. The future direction of the EPA's enforcement
initiative is presently unclear. Therefore, at this time, PPL is
unable to predict whether such EPA enforcement actions will be
brought with respect to any of its affiliates' plants. However,
the EPA regional offices that regulate plants in Pennsylvania
(Region IIT} and Montana (Region V1II) have indicated an
intention to issue information requests to all utilities in their
Jurisdiction. The Region VIII office issued such a request to
PPL. Montana's Corette plant in 2000 and the Colstrip plant in
2003. The Region 111 office issued such a request to PPL
Generation's Martins Creek plant in 2002. PPL and its
subsidiaries have responded to the Corette and Martins Creek
information requests and are in the process of responding to the
Colstrip information request. The EPA has taken no further
action following the Martins Creek and Corette submittals. PPL
cannot presently predict what, if any, action the EPA might take
in this regard. Should the EPA or any state initiate one or more
enforcement actions against PPL or its subsidiaries, compliance
with any such enforcement actions could result in additional
capital and operating expenses in amounts which are not now
determinable, but which could be significant.

In 2003, the EPA issued changes to its "New Source"
regulations that clarify what projects are exempt from "New
Source" requirements as roufine maintenance and repair. Under
these clarifications, any project to replace existing equipment
with functionally equivalent equipment would be considered
routine maintenance and excluded from "New Source” review if
the cost of the replaced equipment does not exceed 20% of the
replacement cost of the entire process unit, the basic design is
ot changed and no permit limit is exceeded. These
clarifications would substantially reduce the uncertainties under
the prior "New Source” regulations; however, they have been
stayed by the U.S. Court of Appeals for the District of Columbia
Circuit. PPL is therefore continuing to operate under the "New
Source" regulations as they existed prior to the EPA’s
clarifications.

The New Jersey DEP and some New lersey residents raised
environmental concerns with respect to the Martins Creek plant,
particularly with respect to sulfur dioxide emissions and the
opacity of the plant's plume. These issues were raised in the
context of an appeal by the New Jersey DEP of the Air Quality
Plan Approval issued by the Pennsylvania DEP to the adjacent
Lower Mt. Bethel facility, which is currently under construction.
In October 2003, PPL finalized an agreement with the New
Jersey DEP and the Pennsylvania DEP pursuant to which it will
reduce sulfur dioxide emissions from its Martins Creek power
plant. Under the agreement, PPL Martins Creck will shut down
the plant's two coal-fired generating units by September 2007
and may repower them any time after shutting them down so
long as it follows all applicable state and federal requirements,
including installing the best available pollution control
technology. PPL Martins Creek also will reduce the fuel sulfur
content for those units as well as the plant's two oil-fired units
beginning in 2004. In addition, PPL will donate to a non-profit
organization 70% of the excess emission allowances and
emission reduction credits that result from shutting down or
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repowering the coal units. As a result of the agreement, the

New Jersey DEP has withdrawn its challenge to the Air Qualit
Plan Approval for the Lower Mt. Bethel facility. The agreeme
will not result in material costs to PPL. The agreement drﬁ

address the issues raised by the New Jersey DEP regardi
visible opacity of emissions from the Martins Creek plan
is determined that actions must be taken to address the visible
opacity of these emissions, such actions could result in costs tt
are not now determinable, but which couid be significant.

In addition to the opacity concerns raised by the New Jersey
DEP, the Pennsylvania DEP also has raised concerns about the
opacity of emissions from the Martins Creek and Montour
plants. PPL is discussing these concerns with the Pennsylvani:
DEP. Ifit is determined that actions must be taken to address
the Pennsylvania DEP's concerns, such actions could result in
costs that are not now determinable, but which couid be
significant.

In December 2003, PPL Montana, as operator of the Colstrip
facility, received an Administrative Compliance Order (ACQ)
from the EPA pursuant to 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 Colstrip to submit for review and approval by the EP/
an analysis and proposal for reducing emissions of nitrogen
oxides (NOy) to address visibility concerns if and when EPA
promulgates Best Available Retrofit Technology requirements
for NOx. The EPA is asserting that regulations it promulgated
in 1980 triggered this requirement. PPL believes that the
is unfounded and is discussing the matter with the EPA. T‘
ACO does not expressly seek penalties, and it is unclear at (it
time what, if any, additional control technology the EPA may
consider to be required. Accordingly, the costs to install any
additional controls for NOy, if required, are not now
determinable, but could be significant.

WaterWaste (PPL, PPL FEnergy Supply and PPL Montana)

A final permit for water discharges (NPDES permit) has been
issued to the Brunner Island generating plant. The permit
contains a provision requiring further studies on the thermal
impact of the cooling water discharge from the plant. These
studies are underway and are expected to be completed in 2006
The Pennsylvania DEP has stated that it believes the studies to
date show that the temperature of the discharge must be
lowered. The Pennsylvania DEP has also stated that it believes
the plant is in violation of a permit condition prohibiting the
discharge from changing the river temperature by more than tw
degrees per hour. PPL. is discussing these matters with the
agency. Depending on the outcome of these discussions, the
plant could be subject to additional capital and operating costs
that are not now determninable, but which could be significant.

The Pennsylvania DEP has issued a water quality certification
and a draft NPDES permit to PPL Holtwood, LLC in the F
license renewal proceeding for its Lake Wallenpaupack

hydroelectric facility. PPL has appealed the certification and 1
discussing both the certification and the NPDES permit with th




Pennsylvania DEP, Ifthese discussions are unsuccessful, PPL
expects to appeal the permit as well. Depending on the outcome
of these appeals, each of the centification and the NPDES permit

uld impose additional costs on PPL, which are not now
'erminable, but which could be significant.

The EPA has significantly tightened the water quality standard
for arsenic. The revised standard may require several PPL
subsidiaries to either further treat wastewater or take abatement
action at their power plants, or both. The cost of complying
with the revised standard is not now determinable, but could be
significant.

The EPA recently finalized requirements for new or modified
water intake structures. These requirements will affect where
generating facilities are buili, will establish intake design
standards, and could lead to requirements for cooling towers at
new and modified power plants. If the source of water for the
plants is surface water, these rules could impose significant
capital and operating costs on PPL subsidiaries. Another new
rule, expected to be finalized in 2004, will address existing
structures. PPL has begun preliminary studies to evaluate
options to comply with the expected rule. Each of these rules
could impose additional costs on PPL subsidiaries, which are
not now determinable, but which could be significant.

Superfund and Other Remediation

(PPL and PPL Energy Supply)

nder the Pennsylvania Clean Streams Law, subsidiaries of PPL
Generation are obligated to remediate acid mine drainage at
former mine sites and may be required to take additional
measures to prevent potential acid mine drainage at previously
capped refuse piles. One PPL subsidiary is pumping and
treating mine water at two mine sites. Another PPL subsidiary
plans to install passive wetlands treatment at a third site, and the
Pennsylvania DEP has suggested that it may require that PPL
subsidiary to pump and treat the mine water at that third site. At
December 31, 2003, PPL had accrued $29 million to cover the
costs of pumping and treating groundwater at two mine sites for
50 yeats and for installing passive wetlands treatment at the
third site.

(PPL, PPL Energy Supply and PPL Electric)

In 1995, PPL Electric and PPL Generation entered into a
consent order with the Pennsylvania DEP to address a number
of sites that were not being addressed under another regulatory
program such as Superfund, but for which PPL Electric or PPL
Generation may be liable for remediation. This may include
potential PCB contamination at certain PPL Electric substations
and pole sites; potential contamination at a number of coal gas
manufacturing facilities formerly owned or operated by PPL
Electric; oil or other contamination which may exist at some of
DPPL Electric's former generating facilities: and potential
contamination at abandoned power plant sites owned by PPL
Generation. As of December 31, 2003, work has been
completed for 94% of the sites included in the consent arder.
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Additional sites formerly owned or operated by PPL Electric are
added to the consent order on a case-by-case basis.

In 1996, PPL Gas Utilities entered into a similar consent order
with the Pennsylvania DEP to address a number of sites where
subsidiaries of PPL Gas Utilities may be liable for remediation.
The sites primarily include former coal gas manufaciuring
facilities. Subsidiaries of PPL Gas Utilities are also
investigating the potential for any mercury contamination from
gas meters and regulators, Accordingly, PPL Gas Utilities and
the Pennsylvania DEP have agreed to add 72 meter/tegulation
sites to the consent order. As of December 31, 2003, PPL Gas
Utilities had addressed 24% of the sites under its consent order.

At December 31, 2003, PPL. Electric and PPL Gas Utilities had
accrued approximately 33 million and $9 million, representing
the estimated amounts they will have to spend for site
remediation, including those sites covered by each company's
consent orders mentioned above. Depending on the outcome of
investigations at sites where investigations have not begun or
have not been completed, the costs of remediation and other
liabilities could be substantial. PPL also could face other non-
remediation liabilities at sites included in the consent order or
other contaminated sites, the costs of which are not now
determinable, but which could be significant,

(PPL, PPL Energy Supply and PPL Montana)

In conjunction with its 1999 sale of generating assets to PPL
Montana, Montana Power prepared a Phase 1 and Phase 11
Environmenta! Site Assessment. The assessment identified
various groundwater remediation issues. Based upon
subsequent assessments and actions taken by PPL Montana, the
costs to PPL Montana of the groundwater remediation measures
identified in those assessments are expected to be approximately
$3 million. However, additional expenditures couid be required
in amounts which are not now determinable, but which could be
significant.

In May 2003, approximately 40 plaintiffs brought an action in
the Montana Second Judicial District Court, Butte-Silver Bow
County, against PPL Montana and the other owners of the
Colstrip plant alleging property damage from freshwater pond
seepage and contamination from wastewater ponds at the piant.
This actiont has been moved to the Montana Sixteenth Judicial
District Court, Rosebud County. This action could result in PPL
Montana and the other Colstrip owners being liable for damages
and being required to take additional remedial measures, the
costs of which are not now determinable, but which could be
significant.

In 1999, the Montana Supreme Court held in favor of several
citizens' groups that the right to a clean and healthful
environment is a fundamental right guaranteed by the Montana
Constitution. The court's ruling could result in significantly
more stringent environmental laws and regulations, as well as an
increase in citizens' suits under Montana's environmental laws.
The effect on PPL Montana of any such changes in laws or



regulations or any such increase in legal actions is not currently
determinable, but it could be significant.

Future cleanup or remediation work at sites currently under
review, or at sites not currently identified, may result in material
additional operating costs for PPL subsidiaries that cannot be
estimated at this time.

Asbestos (PPL and PPL Energy Supply)

There have been increasing litigation claims throughout the U.S.

based on exposure to asbestos against companies that
manufacture or distribute asbestos products or that have these
products on their premises. Certain of PPL's generation
subsidiaries and certain of its energy services subsidiaries, such
as those that have supplied, may have supplied or installed
asbestos material in connection with the repair or installation of
process piping and heating, ventilating and air conditioning
systems, have been named as defendants in asbestos-related
lawsuits. PPL cannot predict the outcome of these lawsuits or
whether additional claims may be asserted against its
subsidiaries in the future, PPL does not expect that the ultimate
resolution of the current lawsuits will have a material adverse
effect on its financial condition.

Electric and Magnetic Fields (PPL, PPL Energy Supply and
PPL Electric)

Concerns have been expressed by some members of the public
regarding the potential health effects of EMFs. These fields are
emitted by all devices carrying electricity, including electric
transmission and distribution lines and substation equipment.
Government officials in the U.S. and the U.K. have focused
attention on this issue. PPL and its subsidiaries support the
current efforts to determine whether EMFs cause any human
health problems and are taking steps to reduce EMFs, where
practical, in the design of new transmission and distribution
facilities. PPL is unable to predict what effect, if any, the EMF
issue might have on its operations and facilities either in the
U.S. or abroad, and the associated cost, or what, if any,
liabilities it might incur related to the EMF issue.

Lower Mt. Bethel (PPL and PPL Energy Supply)

In August 2002, the Northampton County Court of Common
Pleas issued a decision concerning the permissible noise levels

from the Lower Mt. Bethel facility when it becomes operational.

Specifically, the court’s decision sets certain permissible noise
levels required for plant operation. PPL appealed the court's
decision to the Commonwealth Court, and an intervenor in the
lawsuit cross-appealed the court's decision. In May 2003, the
Commonwealth Court remanded the case to the Court of
Common Pleas for further findings of fact concerning the
zoning application relating to the construction of the facility. In
September 2003, the Court of Common Pleas ruled in PPL's
favor while also reaffirming its decision on the noise levels, and
the intervenor has appealed this ruling 1o the Commonwealth
Court. The Lower Mt. Bethel facility is expected to be
operational in 2004. However, PPL and PPL Energy Supply
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cannot predict the outcome of the engoing litigation concemnil
the facility or its ultimate impact on the Lower Mt. Bethel
facility, but such impact may be material.

Environmental Matters - International (PPL and
Energy Supply)’

q

UK.

WPD's distribution businesses are subject to numerous
regulatory and statutory requiremnents with respect to
environmental matters. PPL believes that WPD has taken anc
continues to take measures to comply with the applicable law:
and governmental regulations for the protection of the
environment. There are no material legal or administrative
proceedings pending against WPD with respect to
environmental matters. See "Environmental Matters - Domes
- Electric and Magnetic Fields" for a discussion of EMFs.

Latin America

Certain of PPL's affiliates have electric distribution operations
in Latin America. PPL believes that these affiliates have take
and continue to take measures to comply with the applicable
laws and governmental regulations for the protection of the
environment. There are no material legal or administrative
proceedings pending against PPL's affiliates in Latin America
with respect to environmental matters.

PPL Susguehanna is a member of certain insurance programs
which provide coverage for property damage to members'
nuclear generating stations. Facilities at the Susquehanna
station are insured against property damage losses up to $2.75
billion under these programs. PPL Susquehanna is also a
member of an insurance program which provides insurance
coverage for the cost of replacement power during prolonged
outages of nuclear units caused by certain specified conditions
Under the property and replacement power.insurance program
PPL. Susquehanna could be assessed retroactive premiums in |
event of the insurers' adverse loss experience. At December 3
2003, this maximum assessment was about $40 million.

Other

Nuclear |nsurance (PPL and PPL Energy Supply)

PPL Susquehanna's public liability for claims resulting from a
nuclear incident at the Susquehanna station is limited to about
$10.9 billion under provisions of The Price Anderson
Amendments Act of 1988. PPL Susquehanna is protected
against this liability by a combination of commercial insuranc
and an industry assessment program. In the event of a nuclear
incident at any of the reactors covered by The Price Anderson
Amendments Act of 1988, PPL Susquehanna could be assesse
up to $201 million per incident, payable at $20 million per ye:




Guarantees and Other Assurances

(PPL, PPL Energy Supply and PPL Electric)

Electric enter into agreements that provide financial
performance assurance to third parties on behalf of certain
subsidiaries. Such agreements include, for example, guarantees,
stand-by letters of credit issued by financial institutions and
surety bonds issued by insurance companies. These agreements
are entered into primarily to support or enhance the
creditworthiness attributed to a subsidiary on a stand-alone
basis, thereby facilitating the extension of credit to accomplish
the subsidiaries' intended commercial purposes.

're normal course of business, PPL, PPL Energy Supply and

(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

PPL, PPL Energy Supply, PPL Electric and PPL Montana
provide certain guarantees that are required to be disclosed in
accordance with FIN 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others, an Interpretation of
FASB Statements No. 5, 57, and 107 and Rescission of FASB
Interpretation No. 34." See Note 22 for a discussion of FIN 45.
The guarantees provided as of December 31, 2003 are discussed
below. In accordance with the provisions of FIN 45, the fair
values of guarantees related to arrangements entered into prior
to January 1, 2003, as well as guarantees excluded from the
initial recognition and measurement provisions of FIN 45, are

t recorded in the financial statements.

(PPL)

PPL fully and unconditionally guarantees the debt securities of
PPL Capital Funding, a wholly-owned financing subsidiary of
PPL, including PPL Capital Funding's medium-term notes and
the notes issued by PPL Capital Funding in connection with the
PEPS Units and PEPS Units, Series B. PPL also fully and
unconditionally guarantees all of the obligations of PPL. Capital
Funding Trust I, an unconsolidated wholly-owned financing
subsidiary of PPL, under the trust preferred securities that are a
component of the PEPS Units. The aggregate face value of the
trust's outstanding preferred securities was $575 million at
December 31, 2003. See the Statement of Company-Obligated
Mandatorily Redeemable Securities for a discussion of the terms
of the trust preferred securities of PPL Capital Funding Trust |
and Note § for a description of the exchange offer involving the
PEPS Units and PEPS Units, Series B and the remarketing of
the trust preferred securities of PPL Capital Funding Trust [.

(PPL and PPL Energy Supply)

WPD LLP guarantees all of the obligations of SIUK Capital
Trust [, an unconsolidated wholly-owned financing subsidiary
of WPD LLP, under its trust preferred securities. The aggregate
ce value of the trust's outstanding preferred securities was $82
illion at December 3|, 2003. See the Statement of Company-
Obligated Mandatorily Redeemable Securities for a discussion
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of the terms of the trust preferred securities of SIUK Capital
Trust 1.

(PPL Energy Supply)

PPL Energy Supply has entered into several standby letier of
credit arrangements under its $500 million three-year credit
facility for the purposes of protecting various third parties
against nonperformance by PPL and PPL Gas Utilities. As of
December 31, 2003, the aggregate maximum exposure related to
these standby letters of credit was $13 million. These letters of
credit expire in 2004,

(PPL and PPL Energy Supply)

PPL Generation has entered into certain partnership
arrangements for the sale of coal to third parties. PPL
Generation has also executed support agreements, which expire
in 2007, for the benefit of these third-party purchasers pursuant
to which it guarantees the partnerships' obligations in an amount
up to its pro rata ownership interest in the partmerships. PPL
Generation's maximum aggregate exposure under these support
arrangements was approximately $9 million as of December 31,
2003.

PPL Susquehanna is contingently obligated to pay $40 million
related to potential retroactive premiums that could be assessed
under its nuclear insurance programs. Additionally, under the
Price Anderson Amendments Act of 1988, PPL Susquehanna
could be assessed up to $201 million for each incident at any of
the nuclear reactors covered by this Act. See "Nuclear
Insurance" for additional information.

PPL EnergyPlus enters into written put option contracts under
which, in exchange for a premium received, it agrees to
purchase a specified quantity of a commedity for a specified
price if the counterparty exercises the option. The aggregate
carrying value of such contracts that were outstanding as of
December 31, 2003 was insignificant. These option contracts
expire from June 2004 through August 2004. The aggregate
maximum amount of payments that PPL EnergyPlus could be
required to make if the options are exercised by the
counterparties under these contracts is $3 million.

Certain acquisition agreements relating to the acquisition of
mechanical contractors contain provisions that require a PPL
Energy Supply subsidiary to make contingent payments to the
former owners based upon the profitability of the business unit.
The maximum amount of potential payments is not explicitly
stated in the acquisition agreements. These arrangements expire
at the end of 2004. Based on current expectations, PPL Energy
Supply estimates that any amounts to be paid under these
arrangements for future performance of the business units will
be insignificant.

Certain agreements telating to the purchase of ownership
interests in synfuel projects contain provisions that require
certain PPL Energy Supply subsidiaries to make contingent
purchase price payments to the former owners. These payments




are non-recourse to PPL, PPL Energy Supply and their other
subsidiaries and are based primarily upon production levels of
the synfuel projects. The maximum amounts of potential
payments are not explicitly stated in the agreements. These
arrangements expire in 2007. Based on current expectations,
PPL Energy Supply estimates that the subsidiaries could pay up
to an aggregate of approximately $60 million under these
arrangements. As of December 31, 2003, PPL Energy Supply’s
Balance Sheet reflects a liability of approximately $4 million
related to the contingent purchase price obligations of a
subsidiary of PPL Energy Supply.

(PPL and PPL Electric)

PPL Electric provides a guarantee in the amount of
approximately $7 million, as of December 31, 2003, related to
debt of an unconsolidated entity. The guarantee expires in June
2008,

(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

PPL Electric and PPL Montana lease certain equipment under
master operating lease agreements. The term for each piece of
equipment leased by PPL Electric ranges from one to three
years, afier which time the lease term may be extended for
certain equipment either (i} from month-to-month until
terminated or (i) for up to two additional years. The term for
each piece of equipment leased by PPL Montana is one year,
after which time the lease term may be extended from month-to-
month until terminated. Under these lease arrangements, PPL
Electric and PPL Montana provide residual value guarantees to
the lessors. PPL Electric and PPL Montana generally could be
required to pay a residual value guarantee if the proceeds
received from the sale of a piece of equipment, upon termination
of the lease, are less than the expected residual value of the
equipment. As of December 31, 2003, the maximum aggregate
amount of future payments that could be required to be made as
a result of these residual value guarantees was approximately
$88 million for PPL Electric and $4 million for PPL Montana.
As of December 31, 2003, the aggregate carrying value of
residual value guarantees issued subsequent to December 31,
2002 was $16 million for PPL Electric and was insignificant for
PPL Montana and is included in "Current Liabilities - Other” on
the respective Balance Sheets. These guarantees generally
expire within one year, unless the lease terms are extended.

PPL, PPL Energy Supply, PPL Electric and PPL Montana and
their subsidiaries provide other miscellaneous guarantees
through contracts entered into in the normal course of business.
These guarantees are primarily in the form of various
indemnifications or warranties related to services or equipment,
and vary in duration. Except as otherwise noted below, the
obligated amounts of these guarantees often are not explicitly
stated; therefore, the overall maximum amount of the obligation
under such guarantees cannot be reasonably estimated.
Historically, PPL, PPL Energy Supply, PPL Electric and PPL
Montana and their subsidiaries have not made any significant
payments with respect to these types of guarantees. As of
December 31, 2003, the aggregate fair value of these
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indemnifications related to arrangemerits entered into
subsequent to December 31, 2002 was insignificant. These
guarantees include the following:

e The companies' or their subsidiaries' leasing arrange
including those discussed above, contain certain
indemnifications in favor of the lessors (e.g., tax and 3
environmental matters).

»

s In connection with their issuances of securities, the
companies and their subsidiaries engage underwriters,
purchasers and purchasing agents to whom they provide
indemnification for damages incurred by such parties
arising from the companies' material misstatements or
cmissions in the related offering documents. In addition,
connection with these securities offerings and other
financing transactions, the companies also engage trustee:
or custodial, escrow or other agents to act for the benefit
the investors or to provide other agency services. The
companies and their subsidiaries typically provide
indemnification to these agents for any liability or expens
incurred by them in performing their obligations.

» PPL EnergyPlus is party to numerous energy trading or
purchase and sale agreements pursuant to which the partie
indemnify each other for any damages arising from event:
that occur while the indemnifying party has title to the
electricity or natural gas. For example, in the case of the
party that is delivering the product, such party would be
responsible for damages arising from events occurring g
to delivery. .

+ In connection with their sales of various businesses, WPL
and its affiliates have provided the purchasers with
indemnifications that are standard for such transactions,
including indemnifications for certain pre-existing liabilit
and environmental and tax matters. In addition, in
connection with certain of these sales, WPD and its
affiliates have agreed to continue their obligations under
existing third-party guarantees, either for a set pertod of
time following the transactions or upon the condition that
the purchasers make reasonable efforts to terminate the
guarantees, They also have guaranteed the payment of up
£19 million, or $34 million at current exchange rates, und
a contract that expires in 2005 assigned as part of one of
these sales. Finally, WPD and its affiliates remain
secondarily responsible for lease payments under certain
leases that they have assigned to third parties.

PPL, on behalf of itself and its subsidiaries, maintains insura
that covers liability assumed under contract for bodily injury
and property damage. The coverage requires a $4 million
deductible per occurrence and provides maximum aggregate
coverage of approximately $175 million. This insurance ma
applicable to certain obligations under the contractual
arrangements discussed above.




15. Related Party Transactions
iliate Trusts
L and PPL Energy Supply)

See Note 22 for a discussion of the implementation of FIN 46,
"Consolidation of Variable Inierest Entities, an Interpretation of
ARB No. 51." Adoption of this statement on December 31,
2003 for certain entities required the deconsolidation of wholly-
owned trusts that had issued preferred securities. As a result,
the subordinated debt securities of PPL Capital Funding, in the
case of PPL Capital Funding Trust I, and WPD LLP, in the case
of SIUK Capital Trust 1, which support the trust preferred
securities, are no longer eliminated in consolidation. As of
December 31,2003, 3681 million is reflected as "Long-term
Debt with Affiliate Trusts” on PPL's Balance Sheet, and $89
million is reflected as "Long-term Debt with Affiliate Trust" on
the Balance Sheet of PPL Energy Supply.

PLR Contracts (PPL Energy Supply and PPL Electric)

PPL Efectric has power sales agreements with PPL EnergyPlus,
effective January 1, 2002, to supply all of PPL Electric's PLR
load through 2009. Under these contracts, PPL. EnergyPlus will
provide electricity at the pre-determined capped prices that PPL
Electric is authorized to charge its PLR customers. These
urchases totaled $1.4 billion in 2003 and 2002, including

clear decommissioning recovery and amortization of an up-
nt contract payment. These purchases totaled $1.3 billion in
2001, also including nuclear decommissioning recovery, under
the first PLR contract. These purchases are included in the
Statement of Income as "Energy purchases from affiliate” by
PPL Electric and as revenues from "Wholesale energy
marketing to affiliates" by PPL Energy Supply.

Under the PLR contracts, PPL Electric is required to make
performance assurance deposits with PPL EnergyPlus when the
market price of electricity is less than the contract price by more
than its contract collateral threshold. Conversely, 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. At December 31, 2003, PPL Electric's deposit with
PPI. Energy Supply was $2 million, which is included in
"Carrent Assets - Other" for PPL Electric's Balance Sheet and in
"Current Liabilities - Other" for PPL Energy Supply. PPL
Energy Supply pays interest equal to the three-month LIBOR
plus 3% on this deposit, which is included in the Statement of
Income as “Interest Expense with A ffiliate."

In 2001, PPL Electric made a $90 million payment to PPL
EnergyPlus in connection with the PLR contracts. The upfront
k[anment is being amortized by both parties over the term of the

LR contracts. The unamortized balance of this payment, and
ther payments under the contract, was $70 million at December
31, 2003 and $81 mitlion at December 31, 2002. This balance is
reported on the Balance Sheet as "Prepayment on PLR energy
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supply from affiliate” by PPL Electric and as "Deferred revenue
on PLR energy supply from affiliate” by PPL Energy Supply.

NUG Purchases (PPL Energy Supply and PPL Electric)

PPL Electric has a reciprocal contract with PPL EnergyPlus to
sell electricity purchased under contracts with NUGs. PPL
Electric purchases electricity from the NUGs at contractual rates
and then sells the electricity at the same price to PPL
EnergyPlus. These purchases totaled $152 million in 2003,
$160 million in 2002 and $176 million in 2001. These amounts
are included in the Statement of Income as revenues from
"Wholesale electric to affiliate” by PPL Electric, and as “Energy
purchases from affiliates” by PPL Energy Supply.

Montana Retail Supply (PPL Montana)

PPL Montana had a Memorandum of Understanding (MOU)
with PPL EnergyPlus regarding the supply of energy to satisfy
PPL EnergyPlus' obligations under its retail contracts. This
MOU will remain in effect until terminated by mutual consent
of the parties, or upon 90 days written notice of termination
given by either party to the other party. Under the MOU,
energy sales to PPL EnergyPlus were $64 million in 2003, $68
million in 2002 and $80 million in 2001. These amounts are
included in revenues from "Wholesale energy marketing to
affiliate” on the Statement of Income.

Brokering and Contract Management Agreement (PPL
Montana)}

Under a brokering and contract management agreement between
PPL Montana and PPL EnergyPlus, PPL Montana paid PPL
EnergyPlus $4 million in 2003, $7 million in 2002 and $5
million in 2001. PPL Montana records this expense as "Other
operation and maintenance” on the Statement of [ncome.

Allocations of Corporate Service Costs (PPL Energy
Supply, PPL Electric and PPL Montana)

PPL. Services provides corporate functions such.as financial, legal,
human resources and information services. PPL Services bills the
respective PPL subsidiaries for the cost of such services when they
can be specifically identified. The cost of these services that is not
directly charged to PPL subsidiaries is allocated to certain of the
subsidiaries using a three-factor method based on an average of the
subsidiaries' relative invested capital, operation and maintenance
expenses, and number of employees. PPL Services allocated the
following charges to PPL Energy Supply, PPL Electric and PPL
Montana:

2003 2002 2001

Direct expenses

PPL Energy Supply b3 94 % 88 § 80

PPL. Electric 60 56 68

PPL Montana 9 12 7
Overbead costs

PPL Energy Suppfy 63 38 39

PPL Electric 27 28 28

PPL Montana 6 4 3




Intercompany Borrowings
(PPL Energy Supply)

PPL Energy Supply, primarily through its financing subsidiary,
PPL Investment Corporation, had notes receivable from
affiliates of PPL totaling $2 million at December 31, 2003, and
$655 million at December 31, 2002. Interest earned on loans to
affiliates, included in "Other Income - net" on the Statement of
Income, was $16 million, $22 million and $57 million in 2003,
2002 and 2001.

(PPL Electric)

In 2001, PPL Electric made a $150 million demand loan,
requiring monthly interest payments at an annual interest rate of
4.0%, from excess cash to PPL Energy Funding. The loan was
terminated on November 30, 2003. Intercompany interest
income, included in "Other Income - net" on the Statement of
Income, was 33 million, $9 million and $5 million in 2003,
2002 and 2001.

(PPL Montana)

In 2002, PPL Montana entered into a $100 million three-year
credit facility with PPL Investment Corporation on market terms
to meet its liquidity needs. At December 31, 2003, there was no
outstanding balance. At December 31, 2002 there was a $26
million outstanding balance, which is shown as "Revolving line
of credit with affiliate™ on the Balance Sheet.

Trademark Royalties (PPL Energy Supply)

In the fourth quarter of 2002, a PPL subsidiary that owns PPL
trademarks began billing certain affiliates which use these
trademarks. PPL Energy Supply was allocated $39 million of
this license fee in 2003 and $8 million in 2002, which is
primarily included in "Other Operation and Maintenance” on the
Statement of Income.

Other (PPL Energy Supply and PPL Electric)

PPL Energy Supply owns no domestic transmission or distribution
facilities, other than facilities to interconnect its generation with the
electric transmission system. Therefore, PPL EnergyPlus and other
PPL Generation subsidiaries must pay PIM, the operator of the
transmission system, to deliver the energy these subsidiaries supply
to retail and wholesale customers in PPL Electric's franchised
territory in eastern and central Pennsylvania.

16. Other Income - Net
{PPL)

The breakdown of PPL's "Other Income - net" was as follows:
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2003 2002 2001

Other Income

Interest income % 12§ 28 %

Equity earnings (loss) 2

Realized eamings on nuclear

decommissioning trust 20

Gain by WPD on the

disposition of property 3 6

Hyder-related activity

Rental income 4

Reduction of reserves for

receivables from Enron 10

Legal claim settlements 3

Miscellaneous — domestic I 7 I

Miscellaneous — international 10 5 12

Total 81 48 3¢
Other Deductions

Asset valuation write-down 3 1

Non-operating taxes other than

income 1 3 ]

Miscellaneous — domestic 7 10 Ik

Miscellaneous — international 10 4
Other Income - net 3 60 § 30 3 1€
(PPL Energy Supply)

The breakdown of PPL Energy Supply's "Other [ncome - net”

was as follows:
2003 2002 4

Other Income

Affiliated interest income $ 16 3 2 3 57
Interest income 8 17 6
Reduction of reserves for
receivables from Enron 10
Gain by WPD on the
disposition of property 3 6
Legal ciaim settlements 3
Realized earnings on nuclear
decommissioning trust 20
Rental income 4
Equity carnings 4 3 3
Hyder-related-activity
Miscellaneous — domestic 2 2 [
Miscellaneous — intenational 10 5 12
Total 88 55 84
Other Deductions
Asset valuation write-down 3 1
Non-operating taxes other than
income 1 2 2
Miscellaneous — domestic 1 4 9
Miscetlaneous — international 10
Other Income - net 3 73 8 4 $




{PPL Electric)

The breakdown of PPL Electric's "Other Income - net" was as

ilows:

2003 2002 2001
Other Income
Alfiliated interest income L 3 8 9 % 5
Interest income 4 8 7
Non-operating income -
affiliates 3
Miscellaneous 1 |
Total 7 18 18
Other Deductions
Miscellaneous |
Other Income - net $ 6 % 16 3 16

(PPL Montana)

"Other Income - net" was $9 million for the year ended 2003,
primarily due to a $6 miilion reduction of the reserve provided
against the Enron receivables. See Note 17 for additional
information.

17. Derivative Instruments and Hedging Activities

(PPL, PPL Energy Supply and PPL Montana)

ccounting for Derivative Instruments and Hedging Activities,"
n January 1, 2001. Upon adoption and in accordance with the

fransition provisions of SFAS 133, PPL Energy Supply recorded 2
cumulative-effect credit of $11 million in eamnings, included as an
increase to "Wholesale energy marketing” revenues and a decrease
to "Energy purchases” on the Statement of Income. PPL Energy
Supply and PPL Montana also recorded cumulative-effect charges
of $182 million and $156 million, respectively, in " Accumulated
other comprehensive loss,” a component of Member's Equity,

‘L, PPL Energy Supply and PPL Montana adopted SFAS 133,

In April 2003, the FASB issued SFAS 149, "Amendment of
Statement 133 on Derivative Instruments and Hedging
Activities," which amends and clarifies SFAS 133 to improve
financial accounting and reporting for derivative instruments
and hedging activities. To ensure that contracts with
comparable characteristics are accounted for similarly, SFAS
149 clarifies the circumstances under which a contract with an
initial net investment meets the characteristics of a derivative,
clarifies when a derivative contains a financing component,
amends the definition of an "underlying”" and amends certain
other existing pronouncements. Additionally, SFAS 149 placed
additional limitations on the use of the normal purchase or
normal sale exception. SFAS 149 was effective for contracts
entered into or modified and for hedging relationships
designated after June 30, 2003, except certain provisions
elating 10 forward purchases or sales of when-issued securities

r other securities that did not yet exist. PPL adopted SFAS 149
as of July 1, 2003. The adoption of SFAS 149 did not have a
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significant impact on PPL, PPL Energy Supply or PPL
Montana.

Management of Market Risk Exposures

Market risk is the potential loss PPL may incur as a result of
price changes associated with a particular financial or
commodity instrument. PPL is exposed to market risk from:

* commodity price risk for energy and energy-related products
associated with the sale of electricity from its generating assets
and other electricity marketing activities, the purchase of fuel
for the generating assets and energy trading activities;

s interest rate risk associated with variable-rate debt and the fair
value of fixed-rate debt used to finance operations, as well as
the fair value of debt securities invested in by PPL's nuclear
decommissioning fund;

» foreign currency exchange rate risk associated with investments
in affiliates in Latin America and Europe, as well as purchases
of equipment in currencies other than U.S. dollars; and

& equity securities price risk associated with the fair value of
equity securities invested in by PPL's nuclear decommissioning
fund.

PPL has a risk management policy approved by the Board of
Directors to manage market risk and counterparty credit risk. The
RMC, comprised of senior management and chaired by the Vice
President-Risk Management, oversees the risk management
function. Key risk control activities designed to ensure compliance
with risk policies and detailed programs inctude, but are not limited
to, credit review and approval, validation of transactions and market
prices, verification of risk and transaction limits, sensitivity
analyses, and daily portfolio reporting, including open positions,
mark-to-market valuations, and other risk measurement metrics. In
addition, efforts are ongoing to develop systems to improve the
timeliness, quality and breadth of market and credit risk
information.

PPL utilizes forward contracts, futures contracts, options and
swaps as part of its risk management strategy to minimize
unanticipated fluctuations in earnings caused by commodity
price, interest rate and foreign currency volatility. All
derivatives are recognized on the balance sheet at their fair
value, unless they meet SFAS 133 criteria for exclusion (see
discussion in "Related Implementation Issues" below).

Fair Value Hedges

PPL Energy Supply and PPL Montana enter into financial or
physical contracts to hedge a portion of the fair value of firm
commitments of forward electricity sales. These contracts range
in maturity through 2006. Additicnally, PPL and PPL. Energy
Supply enter into financial contracts to hedge fluctuations in
market value of existing debt issuances. These contracts range
in maturity through 2029,

PPL, PPL Energy Supply and PPL Montana recognized the
following net gains/(losses), after-tax, resulting from hedges of
firm commitments that no longer qualified as fair value hedges




(reported in "Wholesale energy marketing" revenues and
"Energy purchases” on the Statement of Income):

2003 2002 2001
PPL 5 I $ 7
PPL Energy Supply 1 7
PPL Montana (1

PPL, PPL Erergy Supply and PPL Montana did not recognize

any gains/(losses) resulting from the ineffective portion of fair
value hedges for the twelve months ended December 31, 2003,
2002 or 2001.

Cash Flow Hedges

PPL Energy Supply and PPL Montana enter into financial and
physical contracts, including forwards, futures and swaps, to
hedge the price risk associated with electric, gas and oil
commedities. These contracts range in maturity through 2010.
Additionally, PPL and PPL Energy Supply enter into financial
interest rate swap contracts to hedge interest expense associated
with both existing and anticipated debt issuances. These swaps
range in maturity through 2014. PPL and PPL Energy Supply
also enter into foreign currency forward contracts to hedge
exchange rates associated with firm commitments denominated
in foreign currencies and to hedge the net investment of foreign
operations. These forward contracts range in maturity through
2028.

Cash flow hedges may be discontinued because it is probable
that the original forecasted transaction will not occur by the end
of the originally specified time period. PPL, PPL Energy
Supply and PPL Montana discontinued certain cash flow hedges
which resulted in the following net gain/(loss), after tax,
reclassifications from other comprehensive income (reported in
"Whoiesale energy marketing” revenues, "Energy purchases”
and "Interest Expense” on the Statement of Income):

2003 2002 2001
PPL 3 (7) 3 9 3 (14)
PPL Energy Supply Y] (14)
PPL Montana 7

Due to hedge ineffectiveness, PPL, PPL Energy Supply and PPL
Montana reclassified the following net gains/{losses), after tax,
from other comprehensive income (reported in "Wholesale
energy marketing” revenues and "Energy purchases” on the
Statement of Income);

2003 2002
PPL $ 2)
PPL Encrgy Supply (2)
PPL Montana

2001

As of December 31, 2003, the deferred net gain/(loss), after tax,
on derivative instruments in "Accumulated other comprehensive
income"” expected to be reclassified into earnings during the
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next twelve months was $(1) million, £5 million and $5 milli
for PPL, PPL Energy Supply and PPL Montana.

The following table shows the change in accumulated
unrealized gains or losses on derivatives in other compr
income for the following periods:

2003 200
PPL
Beginning accumulated derivative gain  § 7 % .
Net change associated with current
period hedging activities and other 129 |
Net change associated with net
investment hedges 2) [
Net change from reclassification into
eamings {938) (2
Ending accumulated derivative gain b 36 8
PPL Energy Supply
Beginning accumulated derivative gain  § 23 % 4
Net change associated with current
pericd hedging activities and other 31 {
Net change associated with net
investmenl hedges 2) {
Net change from reclassification into
eamings (96) {1
Ending accumulated derivative gain b3 56 § y
PPL Montana
Beginning accumulated derivative gain  § 4 % 3
Net change associated with current
peried hedging activities and other 8 (2
Net change from reclassification into
earnings ()
Ending accumulated derivative gain 3 i1 3

Related Implementation Issues

For energy contracts that meet the definition of a derivative, t
circumstances and intent existing at the time that energy
transactions are entered into determine their accounting
designation. The following summarizes the electricity guideli
that have been provided to the traders who are responsible for
contract designation for derivative energy contracts in
accordance with SFAS 149:

e Any wholesale and retail contracts to sell electricity and tt
related capacity that are expected to be delivered from
PPL's generation or that are approved by the RMC as bein
a strategic element of PPL's overall marketing strategy are
considered "normal." These transactions are not recorded
in the financial statements and have ne earnings impact
until delivery.

¢ Physical electricity-only transactions can receive cash floy
hedge treatment if all of the qualifications under SFAS 13
are met. Any unrealized gains or losses on transactions
receiving cash flow hedge treatment are recorded in other

comprehensive income.

o Physical electricity purchases that increase PPL's long ‘
position and any energy sale or purchase judged a "marke
call" are considered speculative, with unrealized gains or




losses recorded immediately through earnings.

¢ Financial transactions, which can be settled in cash, cannot
be considered "normal” because they do not require
. physical delivery. These transactions receive cash flow

hedge treatment if they lock in the price PPL will receive or
pay for energy expected to be generated or purchased in the
spot market. Any unrealized gains or losses on transactions
that receive cash flow hedge treatment are recorded in other
comprehensive income.

Transactions that do not qualify for hedge accounting treatment
are marked to market through earnings.

In June 2001, the FASB issued definitive guidance on DIG Issue
C185, "Scope Exceptions: Normal Purchases and Normal Sales
Exception for Certain Option-Type Contracts and Forward
Contracts in Electricity.” DIG Issue C15 provides additional
guidance on the classification and application of derivative
accounting rules relating to purchases and sales of electricity
utilizing forward and option cantracts. This guidance became
effective as of July 1, 2001. In December 2001, the FASB
revised the guidance in DIG Issue C13, principally related to the
eligibility of options for the normal purchases and normal sales
exception. The revised guidance was effective April 1, 2002.

In November 2003, the FASB again revised the guidance in
DIG Issue C15 to clarify the application of derivative
accounting rules for contracts that may involve capacity. The
guidance is effective January 1, 2004 for PPL. PPL does not
pect this guidance to have a significant impact on its financial
tements.

In June 2003, the FASB issued DIG Issue C20, "Scope
Exceptions: Interpretation of the Meaning of Not Clearly and
Closely Related in Paragraph 10(b) Regarding Contracts with a
Price Adjustment Feature," which became effective Octaber 1,
2003. DIG Issue C20 addresses a requirement in SFAS 133 that
contracts that qualify for normal treatment must feature pricing
that is clearly and ciosely related to the asset being sold.
Diversity in practice had developed among companies. DIG
Issue C20 permits normal treatment if a price adjustment factor,
such as a broad market index (e.g., Consumer Price Index), is
not extraneous to both the cost and the fair value of the asset
being seld and is not significantly disproportionate in terms of
the magnitude and direction when compated with the asset
being sold. However, DIG Issue C20 also stated that prior
guidance did not permit the use of a broad market index to serve
as a proxy for an ingredient or direct factor. Thus, DIG Issue
C20 required that contracts that had been accounted for as
normal but were not eligible for normal treatment under prior
guidance be reflected on the balance sheet at their fair value,
with an offsetting amount reflected in income as of the date of
adoption. These contracts could then be evaluated under the
provisions of DIG Issue C20 to determine whether they could
qualify for normal treatment prospectively. PPL, PPL Energy

upply and PPL Montana recorded a pre-tax charge to income

f $2 million in the fourth quarter of 2003 to comply with the
provisions of DIG issue C20.
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In December 2001, the FASB revised guidance on DIG Issue
C16, "Scope Exceptions: Applying the Normai Purchases and
Normal Sales Exception to Contracts that Combine 2 Forward
Contract and a Purchased Option Contract.” DIG lssue C16
provides additional guidance on the classification and
application of SFAS 133, "Accounting for Derivative
Instruments and Hedging Activities,” relating to purchases and
sales of electricity utilizing forward contracts and options, as
well as the eligibility of fuel contracts for the normal purchases
and normal sales exception. The revised guidance was effective
April 1,2002. PPL had no financial statement impact from the
revised guidance on fuel contracts classified as normal.

PPL adopted the final provisions of EITF 02-3, "Issues Involved
in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts involved in Energy Trading and Risk
Management Activities,” during the fourth quarter of 2002. As
such, PPL reflects its net realized and unrealized gains and
losses associated with all derivatives that are heid for trading
purposes in the "Net energy trading margins” line on the
Statement of Income. Non-derivative contracts that met the
definition of energy trading activities as defined by EITF 98-10,
"Accounting for Energy Trading and Risk Management
Activities” are reflected in the financial statements using the
accrual method of accounting. Under the accrual method of
accounting, unrealized gains and losses are not reflected in the
financial statements. Prior periods were reclassified. No
cumulative effect adjustment was required upon adoption.

PPL Energy Supply and PPL Montana have adopted the final
provisions of EITF 03-11, "Reporting Realized Gains and
Losses on Derivative Instruments That Are Subject to FASB
Statement No. 133 and Not 'Held for Trading Purposes' as
Defined in Issue No. 02-3," prospectively as of Qctober 1, 2003,
As aresult of this adoption, non-trading bilateral sales of
electricity at major market delivery points are netted with
purchases that offset the saies at those same delivery points. A
major market delivery point is any delivery peint with liquid
pricing available. The impact of adopting EITF 03-11 was a
reduction in both "Wholesale energy marketing” revenues and
"Energy purchases” by $103 million in PPL's and PPL Energy
Supply's Statement of Income and by $18 million in PPL
Montana's Statement of ncome.

Credit Concentration

PPL, PPL Energy Supply and PPL Montana enter into contracts
with many entities for the purchase and sale of energy. Most of
these contracts are considered a normal part of doing business
and, as such, the mark-to-market value of these contracts is not
reflected in the financial statements. However, the mark-to-
market value of these contracts is considered when committing
to new business from a credit perspective.

PPL, PPL. Energy Supply and PPL Montana have credit
exposures to energy trading partners. The majority of these
exposures were the mark-to-market vatue of multi-year
contracts for energy sales. Therefore, if these counterparties fail
to perform their obligations under such contracts, the companies




would not experience an immediate financial loss, but would
experience lower revenues in future years to the extent that
replacement sales could not be made at the same prices as sales
under the defaulted contracts.

At December 31, 2003, PPL had a credit exposure of $234
million to energy trading partners. Eight counterparties
accounted for 51% of this exposure. No other individual
counterparty accountéd for more than 4% of the exposure. With
one exception, each of the eight primary counterparties had an
investment grade credit rating from Standard & Poor's Ratings
Services (S&P). The non-investment grade counterparty,
NorthWestern, has filed for Chapter 11 bankruptcy protection.
NorthWestern has assumed the power supply agreements in its
bankruptey proceeding. NorthWestern has remained current on
all post-bankruptcy obligations with PPL. Montana. Payment on
all pre-bankruptcy obligations was received in October 2003.
See Note 14 under "Wholesale Energy Commitments” for
additiona! information regarding the NorthWestern bankruptcy
proceeding.

At December 31, 2003, PPL Energy Supply had a credit
exposure of $508 million to energy trading partners. Nine
counterparties accounted for 77% of this exposure. No other
individual counterparty accounted for more than 2% of the
exposure. The largest exposure, $274 million, was to PPL
Electric, under the long-term contract to supply PPL Electric's
PLR load. With one exception, the other eight counterparties
have an investment grade credit rating from S&P. The non-
investment grade counterparty, NorthWestern, has filed for
Chapter 11 bankruptcy protection, as discussed above.

At December 31, 2003, PPL Montana had a credit exposure of
$75 million to energy trading partners. Four counterparties
accounted for 79% of this exposure. No other individual
counterparty accounted for more than 3% of the exposure.
Three of the faur counterparties have an investment grade credit
rating from S&P. The non-investment grade counterparty,
NorthWestern, has filed for Chapter 11 bankruptcy protection,
as discussed above.

PPL, PPL Energy Supply and PPL Montana have the right to
request collateral from cach of these counterparties, except for
one government agency, in the event their credit ratings fall
below investment grade or, in one case, below current levels.
PPL Montana and NorthWestern have mutually agreed not to
request collateral from each other while NorthWestern's Chapter
11 bankruptcy proceeding is pending. It is also the policy of
PPL, PPL Energy Supply and PPL Montana to enter into netting
agreements with all of their counterparties to minimize credit
exposure,

Enron Bankruptcy

In connection with the December 2001 bankruptcy filings by
Enron Corporation and its affiliates (collectively "Enron"), PPL
EnergyPlus and PPL Montana terminated certain electricity, gas
and other trading agreements with Enron. PPL EnergyPlus’
2001 after-tax earnings exposure associated with termination of
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these contracts was approximately $8 million, which was
recorded in "Wholesale energy marketing" and "Energy
purchases” in the Statement of Income. PPL Montana had a¢
2001 earnings effect associated with the termination of these
contracts, Additionally, at the time that these trading
agreements were terminated, they were at prices more fa
to PPL EnergyPlus and PPL Montana than current market
prices, and PPL established a reserve for uncollectible accour
in the aggregate amount of $50 million. In October 2002, PP
EnergyPlus and PPL Montana filed proofs of claim in Enron®
bankruptcy proceedings for approximately $21 million and $:
million, respectively. These claims were against Enron Norit
America and Enron Power Marketing (the "Enron
Subsidiaries"), and against Enron Corporation, which had
guaranteed the Enron Subsidiaries' performance (the "Enron
Corporation Guarantees™).

During 2003, PPL EnergyFPlus, PPL Montana and Enron
engaged in discussions regarding the amount of claims that
would be allowed against the Enron Subsidiaries. Althoughr
formal agreement on such amounts has been reached, based ¢
informal discussions with Enron’s counsel, PPL EnergyPlus 4
PPL Montana believe that their claims against the Enron
Subsidiaries wiil eventually be allowed in the bankruptcy at
approximately $21 million and $25 million, respectively.
Accordingly, PPL reduced its receivablzs from Enron, and th
associated reserve for uncollectible accounts, by $4 million.
PPL also determined that it is probable that PPL. EnergyPlus:
PPL Montana will recover approximately $4 million and $6
million, respectively, of these receivables from the Enron !

Subsidiaries, and may collect additional amounts under th
Enron Corporation Guarantees. Therefore, PPL determine
it was appropriate to reduce its reserve by an additional $10
million.

In November 2003, Enron Corporation filed suits against eac
of PPL EnergyPlus and PPL Montana, asserting that the Enrc
Corporation Guarantees should be avoided as fraudulent
transfers. [f Enron Corporation were successful in these suits
PPL EnergyPlus' and PPL Montana's clzims against Enron
Corporation under the Enron Corporation Guarantees would
be allowed in the bankrupicy proceeding.

18. Goodwill and Other Intangible Assets

On January 1, 2002, PPL and its subsidiaries adopted SFAS
142, "Goodwill and Other Intangible Assets,” which eliminat
the amortization of goodwill and other acquired intangible
assets with indefinite economic useful lives. SFAS 142 requ
an annual impairment test of goodwill at the reporting unit ie
which compares the carrying value of the reporting unit to its
fair value. A reporting unit is a segment or one level below ¢
segment. Intangible assets other than goodwill that are not
subject to amortization are also required to undergo an annua
impairment test. PPL changed the classification of certain
intangible assets on the balance sheet upon adopting SFAS
Previously reported information has been restated to confo
the current presentation. The following information is disclo
in accordance with SFAS 142,




Acquired Intangible Assets
PL)

e carrying amount and the accumulated amortization of
acquired intangible assets were as follows:

December 31, 2003 December 31, 2002

Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Land and
transmission
rights 3 256 % 94 § 245 % 90
Emission
allowances 49 41
[icenses and
other 51 4 37 3
3 356 % 98 §$ 323 % 93

Current intangible assets are included in "Current Assets -
Other,” and long-term intangible assets are included in "Other
intangibles" on the Balance Sheet.

Amortization expense was approximately $6 miliion for 2003
and 2002. Amortization expense is estimated at $6 million per
year for 2004 through 2008,

{(PPL Energy Supply)

he carrying amount and the accumulated amortization of
quired intangible assets were as follows:

December 31, 2003 December 31, 2002

Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amaortization-
Land and
transmission
rights 3 45 3 5 % 49 3 14
Emission
allowances 49 41
Licenses and
other 50 4 36
3 44 % 19 % 126 % 17

Current intangible assets are included in "Current Assets -
Other," and long-term intangible assets are included in "Other
intangibles" on the Balance Sheet.

Amortization expense was approximately $2 million for 2003
and 2002. Amortization expense is estimated at $3 million per
year for 2004 through 2008,

(PPL Eleciric)

The carrying amount and the accumulated amortization of
acquired intangible assets were as follows:
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December 31, 2003 December 31, 2002
Carrying  Accumulated Carrying  Accumulated
Amount Amortization Amount Amoertization
Land and
transmission
rights 5 193 3 77 % 192 § 74

Intangible assets are shown as "Intangibles” on the Balance
Sheet.

Amortization expense was approximately $2 million for 2003
and 2002. Amortization expense is estimated at $2 million per
year for 2004 through 2008.

{PPL Montana)

The carrying amount and the accumulated amortization of
acquired intangible assets were as follows:

December 31, 2003 December 31, 2002
Carrying Accumulated Carrying  Accumulated
Amount Amortization Amount Amortization
Emission
allowances $ I8 $ i§
Licenses and
other 27 % 1 2 8 1
b 45 3 1 8 40 S 1

Current intangible assets are included in "Prepayments and
other," and long-term intangible assets are included in
"Intangibles” on the Balance Sheet.

Amortization expense was approximately $1 million for 2003
and 2002. Amortization expense is estimated at $1 million per
year for 2004 through 2008.

Goodwill (PPL and PPL Energy Supply)

The changes in the carrying amounts of goodwill by segment
were as follows:



PPL Energy Supply PPL

Supply Internztional Total Delivery(a) Tuotal
Balance.as of
January 1.2002 § 72 3 257 % 329 % 55 §% 384
Goodwill !
acquired 13 6 19 19
Interest in WPD
goodwill (b) 225 225 225
Effect of foreign
currency
exchange rates (4} 4) )
Impairment
losses (150} (150} (150)
Balance as of
December 31,
2002 $ 85 & 334 § 419 % 55 8 4M
Effect of foreign
currency
exchange rates 92 92 92
Purchase
accounting
adjustments (b) 8 500 508 508
Discontinued
operations (6) (6} (6)
Balance as of
December 31,
2003 $ 93 % 920 % 1013 % 55 % 1.068

(a) The Delivery segment is not part of PPL Energy Supply.
(b} See Note 9 for additional information.

Goodwill is included in "Goodwill” on the Balance Sheet.

The reporting units of the Supply, Delivery and International
segments completed the transition impairinent test in the first
quarter of 2002. A transition goodwill impairment loss of $150
million was recognized in the Latin American reporting unit
within the International segment, and is reported as a
*"Cumulative Effects of Changes in Accounting Principles” on
the Statement of Income. The fair value of the reporting unit
was estimated using the expected present value of future cash
flows.

fn December 2003, the PPL Global Board of Managers
authorized the sale of its investment in a Latin American
telecommunications company. As a result of this decision, PPL
Global wrote off $6 million of goodwill.

Recongiliation of Prior Periods to Exclude
Amortization

{PPL and PPL Energy Suppiy)

The following table reconciles reported earnings for 2001 to
earnings adjusted to exclude amortization expense related to
goodwill and equity method goodwill. Those expenses were no
longer recorded in 2002 or 2003 in accordance with SFAS 142,
PPL and PPL Energy Supply were not affected by changes in
amortization periods for other intangible assets.

PPL 2003 2002 2001

Income from continuing
operations $ 719 § 360 % 169

Goodwill amortization

Equity method goodwill
amortization

Pro forma income from

continuing operations 3 FI I 360 % 185
Reported net income $ 734 % 208 % 179
Goodwill amortization i3
Equity method goodwill

amortization 3
Adjusted net income $ 734 § 208 3 195
Basic EPS:

Income from continuing

operations g 416 % 236 % 1.t6
Goodwill amortization 0.09
Equity method goodwill

amortization 0.02
Pro forma income from

continuing operations’ 3 416 § 236 % 1.27
Reported net income 3 425 % 137 3 1.23
Goodwill amortization 0.09
Equity method goodwill

amortization 0.02
Adjusted net income 3 425 3% 137 3 1.34
Dituted EPS:

Income from continuing

operations b 415 3§ 23 § 1.15
Goodwill amortization 0.09
Equity method goodwill

amortization 0.02
Pro forma income from

continuing operations % 4.15 % 236 %

Reported net income ) 424 $ 136 $

Goodwill amortization 0.09
Equity method goodwill

amortization 0.02
Adjusted net income h) 424 % 136 $ 1.33
PPL Energy Supply 2003 2002 2001
Income from continuing

operations 3 12 3 431 % 171
Goodwill amortization 12
Equity method goodwill

amortization 3
Pro forma income from continuing

operations § 712§ 431 % 186
Reported net income b 727 % 2719 % 174
Goodwill amontization 12
Equity method goodwill

amortization 3
Adjusted nel income $ 727 % 219 3 189

(PPL Electric and PPL Montana)

PPL Electric and PPL Montana had no goodwill at
December 31, 2003, 2002 and 2001. The adoption of SFAS 14
wotld not have affected prior period earnings of PPL Electric

and PPL. Montana.




19. Strategic Initiative

"’L, PPL Energy Supply and PPL Electric)

n August 2001, PPL completed a strategic initiative to confirm
the structural separation of PPL Eleciric from PPL and PPL’s
other affiliated companies. This initiative enabled PPL Electric
to reduce business risk by securing a supply contract adequate to
meet its PLR obligations, enabled PPL Electric to lower its
capital costs, enabled PPL EnergyPlus to lock in an electric
supply agreement at current favorable prices, and enabled PPL
to raise capital at attractive rates for its unregulated businesses,
while allowing PPL to retain valuable advantages related to

operating both energy supply and energy delivery businesses.
In connection with this initiative, PPL Electric:

s obtained a long-term electric supply contract to meet its
PLR obligations, at prices generally equal to the pre-
determined "capped"” rates it is authorized to charge its PLR
customers from 2002 through 2009 under the 1998 PUC
settiement order;

+ agreed to limit jts businesses to electric transmission and
distribution and activities relating to or arising out of those
businesses;

« adopted amendments to its Articles of Incorporation and
Bylaws containing corporate governance and operating
provisions designed to reinforce its corporate separateness

. from affiliated companies;

appointed an independent director to its Board of Directors
and required the unanimous consent of the Board of
Directors, including the consent of the independent director,
to amendments to these corporate governance and operating
provisions or to the commencement of any insolvency
proceeding, including any filing of a voluntary petition in
bankruptcy or other similar actions;

» appointed an independent compliance administrator to
review, on a semi-annual basis, its compliance with the new
corporate governance and operating requirements contained
in its amended Articles of Incorporation and Bylaws; and

s adopted a plan of division pursuant to the Pennsylvania
Business Corporation Law. The plan of division resulted in
two separate corporations. PPL Electric was the surviving
corporation and a new Pennsylvania corporation was
created. Under the plan of division, $5 million of cash and
certain of PPL Electric's potential liabilities were atlocated
to the new corporation. PPL has guaranteed the obligations
of the new corperation with respect to such liabilities.

The enhancements to PPL Electric’s legal separation from its
affiliates are intended to minimize the risk that a court would
order PPL Electric's assets and liabilities to be substantively
consolidated with those of PPL or another affiliate of PPL in the
event that PPL or another PPL affiliate were to become a debtor
Dn a bankruptey case.

At a special meeting of PPL Electric's shareowners held on July
17, 2001, the plan of division and the amendments to PPL

Electric's Articles of Incorporation and Bylaws were approved,
and became effective upon filing the articles of division and the
plan of division with the Secretary of State of the
Commonwealth of Pennsylvania. This filing was made in
August 2001.

As part of the strategic initiative, PPL Electric solicited bids to
contract with energy suppliers to meet its obligation to deliver
energy 1o its customers from 2002 through 2009. In June 2001,
PPL Electric announced that PPL. EnergyPlus was the low
bidder, among six bids examined, and was selected to provide
the energy supply requirements of PPL Electric from 2002
through 2009. Under this contract, PPL EnergyPius will
provide electricity at pre-determined capped prices that PPL
Electric is authorized to charge its PLR customers, and received
a $90 million payment to offset differences between the
revenues expected under the capped prices and projected market
prices through the life of the supply agreement (as projected by
PPL EnergyPlus at the time of its bid). The contract resulted in
PPL EnergyPlus having an eight-year contract at current market
prices. PPL has guaranteed the obligations of PPL EnergyPlus
under the new contract.

In July 2001, the energy supply contract was approved by the
PUC and accepted for filing by the FERC.

Also in fuly 2001, PPL Electric filed a shelf registration
statement with the SEC to issue up to $900 million in debt. In
August 2001, PPL Electric sold $800 million of senior secured
bonds under this registration statement, The offering consisted
of two series of bonds: $300 million of 5-7/8% Series due 2007
and $500 million of 6-1/4% Series due 2009. PPL Electric used
a portion of the proceeds from these debt issuances to make the
$90 million up-front payment to PPL EnergyPlus, and $§280
million was used to repurchase a portion of its common stock
from PPL. The remainder of the proceeds was used for general
corporate purposes.

Taken collectively, the steps in the strategic initiative were
intended to protect the customers of PPL Electric from volatile
energy prices and lower its cost of capital. PPL's shareowners
also benefited from this initiative because it provided low-cost
capital to the higher-growth, unregulated side of PPL's business.

20. Woarkforce Reduction
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

In an effort to improve operational efficiency and reduce costs,
PPL and its subsidiaries commenced a workforce reduction
assessment in June 2002 that was expected to eliminate up to
598 employees, or about 7% of PPL's U.S. workforce, at an
estimated cost of $74 million, The program was broad-based
and impacted all employee groups except certain positions that
are key to providing high-quality service to PPL's electricity
delivery customers. Linemen, electricians and fine foremen, for
example, were not affected by the reductions. An additional $1
million workforce reduction charge was recorded in September
2002, when plans specific to PPL Globat and PPL Montana




subsidiaries were finalized which were expected to impact 26
employees. These additional reductions increased PPL's total
charge for workforce reductions to $75 million for the
elimination of up to 624 positions.

PPL recorded the charges in the Statement of Income as
"Workforce reduction" for the year ended December 31, 2002,
These charges reduced net income by $44 million after taxes.
The program provides primarily for enhanced early retirement
benefits and/or one-time special pension separation allowances
based on an employee’s age and years of service. These features
of the program will be paid from the PPL Retirement Plan
pension trust and increased PPL's pension and postretirement
benefit liabilities by $65 million. The remaining $10 miliion of
costs related primarily to non-pension benefits, such as
severance payments and outplacement costs, which will be paid
by PPL.

PPL Energy Supply expected to uitimately eliminate up to 221
employees and recorded charges of $40 million in June 2002

and $1 million in September 2002, These charges reduced net
income by $24 million for the year ended December 31, 2002.
Included in these charges was a $10 million allocation of costs
associated with the elimination of employees of PPL Services.

PPL Electric expected to ultimately eliminate up to 260
employees and recorded a charge of $33 million, which reduced
net income by $19 million for the year ended December 31,
2002. Inciluded in the charge was a $6 million allocation of
costs associated with the elimination of employees of PPL
Services.

In the third quarter of 2003, PPL Electric recorded an additional
$9 million, or $5 million after-tax, charge for the completion of
the workforce reduction program that commenced in 2002. This
additional charge covers the final 94 employees anticipated to
be separated as part of the Automated Meter Reader
implementation project. The charge was related to pension
enhancements, which will be paid from the PPL Retirement
Plan pension trust.

PPL Montana expected to ultimately eliminate up to ten
employees and recorded an insignificant charge for the year
ended December 31, 2002.

As of December 31, 2003, 490 employees of PPL subsidiaries
were terminated. Approximately 129 positions, which are
primarily bargaining unit, will be evaluated for termination over
the next six months, due to the timing of the Automated Meter
Reader implementation and the displacement process under the
bargaining unit contract. Substantially all of the accrued non-
pension benefits have been paid.

21. Asset Retirement Obligations
(PPL. PPL Energy Supply, PPL Electric and PPL Montana)

In 2001, the FASB issued SFAS 143, "Accounting for Asset
Retirement Obligations," which addresses the accounting for
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obligations associated with the retirement of tangible long-liv
assets. SFAS 143 requires legal obligations associated with t
retirement of long-lived assets to be recognized as a liability
the financial statements. The initial obligation should b:!

measured at the estimated fair value. An equivalent am
should be recorded as an increase in the value of the capi
asset and allocated to expense over the useful life of the asset
Until the obligation is settied, the liability should be increase:
through the recognition of accretion expense in the income
statement, for changes in the obligation due to the passage of
time.

(PPL and PPL Energy Supply)

PPL and PPL Energy Supply adopted SFAS 143 effective
January 1, 2003. Application of the new rules resulted in an
increase in net PP&E of $32 miilion, reversal of previously
recorded liabilities of $304 miilion, recognition of asset
retirement obligations of $229 million, recognition of a defer
tax liability of $44 million and a cumulative effect of adoptio
that increased net income by $63 million or $0.36 per share.
2003, as a result of applying SFAS 143, PPL and PPL Energy
Supply recognized $18 miliion of accretion expense and an
insignificant amount of depreciation expense.

PPL and PPL Energy Supply identified various iegal obligatiol
to retire long-lived assets, the largest of which relates to the
decommissioning of the Susquehanna station. PPL and PPL
Energy Supply identified and recorded other asset retirement
obligations related to significant interim retirements at the
Susquehanna station, and various environimental requireme;
coal piles, ash basins and other waste basin retirements.

PPL and PPL Energy Supply also identified legal retirement
obligations that were not measurable at this time. These item
included the retirement of certain transmission assets and a
reservoir. These retirement obligations were not measurable
due to indeterminabie dates of retirement.

Amounts collected from PPL Electric's customers for
decommissioning, less applicable taxes, are deposited in exterr
trust funds for investment and can only be used for future
decommissioning costs. The fair value of the nuclear
decommissioning trust was $357 million and $287 million as ¢
December 31, 2003 and 2002.

PPL's and PPL Energy Supply's asset retirement obligations ¢
included in "Deferred Credits and Other Noncurrent Liabilitic
Other” on the Balance Sheet. The changes in the carrying
amounts of asset retirement obligations were as follows:

Assel retirement obligation at

January 1, 2003 Y 229

Add: Accretion expense 18

Less: Settlement 5

Asset retirement obligation at

December 31, 2003 3 25_3‘ ‘




(PPL Electric)

PPL Electric adopted SFAS 143 effective January 1, 2003 and
A not record any asset retirement obligations upon adoption.
L Electric identified legal retirement obligations for the
retirement of certain transmission assets that were not
measurable at this time due to indeterminable dates of
retirement.

{PPL Montana)

PPL Montana adopted SFAS 143 effective January 1, 2003.
PPL Montana recorded asset retirement obligations associated
with various environmental requirements for coal piles, ash
basins and other waste basin retirements. The impact of these
asset retirement obligations was insignificant.

Reconciliation of Prior Annual Periods (PPL and PPL
Energy Supply)

The pro forma asset retirement obligation liability balances,
calculated as if SFAS 143 had been adopted on January I, 200!
(rather than January 1, 2003), were $229 million, $211 million
and $196 million as of December 31, 2002, December 31, 2001
and January 1, 2001.

The pro forma income statement effects of the application of
SFAS 143, calcuiated as if it had been adopted prior to January
Dl, 2001 (rather than January 1, 2003) are presented below:

For the Years Ended

December 31,
PPL 2003 2002 2001
Income from continuing
operations 3 719 % 360 8 169
Pro forma income from
continuing operations 3 719 % 351 % 167
Reported net income 3 734 % 208 % 179
Pro forma net income b 671 % 199 % 177
Basic EPS:
Income from continuing
operations ] 416 § 236 % 1.16
Pro forma income from
continuing operations 3 416 $ 230 % 1.15
Reported net income b3 425 § 137 % 1.23
Pro forma net income § 389 S 131 % 1.21
Diluted EPS:
Income from continuing
operations 3 415 % 236 % 1.15
Pro forma income from
continuing operations 3 415 % 230 % 1.14
Reported net income % 424 3 136 % 1.22
Pro forma net income 3 388 % 131 % 1.21
PPL Energy Supply 2003 2002 2001
Income from continuing
operations 3 712 % 431 % 17
Pro forma income from
continuing operations 5 712 % 422 3 169
Reported net income 3 727 % 279 3 174
Pro forma net income $ 664 % 270 % 172
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22. New Accounting Standards

SFAS 143 (PPL. PPL Energy Supply, PPL Electric and PPL
Montana)

See Note 21 for a discussion of SFAS 143, "Accounting for
Asset Retirement Obligations,” and the impact of its adoption.

SFAS 146 (PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

In 2002, the FASB issued SFAS 146, "Accounting for Costs
Associated with Exit or Disposal Activities," SFAS 146
addresses financial accounting and reporting for costs associated
with exit or disposal activities and nullifies EITF Issue No. 94-
3, “Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring)." SFAS 146 requires the
recognition of a liability for costs associated with exit or
disposal activities when the liability is incurred rather than at the
date of a commitment to an exit or disposal plan. SFAS 146
also establishes that the initial liability should be measured at its
estimated fair value. The provisions of SFAS 146 are effective
for exit or disposal activities initiated after December 31, 2002,
with earlier application encouraged. PPL and its subsidiaries
adopted SFAS 146 effective January 1, 2003. SFAS 146 did not
have an impact on PPL or its subsidiaries during 2003,

SFAS 148 (PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

in 2002, the FASB issued SFAS 148, "Accounting for Stock-
Based Compensation - Transition and Disclosure, an Amendment
of FASB Statement No. £23." SFAS 148 provides three
transition methods for adopting the fair value method of
accounting for stock-based compensation prescribed under SFAS
123 and enhances the required disclosures regarding stock-based
compensation effective for fiscal years ending after December 15,
2002. SFAS 148 also requires certain disclosures in financial
reports issued for interim periods beginning after December 15,
2002.

PPL and its subsidiaries elected to adopt the fair value method of
accounting for stock-based compensation as of January 1, 2003
using the prospective method of transition, as permitted by SFAS
148. The prospective method provides that PPL and its
subsidiaries will recognize expense for all stock-based
compensation awards granted, modified or settled on or after
January 1, 2003. See Note |1 for a discussion of the change in
accounting for stock-based compensation and the disclosures
required by SFAS 148.

SFAS 149 (PPL, PPL Energy Supply and PPL Montana)
See Note 17 for a discussion of SFAS 149, "Amendment of

Statement 133 on Derivative Instruments and Hedging
Activities," and the impact of its adoption.



SFAS 150
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

In May 2003, the FASB issued SFAS 150, "Accounting for
Certain Financial Instruments with Characteristics of Both
Liabilities and Equity." SFAS 150 establishes standards for
classifying and measuring certain financial instruments that
have characteristics of both liabilities and equity. The standards
established by it require certain financial instruments that, under
previous guidance, could be classified as equity or "mezzanine"
equity to now be classified as liabilities on the balance sheet.
SFAS 150 requires the following freestanding financial
instruments to be classified as liabilities {or assets in some
circumstances):

e mandatorily redeemable financial instruments,
financial instruments that embody obligations to
repurchase equity shares in exchange for cash or other
assets, including written put options and forward
purchase contracts, and

e  certain financial instruments that embody obligations to
issue a variable number of shares.

SFAS 150 also requires disclosure regarding the nature and
terms of those instruments and settlement altemnatives. Except
as discussed below, SFAS 150 is effective for all financial
instruments entered into or modified after May 31, 2003 and is
otherwise effective at the beginning of the first interim period
beginning after June 15, 2003. In November 2003, the FASB
issued FSP FAS 150-3, "Effective Date, Disclosures, and
Transition for Mandatorily Redeemable Financial Instruments
of Certain Nonpublic Entities and Certain Mandatorily
Redeemable Noncontrolling Interests under FASB Statement
No. 150, 'Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity,’ " which, as it
relates to public entities, deferred indefinitely certain provisions
of SFAS 150 related to certain mandatorily redeemable
noncontrolling interests. SFAS 150 prohibits the restatement of
financial statements for periods prior to its adoption.

(PPL, PPL Energy Supply and PPL Electric)

In accordance with SFAS 150, effective July 1, 2003, PPL
changed its classification of the trust preferred securities of PPL
Capital Funding Trust I, which were issued as a component of
the PEPS Units, PPL Energy Supply changed its classification
of the trust preferred securities issued by SIUK Capital Trust 1
and PPL Electric changed its classification of its preferred stock
with sinking fund requirements. These securities are
mandatorily redeemable financial instruments, as they require
the issuer to redeem the securities for cash on a specified date.
Thus, they should be ctassified as liabilities, as a component of
long-term debt, instead of "mezzanine" equity, on the balance
sheet. As of December 31, 2003, no amounts were included in
long-term debt for any of these securities because of the
following: PPL deconsolidated PPL Capital Funding Trust [ in
accordance with FASE Interpretation No. 46, "Consolidation of
Variable Interest Entities, an Interpretation of ARB No. 51."
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PPL Energy Supply deconsolidated SIUK Capital Trust I in

accordance with FIN 46 and there was no preferred stock witl
sinking fund requirements of PPL Electric outstanding (due tc
preferred stock redemptions discussed in Note 8). Asa ﬂ

the deconsolidation of the trusts, the subordinated debt s
that support the trust preferred securities, rather than the
preferred securities themselves, are reflected in long-term det
as of December 31, 2003. See "FIN 46 and FIN 46(R)" for a
discussion of the deconsolidation of the trusts.

SFAS 150 also requires the distributions-on these mandatorily
redeemable securities to be included as a component of "Inter
Expense” instead of "Distributions on Freferred Securities” in
the Statement of Income effective July 1, 2003. "Interest
Expense” for 2003 includes distributions on these securities
totaling $27 million for PPL, $5 million for PPL Energy Supt
and an insignificant amount for PPL Elzctric. Periods ending
prior to July 1, 2003 have not been restated to conform to the:
presentations since SFAS 15( specifically prohibits the
restatement of financial statements for periods prior to its
adoption.

FIN 45 /PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

In 2002, the FASB issued Interpretation No. 45, "Guarantor's
Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others, an
Interpretation of FASB Statements No. §, 37, and 107 and
Rescission of FASB Interpretation No. 34." FIN 45 clarifie
upon issuance of certain types of guarantees, the guarantor
recognize an initial liability for the fair value of the obligationi
assumes under the guarantee. The offsefting entry will be
dependent upon the circumstances under which the guarantee i
issued, and the initial liability should typicalty be reduced as th
guarantor is released from risk under the guarantee. FIN 45 als
requires a guarantor to make significant new disclosures for
guarantees even if the likelihood of the guarantor's having to
make payments is remote. The provisions relating to the initial
recognition and measurement of guarantee obligations must be
applied on a prospective basis for guarantees issued or modifie
after December 31, 2002. PPL and its subsidiaries adopted FI?
45 effective January 1, 2003. FIN 45 did not have a significani
impact on earnings in 2003. See Note i4 for disclosure of
guarantees and other assurances existing as of December 31,
2003.

FIN 46 and FIN 46(R) (PPL, PPL Energy Supply, PPL
Electric and PPL Montana)

In January 2003, the FASB issued Interpretation No, 46,
"Consolidation of Variable Interest Entities, an Interpretation
ARB No. 51." FIN 46 clarifies that variable interest entities,
defined therein, that do not disperse risks among the parties
involved should be consolidated by the entity that is determin
to be the primary beneficiary. FIN 46 also requires certain
disclosures to be made by the primary beneficiary and by a
enterprise that holds a significant variable interest in a variab!
interest entity but is not the primary beneficiary. FIN 46 appi




immediately to variable interest entities created after January 31,
2003 and to variable interest entities in which an enterprise
obtains an interest after January 31, 2003. For variable interest
ities in which an enterprise holds a variable interest that was

‘uired before February 1. 2003, FIN 46 was originally

quired to be adopted no later than the first fiscal year or
interim period beginning after June 15, 2003. However, in
October 2003, the FASB issued FSP FIN 46-6, "Effective Date
of FASB Interpretation No. 46, Consolidation of Variable
Interest Entities," which delayed the effective date for applying
the provisions of FIN 46 to interests held by public entities in
variable interest entities or potential variable interest entities
created before February [, 2003 untii the end of the first interim
period ending after December 15, 2003.

In December 2003, the FASB revised FIN 46 by issuing
Interpretation No. 46 (revised December 2003), which is known
as FIN 46(R} and replaces FIN 46. FIN 46(R) does not change
the general consolidation concepts of FIN 46. Among other
things, FIN 46(R) again changes the effective date for applying
the provisions of FIN 46 to certain entities, clarifies certain
provisions of FIN 46 and provides additional scope exceptions
for certain types of businesses. For entities to which the
provisions of FIN 46 have not been applied as of December 24,
2003, FIN 46(R) provides that a public entity that is not a small
business issuer should apply the provisions of FIN 46 or FIN
46(R) as follows: (i) FIN 46(R) shall be applied to all entities
no later than the end of the first reporting period that ends after
March 15, 2004, and (ii) FIN 46 or FIN 46(R) should be applied
entities that are considered to be SPEs no later than the end of
e first reporting period that ends afier December 15, 2003.

As permitted by FIN 46(R), PPL and its subsidiaries adopted
FIN 46 effective December 31, 2003 for entities created before
February 1, 2003 that are considered to be SPEs. This adoption
resulted in the consolidation of the lessors under the operating
leases for the Sundance, University Park and Lower Mt. Bethel
generation facilities, as well as the deconsolidation of two
wholly-owned trusts. See below for further discussion. Also, as
permitted by FIN 46(R), PPL and its subsidiaries deferred the
application of FIN 46 for other entities and plans to adopt FIN
46(R) for all entities on March 31, 2004.

PPL and its subsidiaries are in the process of evaluating entities
in which they hold a variable interest in accordance with FIN
46(R). PPL and its subsidiaries are currently not aware of any
variable interest entities that are not consolidated as of
December 31, 2003 but which they will be required to
consolidate in accordance with FIN 46(R) effective March 31,
2004. As they continue to evaluate the impact of applying FIN
46(R), PPL and its subsidiaries may identify additional entities
that they would need to consolidate.

(PPL and PPL Energy Supply)

»dditional Entities Consclidated

The fessors under the operating leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities are
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variable interest entities that are considered to be SPEs. PPL
Energy Supply is the primary beneficiary of these entities.
Consequently, PPL Energy Supply was required to consolidate
the financial statements of the lessors effective December 31,
2003. Upon initial consolidation, PPL Energy Supply
recognized $1.1 billion of additionai assets and liabilities on its
balance sheet and a charge of $27 million, after-tax, as a
cumutative effect of a change in accounting principle. The
additional assets consist principally of the generation facilities,
and the additional liabilities consist principally of the lease
financing. See below for a discussion of the leases,

In May 2001, a subsidiary of PPL Energy Supply entered into a
lease arrangement, as lessee, for the development, construction
and operation of commercial power generation facilities. The
lessor was created for the sole purpose of owning the facilities
and incurring the related financing costs. The $660 million
operating lease arrangement covers the 450 MW gas-powered
Sundance project near Coolidge, Arizona and the 540 MW gas-
powered University Park project near University Park, lilinois.
These facilities were substantially complete in July 2002, at
which time the initial lease term commenced. See the Statement
of Long-term Debt for a discussion of the related financing,

In December 2001, another subsidiary of PPL Energy Supply
entered into a $455 million operating lease arrangement, as
lessee, for the development, construction and operation of a 600
MW gas-fired combined-cycle generation facifity located in
Lower Mt. Bethel Township, Northampton County,
Pennsylvania. The lessor was created for the sole purpose of
owning the facilities and incurring the related financing costs.
The initial lease term commences on the date of commercial
operation, which is expected to occur in 2004, and ends in
December 2013. See the Statement of Long-term Debt for a
discussion of the related financing.

Entities Deconsolidated

Effective December 31, 2003, PPL deconsolidated PPL Capital
Funding Trust [, and PPL Energy Supply deconsolidated SIUK
Capital Trust [. These trusts are considered to be SPEs and were
deconsolidated because PPL and PPL Energy Supply are not the
primary beneficiaries of the trusts under current interpretations
of FIN 46. Therefore, the "Company-obligated Mandatorily
Redeemable Preferred Securities of Subsidiary Trusts Holding
Solely Company Debentures” amounting to $661 million (for
PPL) and $86 million (for PPL Energy Supply), which would
have been recorded as a component of long-term debt in 2003 in
accordance with SFAS 150 if the trusts were consolidated, are
not reflected in PPL's and PPL Energy Supply's Balance Sheet
at December 31, 2003. Instead, the subordinated debt securities
that support the trust preferred securities are reflected in "Long-
term Debt with Affiliate Trust(s)" as of December 31, 2003.

See below for further discussion.

The trusts hold subordinated debt securities of PPL Capital
Funding, in the case of PPL Capital Funding Trust [, and WPD
LLP, in the case of SIUK Capital Trust 1. As a result of
deconsolidating the trusts, the subordinated debt securities are



no longer eliminated in the consolidated financial statements,
As of December 31, 2003, $68] million is reflected as "Long-
term Debt with Affiliate Trusts" in PPL's Balance Sheet, and
$89 million is reflected as "Long-term Debt with Affiliate
Trust” in PPL Energy Supply’s Balance Sheet.

The effect on the Balance Sheet as a result of deconsolidating
the trusts was an increase in both tota] assets and total liabilities
of $21 million for PPL and $3 million for PPL Energy Supply.
The increase in assets relates to the investments in the common
securities of the trusts, which are no longer eliminated in the
consolidated financial statements. The increase in liabilities
consists primarily of the difference between the carrying value
of the preferred securities issued by the trusts compared to the
carrying value of the subordinated debt securities of PPL Capital
Funding and WPD LLP. The deconsolidation of the trusts did
not impact the earnings of PPL and PPL Energy Supply.

See the Statement of Company-Obligated Mandatorily
Redeemable Securities for a discussion of the trusts and their
preferred securities, as well as the subordinated debt securities
issued to the trusts.

EITF 03-11 (PPL, PPL Energy Supply and PPL Montana)

In August 2003, the FASB ratified EITF 03-11, "Reporting
Realized Gains and Losses on Derivative Instruments That Are
Subject to FASB Statement No. 133, Accounting for Derivative
Instruments and Hedging Activities, and Not 'Held for Trading
Purposes' as Definéd in EITF Issue No. 02-3, 'Issues Involved in
Accounting for Derivative Contracts Held for Trading Purposes
and Contracts Involved in Energy Trading and Risk
Management Activities'." EITF 03-11 addresses whether
realized gains and losses on physically settled derivative
contracts not "held for trading purposes” should be reported in
the income statement on a gross or net basis. It requires that
each entity make this-determination for itself based on the
relevant facts and-circumstances in the context of the various
activities of the entity rather than based solely on the terms of
the individual contracts. EITF 03-11 is effective for
transactions entered into on or after October 1, 2003, See Note
17 for a discussion of the impact of the adoption of EITF 03-11.

180

FSP FAS 106-1 (PPL, PPL Energy Supply, PPL Electric an

PPL Montanaj

See Note 12 for a discussion of FSP FAS 106-1, "Accou
and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modemization Act
2003."
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SCHEDULE il - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

PPL Corporation

.!ions of Dollars}
Column A

Column B Column C Column D Column E
Balance .
at Additions Balance
Beginning Charged at End
Description of Period to Income Qther Deductions of Period
Year Ended December 31. 2003
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled
revenues.. . $ 112 % 31 3 47 $ 96 (b)
Obsolete i mvemory Materlals and
supplies.... 1 3 1 3
Mark-to- market valuauon [E€SETVES...ccrirrrreanans 3 S 2 1 4
Deferred tax valuation allowance................... 327 4 48 91 288
Year Ended December 31, 2002
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts inciuding unbilled
revenues.. . 125 32 70 52(dy 112 (b)
Obsolete 1nventory Matenals and
SUPPHES. ..o e e | 1
. Mark-to-market valuation reserves................. 7 4 3
Deferred tax valuation allowance.................. 132 30 182 (c) 17 327
Year Ended December 31, 2001
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled
TEVEIUES. couviviariiieeoeiemtomasasaaneassrerarsrssnsrrrsssarare 70 98 43 125 (b)
Obsolete inventory - Materials and
supplies.... - 4 3 1
Mark-to—market valuallon reSETVES.iuiiienen. 2 5 7
Deferred tax valuation allowance................... 8 61 67 4 132

(a) See Note 17 ta the financial statements regarding a reduction in the Enron receivable reserve.

{b) Includes reserves for customer accounts receivable, California 150, the Enron receivables and other.
{c) Includes the reserve recorded upon the acquisition of a controlling interest in WPD.

{d) Includes the removal of reserves upon the deconsolidation of CEMAR,
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SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
PPL Energy Supply, LLC

(Millions of Dollars)
Column A Column B Column C Column D Column !
Balance .
at Additions Balance
Beginning Charged at End
Description of Period to Income Other Deductions of Period

Year Ended December 31, 2003
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled

FEVETIUES. .cvvveetarsiiiiemeeeeeieestissb i eimebemeseembssseesin $ 88 § 5 s 22(a) § 71y
Obsolete inventory - Materials and

SUPPLIES.1eiere e irareesre e rreeiee 1 3 1 3
Mark-to-market valuation reserves.......... 3 s 2 1 4
Deferred tax valuation aliowance.................... 327 4 48 91 288

Year Ended December 31, 2002
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled

TEVETIUES. .. veseerreaaceeeaersrnnseeasaaatesasessrnessensasanns 104 5 7(c) 28¢d) 88(p)
Obsolete inventory - Materials and

SUPPIIES.. ottt 1 l
Mark-to-market valuation reserves.......... 7 4 3
Deferred tax valuation allowance.................... 132 30 182 (c) 17 327

Year Ended December 31, 2001
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled

PEVEIILES, ..o eeeeeceeeeeeeeeaeeememmmmeaeeasseeeesmem e aesennne 52 67 15 104 ()
Obsolete inventory - Materials and

SUPPHES ..o 4 3 1
Mark-to-market valuation reserves.......... 2 7
Deferred tax valuation allowance................... 8 61 67 4 132

(a) See Note 17 to the financial statements regarding a reduction in the Enron receivable reserve.

(b) Includes reserves for customer accounts receivable, California SO, the Enron receivables and other.
(c} Includes the reserve recorded upon the acquisition of a controlling interest in WPD.

(d) Includes the removal of reserves upon the deconsolidation of CEMAR.
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SCHEDULE (I - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
PPL Electric Utilities Corporation

"Hans af Dollars)

Column A Column B Column C Column D Column E
Balance -
at Additions Balance
Beginning Charged at End
Description of Period to lncome Other Deductions of Period

Year Ended December 31, 2003
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts ..............coovveeeen.. L3 23 8§ 24 s 23 % 24

Year Ended December 31. 2002
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts ........cocovvevveeicinns 19 25 21 23

Year Ended December 31. 2001
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts .....ocoevevvoveeveinenns 16 30 217 19
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SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

PPL Montana, LLC

(Millions of Dollars)

Column A Column B

Column C Column D Column .

Balance
at
Beginning
Description of Period

Additions Balance

Charged at End
to Income Other Deductions of Period

Year Ended December 31, 2003
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled
TEVEIUES. . .oovierieeeinecorersasaneasinassosneesassnasnnnras s 47
Obsolete inventory - Materials and

SUPPIES ...t 1

Year Ended December 31, 2002
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts incliding unbilled
FEVEIUES. ...eveeerrersenrnssssisnsrsraasrsernsssasnssrsrssses 47
Obsolete inventory - Materials and
SUPPLICS vttt I
Mark-to-market valuation reserves..........c.eee... 1

Year Ended December 31, 2001
Reserves deducted from assets in the
Balance Sheet
Uncollectible accounts including unbilled

TEVETIUES ..vseeierecoremmaeeissisirnmernemrncreonseesreeessnsns 18
Obsolete inventory - Materials and
SUPPHES...cviic it 2

Mark-to-market valuation reserves..................

3 10(a) S 37 (»

47 (b)

b 30 1 47 (b)

(a) See Note 17 to the financial statements regarding a reduction in the Enren receivable reserve.

(b) Includes reserves for customer accounts receivable, California 18O, the Enton receivables and other.
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QUARTERLY FINANCIAL, COMMON STOCK PRICE AND DIVIDEND DATA (Unaudited)

PPL Corporation and Subsidiaries

ilfions of Dollars, except per share data)

For the Quarters Ended (a)

March 31 June 30 Sept. 30 Dec. 31
2003
Operating revenues as previously reported.....cocoveeerieccccnccccnens 8 1,487 % 1,33 % 1,456
Reclassification (B) ......c.ooovicnieeee e, 5 4 2
Discontinued operations (€} ..........coceeermrereeemeeieeeiiesierneenns {2) (1) (1)
1,490 1,341 1,457 8 1,299
Operating income as previously reported ......occecoviiiinrieiiecvnnnn 357 285 362
Discontinued Operations (€} «...ouvveernreeeecranr e ecnnas 1 1
10 11 1= OO OO 2
359 286 363 a3
Income from continuing Operations ........cccocvvreereenieeeeeceneecesnenns 176 116 172 255
NELINCOME ... .oeeiiieteeee ettt e ca b ssss et s ee e e s et s aat et smeeas 239 131 171 208
Basic eamings per common share: (d)
Income from continuing operations ...................................... 1.06 0.68 0.97 1.44
Net income... 1.43 G.68 0.97 1.17
Diluted earnings per ‘common share: (d)
Income from continuing GPErations ........c-c.cveevierienssvnseoes 1.06 0.67 0.97 1.44
NEE IMCOME oo eeeeceeeee ettt ettt s er s e 1.43 0.67 0.97 1.17
Dividends declared per common share (&)......ocoooovveeeeiceccvieennnn, 0.385 0.385 0.385 0.385
Price per common share
High oot e e e s $ 3810 3 44.34 § 43.12 % 43.89
LOW Lottt et eae e e ea e 31.65 35.04 38.45 35.88
2002
perating revenues as previously reported.....occccvvvvecivenciinceineee. 1,354 § 1,299 3§ 1,492
Reclassification (b) ... 5 4
Discontinued operatmns (c) .................................................. (13 {1} {1
1,356 1,303 1,495 % 1,327
Operating income as previously reported .........coooovvvieieeeeeennne 400 178 394
Discontinued Operations (€) - ...ooc.ooeeeecreciinerrreee e e eeenesene i
400 178 395 273
Income (loss) from continuing operations ..................................... 147 27) 123 117
Net income (loss)... . 3) 27 122 116
Basic eamings per common share: (d)
Income (loss) from continuing operations ..........c.ccceeveeeenn. 1.00 (0.18) 0.81 0.71
NEt INCOME (0SS} ..ecuvvviererreeemsiisrisiesrsress e esse s sessresseeenens {0.02) (0.18) 0.81 0.71
Diluted earnings per common share: (d)
Income (loss) from continuing operations .........cocccceerennnnnn. 1.00 (0.18) 0.80 0.71
INEt inCOME (lOSSY cuviuivrecerees et ese e e et stsssbesnens (0.02) {0.18) 0.80 0.71
Dividends declared per common share (€)....cccveevirvcieriieessnnnenn. 0.36 0.36 0.36 0.36
Price per comman share
High st esnasve s B 3985 % 3995 % 3760 % 36.26
LOW ettt s an e e e 3140 2897 26.00 26.47

{a)
(b)
{c)
(d)

(e}

Quarterly results can vary depending on weather and the forward pricing of power. n addition, carnings in 2003 and 2002 were affected by unusua) items.

Accordingly, comparisons among quarters of a year may not be indicative of overall trends and changes in operations,

Reélates to the reclassification of equity losses from an unconsolidated affiliate from revenue to operating and maintenance expenses.
Each quarter in 2002 and 2003 has been restated to reficet the loss from discontinued Latin American telecommunications operations,
The sum of the quarterty amounts may not equal annual earnings per share due lo changes in the number of common shares outstanding during the year or

rounding,.

PPL has paid quarterly cash dividends on its common stock in every year since 1946. The dividends deciared per share in 2003 were $§.54 and in 2002 were
$1.44. In February 2003, PPL announced an increase 10 its quarterly common stock dividend, payable April 1, 2003, 1o 38.5 cents per share {equivalent to
§$1.54 per annum.) In February 2004, PPL announced an increase to its quarterly common stock dividend, payable April 1, 2004. to 4] cents per share
(equivalent to $1.64 per annum). Future dividends, declared at the discretion of the Board of Directors, wili be dependent upon future earnings, cash flows,

financial requirements and other factors,
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QUARTERLY FINANCIAL DATA (Unaudited)
PPL Electric Utilities Corporation and Subsidiaries

For the Quarters Ended (a)

Dec. 3.

June 30 Sept. 30

(Millions of Dallars)
Mareh 31
2003
Operating reVENUES ... oo esia st reee s esae s eaesr s baseeeas $ 753
Operating iNCOME........coitenrirsse i sssses et r b b sen s 929
Income (loss) available t0 PPL ... ccaennas 29
2002
OPErating FEVENUES .....eeueeremeeiereriaeereaasae s saeecessessssssneassresnsssmessssnsnns 3 697
OPErating INCOME.....cc.cueerereieiiecceenetececce st esert s e ssenes 89
Income (loss) available to PPL ..........ccocvermivirniecerer s e e, 20

$ 637 $ 704 $ 694
54 41 57
(6) 2

$ 651 $ 715  § 685
39 87 60
(8) 24 3

(a) PPL Electric's business is seasonal in nature, with peak sales periods-generally occurring in the winter and summer months. In addition. eammings in certain
quarters were affected by unusual items. Accordingly, comparisons among quarters of a year may not be indicative of overall trends and changes in operations,
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING AND FINANCIAL DISCLOSURE

DL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation and PPL Montana, LLC
None.

ITEM SA. CONTROLS AND PROCEDURES

PPL Corporation, PPL Energy Supply, LL.C, PPL Electric Utilities Corporation and PPL Montana, LLC

(a}  Evaluation of disclosure controls and procedures.

The registrants' principal executive officers and principal financial officers, based on their evaluation of the registrants'
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e} of the Securities Exchange Act of 1934) have
concluded that, as of December 31, 2003, the registrants’ disclosure controls and procedures are adequate and effective to
ensure that material information relating to the registrants and their consolidated subsidiaries is recorded, processed,
summarized and reported within the time periods specified by the SEC's rules and forms, particularly during the period for

which this annual report has been prepared.
(b)  Change in internal controls over financial reporting.
The registrants' principal executive officers and principal financial officers have concluded that there were no changes in the

registrants’ internal controls over financial reporting during the registrant's fourth fiscal quarter that have materially affected,
or are reasonabiy likely to materially affect, the registrant’s internal control over financial reporting,

PART il
' ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

PPL Corporation

Additiona! information for this item will be set forth in the sections entitled "Nominees for Directors,” "Directors Continuing in Office,"
"Section |6(a) Beneficial Ownership Reporting Compliance” and "Board Committees - Audit Committee” in PPL's 2004 Notice of
Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31, 2003, and which
information is incorporated herein by reference. Information required by this item concerning the executive officers of PPL is set forth at
the end of Part I of this report.

PPL has adopted a code of ethics entitled "Standards of Canduct and Integrity” that applies to all directors, managers, trustees, officers
(including the principal executive officers, principal financial officers and principal accounting officers), employees and agents of PPL
and PPL's subsidiaries for which it has operating contrel (including PPL. Energy Supply, PPL Electric and PPL. Montana). The "Standards
of Conduct and Integrity” are posted on PPL's Internet Web site: www.pplweb.com/corporategovernance.htm and are available in print to
any sharehoider who requests them.

PPL also has adopted its "Guidelines of Corporate Governance,” which address, among other things, director qualification standards and
director and board committee responsibilities. These guidelines, and the charters of each of the committees of PPL's board of directors,
are posted on PPL's Internet Web site: www.pplweb.com/corporategovernance.htm and are available in print to any shareholder who
requests them.

PPL Energy Supply, LLC
Item 10 is omitted as PPL. Energy Supply meets the conditions set forth in General Instruction (1)(1)a) and (b) of Form 10-K.
PL Electric Utilities Corporation

Information for this item will be set forth in the sections entitled "Nominees for Directors" and "Directors Continuing in Office” in PPL
Electric's 2004 Notice of Annual Meeting and Information Statement, which will be filed with the SEC not later than 120 days after
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December 31, 2003, and which information is incorporated herein by reference. Information required by this item concerning the
executive officers of PPL Electric is set forth at the end of Part | of this report.

PPL Montana, LLC

Item 10 is omitted as PPL Montana meets the conditions set forth in General Instruction (1)(1)a) and (b) of Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

PPL Corporation

Information for this item will be set forth in the sections entitled "Compensation of Directors,” "Board Committees -~ Audit Committee,
"Summary Compensation Table,” "Option Grants in Last Fiscal Year" and "Retirement Plans for Executive Officers” in PPL's 2004
Notice of Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31, 2003, anc
which information is incorporated herein by reference.

PPL Energy Supply, LLC

ttem 11 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction ([)(1)(a) and (b) of Form 10-K.

PPL Electric Utilities Corporation

Information for this item will be set forth in the sections entitled "Compensation of Directars," "Summary Compensation Table," "Opti
Grants in Last Fiscal Year" and "Retirement Plans for Executive Officers" in PPL Electric's 2004 Notice of Annual Meeting and
Information Statement, which will be filed with the SEC not later than 120 days after December 31, 2003, and which information is

incorporated herein by reference.

PPL Montana, LLC

Item 11 is omitted as PPL Montana meets the conditions set forth in General Instruction (1) 1)(2) and (b) of Form 10-K. ‘
D

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATE
STOCKHOLDER MATTERS

PPL Corporation

Information for this item will be set forth in the section entitled "Stock Ownership” in PPL's 2004 Notice of Annual Meeting and Proxy
Statement, which will be filed with the SEC not later than 20 days after December 31, 2003, and which information is incorporated
herein by reference. in addition, provided below in tabular format is information as of December 31, 2003 with respect 10 compensatio
plans (including individual compensation arrangements) under which equity securities of PPL are authorized for issuance.

Equity Compensation Plan Information

Number of securities to
be issued upon exercise
of outstanding options,
warrants and rights (3)

Weighted-average
exercise price of
outstanding options,
warrants and rights (3)

Number of securities
remaining available for
future issuance under
equity compensation
plans (4}

Equity compensation
plans approved by
security holders (1)

2,022,388 - ICP
_889.870 - ICPKE
2,912,258 - Total

$34.99 - ICP
$36.86 - ICPKE
$35.56 - Combined

4,364,191 - ICP
7,100,710 - ICPKE
7.416.806 - DDCP
18,881,707 - Total

Equity compensation
plans not approved by
security holders (2)

(1) Includes (a) the Amended and Restated Incentive Compensation Plan (ICP), under which stock options, restricted stock, restricted
stock units, dividend equivalents and other stock-based awards may be awarded to executive officers of PPL; (b) the Amended and
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Restated Incentive Compensation Plan for Key Employees (ICPKE), under which stock options, restricted stock, restricted stock
units, dividend equivaients and other stock-based awards may be awarded to non-executive key employees of PPL and its
subsidiaries; and (c} the Directors Deferred Compensation Plan (DDCP), under which stock units may be awarded to directors of
PPL. See Note 11 to the financial statements for additional information.

¥) All of PPL's current compensation plans under which equity securities of PPL are authorized for issuance have been approved by
PPL's shareholders.

(3} Relates to common stock issuable upon the exercise of stock options awarded under the ICP and ICPKE as of December 31, 2003. In
addition, as of December 31, 2003, the following other securities had been awarded and are outstanding under the ICP, DDCP and
ICPKE: 182,653 shares of restricted stock under the ICP; 308,361 shares of restricted stock and 135,078 restricted stock units under
the ICPKE; and 77,428 stock units under the DDCP.

(4) Based upon the following aggregate award limitations under the ICP, ICPKE and DDCP: (a) under the [CP, 7,884,715 awards (i.e.,
5% of the total PPL common stock outstanding as of April 23, 1999) granted after April 23, 1999; (b) under the ICPKE, 8,286,804
awards (i.e., 3% of the total PPL common stock outstanding as of January 1, 2003) granted after April 25, 2003, reduced by
outstanding awards for which common stock was not yet issued as of such date; and {(c) under the DDCP, 7,526,428 securities. In
addition, each of the ICP and ICPKE includes an annual award iimitation of 2% of total PPL common stock outstanding as of January
1 of each year.

PPL Energy Supply, LLC

Item 12 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(1)(a) and (b) of Form 10-K.

PPL Electric Utilities Corporation

Information for this item will be set forth in the section entitled "Stock Ownership” in PPL Electric’s 2004 Notice of Annual Meeting and

Information Statement, which will be filed with the SEC not later than 120 days after December 31, 2003, and which information is
incorporated herein by reference.

L Montana, LLC

Item 12 is omitted as PPL. Montana meets the conditions set forth in General Instruction (I)(1 }a) and (b) of Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

PPL Corporation

None.

PPL Energy Supply, LLC

Item 13 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (I)(1)(a) and (b) of Form 10-K.
PPL Electric Utilities Corporation

None.

PPL Montana, LLC

Item 13 is omitted as PPL Montana meets the conditions set forth in General Instruction (I}(1)(a) and (b) of Form 10-K.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

PPL Corporation

nnformation for this item will be set forth in the section entitled "Fees to Independent Auditor for 2003 and 2002" in PPL's 2004 Notice of
Annual Meeting and Proxy Statement, which will be filed with the SEC not later than 120 days after December 31, 2003, and which
information is incorporated herein by reference.
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PPL Energy Supply, LLC
Audit Fees

The aggregate fees billed by PricewaterhouseCoopers LLP for the fiscal years ended December 31, 2003 and December 31, 2002 £
professional services.rendered for the audit of PPL Energy Supply's annual financial statements and review of financial staterments
included in PPL Energy Supply’s Quarterly Reports on Form 10-Q and for services in connection with statutory and regulatory filings or
engagements, including comfort letters and consents for financings and filings made with the SEC, for those fiscal years were $1,576,00i
and $1,284,000, respectively.

Audit-Related Fees

The apgregate fees billed for the fiscal years ended December 31, 2003 and December 3t, 2002 for assurance and related services
rendered by PricewaterhouseCoopers LLP that are related to the performance of the audit or review of PPL Energy Supply's financial
statements were $116,000 and $217,000, respectively. These services principally related to audits of empioyee benefit plans and
consultation to ensure appropriate accounting and reporting in connection with various business and financing transactions.

Tax Fees

The aggregate fees billed for the fiscal years ended December 31, 2003 and December 31, 2002 for professional services rendered by
PricewaterhouseCoopers LLP for tax-related services were $792,000 and $1,386,000, respectively. These fees principally related to
international tax consulting and advisory services.

All Other Fees

There were no additional fees billed by PricewaterhouseCoopers LLP for the fiscal year ended December 31, 2003. The aggregate fees
billed by PricewaterhouseCoopers LLP for the fiscal year ended December 31, 2002 for services rendered to PPL Energy Supply other
than the Audit Fees, Audit-Related Fees and Tax Fees included above were $355,000. These fees related to financial information system
implementation and design services at an international affiliate. PricewaterhouseCoopers LLP no longer provides this type of servic
PPL Energy Supply or any of its affiliates. .

During 2002, the Audit Committee of PPL adopted procedures for pre-approving audit and non-audit'services to be provided by the
independent auditor for PPL and its subsidiaries. The procedures are designed to safeguard the continued independence of the
independent auditor. More specifically, the use of the independent auditor to perform either audit or non-audit services is prohibited
unless specifically approved in advance by the Audit Committee of PPL. As a resuit of this approval process, the Audit Committee of
PPL has established specific categories of services and authorization levels. All services outside of the specified categories and all
amounts exceeding the authorization levels are reviewed by the Chair of the Audit Committee of PPL, who serves as the Committee
designee to review and approve audit and non-audit related services during the year. A listing of the approved audit and non-audit
services is reviewed with the full Audit Committee of PPL no later than at its next meeting.

The Audit Committee of PPL reviewed all 2003 and 2002 audit and non-audit related fees. Since July 2002, when the Sarbanes-Oxley
Act of 2002 was signed into law, the Audit Commitiee of PPL approved 100% of all fees. There were no services provided by the
independent auditor during that time that would fall within the All Other Fees category.

PPL Electric Utilities Corporation
Information for this item will be set forth in the section entitled "Fees to Independent Auditor for 2003 and 2002" in PPL Electric's 2004

Notice of Annual Meeting and Information Statement, which will be filed with the SEC not later than 120 days afier December 31, 2003,
and which information is incorporated herein by reference.

PPL Montana, LLC

Audit Fees

professional services rendered for the audit of PPL Montana's annual financial statements and review of financial statements included

The aggregate fees billed by PricewaterhouseCoopers LLP for the fiscal years ended December 31, 2003 and December 31, 2002 for ‘
PPL Montana's Quarterly Reports on Form 10-Q and for services in connection with statutory and reguiatory filings or engagements,
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including comfort letters and consents for financings and filings made with the SEC, for those fiscal years were $131,000 and $135,000,
respectively,

mdit-Related Fees

e aggregate fees bifled for the fiscal years ended December 31, 2003 and December 31, 2002 for assurance and related services
rendered by PricewaterhouseCoopers L.LP that are related to the performance of the audit or review of PPL Montana's financial
staternents, were $8,000 and $7,000, respectively. These services principally related to audits of employee benefit plans.

Tax Fees

PricewaterhouseCoopers LLP did not render any professional services for tax-related matters for PPL Montana for the fiscal years ended
December 31, 2003 and December 31, 2002,

All Other Fees

PricewaterhouseCoopers LLP did not render any professional services for any other matters for the fiscal years ended December 31, 2003
and December 31, 20062, other than the Audit Fees included above.

During 2002, the Audit Committee of PPL adopted procedures for pre-approving audit and non-audit services to be provided by the
independent auditor for PPL and its subsidiaries. The procedures are designed to safeguard the continued independence of the
independent auditor. More specifically, the use of the independent auditor to perform either audit or non-audit services is prohibited
unless specifically approved in advance by the Audit Committee of PPL. As a result of this approval process, the Audit Committee of
PPL has established specific categories of services and authorization levels. All services outside of the specified categories and all
amounts exceeding the authorization levels are reviewed by the Chair of the Audit Committee of PPL, who serves as the Committee
designee to review and approve audit and non-audit related services-during the year. A listing of the approved audit and non-audit
services is reviewed with the full Audit Committee of PPL no later than at its next meeting.

he Audit Committee of PPL reviewed all 2003 and 2002 audit and non-audit related fees. Since July 2002, when the Sarbanes-Oxley
t of 2002 was signed into law, the Audit Committee of PPL approved 100% of all fees. There were no services provided by the
dependent auditor during that time that would fall within Tax Fees or the All Other Fees category.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT
SCHEDULES,; AND REPORTS ON FORM 8-K

PPL Corporation, PPL Energy Supply, LLC, PPL Electric Utilities Corporation and PPL. Montana, LL.C ‘

{(a) The following documents are filed as part of this report:

1. Financial Statements - Refer to the "Index to {tem 8. Financial Statements and Financial Statement Schedules” for an index
of the financial statements included in this report.

2. Supplementary Data and Supplemental Financial Statement Schedule - included in response to Item 8.
Schedule II - Valuation and Qualifying Accounts and Reserves for the Three Years Ended December 31, 2003

All other schedules are omitted because of the absence of the conditions under which they are required-or because the
required information is included in the financial statements or notes thereto.

3. Exhibits
Exhibit Index on page 199.
(b) Reports on Form 8-K:

The following Reports on Form 8-K were filed (*) or furnished (**), as indicated, during the three months ended December 31,
2003:

** Report dated Qctober 23, 2003 - PPL
Item 12.  Disclosure of Results of Operations and Financial Condition
PPL issued a press release announcing its results for the quarter ended September 30, 2003, a tightening of th‘
range for its 2003 earnings forecast, and its 2004 earnings forecast.
item 7. Financial Statements and Exhibits
Press release announcing PPL's results for the quarter ended September 30, 2003, a tightening of the range for
PPL's 2003 earnings forecast, and PPL's 2004 earnings forecast.

* Report dated December 12, 2003 - PPL Montana
Item 9. Rating Agency Decision

Standard & Poor's Ratings Services' (S&P) downgrade of PPL Montana's 8.903% Pass Through Certificates
due 2020 to BBB- from BBB.

Item 7. Financial Statements and Exhibits
Report on downgrade by S&P on December 12, 2003,

** Report dated December 19, 2003 - PPL
Item 5. Other Events
PPL issued a press release announcing the extension of the duration of its exchange offer for its outstanding 7-
3/4% PEPS Units. .
Item 7. Financial Statements and Exhibits
Exhibit of (1) Press releases announcing the extension of the duration of the Exchange Offer and certain
modifications to the Exchange Offer and (2) Instructions for Soliciting Dealers,
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SHAREOWNER AND INVESTOR INFORMATION

Annual Meetings: The annual meeting of shareowners of
L Corporation is held each year on the fourth Friday of April.
& 2004 meeting for PPL Corporation will be held on Friday,
pril 23, 2004, at Lehigh University's Stabler Arena, at the

Goodman Campus Complex located in Lower Saucon

Township, outside Bethlehem, Pennsylvania. The 2004 meeting

for PPL Electric will be held on Tuesday, April 20, 2004, at the

offices of the company at Two North Ninth Street, Allentown,

Pennsylvania.

Proxy and Information Statement Material: A proxy
statement and information statement and notice of PPL's and
PPL Electric's annual meetings are mailed to alf shareowners of
record as of February 27, 2004.

Dividends: Subject to the declaration of dividends on PPL
comman stock by the PPL Board of Directors or its Executive
Committee and PPL Electric preferred stock by the PPL Electric
Board of Directors, dividends are paid on the first day of April,
July, October and January. Dividend checks are mailed in
advance of those dates with the intention that they arrive as
close as possible to the payment dates. The 2004 record dates
for dividends are expected to be March 10, June 10, September
10, and December 10.

Direct Deposit of Dividends: Shareowners may choose to
have their dividend checks deposited directly into their checking
. savings account. Quarterly dividend payments are
ectronically credited on the dividend date, or the first business
day thereafier.

Dividend Reinvestment Plan: Shareowners may choose to
have dividends on their PPL common stock or PPL Electric
preferred stock reinvested in PPL common stock instead of
receiving the dividend by check.

Certificate Safekeeping: Shareowners participating in the
Dividend Reinvestment Plan may choose to have their commeon
stock certificates forwarded to PPL for safekeeping.

Lost Dividend or Interest Checks: Dividend or interest
checks lost by investors, or those that may be lost in the mail,
will be replaced if the check has not been located by the 10th
business day following the payment date.

Transfer of Stock or Bonds: Stock or bonds may be
transferred from one name to another or to a new account in the
name of another person. Please contact Investor Services
regarding transfer instructions.

Bondholder Information: Much of the information and

many of the procedures detailed here for shareowners also apply

to bondholders. Questions related to bondholder accounts
»hould be directed to Investor Services.
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Lost Stock or Bond Certificates: Please contact [nvestor
Services for an explanation of the procedure to replace jost
stock or bond certificates.

PPL Annual Report: Published and mailed in mid-March to
all shareowners of record.

Periodic Mailings: Letters regarding new investor programs,
special items of interest, or other pertinent information are
mailed on a non-scheduled basis as necessary.

Duplicate Mailings: The annual report and other investor
publications are mailed to each investor account. If you have
more than one account, or if there is more than one investor in
your household, you may contact Investor Services to request
that only one publication be delivered to your address. Please
provide account numbers for all duplicate mailings.

Shareowner Information Line: Shareowners can get
detailed corporate and financial infermation 24 hours a day
using the Shareowner information Line. They can hear timely
recorded messages about eamings, dividends and other
company news releases; request information by fax; and request
printed materials in the mail.

The toll-free Shareowner Information Line is 1-800-345-3085,

Other PPL publications, such as the annual and quarterly reports
to the Securities and Exchange Commission (Forms 10-K and
10-Q) will be mailed upon request.

Shareowners can also obtain information free of charge from
PPL's Internet home page (www.pplweb.com). Shareowners
can access PPL Securities and Exchange Commission filings,
news releases, stock quotes and historical performance. Visitors
to our Web site can provide their E-mail address and indicate
their desire to receive future earnings or news releases
automatically.

Investor Services: For any questions you have or additional
information you require about PPL and its subsidiaries, please
call the Shareowner Information Line, or write to:

Manager-investor Services
PPL. Services Corporation
Two North Ninth Street
Allentown, PA 18101

Internet Access: For updated information throughout the
year, check out our home page at hitp://www.pplweb.com. You
may also contact Investor Services via E-mail at
invserv(@pplweb.com.

Registered shareowners can access account information by visiting
shareowneronline.com.



Listed Securities:
New York Stock Exchange

PPL Corporation:
Common Stock (Code: PPL)
7-3/4% PEPS™ Units
(Code: PPLPrE)
7-3/4% PEPS®™ Units, Series B
(Code: PPLPrF)

PPL Electric Utilities Corporation:

4-1/2% Preferred Stock
(Code: PPLPRB)

4.40% Series Preferred Stock
(Code: PPLPRA)

Philadelphia Stock Exchange

PPL Corporation:
Common Stock

Fiscal Agents:

Stock Transfer Agents and
Registrars

Wells Fargo Bank Minnesota, N.A.
Shareowner Services

161 North Concord Exchange
South St. Paul, MN 55075-1139

PPL Services Corporation
Investor Services Department

Dividend Disbursing Office and
Dividend Reinvestment Plan Agent
PPL Services Corporation

Investor Services Department

Mortgage Bond Trustee

Deutsche Bank Trust Company Americas
Attn: Security Transfer Unit

648 Grassmere Park Road

Nashville, TN 37211

Indenture Trustee
JPMorgan Chase Bank
450 West 33rd Street
New York, NY 10001

Bond Interest Paying Agent

PPL Services Corporation
Investor Services Department
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SIGNATURES

suant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to
signed on its behalf by the undersigned, thereunto duly authorized.

PPL Corporation
{Registrant)

By /s/ William F. Hecht

William F. Hecht -
Chairman, President
and Chief Executive

Officer

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

TITLE

By /s/ William F. Hecht Principal Executive Officer and Director

William F. Hecht -
Chairman, President
d Chief Executive

By /s/ John R. Biggar Principal Financial Officer and Director

John R. Biggar -
Executive Vice President
and Chief Financial Officer

By /s/ Mark D. Woods Principal Accounting Officer

Mark D. Woods -
Controller

Directors:

Frederick M. Bernthal Stuart Heydt

John W. Conway W. Keith Smith

E. Allen Deaver Susan M. Stalnecker
Louise K. Goeser

uy /s/ William F. Hecht

William F. Hecht, Attorney-in-fact Date: March 1, 2004
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SIGNATURES

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

By /s/ William F. Hecht

PPL Energy Supply, LLC

William €. Hecht -

President

{Registrant)

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

By /s/ William F. Hecht

William F. Hecht -
President

By /s/James E. Abel

James E. Abel -
Treasurer

By /s/ Mark D. Woods

Mark D. Woods -
Controller

Managers:

/s/ John R. Biggar

John R. Biggar

/s/ Lawrence E. De Simone

Lawrence E. De Simone

/s/ Robert J. Grey

Robert J. Grey

Date: March 1, 2004
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Principal Accounting Officer and Manager ‘



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to
igned on its behalf by the undersigned, thereunto duly authorized.

PPL Electric Utilities Corporation
(Registrant)

By /s/ John F. Sipics

John F. Sipics -
President

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

TITLE

By /s/ John F. Sipics Principal Executive Officer and Director
John F. Sipices -
President
By /s/ James E. Abel Principal Financial Officer
James E. Abel -
Treasurer

. /s/ Mark D. Woods Principal Accounting Officer
Mark D. Woods -
Controller
Directors:
/s! William F. Hecht /s/ Dean A. Christiansen /s/ Robert J. Grey
William F. Hecht Dean A. Christiansen Robert J. Grey
/s/ John R. Biggar /s/ Lawrence E. De Simone /s/ James H. Miller
John R. Biggar Lawrence E. De Simone James H. Miller

/s/ Paul T. Champagne

Paul T. Champagne

Date: March 1, 2004
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SIGNATURES

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

By /s/ James H. Miller

James H. Miller -

President

PPL Montana, LLC

(Registrant)

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

By /s/ James H. Miller

James H. Miller -
President

By /s/ James E. Abel

James E. Abel -
Treasurer

By /s/ Charles S. Baker

Charles S. Baker -
Controller

Managers:

/s/ Albert J. Fioravanti

Albert J. Fioravanti

/s/ Bradley E. Spencer

Bradley E. Spencer

Date: March 1, 2004
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EXHIBIT INDEX

he following Exhibits indicated by an asterisk preceding the Exhibit number are filed herewith. The balance of the Exhibits have
etofore been filed with the Commission and pursuant to Rule 12(b)-32 are incorporated herein by reference. Exhibits indicated by a

are filed or listed pursuant to Item 601(b)}(10)(iii} of Regulation S-K.

3(a)-1 - Articles of Incorporation of PPL Corporation (Exhibit B 1o Proxy Statement of PPL Electric Utilities
Corporation and Prospectus of PPL Corporation, dated March 9, 1995)

3(a)-2 - Articles of Amendment of PPL Corporation (Exhibit 3.2 to PPL Corporation Form $-3 (Registration Statement
Nos. 333-54504, 333-54504-01 and 333-54504-02))

3(a)-3 - Amended and Restated Articles of Incorporation of PPL. Electric Utilities Corporation {Exhibit 3(a}-3 to PPL
Electric Utilities Corporation Form 10-K Report (File No. 1-905) for year ended December 31, 2001)

3(a)-4 - Cerificate of Formation of PPL Energy Supply, LLC (Exhibit 3.1 to PPL Energy Supply, LLC Form S-4
{Registration Statement No. 333-74794))

3(a)-5 - Certificate of Formation of PPL Montana, LLC (Exhibit 3.1 to PPL Montana, LLC Form S-4 (Registration
Statement No. 333-50350)) .

3(b)-1 - Bylaws of PPL Corporation (Exhibit 3(ii)(a) to PPL Corporation Form 10-Q Report {File No. 1-11459) for the
quarter ended September 30, 1598)

3(b)-2 - Bylaws of PPL Electric Utitities Corporation (Exhibit 3(b)-2 to PPL Electric Utilities Corporation Form 10-K
Report (File No. 1-905) for year ended December 31, 2001)

(b)-3 - Limited Liability Company Agreement of PPL Energy Supply, LLC, dated March 20, 2001 {Exhibit 3.2 to PPL

Energy Supply, LLC Form S-4 (Registration Statement No. 333-74794))

3(by4 - Limited Liability Company Agreement and Bylaws of PPL Montana, LLC, effective as of December 17, 1999
(Exhibit 3.2 to PPL Montana, LLC Form S-4 (Registration Statement No. 333-50350))

4(a)-1 - Amended and Restated Employee Stock Ownership Plan, effective January 1, 2000 (Exhibit 4(z) to PPL
Corporation Form 10-K Report (File No. 1-11459) for year ended December 31, 2000)

4(a)-2 - Amendment No. | to said Employee Stock Ownership Plan, effective January |, 2000 (Exhibit 4(a)-2 to PPL
Corporation Form 10-K Report (File No. 1-11459) for year ended December 31, 2001)

4(a)-3 - Amendment No. 2 to said Employee Stock Ownership Plan, dated October 8, 2002 (Exhibit 4(a)-3 to PPL
Corporation Form 10-K Report (File No. 1-11459) for year ended December 31, 2002)

*4(a)-4 - Amendment No. 3 to said Employee Stock Ownership Plan, dated April 1, 2003

*4(a)-5 - Amendment No. 4 to said Employee Stock Ownership Plan, dated May 7, 2003

4(b)-1 - Mortgage and Deed of Trust, dated as of October 1, 1945, between PPL Electric Utilities Corporation and
Bankers Trust Company (as successor Trustee} (Exhibit 2(a)-4 to Registration Statement No. 2-60291)

4(b)-2 - Supplement, dated as of July 1, 1954, to said Monigage and Deed of Trust (Exhibit 2(b)-5 1o Registration
Statement No. 219255)

4(b)-3 - Supplement, dated as of July 1, 1991, to said Mortgage and Deed of Trust (Exhibit 4(a) to PPL Electric Utilities

D Corporation Form 8-K Report (File No. 1-905) dated July 29, 1991)
4(b)-4 - Supplement. dated as of May 1, 1992, to said Mortgage and Deed of Trust (Exhibit 4(a) to PPL Electric Utilities

Corporation Form 8-K Report (Fite No. 1-905) dated June 1, 1992)
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4(b)-5

4(b)-6

4(b)-7

4(b)-8

4(b)-9

4(b)-19

4(b)-11

4(b)-12

4(b)-13

4(b)-14

4(b)-15

4(b)-16

4(b)-17

4(b)-18

4(b)-19

4¢)-1

4(c)-2

4(c)-3

Supplement, dated as of November 1, 1992, to said Mortgage and Deed of Trust (Exhibit 4(b)-29 to PPL
Electric Utilities Corporation Form 10-K Report (File 1-905) for the year ended December 31, 1992}

Supplement, dated as of April 1, 1993, to said Mortgage and Deed of Trust (Exhibit 4(a) to PPL Electric

Utilities Corporation Form 8-K Report (File No. 1-905) dated April 30, 1993) \

Supplement, dated as of February 15, 1994, to said Mortgage and Deed of Trust (Exhibit 4{a) to PPL Electric
Utilities Corporation Form 8-K Report (File No. 1-905) dated March 11, 1994)

Supplement, dated as of March 1, 1994, to said Mortgage and Deed of Trust (Exhibit 4(b) to PPL Electric
Utilities Corporation Form 8-K Report (File No. 1-905) dated March 11, 1994)

Supplement, dated as of March 15, 1994, to said Mortgage and Deed of Trust (Exhibit 4(a) 1o PPL Electric

Utilities Corporation Form 8-K Report (File No. 1-905) dated March 30, 1994)

Supplement, dated as of September |, 1994, to said Mortgage and Deed of Trust (Exhibit 4(a) to PPL Electric
Utilities Corporation Form 8-K (File No. 1-905) dated October 3, 1994)

Supplement, dated as of October 1, 1994, to said Mortgage and Deed of Trust (Exhibit 4(a) 10 PPL Eleciric
Utilities Corporation Form 8-K Report (File No. 1-905) dated October 3, 1994)

Supplement, dated as of August 1, 1995, to said Mortgage and Deed of Trust (Exhibit 6{a) to PPL Electric
Utilities Corporation Form 10-Q Report (File No. 1-905) for the quarter ended September 30, 1993)

Supplement, dated as of April |, 1997, to said Mortgage and Deed of Trust (Exhibit 4(b)-17 to PPL Electric
Utilities Corporation Form 10-K Report (File No. 1-905) for the year ended December 31, 1997)

Supplement, dated as of May 5, 1998, to said Mortgage and Deed of Trust (Exhibit 4.3 to PPL Electric Utilitie
Corporation Form 8-K Report (File No. 1-905) dated May I, 1998)

Supplement, dated as of June |, 1999, to said Mortgage and Deed of Trust (Exhibit 4(b)-19 to PPL Electric
Utilities Corporation Form 10-K Report (File No. 1-905) for the year ended December 31, 1999)

Supplement, dated as of August 1, 2001, to said Mortgage and Deed of Trust (Exhibit 4.5 to PPL Electric
Utilities Corporation Form 8-K Report (File No. 1-905) dated August 21, 2001)

Supplement, dated as of January 1, 2002, to said Mortgage and Deed of Trust (Exhibit 4(b)-19 to PPL Electric
Utilities Corporation Form 10-K Report (File No. 1-903) for year ended December 31, 2001}

Supplement, dated as of February 1, 2003, to said Mortgage and Deed of Trust (Exhibit 4(b)-20 to PPL Electric
Utilities Corporation Form 10-K Report (File No. 1-905) for year ended December 31, 2002)

Supplement, dated as of May 1, 2003, to said Mortgage and Deed of Trust (Exhibit 10(c) to PPL. Electric
Utilities Corporation Form (0-Q Report (File No. [-903) for quarter ended June 30, 2003)

Indenture, dated as of November |, 1997, among PPL Corporation, PPL Capital Funding, Inc. and JPMorgan
Chase Bank (formerly The Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Corporation Form 8-K
Report (File No. 1-11459) dated November 12, 1997)

Supplement, dated as of November |, 1997, to said Indenture (Exhibit 4.2 to PPL Corporation Form 8-K Report
(File No. 1-11459) dated November 12, 1997)

Supplement, dated as of March 1, 1999, to said Indenture (Exhibit 4.3 to Registration Statement Nos. 333-
87847, 333-87847-0) and 333-87847-02)
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4(d)-2

4(d)-3

4(e)-1

by

4(f)-1

a(h-2
a(f-3

4(f)-4

4(g)-1

4(g)-2

4(g)-3

Supplement, dated as of October 1, 1999, to said indenture (Exhibit 4(c)-4 to PPL Corporation Form 10-K
Report (File No. 1-11459) for the year ended December 31, 1999)

Supplement, dated as of June i, 2000, to said Indenture (Exhibit 4 to PPL Corporation Form 10-Q Report (File
No. 1-11459) for the quarter ended June 30, 2000)

Supplement, dated as of January 21, 2003, to said Indenture (Exhibit 99.1 to PPL Corporation Form 8-K Report
(File No. 1-11459) dated January 22, 2003)

Junior Subordinated Indenture, dated as of April 1, 1997, between PPL Electric Utilities Corporation and
JPMorgan Chase Bank (formerly The Chase Manhattan Bank), as Trustee {Exhibit 4.1 to Registration Statement
No. 333-20661)

Amended and Restated Trust Agreement, dated as of April 8, 1997, among PPL Eleciric Utilities Corporation,
JPMorgan Chase Bank (formerly The Chase Manhattan Bank), as Property Trustee, Chase Manhattan Bank
(Delaware), as Delaware Trustee, and John R. Biggar and James E. Abel, as Adminisirative Trustees (Exhibit
4.4 to Registration Statement No. 333-20661)

Guarantee Agreement, dated as of April 8, 1997, between PPL Electric Utilities Corporation and JPMorgan
Chase Bank {formerly The Chase Manhattan Bank), as Trustee (Exhibit 4.6 10 Registration Statement No. 333-
20661} '

Amended and Restated Trust Agreement, dated as of June 13, 1997, among PPL Electric Utilities Corporation,
JPMorgan Chase Bank (formerly The Chase Manhattan Bank), as Property Trustee, Chase Manhattan Bank
(Delaware), as Delaware Trustee, and John R. Biggar and James E. Abel, as Administrative Trustees (Exhibit
4.4 to Registration Statement No. 333-27773)

Guarantee Agreement, dated as of June 13, 1997, between PPL Electric Utilities Corporation-and }PMorgan
Chase Bank (formerly The Chase Manhattan Bank), as Trustee (Exhibit 4.6 to Registration Statement No. 333-
27773)

Subordinated Indenture, dated as of May 9, 2001, between PPL Capital Funding, Inc., PPL Corporation and
IPMorgan Chase Bank (formerly The Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Corporation
Form 8-K Report (File No. 1-11459) dated May 9, 2001}

Supplement, dated as of May 9, 2001, to said Subordinated Indenture (Exhibit 4.2 to PPL Corporation Form §-
K Report (File No. 1-11459) dated May 9, 2001)

Trust Securities Guarantee Agreement, dated as of May 9, 2001 (Exhibit 4.10 to PPL Corporation Form 8-K
Report (File No. 1-11459) dated May 9, 2001}

Amended and Restated Trust Agreement, dated as of May 9, 2001, among PPL Corporation, PPL Capital
Funding, Inc., JPMorgan Chase Bank {formerly The Chase Manhattan Bank), as Property Trustee, Chase
Manhattan Bank USA National Association, as Delaware Trustee, John R. Biggar and James E. Abel, as
Administrative Trustees, and the several Holders of the Trust Securities (Exhibit 4.8 to PPL Corporation Form
8-K Report (File No. 1-11459) dated May 9, 2001}

[ndenture, dated as of August [, 2001, by PPL Electric Utilities Corporation and JPMorgan Chase Bank
(formerly The Chase Manhattan Bank), as Trustee {(Exhibit 4.1 to PPL Electric Utilities Corporation Form 8-K
Report (File No. 1-905) dated August 21, 2001)

Supplement, dated as of August 1, 200}, to said Indenture (Exhibit 4.2 to PPL Electric Utilities Corporation
Form 8-K Report (File No. 1-905) dated August 21, 2001)

Supplement. dated as of February 1, 2003, to said Indenture (Exhibit 4(g)-3 to PPL Electric Utilities
Corporation Form 10-K Report (File No. 1-905) for the year ended December 31, 2002)
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Supplement, dated as of May 1, 2003, to said Indenture (Exhibit 10(d) to PPL Electric Utilities Corporation
Form 10-Q Report (File No. 1-905) for the quarter ended June 30, 2002)

Indenture, dated as of October 1, 2001, by PPL Energy Supply, LLC and JPMorgan Chase Bank (formerly Tf.
Chase Manhattan Bank), as Trustee (Exhibit 4.1 to PPL Energy Supply, LLC Form S-4 (Registration Statemen
No. 333-74794))

Supplement, dated as of October 1, 2001, to said Indenture (Exhibit 4.2 to PPL Energy Supply, LLC Form S-4
(Registration Statement No. 333-74794))

Registration Rights Agreement between PPL Energy Supply, LLC and the [nitial Purchasers (Exhibit 4.5 to PPL
Energy Supply, LLC Form S-4 (Registration Statement No. 333-74794))

Registration Rights Agreement, dated as of May 21, 2003, by PPL. Energy Supply, LLC, PPL Corporation and
the Representatives of the Initial Purchasers (Exhibit 4.2 to PPL Energy Supply, LLC and PPL Corporation
Form $-4 (Registration Statement No. 333-106200))

Indenture, dated as of May 21, 2003, by PPL Energy Supply, LLC, PPL Corporation and JPMorgan Chase
Bank, as Trustee (Exhibit 4.3 to PPL Energy Supply, LLC and PPL Corporation Form $-4 (Registration
Statement No. 333-106200))

$£300 million Three-Year Credit Agreement, dated as of June 25, 2002, among PPL Energy Supply, LLC and
the banks named therein {(Exhibit 10(b) to PPL Energy Supply, LLC Form 10-Q Report (File No. 333-74794)
for the quarter ended June 30, 2002)

$300 million Three-Year Credit Agreement, dated as of June 24, 2003, among PPL Energy Supply, LLC and
the banks named therein (Exhibit 10(e} to PPL Energy Supply, LLC Form 10-Q Report (File No. 333-74794)
for the quarter ended fune 30, 2003)

$100 million Three-Year Credit Agreement, dated as of June 24, 2003, among PPL Electric Utilities
Corporation and the banks named therein (Exhibit L0(f) to PPL Electric Utilities Corporation Form 10-Q Report
(File No. 1-905) for the quarter ended June 30, 2003)

$200 million 364-Day Credit Agreement, dated as of June 24, 2003, among PPL Electric Utilities Corporation
and the banks named therein (Exhibit 10(g} to PPL Electric Utilities Corporation Form 10-Q Report (File No. 1-
905) for the quarter ended June 30, 2003)

Credit Agreement dated as of October 31, 2002, ameng PPL Montana, LL.C and PPL Investrnent Corporation
{Exhibit 10(h) to PPL Montana, LIL.C Form 10-Q Report (File No. 333-50350) for the quarter ended June 30,

2003)

$150 Million Credit and Reimbursement Agreement, dated as of April 25, 2001, among PPL Montana, LLC and
the banks named therein (Exhibit 10(d} to PPL Montana, LLC Form 10-Q Report (File No. 333-50350) for the
quarter ended June 30, 2001)

Generation Supply Agreement, dated as of June 20, 2001, between PPL Electric Utilities Corporation and PPL
EnergyPlus, LLC (Exhibit 10.5 to PPL Energy Supply, LLC Form S-4 (Registration Statement No. 333-74794))

Master Power Purchase and Sale Agreement, dated as of October 15, 2001, between The Mantana Power
Company and PPL Montana, LLC (Exhibit 10{g) to PPL Montana, LLC Form 10-K Report (File No. 333-
50350) for year ended December 31, 2002)

Amended and Restated Parent Guaranty, dated as of November 30, 2000, by PPL Corporation in favor of Large
Scale Distributed Generation Statutory Trust (Exhibit 10(h) to PPL Corporation Form 10-K Report (File No. -
11459) for year ended December 31, 2001)
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Amended and Restated PPL Energy Supply, LLC Guaraniee, dated as of July'17, 2001, in favor of Large‘ Scale
Distributed Generation 1l Statutory Trust (Exhibit 10.6 o PPL Energy Supply, LLC Form S-4 (Registration

Statement No. 333-74794))

Amended and Restated Participation Agreement, dated as of July 17, 2001, among PPL Large Scale Distributed
Generation Il, LLC, Large Scale Distributed Generation |l Statutory Trust, State Street Bank and Trust_
Company of Connecticut, National Association, as Trustee, First Union National Bank, as Administrative
Agent, and the Financial [nstitutions named therein in the capacities indicated therein

Guaranty, dated as of December 21, 2001, from PPL Energy Supply, LLC in favor of LMB Funding, Limited
Partnership (Exhibit 10(j) to PPL Energy Supply, LLC Form 10-K Report (File No. 333-74794) for year ended
December 31, 2001)

Agreement for Lease, dated as of December 21, 2001, between LMB Funding, Limited Partmership and Lower
Mit. Bethel Energy, LLC

Amendment No. | to Agreement for Lease, dated as of September 16, 2002, between LLMB Funding, Limited
Partnership and Lower Mt. Bethel Energy, LL.C

Lease Agreement, dated as of December 21, 2001, between LMB Funding, Limited Partnership and Lower Mt.
Bethel Energy, LLC

Amendment No. | to Lease Agreement, dated as of September 16, 2002, between LMB Funding, Limited
Partnership and Lower Mt. Bethel Energy, LLC

Poliution Controi Facilities Agreement, dated as of May 1, 1973, between PPL Electric Utilities Corporation
and the Lehigh County Industrial Development Authority (Exhibit 5(z) to Registration Statement No. 2-60834)

Amended and Restated Operating Agreement of the PJM Interconnection, LLC, dated February 6, 2002
(Exhibit 10(l) to PPL Corporation Form 10-K Report (File No. 1-11459) for year ended December 31, 2001)

Amended and Restated Directors Deferred Compensation Plan, dated February 14, 2000 (Exhibit 10(h) to PPL
Corporation Form [0-K Report (File No. 1-11459) for year ended December 31, 2000)

Amendment No. | to Amended and Restated Directors Deferred Compensation Plan, dated December 18, 2002
(Exhibit 10(m)-1 to PPL Corporation Form 10-K Report (File No. 1-11459) for year ended December 31, 2002)

Amendment No. 2 to Amended and Restated Directors Deferred Compensation Plan, dated January 1, 2004
Amended and Restated Officers Deferred Compensation Plan, effective November 1, 2003
Amended and Restated Supplemental Executive Retirement Plan, effective July 1, 2003

Incentive Compensation Plan, amended and restated effective January 1, 2003 (Exhibit 10(p) to PPL
Corporation Form 10-K Report {File No. 1-11459) for year ended December 31, 2002)

Incentive Compensation Plan for Key Employees, amended and restated effective January 1, 2003 (Schedule B
to Proxy Statement of PPL Corporation, dated March 17, 2003)

Short-term Incentive Plan (Schedule B to Proxy Statement of PPL Corporation, dated March 12, 1999)

Form of Severance Agreement entered into between PPL Corporation and the Executive Officers listed in this
Form 10-K Report (Exhibit 10(r) to PPL Corporation Form t0-K Report (File No. 1-11459) for year ended
December 31, 2001)
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Form for Retention Agreement entered into between PPL Corporation and Messrs. Champagne, De Simone,
Miller and Petersen (Exhibit 10(s) to PPL Corporation Form {0-K Report (File No. 1-11459) for year ended
December 31, 2001)

Agreement dated January 15, 2003 between PPL Corporation and Mr. Miller regarding Supplemental Pension;
Benefits (Exhibit 10(u) to PPL Corporation Form 10-K Report (File No. 1-11459) for year ended December 3
2002) —

Equity Contribution Agreement, among PPL Corporation, PPL Montana, LLC, and The Chase Manhattan Bank,
as Trustee (Exhibit 10.15 to PPL Montana, LLC Form S-4 (Registration Statement No. 333-50350))

Facility Lease Agreement (BA 1/2) between PPL Montana, LLC and Montana OL.3, LL.C (Exhibit 4.7a to PPL
Montana, LLC Form S-4 (Registration Statement No. 333-50350))

Facility Lease Agreement (BA 3) between PPL Montana, LLC and Montana OL4, LLC (Exhibit 4.8a to PPL
Montana, LLC Form S-4 (Registration Statement No. 333-50350))

Services Agreement, dated as of July 1, 2000, among PPL Corperation, PPL Energy Funding Corporation and
its direct and indirect subsidiaries in various tiers, PPL Capital Funding, Inc., PPL Gas Utilities Corporation,
PPL Services Corporation and CEP Commerce, LLC (Exhibit 10.20 to PPL Energy Supply, LLC Form S-4
(Registration Statement No. 333-74794))

Pollution Control Facilities Loan Agreement, dated as of February [, 2003, between PPL Electric Utilities
Corporation and the Lehigh County Industrial Development Authority

PPL Comporation and Subsidiaries Computation of Ratio of Eamnings to Fixed Charges

PPL Energy Supply, LLC and Subsidiaries Computation of Ratio of Earnings to Fixed Charges

PPL Electric Utilities Corporation and Subsidiaries Computation of Ratio of Earnings to Fixed Charges
PPL Montana, LLC and Subsidiaries Computation of Ratio of Eamings to Fixed Charges

Subsidiaries of PPL Corporation

Subsidiaries of PPL Electric Utilities Corporation

Consent of PricewaterhouseCoopers LLP - PPL Corporation

Consent of PricewaterhouseCoopers LLP - PPL Energy Supply, LLC

Consent of PricewaterhouseCoopers LLP - PPL Electric Utilities Corporation

Pgwer of Attormey

Certificate of PPL's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certificate of PPL's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certificate of PPL Energy Supply's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

Centificate of PPL Energy Supply's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002
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*31(g)
*31(h)

*32(a)
*32(b)

*32(c)
*32(d)
*32(e)
*32(f)
DZ(g)
*32(h)

*99

Centificate of PPL Electric's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Electric's principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Montana's principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Montana's principal financial officer pursuant 10 Section 302 of the Sarbanes-Oxley Act of
2002

Certificate of PPL's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certificate of PPL's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certificate of PPL Energy Supply’s principal executive officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

Certificate of PPL Energy Supply's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

Certificate of PPL Electric's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Electric's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Montana's principal executive officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

Certificate of PPL Montana's principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

PPL Corporate Organization (Selected Subsidiaries)

205




Exhibit 12(2)
PPL CORPORATION AND SUBSID!IARIES

COMPUTATION OF RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND .

PREFERRED STOCK DIVIDENDS
{Millions of Dollars)

2003 2002 2001 2000 1999
Fixed charges, as defined:
Interest on long-term debt........................... 3 417 § 486 % 351 % 323 % 233
Interest on short-term debt and
other iNterest .......cccooveviecirs e 25 71 44 64 47
Amortization of debt discount,
expense and premium - net ......._............ 41 25 17 5 4
Interest on capital lease obligations
Charged to expense ....ccceoeveuvruveeenns 4 9
Capitalized.........ocoooeivine 1
Estimated interest component of
operating rentals............coccveceveenininins i, 52 39 36 25 20
Preferred security distributions of
subsidiaries on a pre-tax basis.................... 45 79 64 31 30
Total fixed charges ......ccuvevvevnennnnnn, $ 580 § 700 § 512 % 452 % 344
Eamings, as defined:
NELINCOME (@) cooveverveereeeecrcieeeere e B 726 §$ 438 % 167 % 491 § 492
Preferred security dividend requirements ..., 29 67 52 26 26
Less undistributed income (loss) of f.
equity method investments ....................... (18) (23) 20 74 3
773 528 199 443 462
Add:
INCOME LAXES voevversicreveciensee s e e s e reseesesseareen 170 210 261 294 174
Amortization of capitalized interest on
cApHal [CASES ....v.veeeeereceeeece e, 2 2
Total fixed charges as above
(excluding capitalized interest,
capitalized interest on capital lease
obligations and preferred security
distributions of subsidiaries on a
pre-tax basis).....cceviriii 528 600 419 405 307
Total earnings ...........c....... rereeevernnenans $ 1,471 % 1,338 § 879 § 1,144 § 945
Ratio of earnings to fixed charges ..................... 2.5 1.9 1.7 2.5 2.7
Ratio of earnings to combined fixed
charges and preferred stock
dividends (b) ...ooeeieeeineinieeer e 2.5 1.9 1.7 2.5 2.7
(a) Net income excludes extraordinary item. minority interest, loss from discontinued operations and the cumulative effects of changes in accounting principles.
{b) PPL, the parent holding company. does not have any preferred stock outstanding; therefore, the ratio of eamings to combined fixed charges and preferred stock
dividends is the same as the ratio of eamings (0 fixed charges. ‘
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PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Exhibit 12(b)

(Millions of Dollars)
2003 (b) 2002 (b) 2001 (b) 2000 (b) 1999
Fixed charges, as defined:
Interest on long-term debt.......cccooviimnminnnnas 3 149 § 169 §$ 36 54 % 20
Interest on short-term debt and
OHhET INTETESE .oveeereeirreeee ittt eeeseeeseesnseas 25 52 33 75 32
Amortization of debt discount,
expense and premium - net...........coeeeeee 31 9 2 i 1
Estimated interest component of
operating rentals.................n 38 23 19 9
Preferred security distributions of
subsidiaries on a pre-tax basis..........cccvvue 8 12
Total fixed charges ........c.ccocvvvrverrvnnns h) 251 % 265 90 149 % 33
Earnings, as defined:
Net income (1058) (@) e cveerrviieeeeeencenserens 3 719 § 509 % 168 246 % 20
Preferred security dividend requirement...... 5 9
Less undistributed income (loss) of
equity method investments ............c.ccovuee. (15) (22) 20 74 56
739 540 148 172 (76)
d:
Dj Income taxes (benefit) ... 185 266 274 125 (29)
Total fixed charges as above
(excluding capitalized interest
and preferred security distributions of
subsidiaries on a pre-tax basis) ......ccccvveeen. 237 234 66 135 52
Total earmings .........u.eeeeveesrerereeeeen. $ 1,161 § 1,040 $ 488 432 § (53)
Ratio of earnings to fixed charges .................. 4.6 3.9 5.4 29 (1.0)
Deficiency .........cocooremmmmmeiecccere e [ 106

(a) Netincome (loss) excludes minority interes, loss from discontinued operatians and the cumulative effects of changes in accounting principles,

(b)  Due to the corperate realignment on July |, 2000, data in 2000 and subsequent years are not comparable to 1999,




Exhibit 12(c)
PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Millions of Dollars)
2003 (b) 2002 (b) 2001 (b) 2000 (b) 1999 —
Fixed charges, as defined:
interest on [ong-term debt...........cccvevvveeeeinns $ 201 % 209 § 220 % 223§ 205
Interest on short-term debt and
Other interest .......cccoevvimieeicce e 3 3 4 16 12
Amortization of debt discount,
expense and premium - et ......ccoeeveecennenn. 8 7 6 4 3
Interest on capital lease obligations
Charged 10 eXpense ......cccovceevrvesrvererecanans 4 9
Capitalized ... 1
Estimated mterest component of
operating rentals... 7 7 8 14 19
Preferred security dlSllethiOﬂS of
subsidiaries on a pre-tax basis.......c.eececee. 13 23 23 23
Total fixed charges .......ccoccecvrrereene.. $ 219 § 2319 % 261 § 284 % 272
Earnings, as defined:
Net iNCOME (&) ..vvveecreeccrrnrirercereceveriasreneas b 25 § 9 3 (14 -% 250 % 444
Preferred security dividend
FEQUITETNENS «oveeeeveecceeeaeraeeeenrcoce s rerernesenee 3 16 26 26 37
28 55 140 276 481
Add:
INCOME LAXES ..cnrvireenrecrerrrnereeeseer e saneraeeenns 18 18 65 171 151
Amortization of capitalized interest
on capital [€aS€5 ....coovvvvrceveeccrinrscre s i 2
Total fixed charges as above
{excluding capitalized interest,
capitalized interest on capital lease
obligations and preferred security
distributions of subsidiaries on a
Pre-tax basis).. .o ocerceimrurneercrenecreerecescess 219 225 238 257 243
Total €armings ......ccccocvevevcrrnvercrnenns $ 265 % 298 § 443 § 706 % 877
Ratio of eamings to fixed charges ...........coce. 1.2 1.2 1.7 2.5 3.2
(a) Netincome excludes exiraordinary item and the cumulative effect of a change in accounting principle.
b} Due 10 the corperate realignment on July 1, 2000, data in 2000 and subsequent years are not comparable to 1999.
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Exhibit 12(d)

. PPL MONTANA, LLC AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Millions of Dollars)
) 2003 2002 2001 2000
Fixed charges, as defined:
Interest expense on credit fAcility......coo v 3 1 3 2 8 2 3 13
Amortization of debt expenses..........ccovimnreccinnin e 1 3
Amortization of wholesale energy commitments..........c.o.ovrerorereenn. 4 4 6 7
Estimated interest component of operating rentals ...........cccocoeonneenee 15 15 15 6
Total fixed charges ........oocecereceniiic e scsnsenes 20 % 21§ 24§ 34
Eamings, as defined:
NELINCOME (B).1rrneeeeeceeincermarei et st saces ettt s h] 69 § 47 3 103 5 86
Add:
INCOME LAXES ..ot e esene st n e nraen 45 35 68 57
Total fixed charges as aboVe............cocovviimrrreeen et 20 21 24 34
TOtA] AMINES .......ceevercresrcisrreneie s ssserarererisesre s sseseseresenens $ 134 § 103 § 195 § 177
R.atio of earnings to fixed ChAFEES .......ocveveevreerieceeee e 6.7 4.9 8.1 5.2

(a) Netincome excludes extraordinary item and the cumulative effect of a change in accounting principle.



Exhibit 31

CERTIFICATION

[, WILLIAM F_HECHT, the principal executive officer of PPL Corporation (the "registrant"), certify that:
1. I have reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003;

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

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

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Ruies 13a-15(e) and 15d-15(e)) for the registrant and have:

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

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

c. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal contro! over financial reporting; and i

5.  Theregistrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal contral over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors {or persons
performing the equivalent functions):

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

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

Date: March 1, 2004 /s/ William F. Hecht
William F. Hecht
Chairman, President and Chief Executive Officer
PPL Corporation
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Exhibit 31(b)

CERTIFICATION

I, JOHN R. BIGGAR, the principal financial officer of PPL Corporation (the "registrant"), certify that:
1. Ihave reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003;

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

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

The registrant's other certifying officer and [ are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange”Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

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

b. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conciusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

¢. Disclosed in this report any change in the registrant’s internal control over 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 to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date: March 1, 2004 /s/ John R. Biggar
John R. Biggar
Executive Vice President and Chief Financial Officer
PPL Corporation
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Exhibit 31

CERTIFICATION

I, WILLIAM F. HECHT, the principal executive officer of PPL Energy Supply, LLC (the "registrant"), certify that:

1

I have reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect 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 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 I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

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

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

¢. Disclosed in this report any change in the registrant's internal control over financial reporting that occwred 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 to materialty affect, the registrant’s internal coatrol over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal contro! over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors {or persons
performing the equivalent functions}):

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

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

Date: March |, 2004 /s/ William F. Hecht

William F. Hecht
President
PPL Energy Supply, LLC
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Exhibit 31(d)

CERTIFICATION

¥ JAMES E. ABEL, the principal financial officer of PPL Energy Supply, LLC (the "registrant”), certify that:
1. Ihave reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

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

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

presented in this report;

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

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

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

’ ¢. Disclosed in this report any change in the registrant's internal control over 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 to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date; March 1, 2004 {s/ James E. Abel
James E. Abel
Treasurer
PPL Energy Supply, LLC
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Exhibit 31

CERTIFICATION

1, JOHN F. SIPICS, the principal executive officer of PPL Electric Utilities Corporation {the "registrant"), certifv that:

\\\\ -

| have reviewed this annua! report on Form 10-K of the registrant for the year ended December 31, 2003;

2. Based on my knowledge, this report does not contain any untrue statement of a2 material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

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

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

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

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

¢. Disclosed in this report any change in the registrant's internal control over 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 to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date: March 1, 2004 /s/ John F, Sipics

John F. Sipics
President

PPL Electric Utilities Corporation




Exhibit 3 1(f)

CERTIFICATION

» JAMES E. ABEL, the principal financial officer of PPL Electric Utilities Corporation (the "registrant”), certify that:
1. | have reviewed this annval report on Form 10-K of the registrant for the year ended December 31, 2003;

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

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial coendition, results of operatitons and cash flows 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(e)) for the registrant and have:

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

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

. c. 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 to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date: March 1, 2004 /s! James E. Abel
James E. Abel
Treasurer
PPL Electric Utilities Corporation
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I, JAMES H. MILLER, the principal executive officer of PPL. Montana, LLC (the "registrant"), certify that:

Exhibit 31

CERTIFICATION

[ have reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003:

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

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

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

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

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

¢. Disclosed in this report any change in the registrant's internal control over 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 to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date: March 1, 2004 /s/ James H. Miller

James H. Miller
President
PPL Montana, LLC
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Exhibit 31{h)

CERTIFICATION

, JAMES E. ABEL, the principal financial officer of PPL Montana, LLC (the "registrant™), certify that:
1. I have reviewed this annual report on Form 10-K of the registrant for the year ended December 31, 2003;

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

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

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

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

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

. c. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

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

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

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

Date: March [, 2004 /s/ James E. Abel
James E, Abel
Treasurer
PPL Montana, LLC




Exhibit 32

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 8068 OF THE SARBANES-OXLEY ACT QOF 2002 |
FOR PPL CORPORATION'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL. Corporation (the "Company") for the year ended December 31,
as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), 1, the principal executive officer
Company, pursuant to 18 U.8.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act 01 2002, hereby certif .

o The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

» The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: March 1, 2004 /s/ William F. Hecht
William F. Hecht
Chairman, President and
Chief Executive Officer
PPL Corporation

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by t
Company and furnished to the Securities and Exchange Commission or its staff upon request.




Exhibit 32(b)
CERTIFICATE PURSUANT TOQ 18 U.S.C. SECTION 1350
] AS ADOPTED PURSUANT TO SECTION 806 OF THE SARBANES-OXLEY ACT OF 2002

’ FOR PPL CORPORATION'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Corporation (the "Company") for the year ended December 31, 2003,
as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principal financial officer of the
Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby certify that:

» The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

¢ The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: March 1, 2004 /s/ John R. Bigoar

John R. Biggar

Executive Vice President and
Chief Financial Officer

PPL Corporation

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.



Exhibit 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 ENERGY SUPPLY, LLC'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Energy Supply, LLC (the "Company") for the year ended Dec‘
31, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report™), I, the principal executive \

officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursvant to Section 906 of the Sarbanes-Oxley Act of 2002,
hereby certify that;

o

¢ The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

» The information contained in the Covered Report fairly presents, in ail material respects, the financial condition and
resuits of operations of the Company.

Date: March 1, 2004 /s/ William F. Hecht
William F. Hecht
President
PPL Energy Supply, LLC

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by t
Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32(d)
CERTIFICATE PURSUANT TO 18 U.5.C. SECTION 1350

| AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
’ FOR PPL ENERGY SUPPLY'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Energy Supply, LLC (the "Company") for the year ended December
31, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report”), |, the principal financial

officer of the Company, pursuant to 18 U.5.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
hereby certify that:

e The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

¢ The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: March 1, 2004 /s/ James E. Abel

James E. Abel
Treasurer

PPL Energy Supply, LLC

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 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-K FOR THE YEAR ENDED DECEMBER 31, 2003 a.

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation (the "Company”) for the year en
December 31, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), 1, the principal
executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, hereby certify that:

® The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

* The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: March 1, 2004 /s/ John F. Sipics
John F. Sipics
President
PPL Electric Utilities Corporation

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by tr
Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32(f)
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-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Electric Utilities Corporation {the "Company") for the year ended
December 31, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report™), I, the principal
financial officer of the Company. pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, hereby certify that:

» The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

¢ The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
resuits of operations of the Company.

Date: March 1, 2004 s/ James E. Abel
James E. Abel
Treasurer
PPL Electric Utilities Corporation

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 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 MONTANA, LLC'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Montana, LLC (the "Company") for the year ended December.,
2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), 1, the principal executive officer

of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, hereby
certify that:

s The Covered Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

® The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
resutts of operations of the Company.

Date: March 1, 2004 /s/ James H. Miller
James H. Miller
President
PPL Montana, LLC

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by tl
Company and furnished to the Securities and Exchange Commission or its staff upon request.




Exhibit 32(h)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
| AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
. FOR PPL MONTANA, LLC'S 10-K FOR THE YEAR ENDED DECEMBER 31, 2003

In connection with the annual report on Form 10-K of PPL Montana, LLC {the "Company") for the year ended December 31,
2003, as filed with the Securities 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:

» The Covered Report fully complies with the requirements of Section i3(a) or 15(d) of the Securities Exchange Act of
1934, as amended; and

o The information contained in the Covered Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: March 1, 2004 /s/ James E. Abel
James E. Abel
Treasurer
PPL Montana, L.L.C

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and fumished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 99

PPL Corporation - Corporate Organization .
(Selected Subsidiaries)
PPL Corporation
PPL Electric Utilities Corporation
PPL Transition Bond Company, LLC
CEP Commerce, LLC
PPL Gas Utilities Corporation
PPL Services Corporation
PPL Capital Funding, Inc.
PPL. Properties, Inc.
Ninth Street & Hamilton Corporation
PPL Energy Funding Corporation
CEP Reserves, Inc.
PPL Ventures, LLC
PPLSolutions, LLC
PPL Telcom, LL.C
PPL Energy Supply, LLC
PPL [nvestment Corporation
PPL Global, LLC
PMDC Chile, Inc. (includes Emel)
PPLG U.S. Latin America, Inc. (includes Elfec and Integra)
PPLG El Salvador (includes £C)
PMDC International Holdings, Inc. (incfudes WPD)
PPL EnergyPlus, LLC
PPL Synfuel Investments, LLC
PPL Energy Services Holdings, LLC
PPL Generation, L1.C
PPL Holtwood, LLC
PPL Maine, LLC
PPL Interstate Energy Company
PPL Montana Holdings, LLC (includes PPL Montana)
PPL Susquehanna, LL.C
PPL Martins Creek, LLC
PPL Brunner Island, LLC
PPL Montour, LLC ;
PPL Rights, Inc. (jointly owned by PPL Montour, PPL Martins Creek and PPL Brunner Island)
Lower Mount Bethel Energy, LLC
PPL Wallingford Energy LLL.C
PPL Sundance Energy, LLC
PPL Shoreham Energy, LLC
PPL Edgewood Energy, LLC
PPL Southwest Generation Holdings, LLC (50% owner of Griffith Energy)
PPL Coal Holdings Corporation
PPL Midwest Holdings, LL.C (includes University Park)
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Q.2.

A2

N-F-2
Page 1 of 1
P.R. Moul
J.R. Schadt

Supply projected capital requirements and sources of the filing utility, its
parent and system - consolidated - for the test year and each of 3
comparable future years.

Attachment 1lI-F-2 provides the requested information.



Attachment 1I|-F-2

P 1 of 1
PPL ELECTRIC UTILITIES CORPORATION dgelo
REQUIREMENTS AND SOURCES OF FUNDS 1/
2004 2005 2006 2007
Capital Requirements {(Millions of Dollars)
Construction $ 166 § 183 $ 203 § 217
Security Maturities, Redemptions and

Sinking Funds 29 64 99 304
Prepayments 106 . - -
Other (including changes in working capital) (126) 86 86 (79)

Total Requirements 3 175 § 333 % 388 $§ 442
Sources
Total Internal $ 173  § 133 8§ 138 § 142
Outside Financing
Long-term debt - 200 250 300
Preferred Stock - - - -
Trust Preferred Securities - - - -
Common Stock - - - -
Contribution from Parent - - -
Short-term debt change - - -
Total Outside 200 250 300
Total Fund Sources $ 175 $§ 333 $§ 388§ 442
PPL GORPORATION
REQUIREMENTS AND SOURCES OF FUNDS 1/
2004 2005 2006 2007
Capital Requirements (Millions of Dollars)
Construction § 638 § 659 % 661 § 747
Nuclear Fuel Payments 56 59 62 63
Security Maturities, Redemptions and :

Sinking Funds 312 418 1,091 769
Prepayments 762 - 47 10
Trust Preferred Security Redemptions 575 - - -
Other (including changes in working capital) (155) 89 . 225 84

Total Requirements $ 2,188 § 1225 § 2086 § 1,673
Sources
Total Internal b 763§ 646 § PRV 879
Sale of Investments/Property 138 22, 22 5
Qutside Financing
Long-term debt 769 556 1,351 788
PEPS Conversion 575 - - -
Short-term debt change (57) I 1 1
Total Qutside 1,287 557 1,352 789
Total Fund Sources $ 2,188 § 1,225 $ 2,086 $ 1,673

1/ Excludes Securitization



Q.3.

A3

N-F-3
Page 1 of 1
P.R. Moul
J.R. Schadt

State what coverage requirements or capital structure ratios are required
in the most restrictive of applicable indentures/charter tests and how
these measures have been computed.

PPL Electric's senior secured bond indenture includes provisions that
restrict dividend payments and certain other distributions on, and
redemptions of, its common stock and that require mandatory rates
adjustment filings, in each case, if PPL Electric fails to meet interest
coverage ratio tests. A summary of these provisions, including the
manner in which the interest coverage ratios are computed, is provided
in Attachment [I[-F-3.



Attachment 1lI-F-3
Page 1 of 4

PPL ELECTRIC UTILITIES CORPORATION

Summary of Indenture Provisions

PPL Electric Utilities Corporation (the “Company”) issues senior secured bonds
(“Senior Secured Bonds”) under its Indenture established in 2001 (as amended
and supplemented, the “2001 Indenture”).! The outstanding Senior Secured
Bonds have been issued pursuant to three supplements to the 2001 Indenture
(each, a “Supplemental Indenture"). Each of these Supplemental Indentures
includes interest coverage ratio tests that restrict certain payments and require
mandatory rate adjustment filings. These provisions are summarized below:

The Company may not declare any dividends or commit to make
any other distribution on or purchase or redeem any shares of its
common stock, with certain exceptions, if and for so long as the
average of the Interest Coverage Ratios for the four most recently
ended fiscal quarters immediately preceding the date of declaration
of any such restricted payment falls below 1.5, See Sections
102(a} and 202(a) of Suppilemental Indenture No. 1 and Section
102(a) of Supplemental Indenture Nos. 2 and 3 (Attachment |lI-F-3,

page 3).

If and for so long as the average of the Interest Coverage Ratios for
the four consecutive fiscal quarters immediately preceding any date
of determination falls below 1.5, the Company must file for rate
relief with the Commission within 80 days, unless the Company is
restricted from doing so by applicable law, regulation or

' The Company also issues senior secured debt, in the form of first morigage bonds (“First Mortgage
Bonds"), under its Mortgage and Deed of Trust established in 1945 (as amended and
supplemented, the “1945 Mortgage”), which is a first morigage lien on the transmission and
distribution properties of the Company. The Company is making a transition from the 1945 Mortgage to
the 2001 Indenture as its primary secured debt indenture as economic refunding opportunities arise and
First Mortgage Bonds mature. Senior Secured Bonds issued under the 2001 Indenture are secured by:

(a) First Mortgage Bonds issued under the 1945 Mortgage that have a principal amount equal to
the principal amount of new Senior Secured Bonds being issued and that are held by the
trustee under the 2001 Indenture; and

{b} Alien in favor of the 2001 Indenture trustee on the Company's transmission and distribution
.properties, which lien is junior to the lien of the 1945 Mortgage.

The 2001 Indenture is intended to replace the 1945 Mortgage as soon as all of the Company's
outstanding First Morigage Bonds, excluding First Mortgage Bonds issued as collateral for Senior
Secured Bonds, have been retired. When no- remaining First Mortgage Bonds are outstanding under
the 1945 Mortgage (except First Mortgage Bonds issued as collateral for the Senior Secured Bonds),
the Company-intends to cause the lien of the 1945 Morlgage to be discharged and for the lien of the
2001 Indenture to become a first lien on the Company's transmission and distribution properties, subject
to certain permitted liens and exceptions. Thereafter, issuances of Senior Secured Bonds under the
2001 Indenture will not require collateralization with First Mortgage Bonds.

The 1945 Mortgage does not include any coverage requirements or capital structure ratios.



Attachment lII-F-3
Page 2 of 4

Commission policies or orders. See Sections 102(c) and 202(c) of
Supplemental Indenture No. 1 and Section 102(c} of Supplemental
Indenture Nos. 2 and 3 (Attachment |lI-F-3, page 3).

The “Interest Coverage Ratio” refers to the ratio of (i) the sum of the
Company's funds from operations plus its gross interest expense
(excluding intangible transition debt) to (ii) the Company’s gross
interest expense (excluding intangible transition debt). See
Sections 106 and 206 of Supplemental indenture No. 1 and Section
106 of Supplemental Indenture Nos. 2 and 3 (Attachment IlI-F-3,
pages 3 and 4).
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Detaiis from indenture

Sections 102 and 202 of Supplemental Indenture No. 1 to the 2001 Indenture,
and Section 102 of Supplemental Indenture Nos. 2 and 3 to the 2001 Indenture:

So long as any [Senior Secured Bonds] remain Outstanding, each of the
following shall be an additional covenant of the Company under the Indenture:

(a) The Company shall not declare any dividends on its shares
of common stock or commit to make any other distribution on its shares of
common stock (other than dividends and distributions payable in shares of its
common stock), or purchase or redeem any shares of its common stock, other
than with the proceeds of additional common stock financing (each such
payment or distribution or purchase, a “Restricted Payment”), if and for so long
as the average of the interest Coverage Ratios for the four most recently ended
fiscal quarters immediately preceding the date of declaration of any such
Restricted Payment falls below 1.5. The Company shall not declare any cash
dividend on shares of its common stock, or otherwise commit to making any
other Restricted Payment, unless such dividend or other Restricted Payment is
payable within 120 days of the date of declaration or other commitment.

(c} If and for so long as the average of the Interest Coverage
. Ratios for the four consecutive fiscal quarters immediately preceding any date of
determination falls below 1.5, the Company shall initiate a filing for rate relief with
the Pennsy!vanla Public Utlllty Commission ("PUC")} within 90 days, unless the
Company is not eligible for such rate relief under applicable law, regulation or
orders or policies of the PUC then in effect.

Sections 106 and 206 of Supplemental Indenture No. 1 to the 2001 Indenture,
and Section 106 of Supplemental Indenture Nos. 2 and 3 to the 2001 Indenture:

Definitions. For purposes of [Section 102 and 202 of the Supplemental
Indentures], :

“Funds from Operation” means for any period with respect to the
Company and its consolidated subsidiaries, the aggregate amount of
consolidated net income of the Company and its consolidated subsidiaries
(x) plus deferred income taxes, depreciation and amortization expense, preferred
dividends, extraordinary expense items, any non-recurring or non-cash charges .
to net income (whether or not an extraordinary item) and any expense associated
with intangible transition charges, and (y) minus any deferred investment tax
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credit, any extraordinary revenue items and any income associated with
intangible transition charges, all computed in accordance with generally accepted
accounting principles in effect on the date of original issue of the [Senior Secured
Bonds);

“Gross Interest Expense” means for any period, the interest expense on
indebtedness of the Company and its consolidated subsidiaries minus any
interest expense associated with intangibie transition debt;

“Interest Coverage Ratio” means the ratio of (i) the sum of Funds from
Operation plus Gross Interest Expense to (ii) Gross Interest Expense.
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A schedule of comparative financial data shall be supplied for the test
year, the most immediately available annual historical period, prior to the
test year, and the 2 calendar years most immediately preceding the test
year. Changes in Moody's/S&P ratings, noted on this schedule, shall be
accompanied by the Moody's/S&P writeup of such change, if available.
The following financial data and ratios shall be supplied for the utility’s
parent, where applicable, if not available for the utility.

a) Times interest earned ratio - pre-tax and post-tax basis.

b)  Preferred stock dividend coverage ratio - post-tax basis.

¢) Times fixed charges earned ratio - pre-tax basis.

d) Earnings per share.

e) Dividend per share.

f)  Average dividend yield (52-week high/low common stock price).
g) Average book value per share.

h)  Average market price per share.

i}y  Market price-book value ratio.

j)  Earnings-book value ratio (per share basis, average book value).
k} Dividend payout ratio.

[} AFUDC as a % of earnings available for common equity.
m)  Construction work in progress as a % of net utility plant.

n) Effective income tax rate.

o) Internal cash generations as a % of total capital requirements.

Attachment J}I-F-4a provides the requested comparative financial data.

Attachment llI-F-4b provides the requested writeups from Moody's.
Attachment IlI-F-4¢ provides the requested writeups from S&P.
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PPL ELECTRIC UTILITIES CORPORATION
Comparative Financial Data

Description/Purpose 2002 2003 2004
a. Times interest earned ratio - pre-tax (a) 1.59 1.45 (c)

Times interest eared ratio - post-tax (a) - 1.42 1.28 {c)
b Preferred stock dividend coverage ratio - post-tax basis (a) 1.34 1.22 {c)
c. Times fixed charges earned ratio - pre-tax basis (a) 1.55 1.42 (c)
d. Earnings per share - diluted (b) $1.36 $4.24 (c)
e Dividend per share (b) ‘ $1.44 $1.54 (c)
f Average dividend yield ()

{52-week highflow common stock price) (b) 437% 4.05% (c}
g. Average book value per share (b) $13.19 $15.90 (c)
h, Average market price per share (b) $34.95 $39.60 (c)
i Market price-book value ratio (b) 2.65 2.49 (c)
j Earnings-book value ratio

{per share basis, average book value) (b) . 0.103 0.267 {)
k. Dividend payout ratio (b) . 1.059 0.363 (c)
{. AFUDC as a % of eamings available for common equity 4.36% 3.46% (c)
m: Construction work in progress as a % of net utility plant 1.69% 1.05% (c)
n. Effective income tax rate 39.1% 24.7% {c)
o. Internal cash generations as a % of total capital '

requirements 88.5% 57.7% {c)

(a) Excludes PPL Transition Bond Company, LLC.
(by  Information presented for PPL Corporation, as it is not applicable to PPL Electric.

(c) Requested data for the future test year is confidential because it deals with a release of projected
financial information. This information will be provided to the PUC upon the issuance of an appropriate
protective order concerning the confidentiality of such information and will be provided to any party fo
the rate proceeding upon the execution of an-agreement with PPL Electric to hold such information in
strict confidence and not to disclose it to any person, whether or not a party to the proceeding, who has
not executed a similar confidentiality agreement with PPL Electric.
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Global Credit Research

Rating Action
Moodr's Invaators Service
13 MAY 2003

Rating Action: PPL Electric Utilities Corporation

MOODY'S DOWNGRADES DEBT RATINGS OF PPL ELECTRIC UTILITIES CORP. (TO Baa1 SR. SEC.); PPL
ENERGY SUPPLY, LLC (TC BaaZ SR. UNSEC.); PPL CORP. (TO Baa3 SR. UNSEC.}; AND PPL CAPITAL
FUNDING INC .(TO | Baaa SR. UNSEC.); ALL RATING_OUTLOOKS ARE STABLE
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Approximately $7 Billion of Debt Affected

New York, May 13, 2003 -- Moody's Investors Sérvice has downgraded the debt ratings of PPL Electric
Utilities Corporation, PPL Energy Supply, LLC, PPL Capital Funding, Inc., and PPL Corporation. Ratings
downgraded include PPL Electric Utilities Corporation's first mortgage bonds and senior secured debt 1o
Baal from A3; PPL Energy Supply, LLC's senior unsecured debt to Baa2 from Baa1, PPL Capital Funding,
Inc.'s senior unsecured debt to Baa3 from Baa2; and PPL Corporation's senior unsecured debt to Baal from
Baa2. PPL Capital Funding's debt obligations are fully and unconditionally guaranteed by PPL Corporation.
The rating actions conclude the review for downgrade of PPL Electric Utilities, PPL Energy Supply, PPL
Capital Funding and PPL Corporation that was initiated on Agril 28, 2003. The rating outlook is stable for alf
of these issuers.

PPL Electric Utilities Corporation's Prime-2 cammercial paper rating was not under review and remains
unchanged. PPL Energy Supply's Prime-2 commercial paper rating was also not under review and remains
unchanged.

The downgrade reflects:
{1) PPL's currently high financial leverage at the consolidated level;
{2) PPL Energy Supply's modest exposure to merchant generation risk;

(3) continued weakness in the wholesale power market and the associated financial impact on PPL Energy
Supply; and

{4) concerns regarding the amount of cash flow to be generated from PPL Energy Supply's non-regutated
domestic operations and free cash flow that cam.be repatriated from its regulated delivery business abroad.

Moody's also notes that PPL Energy Supply's non-regulated investments now account for a larger proportion
of PPL Corporation's total cash flow, as PPL Electric Utilities’ financial performance has been affected by a
rate cap implemented as part of a 1998 Pennsylvania Public Utility Commission restructuring order. Moody's
expects the financial performance of PPL Electric Utilities to continue to be weak through December 31,
2004 when the current rate cap ends. In fact, PPL Electric Utilities' current financial profile has necessitated’
equity contributions from PPL Corporation, the parent company, in 2002 and 2003.

PPL Corporation's rating and outlook reflects plans for improving its balance sheet and cash flow, including
proposed issuance of $400 million of common stock in 2003 to retire indebtedness. Thus far in 2003, PPL
has issued approximately §115 million under its-structured equity shelf and dividend reinvestment programs.
PPL Energy Supply's rating and ouiiook reflect its ability to mitigate its modest merchant generation
exposure through significant amounts of contracted power sale arrangements in the Pennsylvania-New




Jersey-Maryland region, in the Northiwest, and in Arizona. The rating outlook also incorporates
management's stated intention that PPL is not pursuing any further investments abroad and is in the process
of completing its remaining new power plant development by early 2004 with no plans for further
development. The rating and outlook for PPL Electric Utilities reflects Moody's expectation that the company
will have more financial flexibility upon the expiration of the existing price cap on December 31, 2004 and
then will begin strengthening the financial performance of the regulated utility operations.

As a regulated transmission and distribution utility, PPL Electric Utilities has a lower risk business profile. The
supply and price risk of PPL Electric Utilities is mitigated by the regulatory treatment given to its "all
requirements” or Provider of Last Resort (POLR) contract with PPL Energy Supply. The POLR contract,
which was previously approved by the Pennsylvania Public Utility Commission, currently extends through
December 31, 2009. More importantly, the POLR contract, with built-in price escalators, underpins a more
predictable stream of cash ftows to PPL Energy Supply through year-end 2009, as well as reducing the
company's merchant exposure.

Moody's notes that PPL's management has already implemented a number of initiatives to strengthen the
company's current credit quality and reduce high debt level. These include:

(1) the issuance of over $1 billion of commeon stock and mandatory convertible securities over the last few
years;

(2) plans to issue an additional $400 miilion of common equity in 2003;

{3) expected conversion of $575 million in mandatory preferred securities into-common equity in 2004,
(4) a sizeable reduction in planned capital expenditures;

(5) cancellation of projects under development;

(6) workforce reductions; and

(7) write-downs of some nen-core investments.

The stable outlook for PPL Corporation and its affiliates is based upon the expectation that PPL Corporation
will complete a planned issuance of $400 million of common stock in 2003 and complete the mandatory
conversion of $575 million of preferred securities to comman equity in 2004, The outlook also reflects
Moody's expectation that the balance sheet and coverage ratios will improve over the next few years. In
addition, the stable outlook for PPL Electric Utilities also reflects the expectation that the company's credit
quality will begin to improve after the current price cap ends at year-end 2004,

Ratings downgraded include: PPL Electric Utilities Corporation’s first mortgage bonds and senior secured
debt to Baa1 from A3, shelf registration of senior secured debt to (P)Baat from (P)A3, senior unsecured debt
to BaaZ2 from Baa1l, preferred securities to Ba1 from Baa3, and shelf registration of preferred securities to
(P)Bai from (P}Baa3; PPL Energy Supply, LLC's senior unsecured debt to Baa2 from Baa1, PPL Capital
Funding, Inc.'s senior unsecured debt to Baa3 from BaaZ2, shelf registration of senior unsecured debt to
{F)Baa3 from (P)Baa2, preferred securities to Bat from Baa3, and shelf registration of preferred securities to
{P)Bai from (P)Baa3; and PPL Corporation's senior unsecured debt to Baa3 from Baa2, subordinated debt
to Ba1l from Baa3, and shelf registration of subordinated debt to (P)Bal from (P)Baa3. PPL Capital Funding's
debt obligations are fully and unconditionally guaranteed by PPL Corporation,

PPL Corporation, a diversified energy holding company, is headquartered in Allentown, Pennsylvania. PPL
Electric Utilities Corporation is a regulated transmission and distribution utility subsidiary of PPL Corperation.
PPL Energy Supply, LLC is an intermediate holding for PPL Corporation's non-regulated domestic
generation business.
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© Copyright 2004, Moody's Investors Service, Inc, and/or its licensors including Moody’s Assurance Company, Inc.
(together, "MOGODY'S"}. All rights reserved.

ALL INFORMATION CORTAIMED HEREIN 1S PROTECTED BY COPYRIGHT LAW AND MONE OF SUCH INFORMATION MAY BE
COPIED QR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRAMNSMITTED, TRAMSFERRED, DISSEMINATED,
REDBISTRIBUTED GR RESOLD, OR STORED FOR SUBSEQUEMNT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, [N ANY
FORM QR MANNER DR BY ANY MEANS WHATSOEVER, BY ANY PERSOM WITHOUT MOODY'S PRIOR WRITTEN CONSENT. Al
information contained herein is obtained by MOODY'S from sources balieved by il to he accurate and reliaole. Because of the
possibllity of human or mechanical error as well as other factors, however, such Information is provided “as is” without warranty
of anv kind and MCQDY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy,
timoiiness, complateness, merchantability or fitness for any particular purpose of any such information. Under ne circums:ances
shiall MOODY'S have any llabliity to any person ar entity far () any loss or damaga in whole or in pari caused by, resuking
fram, or relating to, any error {negligent or otherwise) or other circumstance or contingency within or cutside the control of
MOOOYS or any of it directors, officers, empioyees or agents n connection with the procurament, collection, compitation,
analysis, interpretation, communication, publication or dellvery of any such information, or (b) any dirgct, incirect, special,
consequential, compensatary or Incidental damages whatsoever {(including without limitation, lost grofits), even if MOODY'S |s
advised In advance of the possiblilty of such damages, rasulting from the use of or inzbility to uga, any such Infarmation, The
credit ratings and financial reporting analysis observations, if any, constituting part af the Informatian contained harein are, and
must be construed solaly as, statemanis of opinien and not statements of fact or recominendations to purchase, sell or hoid any
sacurities. NO WARRAMTY, EXPRESS DR [MPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATIMG OR OTHER OPINION OR INFORMATION 1S GIVEN OR MADE BY
MOODY'S IM ANY FORM QR MANMER WHATSQEVER. Each rating or other opinion must be weighad solely as one factor in gny
vestment decision made by or on behalf of any user of the information contained nereln, and aach such user must accordingly
mMake its own study and evaluation of ezch security and of each issuer and guarantor of, and each provider of credit supper for,
egch security that it may consider purchasing, holding or selling. MOODY'S hereby discloses that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper) ang preferred stock rated by MOODY'S
have, prior to assignmant of any rating, agreed to pay .to MOQDY'S for appraisal and rating services rendered by it fees ranging
firom $1,500 to $1,800,000.
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Credit Analyst: Aneesh Prabhu, New York (1) 212-438-1285

Credit Rating: A-/Negative/A-2

E Rationale

Retum to Regular Format

On April 29, 2003, Standard & Poor's Ratings Services affirmed its 'A-' corporate credit ratings on PPL
Electric Utilities Corp. (PPLEU). Standard & Poor's. also assigned its 'A-' ratings to PPLEU's $100
miflion senior secured bonds to be offered in the near future. The bond proceeds will be used to redeem
first mortgage bonds and preferred stock. The outlook is revised to negative to mirror the outiook on

parent PPL Corp. and its other subsidiaries

f Allentown, Pa.-based PPLEU has about $1.5 billion in rated debt as of Dec. 31, 2002.

The rating refiects PPLEU's ring-fencing, which insulates the utility from PPL, low-risk transmission and
distribution (T&D) electric operations, a large and stable residential and commercial customer base
(78%), and a long-term power supply contract (2001-2009) with affiliate PPL Energy Supply LLC that
eliminates voiume and price risks. However, structural elements of the ring-fencing are not strong
enough to compietely isolate PPLEU from PPL's credlt quality. PPLEU also has weak T&D ROEs due

to capped rates through 2004,

PPLEU has been insulated (ring-fenced) from the rest of PPL through legal and structural

enhancements that transformed PPLELU into a single-purpose entity bankruptcy remote from PPL. The-
ring-fencing results in a rating that is not equal with PPL and that is based on PPLEU's stand-alone
creditworthiness, However, the ring-fencing is not strong enough to support more than a two-notch
differential between PPLEU and PPL. PPLEU is now rated two notches above PPL. If PPL is
downgraded, PPLEU's rating would be lowered as well. A negative outlook assignment for PPLEU also

mirrors the negative outiook on FPL and its subsidiaries..

As part of the Pennsylvania electric sector restructuring settlement agreement between PPLEU and the

Pennsylvania Public Utilities Commission (PPUC), PPLEU agreed to a cap on its average T&D rates of.

1.74 cents per kilowatt-hour (kWh) through 2004. The current ROE. on the T&D rates is very low at
about 5.5%, partly.because PPLEU pays ancillary service charges that are necessary to support the
transmission of electricity from resources to load. Ancillary service charges are imposed under the
PJM's open-access transmission tariffs but are not being recovered by PPLEU because of the T&D rate
cap. The rate cap established by the PPUC restructuring seftliement expires on Jan. 1, 2005. The rate
cap expiration is viewed as a credit positive, as it will allow PPLEU to seek a base rate increase if the

company chooses to do so. However, the outcome of such a rate case is uncertain,

PPLEU is requured.- through 2008, to provide electricity at preset prices to'its customers. As part of
Pennsylvania deregulation, PPLEU transferred its generation assets (about 8,000 MW) to PPL Energy

Funding Inc. To mitigate supply risk, PPLEU entered into a full-requirements, long-term supply contract
with PPL EnergyPlus Co. to meet its provider of last resort obligation. While these supply rates vary by
" customer class, the settlement provides for average rates ranglng from 4.28 cents per kWh in 2003 and

increasing to 5.02 cents per kWh by 2009.

Standard & Poor's considers PPLEU's competitive position as above average, because of the long-term
contractual agreement that transfers all price and volumes risks to PPL EnergyPlus. PPLEU's T&D
rates are among the iowest in Pennsylvania. PPLEU's largest industrial customers do not have plans
for cogeneration, mitigating the possibility of these customers exiting the utility's system. Although there
are competitive suppiiers (like Sempra Energy, PowerChoice, and FlrstEnergy Corp.) shopping levels in
PPLEU's territory have been low at around 4% to 5%.
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The low-risk T&D business allows PPLEU fo operate with a high debi-to-total capital ratio of 54% that
will decrease over the next several years. S|malarly, funds from operations (FFO} to total debt, at about
14%, and FFO interest coverage at around 3x in 2002 are weak-but expected to improve to support a
stand-alone credit quality at the 'A-' level in the post-2004 period.

Liquidity.
PPLEU's liquidity position is viewed as strong. The utility has a $400 million, 364-day credit facility,

maturing June 2003 that includes a one-year term-out provision. There are no direct borrowings
against this line. The credit facility also serves as a backstop for commercial paper. As of December
2002, PPLEU had $15 million of commercial paper outstanding. In 2002, the utility employed cash
flow from operations, a note repaid by an affiliate and equity cdntribution from PPL to retire about
$228 million of debt and about $250 million of trust-preferred securities, and paid out $67 miflion in
dividends, leaving a cash balance of $29 million at year-end 2002.

Future capital expendltures are estimated at about $170 miliion per year. However, in 2002 and
.2003, PPLEU is implementing automaled meter readers at an additional cost of about $70 miflion
per year. Therefore, the company was not free cash flow positive in 2002 and will remain negative
free cash flow in 2003. Free cash is expected to turn positive from 2004. PPLEU has about $40
million of debt maturities and preferred-stock sinking fund payments in 2003 and only about $25

million in 2004.

& Outlook

The negative outlook mirrors the negative outlook for PPL and the maximum two-notch differential
between PPLEU and PPL that currently exists. If PPL's ratings are lowered, PPLEU's ratings would be
lowered also. The negative outlook aiso reflects PPLEU's need to improve its returns to maintain its
financial position. A stable outlook revision is predicated on an improvement in PPL's credit quality and
on reguiatory clarity-for PPLEU after 2004.

Ratings list:

PPL Electric Utilities Corp.
Corp. credit rating A-/Negative/A-2
NEW RATING

$100 million senior secured bonds A-

Complete ratings information is available to subscribers of RatingsDirect, Standard & Poor's Web-
based credit analysis system, at www.ratingsdirect.com. All ratings affected by this rating action can be
found on Standard & Poor's public Web site at www.standardandpoors.com; under Fixed income in the

feft navigation bar, select Credit Ratings Actions.
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