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GLOSSARY OF TERMS AND ABBREVIATIONS

£ - British pounds sterling.

1945 First Mortgage Bond Indenture - PPL Electric's
Mortgage and Deed of Trust, dated as of October 1, 1945, 10

Deutsche Bank Trust Company Americas, as trustee, as
supplemented.

2001 Senior Secured Bond Indenture - PPL Electric's
Indenture, dated as of August 1, 2001, to JPMorgan Chase
Bank, as trustee, as supplemented.

ANEEL - National Electric Energy Agency, Brazil's agency
that regulates the transmission and distribution of electricity.

APA - Asset Purchase Agreement.
APB - Accounting Principles Board.
ARB - Accounting Research Bulletin.
ARO - asset retirement obligation.
Bcf - billion cubic feet.

CEMAR - Companhia Energética do Maranhéo, a Brazilian
electric distribution company in which PPL Global has a
majority ownership interest.

Clean Air Act- federal legislation enacted to address certain
environmental issues related to air emissions including acid
rain, ozone and toxic air emissions.

CTC - competitive transition charge on customer bills to
recover allowable transition costs under the Customer Choice
Act.

Customer Choice Act - the Pennsylvania Electricity
Generation Customer Chotce and Competition Act, legislation
enacted 10 restructure the state's electric utility industry to
create retail access to a competitive market for generation of
electricity.

DEP - Department of Environmental Protection, a state
government agency.

Derivative - a financial instrument or other contract with all
three of the following characieristics:

a. It has (1) one or more underlyings and (2) one or more
notional amounts or payment provisions or both. Those
terms determine the amount of the settlement or
settlements, and, in-some cases, whether or not a
settlement is required.

b. It requires no initial net investment or an initial net
investment that is smaller than would be required for other
types of contracts that would be expected to have a similar
response to changes in market factors.

c. Its terms require or permit net settlement, it can readily be
settled net by a means outside the contract, or it provides

for delivery of an asset that puts the recipient in a positio
not substantially different from net settlement:

DIG - Derivatives Implementation Group.

EITF - Emerging Issues Task Force, an organization that
assists the FASB in improving financial reporting through the
identification, discussion and resolution of financial issues
within the framework of existing authoritative literature.

Emel - Empresas Emel 5.A., a Chilean electric distribution
holding company of which PPL Global has majority
ownership.

EMF - electric and magnetic fields.

EPA - Environmental Protection Agency, a U.S. government
agency.

EPS - earnings per share.
FASB - Financial Accounting Standards Board, a rulemaking

organization that establishes financial accounting and
reporting standards.

agency that regulates interstate transmission and wholesale
sales of electricity and related matters.

FERC - Federal Energy Regulatory Commission, the federal l

FIN - FASB Interpretation, intended to clarify accounting
pronouncements previously issued by the FASB.

GAAP - generally accepted accounting principles.

GWh - gigawatt-hour, one million kilowatt-hours.

Hyder - Hyder Limited, which was acquired by WPDL and
was the previous owner of South Wales Electricity plc. In
March 2001, South Wales Electricity plc was acquired by
WPDH Limited and renamed WPD (South Wales).

IRS - Internal Revenue Service, a U.S. government agency.
ISO - Independent System Operator.

ITC - intangible transition charge on customer bills to recover
inmangible transition costs associated with securitizing stranded
costs under the Customer Choice Act.

kWh - kilowatt-hour, basic unit of electrical energy.

LIBOR - London Interbank Offered Rate. .



Mirant - Mirant Corporation, a diversified energy company
based in Atlanta. PPL Global and Mirant jointly owned WPD
until September 6, 2002,

.ml‘ana Power - The Montana Power Company, a
0

ntana-based company that sold its generating assets to PPL.
Montana in December 1999. Through a series of transactions
consummaled during the first quarter of 2002, Montana Power
sold its electricity delivery business to NorthWestern.

MW - megawatt, one thousand kilowatts.

MWh - megawatt-hour, one thousand kilowatt-hours.
NorthWestern - NorthWestern Corporation, a Delaware
corporation and successor in interest to Montana Power's
electricity defivery business, including Montana Power's rights

and obligations under contracts with PPL Montana.

NPDES - National Pollutant Discharge Elimination System.

NUGs (Non-Utility Generators) - generating plants not owned
by public utilities, whose electrical output must be purchased
by utilities under the PURPA if the plant meets certain criteria.

PCB - polychlorinated biphenyl, an additive to oil used in

certain electrical equipment up to the late 1970s. Now
classified as a hazardous chemical.

PS*M Units) - securities issued by PPL Capital Funding
rust 1, consisting of a Preferred Security and a forward
contract to purchase PPL common stock.

‘FPS Units (Premium Equity Participating Security Units, or

PEPS Units, Series B (Premium Equity Participating
Security Units, or PEPS™ Units, Series B) - securities
expected to be issued by PPL and PPL Capital Funding in
connection with the proposed PEPS Units exchange offer
which will consist of (i) an undivided interest in a debt security
to be issved by PPL. Capital Funding and guaranteed by PPL,
and (ii) a forward contract to purchase PPL common stock.

PJM (PTM Interconnection, LLC) - operates the electric
transmission network and electric energy market in the mid-
Atlantic region of the U.S.

PLR (Provider of Last Resort) - PPL Electric providing
electricity to retail customers within its delivery territory who
have chosen not to-shop for electricity under the Customer
Choice Act.

PPL - PPL Corporation, the parent holding company of PPL
Electric, PPL Energy Funding and other subsidiaries.

PL Capital Funding - PPL Capital Funding, Inc., a PPL
ancing subsidiary.

PPL Capital Funding Trust | - a Delaware statutory
business trust created to issue PEPS Units, whose common
securities are held by PPL.

PPL Electric - PPL Electric Utilities Corporation, a regulated
utility subsidiary of PPL that transmits and distributes
electricity in its service territory and provides electric supply
to retail customers in this territory as a PLR.,

PPL Energy Funding - PPL Energy Funding Corporation, a
subsidiary of PPL and the parent company of PPL Energy

Supply.

PPL EnergyPlus - FPL EnergyPlus, LLC, a subsidiary of
PPL Energy Supply, which markets wholesale and retail
electricity, and supplies energy and energy services in newly
deregulated markets.

PPL Energy Supply - PPL Energy Supply, LLC, the parent
company of PPL Generation, PPL EnergyPlus, PPL Global
and other subsidiaries. Formed in November 2000, PPL
Energy Supply is a subsidiary of PPL. Energy Funding.

PPL Gas Utilities - PPL Gas Utilities Corporation, a
regulated utility subsidiary of PPL specializing in natural gas
distribution, transmission and storage services, and the
compelitive sale of propane.

PPL Generation - PPL Generation, LLC, a subsidiary of
PPL Energy Supply, which owns and operates U.S. generating
facilities through various subsidiaries.

PPL Giobal - PPL Global, LLC, a subsidiary of PPL Energy
Supply, which acquires and develops domestic generation
projects and acquires and holds international energy projects
that are primarily focused on the distribution of electricity.

PPL Martins Creek - PPL Martins Creek, LLC, a fossil
generating subsidiary of PPL Generation.

PPL Montana - PPL. Montana, LLC, an indirect subsidiary of
PPL Generation, which generates electricity for wholesale
sales in Montana and the Pacific Northwest.

PPL Services - PPL Services Corporation, a subsidiary of
PPL., which provides shared services for PPL and its
subsidiaries.

PPL Susquehanna - PPL Susquehanna, LLC, the nuclear
generating subsidiary of PPL Generation,

PPL Telcom - PPL Telcom, LLC, an indirect subsidiary of
PPL Energy Funding, which delivers high band-width
telecommunication services in the Northeast corridor from
Washington, D.C. to New York City and to six metropelitan
areas in Central and Eastern Pennsylvania.

PPL Transition Bond Company - PPL Transition Bond
Company, LLC, a wholly-owned subsidiary of PPL Electric



that was formed to issue transition bonds under the Customer
Choice Act.

Preferred Securities - company-obligated mandatorily
redeemable preferred securities issued by PPL. Capital Funding
Trust I, holding solely debentures of PPL Capital Funding, and
by SIUK Capital Trust I, holding solely debentures of WPD
LLP.

PUC - Pennsyivania Public Utility Commission, the state
agency that regulates certain ratemaking, services, accounting
and operations of Pennsylvania utilities.

PURPA - Public Utility Regulatory Policies Act of 1978,
legislation passed by the U.S. Congress to encourage energy
conservation, efficient use of resources and equitable rates.

PURTA - the Pennsylvania Public Utility Realty Tax Act.

SCR - selective catalytic reduction, a pollution control
process.

SEC - Securities and Exchange Commission, a U.S.
government agency.

SFAS - Statement of Financial Accounting Standards, the
accounting and financial reporting rules issued by the FASB.

SIUK Capital Trust I - a business trust created to issue
preferred securities, whose common securities are held by
WPD LLP.

Superfund - federal environmental legislation that addresses
remediation of contaminated sites; states also have similar
statutes.

Tolling agreement - agreement whereby the owner of an
electric generating facility agrees to use that facility to convert
fuel provided by a third party into electric energy for delivery
back to the third party.

WPD - refers collectively 1o WPDH Limited and WPDL. P.
Global purchased Mirant's 4% ownership interest in these

entities on September 6, 2002, thereby achieving 100%

ownership and operational control.

WPD LLP - Western Power Distribution LLP, a wholly-
owned subsidiary of WPDH Limited.

WPD (South Wales) - Wesiern Power Distribution (South
Wales) plc, a British regional electric utility company.

WPD (South West) - Western Power Distribution (South
West) plc, a British regional electric utility company.

WPDH Limited - Western Power Distribution Holdings
Limited, an indirect, wholly-owned subsidiary of PPL Global.
WPDH Limited owns WPD LLP, which owns WPD (South
West) and WPD (South Wales).

WPDL - WPD Investment Holdings Limited, an indirect
wholly-owned subsidiary of PPL Global. WPDL owns 100%
of the common shares of Hyder.




FORWARD-LOOKING INFORMATION

Certain statements contained in this Form 10-Q concerning

xpectations, beliefs, plans, objectives, goals, strategies, future
Qents or performance and underlying assumplions and other

tements which are other than statements of historical facts

are "forward-looking statements" within the meaning of the
federal securities laws. Although PPL, PPL Energy Supply,
PPL Electric and PPL Montana believe that the expectations
and assumptions reflected in these statements are reasonable,
there can be no assurance that these expectations will prove to
be correct. These forward-looking statements involve a
number of risks and uncertainties, and actual results may differ
materially from the results discussed in the forward-looking
statements. In addition to the specific factors discussed in the
Management's Discussion and Analysis of the Financial
Condition and Results of Operations sections herein, the
following are among the important factors that could cause
actual results to differ materially from the forward-looking
statements:

market demand and prices for energy, capacity and fuel;

weather variations affecting customer energy usage;

competition in retail and wholesale power markets;

the effect of any business or industry restructuring;

the profitability and liquidity of PPL and its subsidiaries;

new.accounting requirements or new interpretations or

applications of existing requirements;

e operation of existing facilities and operating costs;
environmental conditions and requirements;
transmission and distribution system conditions and

operating costs;

s development of new projects, markets and technologies;

performance of new ventures;

political, regulatory or economic conditions in states,

regions or countries where PPL or its subsidiaries conduct

business;

e receipt of necessary governmental permits, approvals and
rate relief;

¢ impact of state or federal investigations applicable to PPL
and its subsidiaries and the energy industry;

¢ the outcome of litigation against PPL and its subsidiaries;

capital market conditions and decisions regarding capital

structure;

stock price performance;

the market prices of equity securities and resultant cash

funding requirements for defined benefit pension plans;

securities and credit ratings;

state and federal regulatory developments;

foreign exchange rates;

new state or federal legislation;

national or regional economic conditions, including any

potential effects arising from the September 11, 2001

terrorist attacks in the U.S., the situation in Iraq and any

consequential hostilities or other hostilities; and

e  the commitments and liabilities of PPL and its
subsidtaries.

Any such forward-looking statements should be considered in
light of such important factors and in conjunction with other
documents of PPL, PPL Energy Supply, PPL Electric and PPL
Montana on file with the SEC.

New factors that could cause actual results to differ materially
from those described in forward-looking statements emerge
from time to time, and it is not possible for PPL, PPL Energy
Supply, PPL Electric or PPL Montana to predict all of such
factors, or the extent to which any such factor or combination
of factors may cause actual results to differ from those
contained in any forward-looking statement. Any forward-
looking statement speaks only as of the date on which such
statement is made, and PPL, PPL Energy Supply, PPL Electric
and PPL Montana undertake no obligations to update the
information contained in such statement to reflect subsequent
developments or information.



Part |. FINANCIAL INFORMATION
Item 1. Financial Statements

CONDENSED CONSOLIDATED STATEMENT OF INCOME

PPL Corporation and Subsidiaries .
(Unaudited)
(Millions of Dollars, except per share data)
Three Months Ended Nine Months Ended
September 30 September 30,
03— 2003 3002
Operating Revenues
LY it st b et e $ 897 § 935 $ 2,778 % 2,774
Unregulated retail electric and gas .......ccevvreimevverncrececvencnnne, 32 45 117 136
Wholesale energy marketing .........cceceerevrinoreinseesceinesesseneeneas 406 378 1,007 792
Net energy rading Margins .....co..ooceeeeeecsrrnnrcecrensineremeiiisinns 2 3) 9 13
Energy related businesses........cccoveerecrnnrcccennnsncesrnenesennnns 119 137 370 430
TOML ... re e rrs et renesnese s sre e s e acaesrens 1,456 1,492 4,281 4,145
Operating Expenses
Operation
FUEL ..t e 142 161 476 435
ENErgy purchases ..........cuvcesinesrreerersnesssssssanssessrssssssesesnns 308 298 861 710
OIRET ...t et rre e e rrc s es e vese st vasssanesas s cesesesmnrren 208 220 645 608
Amortization of recoverable transition costs.........c.ccccecuu.. 66 62 193 165
MAIMENANCE ....coovicc ittt 79 73 240 223
DEPIeciation............vcveruruvreerseerarenressesnesssnmreresesnsrssssascreemsassses 2% 92 287 269
Taxes, other than iNCOME. ......ovivirircreivernreereirresreeasnesmesssnsnns 64 54 189 172
Energy related busingsses.........o.oeeovee oot 119 137 375 416
Other charges
Write-down of international energy projects.........ecevvrueen. 100
Workforce reduction ... .....cccverceee e misccncinmsnnis e 9 1 9 75
TOAL...crerrereeererenaereseeararessesasssesessmerassanesssesaseassssresmsnssasanerasannes 1,094 1,098 3,275 3,173
Operating INCOME ...t sis b 362 394 1,006 972
Other INCOME = NEL......coociiirrireccrere s ree et s s cn b e sanas 15 11 46 22
Interest EXPense..........cocccmiineicccrccsissssi s resenas 119 168 355 430
Income Before Income Taxes and Minority Interest............... 258 237 697 564
INCOME TAXES...o.ociemieeee e cceercerrre e eemreesssio e et ma s soeesesceeeeen 82 79 200 194
MiNOFItY INETESE .....vicecciree e emesreme s sn s semanesesnssssrssssrnsesens 3 20 5 76
Income Before Cumulative Effect of a
Change in Accounting Principle. ..., 173 138 492 294
Cumulative Effect of a Change in Accounting Principle
(net Of INCOME LAXES) ....oeeiicvricieeeceeec e ceenecresssas s sa s s assrransnsaes 63 (150)
Income Before Dividends and Distributions on
Preferred Securities..........coooiriniiniii e 173 138 555 144
Dividends and-Distributions - Preferred Securities........cceccemnee. 2 16 29 52
NEt IRCOME ........conveeviereeeeeccete i eeeensssesssesassesaesessssasarsssesanes $ 171  § 122 8§ 526 § 92
Earnings Per Share of Common Stock
Net income - before cumnulative effect of
change in accounting principle:
BASIC c.cucerecieeusiermreessenc s s sessnsnstssessssese e sessssesnsasasesananas $ 097 % 081 § 271 % 1.63
DIIIEA ... v v srsesres e s e s san et sarsn e s sasenennans 0.97 0.80 2.70 1.63
Net income:
BaSIC .ottt e e $ 097 $ 081 § 307 % 0.62
DHIULE ...t cevrenneeteseerereesaonsesrnenneresnssrsesnesesascmcemesesns 0.97 0.80 .06 0.62
Dividends Declared per Share of Common Stock................... $ 0385 % 036 % 1.16 § 1.08

The accompanying Noies 1o Condensed Consolidated Financial Statements are an integral part of the financial starements.
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CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
PPL Corporation and Subsidiaries

(Unaudited}
fillions of Dollars)
‘ Nine Months Ended
4 September 30,
2003 2002
Net Cash Provided by Operating Activities ...........coooooveeeeceieeveceee e $ 1016 3 427
Cash Flows From Investing Activities }
Expenditures for property, plant and-equipment ..........c.c.ocveeeeeeriieeeeeeeiesceeneeeenns (517) (360)
Investment in generating assets and electric energy projects ........ueeeeeerinsens (261)
Acquisition of controlling interest in WPD, net of cash acquired............oeerunrens (211)
Other INvesting ACHVILIES = MEL.....civeeie st er e srs s seeans s sasanis 32 (26)
Net cash used in. InVestng aCVIHES ..............ccovvverrersresrersisronesresnsssrsscereeesesas (485) (858)
Cash Flows From Financing Activities
Issuance of long-term debt ... e e 989
Issuance of cOMMON SEOCK .......ocviiiiiniiciiiiie ettt ettt ss b e st 424 539
Retirement of 1ong-term debl ... ress s sse e sesssens (467) (449)
Retirement of company-obligated mandatorily redeemable
Preferred SECUITES ......c....ooreeer ittt e sbs b enesas b bt e bt st (250)
Retirement of preferred SOCK. ..ot e e s 14)
Payment of common and preferred dividends...........ocoeeeovececrrecrsrressieem e 217) (197
Net increase (decrease) in Short—ermn deb......occove e (873) 213
Other financing BCIVILES - MBL.....icvvicrmrurereriieeienssesessererssessersirssssarassessamssssssnnss {31) 7 {19
Q Net cash used in financing aCtVILES ..........c.co.cieeerreveeeeriee s eere et e seesaranenns (189) (163)
et Increase (Decrease) In Cash and Cash Equivalents................ccoccoooeoreeeenee. M2 (594)
Cash and Cash Equivalents at Beginning of Peniod............cccoeeveeeeiireveeereeerseeernsans 245 933
Cash and Cash Equivalents at End of Period............cooiveevciiesiee e s v $ 587 3§ 339

The accompanying Notes o0 Condensed Consolidated Financial Statements are an integral part of the financial staiements.




CONDENSED CONSOLIDATED BALANCE SHEET
PPL Corporation and Subsidiaries

(Unaudited)
(Millions of Dollars)
September 30, December 31,
2003 2002
Assets
Current Assets .
Cash and cash eqUIVAIENIS............cccooveceeieisrsieieieceetes et eeetssnese e seemeest s esessnnes $ 587 $ 245
Accounts receivable (less reserve: 2003, $111; 2002, $112) v _ 519 610
UNDIIIET TEVEIIUES ...ccoviiiririrece e re e nerensesmsreserensssessersesssensesrossreonsssansarsasasenssnes 275 281
Fuel, materials and supplies - at aVerage COSt ....ovvovevrereece e srnrrserecsesesnas 255 242
PIEDAYIIRNLS ...ttt crcressesene et e ras e ses e sen e e s senssstansentnsasmenspesanssnares 130 122
Deferred iNCOME LAXES ....ccceverrererererreerereseesnssesssessseesesrsssesssatenssesssnssssssasesassemes 99 99
Price risk MAaNagemMENt ASSELS ......vvreereereeeseetrsssssenrsnrsressssesersesesssesassnssmssssnssssssses 70 103
BB ottt st re s e rasas e ser s vesrsssss st eassessesaeassen e ansas e et sas s mn e e snrans 134 135
2,069 1,837
Investments
Investment in unconsolidated affiliates - at EQUILY .....ceceervreererrvssssrrreirerrressrssnssnenss 221 234
Investment in unconsolidated affiliates - At COSL.....ccorurreerreserrericeereeeeceereere e srnes 108 107
Nuclear plant decommissioning trust fund .........ccooueeueirerececesesencnieieennns 2330 287
HRET ..ottt et e seee e e ae s rames s e e sas e e esssreses e preb sk sts e s ama s 29 28
688 656
Property, Plant and Equipment - net )
Electric plant in service
Transmission and diStriDULON ......cccceeevieereeeeiree e emr e e e esrensesne semmsemeseeee 5,832 5,603 ‘
GENETALION 1.rovrevirsaereaesesseacarssieeasee e e eaeeecsatease s asasanssmsensenaseasesessrsansansserersasssaress 2,802 2,679
GENETAL ...ttt e r st aes st et es s e aneb s ss b s aa b bin s sam e es e nneneneree 492 479
. 9,126 8,761
Construction WOIK il PIOETESS .....ccvveeeeureveisrressseenssersrsessrsssncssmrsesssssnssessssnesssnes 147 223
NUCIBAT FUEL......oe ettt va e rrns s sressrarss s srs e rerssssesnarssasssasesnstesenes 117 120
EIECHC PIANE ....oooeesoeeeeeeeeeeeeee oo seeesssssesesessessmssesessssssessssssesssssessseeeseeesesrees 9,390 9,113
Gas and Oil PLANE ... ceesee s s s ctne s e ees smerasassmt e sesme e saeenssesesnsaernnasnen 204 201
OHhEE PIOPEILY 1.vuiiiseniereeeenerei et e e msnesasmeme s e e s e e s st st sbessrss s ass ebasaba e s onas 261 252
9,855 9,566
Regulatory and. Other Noncurrent Assets
Recoverable tranSition COSLS. ..........vvrrvreerrvesreirssressrressrersrsssesssssissaronsasossosessensasesne 1,754 1,946
Goodwill and other IMANGIBIES ..o vv et errrererersessss e bssesenessens 646 663
ONET corvvterrerrirc et sar s et srsanesee st s e stnasase st nbass srsmasanestsnssansrasebasmresmasrasssestons 922 879
3,322 3,488
$ 15,934 $ 15,547

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of the financial statements.




CONDENSED CONSOLIDATED BALANCE SHEET
PPL Corporation and Subsidiaries

Unaudited) )
iflions of Dollars) ' :
; September 30, December 31,

2003 2602

Liabilities and Equity

Current Liabilities
SHOTE-EEITAEDE ... s s et es s e s aas s e sanmserens % 79 3 943
Longerm deBt. ..o et e et 333 366
. AcCOUNS PAYADIE e et s 404 452
Above market NUG CORIACIS ....cooviuviiiecoeoicieeceiiterernssesees e rsassesere s ma s emeemssemsace 74 75
KBS ettt ctrectr et sreeeraeererareseree s e s sas e ea e s e nn e sassme e e e seed b s b e n e bsan b 324 193
TABEEESE ¢oeeireerrer e imremissr e e e ceeeeeceee e se et eeeeeesaaesersassarasabe s st asnabrteas st asseeanateseensrasnans 109 101
DAVIAENS ...c.cvivmretivsner e cee s cete st ee s e e e s sabesr sar e passaessaassaaanan seras sr s easreemmnaran 9 66
Price risk management Habilities ..............occvvveverereesrerierssemsscssssonsreesmssrinssnseseesense 66 . 110
03 OO PR YOO UAT YOO URUT 314 307
1,772 2,613
Long-termDebL..... ... e e e 7,130 5,901
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes and investment tax credits .......covemrmerccmimesecciniinnsins 2,400 2,371
Above Market NUG CONMTACES .....ovvvverreriicieseescras s e ssssssessssseonsnarsosssnsasssssnionssinss 297 352
OBRET ettt sssissss s s nreb s bestsshas prns e sassesmaeessmebdsdbe st saven e ena s eanareretesenacaneneans 1,277 1,307
3,974 4,030
Qommitments and Contingent Liabilities .............ccoocimevievimecnne
Minority INteTest ..ot e et s e s e 35 36
Company-obligated Mandatorily Redeemable Preferred Securities
of Subsidiary Trusts Holding Solely Company Debentures (Note 15) ............. 661
Preferred Stock
With sinking fund requirements (Note 15).......ccooovnvncrnmrimsmsinsensccsrreesreesssrenses 31
Without sinking fund requirements ...........covcovevnirnniesieisiscie s ssssnasneas 51 51
51 82
Shareowners' Common Equity
COMINON SLOCK .ot e ss e s ersana s ess e msse s sbassses s a e ne e e s 2 2
Capital in'€XCeS5 OF PAT VAINE ..c...ooveevieeccrrec e eresae s s e s sarmr e e enneens 2,968 2,539
TTEASUNY SIOCK o et e bss s et e s e e st s e sr s s e (837) (836)
Earnings FEINVESIED .......oeeveiririeirrineimeeee e iisssessesssnsacsssneanaresesassssenternassassssnessasannes 1,339 1,013
Accumulated other cOMPIEhENSIVE L0SS ........vecvuercccerncceerecicmemieeccmsseers i (438) {446)
Capital stock expense and Other .....c.c....ccuicmerenrencesemsms i s s {62) (48)
2,972 2,224
$ 15,934 5 15,547
. The gccompanying Notes 1o Condensed Consolidated Financial Statements are an integral part of the financial statemens.



CONDENSED CONSOLIDATED STATEMENT OF INCOME

PPL Energy Supply, LLC and Subsidiaries )
(Unandited)
{Millions of Dollars)
Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Operating Revenues
Wholesale energy markBlNE .......c.oiivirimiiriniccessnesasesasesenss $ 406- 3 3718 §$ 1,007 § 792
Wholesale energy marketing to affiliates ........oeeeeveveeceeccennnn, 374 373 1,090 1,081
Utility .......... eteteresreseraate RS s are L s ean st san e e s et res e peae e seaaanens 218 251 695 755
Unregulated retail electric and gas........cccoovecerurneeeeeccnesrsneas 32 45 117 i36
Net energy trading margins ..........coveerniinennecccccrrenans S 2 3) 9 13
Energy related busmesses ..o vt iiaeasne e ereseanmnsses 115 134 361 424
B« OO R 1,147 1,178 3,279 3,201
Operating Expenses
Operation
FUEL e etessat e mstnemcsmanens s e s e e sabassras srsrannassnan 143 155 417 376
Energy purchases ........ccenreimmmimimcsmsesississsssssssine e 2585 244 703 552
Energy purchases from affiliates.......cuineccnniiceens 39 43 122 129
Other operation and MAINIENANCE..vevervrereeereesrreeseeeseneanas 191 209 638 597
DEPIECIAtON . ..vceeevecerseemrresmsemeernessreanrsmesssmerrsaemessessnssessanvassas 70 67 203 194
Taxes, other than INCOMIE....r.eureeriverrsrerrerarreessanmessenssessessressens 22 20 65 59
Energy related businesses. ..o ieieeirnneeniiit e 111 129 358 402
Other charges
Write-down of international energy projects.........oovceveenne. 100
WOrkforce reduction ..uvee e eveecsmesimreereersecsssesieesas s menenemnneen 1 41
TOLAL...oveirieercie e snesmes s ser e riaasrassesenonssrsssnsrerssmsrasnsassasenes 831 868 2,506 2,450
Operating INCOMe...........ccoovoviiricecnrinssns e st 316 310 773 751
Other INCOME - MEBL...vcvsveeessessrarsressssisssissssnissnmssnesnsessssmssrsransansessans 17 11 59 32
Interest EXPENSe........cvvvrisrereseserensermmsssmrensnsescssiss s snsssssasssasaness 46 68 148 170
Income Before Income Taxes and Minority Interest................ 287 253 684 613
INCOME TAXES....icreereeerseseeeeemreteensannesssvannrmseensmsestans setsssnmmtnessnsmnnne 93 90 199 236
MIDNOTItY INIEFEST ...ucevrrisserearssessersrssesimsossrartesnssssreseensressassassnesasernsa 3 20 5 76
Income Before Cumulative Effect of a Change in
Accounting Principle ... 191 143 480 30t
Cumulative Effect of a Change in Accounting Principle
(Nt OF INCOME TAXEE) ..vvvvererereerererereraresessamsmemsasressessrssassassssans 63 (150)
Income Before Distributions on Preferred Securities.............. 191 143 543 151
Distributions - Preferred SECUTIHES. .....ocvvereeremreecerrecrenecesesncvanensens 1 2 5 6
NEL IICOMIE ......voecerereierrerersesmesssenssissssstsevms s et seemsssesemsnsessms $ 190 § 141 $ 538 § 145

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of the financial statements.




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
PPL Energy Supply, LLC and Subsidiaries

naudited)
‘il[ioqs of Dollars)
Nine Months Ended
September 30,
2003 2002
Net Cash Provided by Operating Activities .................coooveoeeeeereeereeeeeeeeesseeesnene $ 644 3§ 330
C?Sh Flo_ws From Investing Activities
Expenditures.for property, plant and equipment .......c...c....oevvevenesevnsrrreerrsscesassernes (322) (206}
Investment in generating assets and electric energy projects. ... umrecieicnsrnnnes (261)
Acquisition of.controlling interest in WPD, net of cash acquired...........ccooveevememunn 211
Net decrease in notes receivable from affiliates.......coovirververeeececrreeeeee e 597 76
Other INVEStiNG ACHVIHES - TMEL ...cceoeeerrevecrereree e eneereetr e s e ee e vassessresnssssssnsnresssereas 45 21)
Net cash provided by (used in) investing aCtivities...........eesvererrvererescseneereaseeernas ' 320 {623)
Cash Flows From Financing Activities
Issuance of long-term debi.........coov it 799 1
Contributions from MembBET ... e e mren st save e vesanens s 261 158
Retirement of long-termdebl.... ... v e et eeeeens e e (56) (11)
Distributions 10 Member ... (909) (667)
Net increase (decrease) in ShOrt-term debi......oiiiiirivireesieeesemeeeereeseceesseeesmereeenen (858) 208
Other financing aCHVItES - NEL......ccoeevceceerrreiie i it reriras s s bassssesss e sesresreseas (11) (1)
Net cash used in financing aCHVILIES .....cccoivveeriiieiiinirrssesrasresssssnsrarseesssrsasaserersens (774) {314)
‘t Increase (Decrease) In Cash and Cash Equivalents...........cccoeeeuiveveveveveecenenn 190 (607)
Cash.and Cash Equivalents at Beginning of Period.............c..ccccvvverivniirressersrareseranenr 149 815
Cash.and Cash Equivalents at End of Petiod ..ot evseveeiean $ 33 3% 208

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of the financial statements.



CONDENSED CONSOLIDATED BALANCE SHEET
PPL Energy Siipply, LLC and Subsidiaries

(Unaudited)
(Millions of Dellars)
September 30, December 31,
2003 2002
Assets
Current Assets
Cash and cash equIVAIENLS........ccocmiiiiiiiiiire e iress s ererceseseesnnssasasssans § 339 $ 149
Accounts receivable (less reserve: 2003, $85; 2002, $88)...cccoomriicesiineeeene 310 375
Unbilled TEVENUES ........covverereiirenrsrrrsssrsssasrersssssesrsssmsssssrssssesss iesssnssesesmessaesssnssssasas 175 165
Accounts receivable from affiHates. .. ....ccoiivvrimsrerssee e eecsrssseenssssteseeessresstssnsrens 185 11
Notes receivable from affiliates ..........ccerecverernneresesecessn i sssssesssssesessrsnssreasenns 58 655
Fuel, materials and supplies - at aVerage Cost ..........ocvameeerorsvmersnmsmssmccmssseenes 199 200
Price risk MANAZEIMENt 855615 ... ..cuuiaerrersesrsresrsresssimmsnsssessrsseresssstssssssesess smessassrssssas 63 93
OHRET co.cettiverrinsrre e cnrrs e eses s arerererensresesesavases senmssse s e sssas sransnesbosassnsseassssssanassssrsnsas 140 177
1,469 1,825
Investments
Investment in unconsolidated affiliates - 4t QUILY ...o.ecveeeecccecmimmnresensensenseansaeis 221 234
Investment in' unconsolidated affiliates - AL COSL............ccreeveeversceormcsccrecerserescees 108 107
Nuclear plant decommissioning trust fund ....c........ccoeevvvrereenre s, 330 287
OHREE .ottt es b e s e b et s s b aran e e e snetntabdshe s sams e s et san e snnas 5 10
664 638
Property, Plant and Equipment - net
Eleciric plant in service
Transmission and disSriDULION ..........ceveeeveeeiisesire e s een i veseeestsessasbssassssranas 3,535 3,390
GOMETANION 1 ceve st e e e e cee oot tbesssasserasanmasasasmeameeeeesteasseaesamsmnrenarsans 2,802 2,679
GEMETAL ...oeeciin e sreeeerren e essrar e seas e s b se s s se et e ss e s s rmrsrronseseprns rpmbennans 266 279
6,603 6,348
Construction WOTK in PTOZTESS .........oooemreeceeetetreranisnnsssserebens ettt essssessnsesessasianes 113 176
INUCIEAT FUBL.cocciiiieie ettt e stssbb s s ses s s samar e e mnesas 117 129
B 1 Tt o Tol o) v O SUU 6,833 6,653
Gias and O] PIANL ..........oovrieiiiirecesnersssns st eesbsa s sssbessmssssssssrmnon e sane srnerbinsan 22 23
OLhET PIOPETLY «euen e ersserereeesasrresmetsasassssresssasessnasssasemssnssssseesmsns sossisssssnssasiass 207 213
' 7,062 6,889
Other Noncurrent Assets .
Goodwill and other Intangibles ...........oevsvrrmrmmrnsisssssserssmseserre s cesnsesnssssasasnsees 458 489
L0 1 11 SO YOO OO US O RO UUOY ST OOV UV 549 495
1,007 984
$ 10202 § 10,336

The accompanying Notes o Condensed Consolidated Financial Statements are an integral part of the financial statements.




CONDENSED CONSOLIDATED BALANCE SHEET
PPL Energy Supply, LLC and Subsidiaries

naudited)
illions of Dollars)

September 30, December 31,
2003 2002
Liabilities and Equity
Current Liabilities
ShOrt-terim debl ......c.ovmieeeiicre et sttt te e s e sme s ses e e $ 79 928
Long-term-debl... ...t et 5 6
ACCOUNLS PAYADIE ..ot et et s n e 341 382
-Accounts payable to affilIates .......c.cevvvreerrernccrrrre st 39 76
Above market NUG CONMTACES «.ovvvurereverieeisreevsessesssnisessssrmsssesessmnsssessssessssssesson 74 75
T aKS cteeeceeceeeeeeceeerrsraet et st e s st e s s s e en et e e e et e e a e e et enenneeenter et asenaeaaanas 21 114
TRLETESE ottt et e ettt b s st e 66 . 55
Collateral on PLR energy supply to affiliate ... ... 45
Deferred-revenue on PLR energy supply to affiliate ...........ccooeviiinccincncineennn. 12 12
Price risk management LiabilIties ...........ccoceeeerererrmrrcreccreenere e 56 96
L0 11 T O PO U OO SR U OO 203 216
1,191 1,960
Long-term Debt....... .. ..ot e e e e 3,046 2,225
Deferred Credits and Other Noncurrent Liabilities
Deferred’income taxes and investment taxX Credits ..o 1,107 1,028
Above market NUG CONIACES coveveurieiereeieenrecseeseneacssmesesesssessasessesssesessssssmranssnsaesns 297 352
.Defcrred revenue on PLR energy supply 1o affiliate ......cocovevrmmincccnrnn e 60 69
L T U OO OO OO OSSR 1,054 1,073
2,518 2,522
Commitments and Contingent Liabilities..................ocoooereiiiiccnee,
MiINOEItY INTETESt .....c..ocviriiiiieie e et eene et see st sst st st s s se e 35 36
Company-obligated Mandatorily Redeemable Preferred Securities
of Subsidiary Trusts Holding Solely Company Debentures (Note 15) ............... 86
Member's EQURLY .........ccccorreriieinrrcomrecremc s crnsssrersnssesesesrmssncsscresrsrerensesanesasosasesnes 3412 3,507
$ 10,202 10,336

The accompanying Notes to Condensed Consolidated Financial Statements are an integral pari of the financial statements.



CONDENSED CONSOLIDATED STATEMENT OF INCOME
PPL Electric Utilities Corporation and Subsidiaries

(Unaudited)
{Millions of Dollars)
Three Months Ended Nine Months Ended
September 30, September 30,
2603 2002 _ 2003 . 2002
Operating Revenues
RELAN BIECITIC .vveresrrrereeesreveneenerrannemrersie e sessesssessacssesaesssssane $ 658 % 665 § 1,957 3§ 1,914
Wholesale @leCtriC .....iiree ettt ees s seesanes 7 7 22 21
Wholesale electric t0 affiliate............oeeveeeveresrveveeveaereeeeneeees 3 40 115 122
Energy related bUSinesses.......cvvveeriviirmrvirveeseeeosteeeeeassscoessenns 3 6
TOOAL.....veeeeeerecemrernereererr e ere e rers st e e s eee e eeeaeseteemtrasasssnasasanonees 704 715 2,094 2,063
Operating Expenses
Operation .
Energy purchases.......... Cesaneresnetaeeeaee st e eeatentassesbeessasstaa e s 54 54 158 158
Energy purchases from affiliate _____........ccoccomveeiniereennnn. 368 3N 1,082 1,078
DT et reer e e ttee e e s seee e s e s sssamssamssnnanse 70 68 199 184
Amortization of recoverable transition COStS.....oooevveenn. 66 62 193 165
MAINLENANCE ...ooveervrrevrrrrrrsrncrertrssareressnseseeesssssassssesssssssssaressenes 29 16 61 43
DePreCiBHON .....cous e recessie ittt v bssebe s ersnessssnssnnseees 26 23 76 69
Taxes, Other than INCOME....ccorvueereeeeeeeeereneseeeemssesessesessesanens 41 32 122 11
Energy related businesses........ocereeveneecsveseeescesereecene e e eecenns 2 6
Workforce reQUCHON ....cveeeeeceeveeen et eseceen s s eesaesanes 9 9 33
TOAL...eerceereerrerniseieessnesnneremneesseratssnecanssessesssessssserasssesnsassneanns 663 628 1,900 1,847
Operating INCOME .. ..o e e esr s 41 87 194
Other INCOMIE = 1L .........oeceeeeercererrenieccesecceeseesersrsmrenae sraesemeeeeen 1 6 5
Interest EXPENSE. .........oivveersreresasrarersrnsnceresssssesessssresssessansseassesnn 52 52 161 161
Income (Loss) Before Income Taxes.............cccoererveevreeesverneens (10) 41 K] 68
Income Taxes (BEREit) ......occouveerirvvermrrssr v e esisessesesssssesssaesasassas (5} 13 12 17
Income (Loss) Before Dividends and Distributions
on Preferred SeCUrities.. .. .....cocvveeeenveceeeieeeeeesereverversrsereesosssenes (5) . 28 26 51
Dividends and Distributions - Preferred Securities.......ocovennmene-.. 1 4 3 15
Net INComE (LLOSS) .....ooverereerrerecrererrars e eeeeeseseeeeeosresseeresesesassasnne $ 6 § 24§ 23 ¢ 36

The accompanying Notes to Condensed Consolidared Financial Statements are an integral pari of the financial statements.
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CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
PPL Electric Utilities Corporation and Subsidiaries

naudited)
“llians of Dollars)
Nine Months Ended
September 30,
2003 2002
Net Cash Provided by Operating ACHVIHIES ...........ccoocvveeeeeernvreronnionie e $ 415 $ 180

Cash Flows From Investing Activities

Expenditures for property, plant and equipment. ............covveerevensineeceeccmrmnmececenees 174) (148)

Net decrease in notes receivable from affiliates.......cco..cocovermercriinniniisnnns 90 260

Other inVESting aCHVIUES - NBL.....ccccvciririrreenererrneireneereeeessaserssesearanesssrererssssansssns 3 12
Net cash provided by (used in) investing aCtivities ........c..covvcrcesicrirnrsrsiennn: (81) : 124

Cash Flows From Financing Activities

Issuance of 1ong-termn et .......cccovrereeerrirceirr e e et 190 .
‘CoNFIbUtION fTOM PATENL. ...ccv.cveeeee e cee e anreeesrmres e esme s e sars e e s smsasaraes 75 240
Retirement of long-1erm debl ........c...cccvniiroenne et st esans (351) (228)
Retirement of company-obligated mandatorily redeemable

PrefeITed SBECUMLES. .....cceterreee s ee e eee e ecee e tesaesisansrsersersssereeassmssissesssmsnrseseens (250)
Retirement of preferred stock.........ocociiere ettt (14)
Payment of common and preferred dividends.............oeeneeveererricenrcersinnssesssnniens (32) GI)
Net decrease in short-term debt. ............coooiiiicrmie e ste e e et eaeeeniane (15)
Other fINANCINg ACHVILIES = MEL.....cccivreeeereerererermsrrmeneseeseesessererararsessececsssnsossani (8)

Net cash used in financing activities. .......cooviureerececeieeiiecir e s e seesesanas (155) (305)
Net Increase {Decrease) in'Cash and Cash Equivalents...........ccccooevceininniininnne. 179 1)
Cash and Cash Equivalents at Beginning of Period......coocooivnvcinnnncinncnrmne 29 79
Cash and Cash Equivalents at End of Periog ..o oviieeevrereriesescsimssnsrsesssssesssceses $ 208 3 78

The accompanying Notes to Condensed Consolidated Financial Statements are an integral parr of the financial siatemenis.
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CONDENSED CONSOLIDATED BALANCE SHEET
PPL Electric Utilities Corporation and Subsidiaries
{Unaudited)

(Millions of Dollars)

Assets

Current Assets
‘Cash and-cash egUIVAIENLS .......coveoeereercree e e e e reme e s
Accounts receivable (less reserve; 2003, $24; 2002, $23).vvvivirivrreeesneneiesennnns
Unbilled FEVENUES ........ooiiieiiiiiie e erreecceereceeeceanntrse e e e e errarsrsener et ere st e ensesanssrmnrness
Accounts receivable from affiliates.......ccccveeevecereccvree ettt
Notes receivable from affillIales ... s ess e e s ae s e
INCOME tAX FECEIVADIL ..occciriee i ceerrerrrrre v ecernarerssrsrsressessenestesarnsresrersessmsassressnsessas
PIEPAYINENLS ... coviarirrmermrrsessrtnsesnsissbsnssstessssasassssns shsse st smsscansbess s ses snms e e seaas satamacs
Prepayment on PLR energy supply from affiliate ... ccrvannne
Deferred INCOIMIE LAXES .revveersrriercesoiemrieaeesemtssees tmbamemtssamsrsmmessne s semrrammeessessrsssssnssesans
Collateral on PLR energy supply from affiliate .........cocoimnnnnciincnniceencnnan,
L0 111 T U U

Property, Plant and Equipment - net
Electric plant in service
Transmission and distrIbULON ..o e everene e reesrene s rmeareeses
GENETAL ..ot re sttt e e e e st cne e 4 re et et breme s s e te s et essrrresaaerrmnesasaransansenssnn

Construction Work in Progress .......ueinicimeimsrissssivmni e s saesss e

Electric PlANL ........cocomeiii e s cea s s e e s rre s ses st
OANET PTOPETLY c.vvrvvirerrresrersresrins i et st s s sa s s s s b b

Regulatory and Other Noncurrent Assets
Recoverable transition COSIS..... ..o ssmes s senssesssrsaeessesmsesressasas
INtangIbles. ... .ottt e e s e
Prepayment on PLR ¢nergy supply from affiliate ..........ooveiirinivniniinccncecnenne

September 30,
2003

December 31,
2002

208 29
1%0 216
98 113
37 44
90
as 35
82 51
12 12
45 43

45
50 36
802 669
2,297 2,214
220 192
2,517 2,406
32 46
2,549 2,452
4 4
2,553 2,456
1,754 1,946
117 118
60 69
325 325
2,256 2,458
5,611 5,383

The accompanying Notes 1o Condensed Consolidaied Financial Statements are an integral part of the financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEET
PPL Electric Utilities Corporation and Subsidiaries

naudited)
‘Hﬁom of Dollars)
' September 30, December 31,

2003 2002

Liabilities and Equity

Current Liabilities

SHOrt-teIM debl ... et e e se e s sn e s e emeee 3 i5
LONE-tOIM AEDL.n. ettt ee e e rees e eba e s e $ 303 274
ACCOURNLS PAYADIE ...t e e e e e s an sranan e e ens 38 42
Accounts payable t0 affiliates .............ccociorrriirrers e et sies b 171 24
XS ittt e rre s e aesaesse e b e basa e b e ea e e e e e s e s reerarasranaertas T eaes 77 96
INEETESE ..ottt et et see s s ssssen e st ae e sr e e e e eres e see e e vee s ans e re b ne 18 . 34
L1 o SO 83 63
690 548

Long-term Debt...............coiccrrccrrss e e casr s et e s e ss e e s ae s e srn e e ens 2,729 2,901

Deferred Credits and Other Noncurrent Liabilities

Deferred income taxes and investment taX CTEGIS ..ovvvververerserrereseesinresressesmsamenens 791 780
T ettt ettt ettt st s bt et emen e mne e e e tash e s d b s aes b nsasne R rarnis 134 125
925 905
.mmitments and Contingent LAaDIlIES ..............cc.ceeeovsvererorereeereeserereeressrscn
Preferred Stock
With sinking fund requirements (NOLE 15).......ccociimermeasrersrernsrsrsrnsseseecesenrrenenes K] |
Without sinking fund requIremMentS ......ocoooceenrmiieci e e s s aearens 51 51
' 51 82
Shareowner's Common Equity
COMMON SLOCK Lo it s s e it sabs st s bsss e nteasaessabnntesransesnsnnse 1,476 1,476
Additional paid-in capital............cooerererrinenen e eer e et e reaeans 357 282
TUEASULY SLOCK ... it se e ee e seeeeresiasre st esessemnvacasssressesbneaene asmeaasssanarese 912) (912)
Earnings reinVESIEd ...........ccoeiiimieiereecreereeseesse s sss s seasesenben s essssnesassnsassesenssssensanes 302 308
Capital stock XPEnse ANd OHET ....c.cvvveeivreerceeesree et reeesoeeseseresssessessressnsssessssrssens {7) (€}
1,216 1,147
$ 5,611 ) 5,583

The accompanying Notes 10 Condensed Consolidated Financial Statements are an integral part of the financial statements.
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CONDENSED CONSOLIDATED STATEMENT OF INCOME
PPL Montana, LLC and Subsidiaries

(Unaudited)
(Millions of Dollars)

Operating Revenues

Wholesale energy marketing
Wholesale energy marketing to affiliate
Net energy trading margins

Operating Expenses
Operation

Fuel oo eeensisssssesssseesrass
Energy purchases
Other operation and maintenance
TTIANSIISSION.....corrrresrrirsesmeerreennensras
Depreciation .........coirminermrivsssresensrassenns
Taxes, other than income

Operating Income...........ooooeiciiine
Other INCOME = NEL..ecvveerierscssimmrararrernensesoses

Interest EXPENSe. ..o mvcrensessnnrrnnrsrsnsssnnesnes

Income Before Income Taxes

Income TAXES......cocovciiivrerrsreerennrannrsnsrsssnneens

The accompanying Notes to Condensed Consolidated Financial Statemenis are an integral part of the financial statements.

---------------------------------------

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

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

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

.......................................
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Three Months Ended Nine Months Ended
September 30, September 30,
2002 2003 2002
66 58§ 212§ 164
16 21 47 51
(1)
2 1 3 2
84 80 262 216
10 10- 26 24
15 11 52 33
22 23 70 T7
2 2 8 5
2 3 8 8
5 4 13 12
56 53 177 159
28 27 85 57
1)
.. @
26 24 81 52
10 10 32 21
16 14 8 49 3 31




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

PPL Montana, LLC and Subsidiaries

Unaudited)
illions of Dollars)

Net Cash Provided by Operating Activities ..o

Cash Flows From Investing Activities

Expenditurés. for property, plant and equipment ........coccvvnniinninne,

Net cash used in INVESLINE ACHVITIES ..o oo ecerveetvcerarneranseseearnssasssrssssessesrsersees

Cash Flows From Financing Activities

Ne

Net repayments under revolving line of credif........ciinnncmnninvini..
DiStriDULON 10 MBS - eeetirreeieceetet e trres s eressreseesessesaenme st smemsnsesesmssssesnsnsens

Net cash.used in finaNCINE ACHVILES.......ocvevrereerreersramerererenseresssassessesesecsscsens

t Increase (Decrease) in Cash and Cash Equivalents............................. .

Cash and Cash Equivalents at Beginning of Period...........coooccoeiiimncvninrnnenccniiennn,
Cash and Cash Equivalents at End of Period ...,

The accompanying Notes to Condensed Consolidated Financial Statemenis are an insegral part of she financial siatements.
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Nine Months Ended
September 30,
2003 2002
48 $ 9
(i6) (12)
(16) (12)
(26) )
(5
(31) ()]
1 (12).
1 24
2 3 12




CONDENSED-CONSOLIDATED BALANCE SHEET
PPL Montana, LLC and Subsidiaries

{Unaudited)

(Millions of Dollars)

Assets

Current Assets
Cash and cash equivalents.............cccievcecreeeerrreere s er s e rerserssserressaerasssrveessrmennns
Accounts receivable (less reserve: 2003, $47; 2002, $47) ....................................
Accounts receivable fTOm JOINL OWRETS.......c..c.vvceeinineienseeesern e sssessssansaens
Accounts receivable fTom MEmber............ccccivivrmvresevreesesre s isresnevermsenesssessens
Fuel, materials and supplies - at AVETAZE COSL .....covrrrecrvererresvarerrcrmsrncereerersesasserareres
Price risk Management ASSELS............cccceermeeseeerrarsrseeeresnnnsrisnsrsasssssassreesereranssnses
Deferred INCOME TAXES .....cvecereceecrenr v rncen e csnmsissss e s e es ses st sbacasia s sna s s e nre e
Prepayments. and Other ... ceieeireecci e et es

Noncurrent Assets
Property, plant and equipment - NEt ..........cccovueveemirerrserse s erere s eesnanes
Deferred INCOME LAXES ...ccovverirecieeerrerierirereraessrerarersessnsnsresssssseinssearecsseaseressssssssnsos

Liabilities and Equity

Current Liabilities
ACCOUNLS PAYADIE .....ceei sttt s s s
Accounts payable t0 affiliates ..........cccceveereereseeinenercsnsss e reesneees s e s eaeaes
Accounts payable t0 MEMbBer.... ... s
Revolving line of credit with affiliate ........cccccveoreeeinerre st
ACCTURH BXPEINSES ..o eiereereieeeersenssnr s ces s s srerrasrers e et esasessesasressessrasnessesssnansenren
Price risk management Habilities ..........cocovocevriiic it ssssssanisias
Wholesale energy COMIMILMENTS. ......c..ccveerivereresiereans s ressmnrsrersessrssrsssressnsessmasennes

Noncurrent Liabilities
Employee benefit ObliGAONS........eiceveerverererrarsenresremsrcrre e s sees s esecisssc e snecseensas
Wholesale Energy COMIMIMENTS.......crvveerecercraereememsine s srmimcnmsbs bbb st sas b s ssaeesnen

Commitments and Contingent Liabilities................cccciiinnnn..

Member's EQUILY .....covvivvrccrcsiecerrrits s s ssesscssntesesssssssnsassssnsresssnrassssecssnessssarenses

September 30, December 31,
2003 2002

2 1
11 26
5 8
2
6 6
14 12
18 17
6 4
62 76
441 433
2 12
143 122
586 567
648 643
19 31
8 1

2
26
i8 17
7 12
3 2
57 89
21 27
60 62
31 31
112 120
479 434
648 643

The accompanying Notes to Condensed ‘Consolidated Financial Statements are an integral part of the financial statements.
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Combined Notes to Condensed Consolidated Financial Statements

Terms.and abbreviations appearing in Combined Notes to
ondensed Consolidated Financial Statements are explained in
‘glossary. Dollars are'in millions, except per share data,
less otherwise noted.

1. Interim Financial Statements
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

The accompanying unaudited condensed consolidated
financial statements have been prepared in accordance with
accounting principles generally accepted in the U.S. for
interim financial information and with the instructions to Form
10-Q and Article 10 of Regulation $-X and, therefore, da not
in¢lude all of the information and footnotes required by
accounting principles generally accepted in the U.S. for
complete:financial statements. In the opinion of management,
all adjusements -(including normal, recurring accruals)
considered necessary for a fair presentation in accordance with
accounting principles generally accepted in the U.S. are
reflected in the condensed consolidated financial statements.
The Balance Sheet as of December 31, 2002 is derived from
each Registrant’s 2002 audited Balance Sheet. The financial
statements and notes thereto should be read in conjunction
with the financial statements and notes contained in each
Registrant's Annual Report to the SEC on Form 10-K for the
year ended December 31, 2002. The results of operations for
three and nine months ended September 30, 2003 are not
essarily indicative of the results to be expected for the full
year ending December 31, 2003 or other future periods,
be_cause results for interim periods can be disproportionately
mfluenced by various factors and developments and seascnal
viriations.

Certain. amounts in the September 30, 2002 and December 31,
2002 financial statements have been reclassified to conform to
the presentation in the September 30, 2003 financial
statements.

2. Summary of Significant Accounting Policies

The following accounting policy disclosures represent updates
to the "Summary of Significant Accounting Policies” Note in
each Registrant’s Annual Report to the SEC on Form 10-K for
the year ended December 31, 2002.

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

PPL. grants stock options, restricted stock, restricted stock
upits and stock units 10 employees.and directors under several
ock-based compensation plans. SFAS 123, "Accounting for
‘)ck-Based Compensation,” encourages entities to record
mpensation 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
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Opinion No. 25, "Accounting for Stock Issued to.Employees.”
The fair value method under SFAS 123 is indicated therein as
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 subsidiaries
adopted the fair value method of accounting for stock-based
compensation, as prescribed by SFAS 123, using the
prospective method of transition permiited by SFAS 148,
"Accounting for Stock-Based Compensation - Transition.and
Disclosure, an Amendment of FASB Statement No. 123." See
Note 135 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
Japuary 1, 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
not modified or settled. Stock-based compensation is included
in "Other operation” 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 vaiue for the stock options'is
determined using the Black-Scholes options pricing model.

Prior to Januvary 1, 2003, PPL and its subsidiaries were not
required to recognize compensation expense for stock options
issued under the intrinsic value method of APB Opinion No.
25, since PPL grants stock options with an exercise price that
is not less than the fair market valve of PPL's common stock
on the date of grant. For stock options granted on or afier
January 1, 2003, stock option expense for PPL was
approximately $1 million and $2 millicn for the three and nine
months ended September 30, 2003. As curmrently structured,
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.

(PPL and PPL Energy Supply)

The following tables illustrate the pro forma effect on net
income and EPS as if the fair value method had been used to
accouni for all outstanding stock-based compensation awards
in the periods shown:



Three Months Ended Nine Months Ended
PPL September 30, September 30,
2003 2002 2003 2002
Income
Net Income - as reported  $ 171 % 122 % 526 $ 92
Add: Stock-based
employee compensaticn

expense included-in
reported net income, net
of 1ax 1 1 4 3

Deduct: Total stock-
based compensation

expense determined

under the fair value

method for all awards,

net of tax 2 2 6 6
Pro forma Net Income $ 17¢ 3 121 $ 524 % 89
EPS
Basic - as reported $ 097 §$ 081 § 307 % 0.62
Basic - pro forma $ 097 % 080 % 305 § 0.60
Diluted - as reported L 097 § 080 % 3.06 3. 0.62
Diluted - pro forma $ 096 % 080 3% 304 § 0.60

Three Months Ended Nine Months Ended
PPL Energy Supply September 30, September 30,
2003 200 2003 2002

Income
Net Income - as reported  § 190 % 141 § 538 § 145

Add: Stock-based

employee compensation

expense included in
reported net income, net
of tax i 2 2

Peduct: Total stock-

based compensation

expense determined

under the fair value

method for all awards,

net of tax 1 1 4 4

Pro forma Net Income § 190 § 140 § 536 $ 143

{PPL Electric and PPL. Montana)

Stock-based compensation expense, including awards granted
to 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 the three and nine
months ended September 30, 2003.

Other
(PPL, PPL Energy Supply, PPL Electric and PPL Montana)
See Note 13 for a discussion of the accounting for asset

retirement obligations, and Note 15 for a discussion of other
new accounting standards.

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

See the "Segment and Related Information" Note in each .
Registrant's Annual Report to the SEC on Form 10-K for the

year ended December 31, 2002 for a discussion of reportable
segments.

Financial data for the segments are as follows:

(PPL)
Three Months Ended  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Income Statement Data
Revenues from extemal customers
Supply $ 538 § 530 $ 1436 $ 1,283
International 239 275 761 836
Delivery 679 687 2,084 2,026
1.456 1,492 | 4281 4,145
Intersegment revenues
Supply 374 313 1,090 1,081
Delivery 39 40 115 122
Net Income
Supply (a) 160 112 401 286
International (b) 19 (12) 96 (234)
Delivery (2) 22 29 40

$ 171 § 122 5 526 § .

(a) The nine months ended September 30, 2003 includes the "Cumulative

Effect of a Change in Accounting Principle” recorded in January 2003,

See Note 13 for additional information.
(b) The nine months ended September 30, 2002 includes the "Cumulative

Effect of a Change in Accounting Principle” recorded in March.2002. See

Note 12 for additional information. The Intemational segment also

includes the write~<downs of the CEMAR investment recorded in March

and June 2002 described in Note 7.

September 30, December 31,
2003 2002
Balance Sheet Data
Total assets
Supply 3 5303 % 4,907
International . 4,877 : 4,773
Delivery - 5,754 5,867
g 15934 15,547
—




(PPL Energy Supply)
‘Three Months Ended  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

.come Statement Data

Revenues from external custorners

‘Supply- 5 908 § 903 5 2518 $ 2365
Intemational 239 275 761 336
1,147 1,178 3,219 3,201
Net Income
Supply (a) 171 153 442 379
International (b) 19 (12) 96 (234)
$ 190 % 14t 3 538 % 145

{a) The nine months ended September 30, 2003 includes the "Cumulative
Effect of a Change in Accounting Principle” recorded in January 2003.

~ See Note 13 for additional information.

{b) The ninc months ended September 30, 2002 includes the "Cumuiative
Effect of a Change in Accounting Principle” recorded in March 2002. See
Note 12 for additional information. The International segment also
includes the write-downs of the CEMAR investment recorded in March

and June 2002 described in Note 7.
September 30, December 31,
2003 2002
Balance Sheet Data
Total assets
Supply: $ 5325 % 5,563
International 4,877 4773
$ 10202 3% 10,336

. Eammings Per Share
(PPL)

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

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

* stock units representing common stock granted under the
directors'‘compensation programs,

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

= convertible senior notes.

The basic and diluted EPS calculations, and the reconciliation
of the shares (in thousands) used in the calculations, are shown
below:
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Three Months Ended Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

Income (Numerator)

Net Income - before
cumulative effect of a
change in accounting
principle (z) $

Cumulative effect of

a change in

accounting.principle.

{net of tax) 63 (150)

Net-Income $ 171 ¢ 122§ 526 $ 92

171 & 122 % 463 $ 242

Shares (Denominator)
Shares for Basic EPS

Add: Incremental
shares:
Stock options and
other share-based
awards

Shares for Diluted EPS

176,397 151,565 171,577 148,758

326
149,084

654
177,051

282
151,847

604
172,181

Basic EPS

Net Income - before
cumutative effect of a
change in accounting
principle $ 097 § 1.63

081 % 27 %

Cumulative effect of
a change in
accounting principle
(met of tax)

Net Income $

(1.01)
0.62

0.36
307 %

097 % 081 3%

Diluted EPS

Net income - before
cumulative effect of a
change in accounting .
principle 3 270 % 1.63

097 § 080 %

Curnulative effect of
a change in
accounting principle
(ret of tax)

Net Income LS

0.36
306 3%

(1.01)
0.62:

097 § 080 %

(a) Represents income before cumulative effect of a change in accounting
principle less dividends and distributions on preferred securities.

In May 2001, PPL 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 distributions on PPL. common stock.
The appreciation price was initially set at $65.03 and has
subsequently been adjusted to $63.94 as of September 30,
2003 based on dividends paid on PPL's common stock since
issuance. Since the average price has not exceeded the
threshold appreciation price, the purchase contracts were
excluded from the diluted EPS calculations.

In May 2003, PPL Energy Supply issued $400 million of
2.625% Convertible Senior Notes due 2023. The notes 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:



e during any fiscal quarter starting after June 30, 2003, the
market price.of PPL's cormon 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

e certain specified corporate transactions oceur, e.g., change
in control and certain distributions to the holders of PPL
commaon stock.

As none of these events has occurred, the convertible senjor
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.

Three Months Ended Nine Months Ended

—_September 30, September 30, __
{Thousands of Shares) 2003 2002 2003 2002
Antidilutive stock options 1,673 1,716 1,687 1,158

5. Comprehensive Income
{PPL, PPL Energy Supply and PPL Montana)

The following tables show the after-tax components of
comprehensive income:

Three Months Ended  Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

PPL
Net Income 5 171 % 122§ 526 % 92
Other comprehensive income:

Foreign currency translation

adjustments 5) (11) 12 133

Unrealized gain (loss) on

available-for-sale securities @) (1) 7 3)

Unrealized gain (loss) on

qualifying derivatives {25) 5 (1) (6)

Total other comprehensive

income (loss) (32) (7) B 124
Comprehensive Income $ 139 % 15 s 534 & 216

20

Three Months Ended.  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

PPL Energy Suppl
Net Income 3 190 % 141 % 538 % .
Other comprehensive income:

Foreign cumrency translation

adjustments (5) (i1) 12 133

Unrealized gain (loss) on

available-for-sale securities 3 5

Unreatized gain {loss) on

qualifying derivatives 29) 10 (5) “4)

Total other comprehensive

income (loss) (a7) {1} 12 129
Comprehensive Income $ 153 § 140 § 550 § 204
PPL. Montana
Nerflncome $ 6 § 14 3% 49 5 31
Other comprehensive income:

Unrealized gain (loss) on

qualifying derivatives 8 ) 1 (8}
Compiehensive Income $ 24 3 3 8 50 $ 13
(PPL Electric)

PPL Electric's net income approximates comprehensive
income.

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

In June 2003, PPL Energy Supply's $300 million, 364-day
credit facility and PPL Electric's $400 million, 364-day credit
facility expired. PPL Energy Supply replaced its facility with
a $300 million, three-year credit facility maturing in June
2006, PPL Electric replaced its facility with a $200 million,
364-day facility maturing in June 2004 and a $100 miliion
three-year credit facility maturing in June 2006. At
September 30, 2003, no cash borrowings were outstanding
under any credit facilities of PPL Electric or PPL Energy
Supply. Both PPL Electric and PPL Energy Supply have the
ability to cause the lenders to issue letters of credit under their
respective facilities. At September 30, 2003, PPL Electric had
$42 million of letters of credit outstanding under its $100
million, three-year facility, and PPL Energy Supply had $78
million of letters of credit outstanding under its existing $500
million, three-year facility.

{PPL and PPL Energy Supply)

At September 30, 2003, WPD (South West) had no

outstanding borrowings under either its £100 millicn 364-day
credit facility maturing in October 2003 or its £150 million
five-year credit facility maturing in October 2007, In Octob.
2003, WPD (South West) replaced its expiring facility with a

new £100 million 364-day credit facility maturing in October



2004 and extended its £150 million five-year credit facility to
October 2008. At September 30, 2003, WPD (South West)
had uncommitied credit line borrowings of £9 million (§15

dlion based on current exchange rates) in separate

eements with lender banks.

WPD (South West) maintained a £250 million bridge facility,
that expired in April 2003, to meet 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)

At September 30, 2003, PPL Montana had no outstanding
borrowings under its credit facility with another PPL Energy
Supply subsidiary.

{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
law-or-regulation. Similarly, absent a specific contractual
underiaking or as required by applicable law or regulation,

PL is not liable for the debts of its subsidiaries. Accordingly,
‘ditors of PPL's subsidiaries may not satisfy their debts from

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)
QMarch 2003, PPL Capital Funding retired all $60 million of

medium-term notes, 6.375% Series due March 2003, at par
value.
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In September 2003, PPL filed a Form S-4 registration
statement with the SEC relating to an offer to exchange up to
$573 million aggregate stated amount of its currently
outstanding PEPS Units for up to $573 million aggregate
stated amount of its PEPS Units, Series B, plus a cash payment
of $0.375 for each validly tendered and accepted outstanding
PEPS Unit. PPL is seeking to conduct the exchange offer to
reduce its future interest expense. The registration statement is
not yet effective and the exchange offer has not been
commenced.

During the nine months ended September 30, 2003, PPL
issued $424 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
million, 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 miliion 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 corporate purposes.

During the nine months ended September 30, 2003, WPD
retired $53 million of 7.375% unsecured bonds due 2028, of
which $3 million was retired in the third quarter of 2003.

At September 30, 2003, PPL Energy Supply had no
commercial paper outstanding.

During the nine months ended September 30, 2003, PPL
Energy Supply distributed $909 million 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
behalf of PPL Electric. The proceeds of the bonds were used
to refund the LCIDA's $50 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 Secured
Bonds under its 2001 Senior Secured Bond Indenture, having
terms corresponding to the terms of the LCIDA bonds.

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

In April 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, at par value, plus accrued interest,
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.

In April 2003, PPL Electric redeemed all outstanding shares of
its 6.15% Series Preferred Stock. This redemption, which
totaled $10 million, was made at par value of $100 per share
plus accumulated and unpaid dividends, in accordance with the
mandatory sinking fund requirements of this series.

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

In July 2003, PPL Electric redeemed all outstanding shares of
the 6.33% Series Preferred Stock. This redemption, which
totaled $5 million, was made at par value of $100 per share
plus accumulated and unpaid dividends, in accordance with the
mandatory sinking fund requirements of this series.

In October 2003, PPL Electric redeemed all of its outstanding
shares of the 6.125% Series Preferred Stock. This redemption,
totaling $17 million, was made at par value of $100 per share
plus accumulated and unpaid dividends, in accordance with the
optional redempticn provisions of this series.

During the nine months ended September 30, 2003, PPL
Transition Bond Company made principal payments on
transition bonds totaling $196 million.

During the nine months ended September 30, 2003, PPL
Electric received a capital contribution of $75 million from
PPL.

At September 30, 2003, PPL Electric had no commercial
paper outstanding.
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{PPL Montana)

During the nine months ended September 30, 2003, PPL

Montana repaid $26 million under its revolving line of credit

with an affiliate. Also during this period, PPL Montana

distributed $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 1, 2003, from 36 cents
per share to 38.5 cents per share (equivalent to $1.54 per
annum). Future dividends, declared at the discretion of the
Board of Directors, will be dependent upon future earnings,
cash flows, financial requirements and other factors.

7. Acquisitions, Development and Divestitures

Domestic Generation Projects (PPL and PPL Energy
Supply}

In Janvary 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.

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 1 and is expected to be completed in 2004,
Through September 30, 2003, a total of approximately $84

million has been incurred on these projects.

In October 2003, PPL Maine, LLC, a subsidiary of PPL
Generation, entered into an agreement in principle with a
coalition of government agencies and private groups to sell
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.

See Notes 8 and 15 for a discussion of the Lower Mt. Bethel
facility.




International Energy Projects {PPL and PPL Energy
Supply)

cquisitions
tp '

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 control 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 shareholders’ 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 resulted 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 currently available, including an independent
appraisal of the fair value of acquired property, plant and
equipment and intangible assets. Management is also
completing its review and deterrnination of fair value of other

1s acquired and liabilities assumed, including pre-

uisition contingencies. Accordingly, the allocation of
purchase price is preliminary and may be revised as additional
information becomes available. The following table
summarizes the preliminary allocation of purchase price based
on estimated 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:

Current assets $ 228
Investments {a) (438)
Property, plant and equipment 3,437
Goodwill 197
Other 244
Total assets acquired 3,668
Current liabilities 787
Long-term debt 1,581
Other 1,064
Total liabilities assumed 3,432
Net assets acquired $ 236

(a) Includes the reversal of PPL Global's equity investrnent.

' e goodwill reflecied above includes the remaining valve of
. Global's 51% share of the goodwill recognized by WPD

n its acquisition of Hyder.
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The PPL income statements for the nine months ended
September 30, 2003 and 2002 include consolidated WPD
results for the nine-month periods ended August 31, 2003 and
2002. This reflects PPL Global's policy of recording the
results of foreign controlled subsidiaries on a one-month lag.
The portion of earnings attributable to Mirant, $19 million and
$72 million for the three and nine months ended September
30, 2002, is reported on the Statement of Income in "Minority
Interest.”

TransEmel

Emel acquired the remaining 40% interest in a joint venture
{TransEmel, a provider of transmission service to northern
Chile) in July 2003 at a net cost of $3 million, bringing its total
ownership interest in TransEmel to 100%. As a result of this
acquisition, the operating results of 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 "Minority Interest.”

Write-down of International Energy Projects - CEMAR

At December 31, 2001, PPL Global estimated that the long-
term viability of its CEMAR investment was jeopardized and
that there was minimal probability of positive future cash
flows. At that time, PPL Global recorded an impairment loss
of $217 million in the carrying value of its net assets in
CEMAR. At March 31, 2002, PPL Global recorded a further
impairment loss of $6 million, which was charged to "Write-
down of international energy projects” on the Statement of
Income. In June 2002, PPL made a decision to exit the
investment. PPL Global's remaining portion of its CEMAR
investment, $94 million, which related to foreign currency
translation adjustments (CTA), was written-off as of June 30,
2002. Accounting guidance prohibited 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 statement
and schedule for the transfer of the ownership interest in
CEMAR to a new owner. Although the schedule announced
by the intervenor reflected a closing for the transfer of control
of CEMAR 1o a third party on December 20, 2002, the-closing
did 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
continuing. ANEEL publicly announced a 180-day extension
of the initial intervention on February 14, citing the continuing
unresolved 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
cancelled 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 Avgust 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 the year. PPL Global cannot predict the outcome of the
current sale process sponsored by ANEEL.

Based on these and other events described more fully in each
Registrant's Annual Report to the SEC on Form 10-K for the
year ended December 31, 2002, 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 September 30, 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.

Sales

In the second quarter of 2003, a subsidiary of WPD sold
certain Hyder properties. 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.

Other (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 million 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.
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8. Commitments and Contingent Liabilities
Energy Purchases and Sales Commitments

Liability for Above Market NUG Contracts (PPL, PPL
Energy Supply-and PPL Electric)

In 1998, PPL Electric recorded a loss accrual for above market
contracts with NUGs of $854 million, due to iis 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
based 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
corporate realignment, effective July 1, 2000, the remaining
balance of this liability was transferred to PPL EnergyPlus. At
September 30, 2003, the remaining liability associated with the
above market NUG contracts was $371 million.

Wholesale Energy Commitments

(PPL, PPL Energy Supply and PPL Montana)

As part of the purchase of generation assets frorn Montana
Power, PPL Montana assumed a power purchase agreement
and a power sales agreement, which were still in effect at
September 30, 2003. In accordance with purchase accounting
guidelines, PPL Montana recorded liabilities of $66 million as
the estimated fair value of these agreements at the acquisition
date. These liabilities areé being reduced over the terms of th.
agreements, through 2010, as adjustments 10 "Wholesale
energy marketing” revenues and "Energy purchases” on the
Statement of Income. The unamortized balance of these
liabilities at September 30, 2003 was $63 million.

On July 1, 2002, PPL EnergyPlus began to sell to
NorthWestern an aggregate of 450 MW of energy to be
supplied by PPL Montana. Under two five-year agreements,
PPL EnergyPlus is supplying 300 MW of around-the-clock
electricity and 150 MW of unit-contingent on-peak electricity.
PPL Montana also makes short-term energy sales to
NorthWestern. Following NorthWestern's credit downgrades
to below investment grade in late 2002, PPL Montana and
NorthWestern agreed to modify the payment provisions 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
for 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 filing
date, PPL Montana made approximately $1.6 million of
energy sales to NorthWestern.

Following the date that NorthWestern filed for bankrupicy,
PPL Montana and NorthWestern agreed to amend the power
supply agreements 1o, among other things, eliminate the



weekly payment arrangements-and resume more typical
monthly invoicing and payment arrangements. The ‘
amendments were contingent on NorthWestern's assumption of

‘3 power supply agreements in its bankruptcy proceeding.

’ n September 26, 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. On October 13, 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.and PPL Energy Supply)

As a result of New Jersey'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

" .nmenced in August 2003,
n April 2003, PPL EnergyPlus entered into an agreement with

Arizona Public Service Company to provide 112 MW of
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 to be completed in 2004.

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

PPL and its subsidiaries are involved in numerous legal

- oceedings, claims and litigation in the ordinary course of

d}iness. PPL and its subsidiaries cannot predict the ultimate
tcome of such matters, or whether such matters may result in

material liabilities.
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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 nolonger taxed under PURTA, and
these local assessmenis 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 three pending proceedings in Pennsylvania, only the
appeal concerning the assessed value of the Susquehanna
nuclear station will resuit 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 Pleas, and PPL subsequently settled 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 is subject (o 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 Philadeiphia School District and the Southeastern
Pennsylvania Transportation Authority (SEPTA) (collectively,
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 be 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
October 2003.

(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 and $9 million



for 2002. PPL Montana's dispute with respect to most of the
2002 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 January 2004, while the
hearing for the 2002 dispute is scheduled for April 2004.

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

In 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. In the first claim, plaintiffs seek a declaration that
because Montana Power shareholders did not vote on the 1999
sale of generating assets to PPL Montana, that sale "was null
and void ab initio." The second claim alleges that PPL
Montana was'privy to and participated in a strategy whereby
Montana Power would sell its generation assets to PPL
Montana without first obtaining 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 request that the court impose a
"resulting and/or constructive trust" on both the generation
assets themselves and all profits, plus interest on the amounts
subject to the trust. This lawsuit is currently pending in the
1U.S. District Court of Montana, Butte Division. PPL, PPL
Energy Supply and PPL. Montana cannot predict the outcome
of this matter.

Enerqy West L itigation (PPL, PPL Energy Supply and PPL
Montana)

In July 2001, PPL Montana filed an action in state court and a-
responsive pleading in the U.S. District Court of Montana,
Great Falls Division, both related to a breach of contract by
Energy West Resources, Inc. (Energy West), a Great Falls,
Montana-based energy aggregator. PPL Montana was secking
a judgment that Energy West violated the terms. of the contract
under which it supplied energy to Energy West during the
period July 1, 2000 through June 30, 2002. All litigation in
this matter was consolidated in the U.S. District Court of
Montana, Great Falls Division. In June 2003, PPL. Montana
and Energy West agreed to settle the litigation, Under the
terms of the settlement, Energy West agreed to pay PPL.
Montana $3 million, of which $1 million was paid in June and
the remaining $2 million was paid in September 2003. The
litigation has now been dismissed by the federal court.

26

NorthWestern Corporation Litigation (PPL, PPL Energy
Supply and. PPL Montana)

In connection with the-acquisition of the Montana generation
assets, the Montana Power APA, which was previously
assigned to PPL Montana by PPL Global, includes a pmvisic.
concerning the proposed purchase by PPL Montana of a
portion of NorthWestern's interest in the 500-kilovolt Colstrip
Transmission System (CTS) for $97 million. During 2002,
PPL Montana had been in discussions with NorthWestern
regarding 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.
Notwithstanding such discussions, in September 2002,
NorthWestern filed a lawsuit against PPL. Montana in Montana
state court seeking specific performance of PPL Montana's
purchase of the CTS or, alternatively, damages for breach of
contract. Pursuant to PPL Montana's application, the matter
was removed to the U.S. District Court of Montana, Butie
Division. Following removal, NorthWestern asserted
additional claims for damages against PPL-Montana, and PPL
Montana filed defenses denying liability 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 agreements, This matter is
currently scheduled for trial.in mid-2005. In September 2003,
NorthWestern filed a petition in Delaware for reorganization
under the U.S. Bankrupicy 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. PPL, PPL Energy .
Supply and PPL Montana cannot predict the ontcome of this
litigation.

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

In October 2003, a lawsuit was filed against PPL Montana,
PPL Services, Avista Corporation, PacifiCorp and nine John
Doe defendants in the U.S. District Court of Montana,
Missoula Division, by two residents ailegedly acting in a
representative capacity on behalf of the State of Montana. The
action seeks a declaratory judgment, compensatory damages
for unjust enrichment, trespass and negligence, and attorneys
fees on a "private attorney general" theory for use of state
"school trust” lands without the compensation required by law
and to require defendants to adequately compensate 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 "school trust” 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 pub
education. No specific amount of damages has been claim
PPL Montana and PPL Services deny the allegations in the
complaint and intend to defend the lawsuit, PPL Montana and




PPL Services cannot predict-the outcome of this litigation at
this time.

‘gulatow Issues
P alifornia 1ISO and Pacific Northwest (PPL, PPL Energy

Supply and PPL Montana)

Through its subsidiaries, PPL has made approximately $18
million of sales to the Catifornia 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 1SO, PPL cannot predict
whether or when it will receive payment. As of

September 30, 2003, PPL has fully reserved for possibie
underrecoveries of payments for these sales.

Reégulatory proceedings arising out of the California electricity
supply situation have been filed at the FERC. The FERC has
determined that all sellers of energy into markets operated by
the California ISO and the California Power Exchange,
including PPL Montana, should be subject to refund liability
for the period beginning October 2, 2000 through June 20,
2001 and initiated an evidentiary hearing concerning refund
amounts. In 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.

une 2003, the FERC took several actions as a result of a
ber of related investigations. The FERC terminated

proceedings 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,
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. In 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 included in

_ ese orders to show cause, and they previously have explained

‘msponses to data requests from the FERC that they have not

; gaged 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
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during the period from May 2000 to October 2000, a period of
time prior 1o 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 frauduleni 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 Seattle 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 federal 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.

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 electricity 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 PTM 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
peried. 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 PIM's
standards and rules did not prohibit PPL EpergyPlus' conduct.
In November 2001, the PUC issued an Investigation Order
directing its Law Bureau to conduct an investigation into the
PIM 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 eleciricity 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
Pennsylvania Attorney General.

In June 2003, the DOIJ 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
laws in its capacity market activities. The FERC already has
completed two investigations related to these capacity market
questions and has found no reason to take action against PPL.
PPL continues to believe that the PUC's report is inaccurate,
that its conclusions are groundless, and that PPL acted
ethically and legally, in compliance with all applicable laws
and regulations.

In September 2002, PPL was served with a complaint filed by
Utilimax.com, Inc., which was a member of PIM, in the U.S.
District Court for the Eastern District of Pennsylvania 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 report.
The court dismissed the complaint with prejudice in July 2003,
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 complaint against
PPL, PPL EnergyPlus and PPL Electric filed in the U.S,
District Court for the Eastern District of Pennsylvania by a
group of 14 Pennsylvania boroughs that apparently alleges, in
broad terms, similar violations of the federal antitrust laws.
These boroughs are wholesale customers of PPL Eleciric, In
addition, in November 2003, PPL and PPL EnergyPlus were
served with a complaint which was filed in the same court by
Joseph Martorano, III (d/b/a ENERCQ), that also alleges
violations of the federal antitrust laws, The complaint
indicates that ENERCO provides consulting and energy
procurement services to clients in Pennsylvania and New
Jersey. Although PPL, PPL EnergyPlus and PPL Electric
believe the claims in these complaints are without merit, they
cannot predict the outcome of these matters.

FERC Market-Based Rate Authority (PPL and PPL Energy
Suppty)

In December 1998, the FERC issued an order authorizing PPL
EnergyPlus to make wholesale sales of electric power and
related products at market-based rates. In that order, the
FERC directed PPL EnergyPlus to file an updated market
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analysis within three years of the date of the order, and every
three years thereafter. PPL EnergyPlus filed its initial updated
market analysis in December 2001. Several parties thereafter
filed interventions and protests requesting that, in light of the
PIM Market Monitor's report described above, PPL
EnergyPlus be required to provide additional information
demonstrating that it has met 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
availabie 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 to establish uniform transmission rules
and establish a standard market design by, among other things:

e enacting standard transmission tariffs and uniform market
mechanisms,
monitoring and mitigating "market power," .
managing transmission congestion through pricing and
tradable financial rights,

* requiring independent operational control over transmission
facilities,

+ forming state advisory committees on regional transmission
organizations and resource adequacy, and

« exercising FERC jurisdiction over all transmission service.

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.

In an order issued in June 2003, the FERC requested
comments on a proposal to condition all new and existing
electric market-based tariffs and authorizations to include
provisions prohibiting the seller from engaging in
anticompetitive behavior or the exercise of market power. The
FERC order proposes a list of market behavior rules that, if
adopted, would apply to all electric market-based rate tariffs
and authorizdtions, including those of PPL EnergyPlus and any
other PPL subsidiaries that hold market-based rate authority.

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



Montana Hydrogelectric License Contingencies (PPL
Montana)

ervoir licensed by the FERC pursuant to the Federal Power
ct 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.

‘L Montana has 11 hydroelectric facilities and one storage

The Keyr Dam Project license was jointly issued by the FERC
to 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.
Such implementation will require remaining payments totaling
approximately $22 million between 2004 and 2015.

PPL Moniana 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, habitat and to increase recreational
opportunities. The MOU was created to maximize

laboration between the parties and possibilities for

tching funds. Such implementation will require remaining
payments by PPL Montana totaling $17 million between 2003
and 2010.

Wallingford Deactivation (PPL and PPL Energy Supply)

In January 2003, PPL negotiated an agreement with the 1SO -
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 10 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 ISO - 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

d;]: and PPL continves to seek approval of its cost-based

es. However, PPL has informed the New England Power
1 that it will not pursue its request to temporarily deactivate
certain Wallingford units. PPL cannot.predict whether the
FERC will eventually approve its request for cost-based rates.
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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 i, 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 IRS
concluded 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 $133 million of tax
credits as of September 30, 2003. PPL has projected that the
Somerset facility will contribute approximately $0.15 to its
EPS in each year from 2003 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. In 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 the Internal Revenue Code and IRS revenue rulings.



Finally, the IRS-indicated that it would require taxpayers to
comply with certain sampling and data/record retention
practices to obtain or maintain a ruling on significant chemical
change.

PPL believes that the October IRS announcement confirms
that PPL is justified in its reliance on the private letter ruling
for the Somerset facility, that the test results that PPL
presented to the IRS in connection with its private letter ruling
are scientifically valid and that PPL has operated the Somerset
facility in compliance with the private letter ruling and Section
29 of the Iniernal Revenue Code.

In October 2003, following the IRS announcement, PPL
became aware of reports indicating that the U.S. Senate
Permanent Subcommittee on Investigations, of the Committee
on Governmental Affairs, had begun an investigation of the
synthetic fuel industry and its producers. PPL has no further
knowledge of the investigation, when the investigation will be
completed or the potential results of the investigation.

U.K. Electricity Regulation (PPL and 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 principal
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.

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 altowed 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 to
connect any customer requiring electricity within their area
and to maintain that connection. The allowed revenue that is
recovered from electricity supply businesses through charges
by 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 RPI minus X during the tenure of each
price control period. (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
is established by the Regulator following review and
represents an annual efficiency factor.) The Regulator
currently sets the Distribution Price Control Formula for five-
year periods.
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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
in operating profit due to efficient operations and the reduction
of expenses (including financing costs). The Regulator may
reduce this increase in operating profit through a one-off pri.
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.

In December 1999, the Regulator published final price
proposals for distribution price control for the 12 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 period from April 2002 to March 2005.

Companies will be penalized annually up to 2% of revenue ‘i;.

failing to meet their quality of supply targets for the incentivi
plan. The plan includes a mechanism for rewarding compam
which exceed their targets based on their rate of improvement
of performance during the peried and a process for rewarding
exceptional performance by specifying how the targets will be
reset.

Distribution businesses must also meet the Guaranteed and
Overall 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.

Environmental Matters - Domestic
{(PPL, PPL Energy Supply, PPL Electric and PPL Montana)

Due to the environmental issues discussed below or other
environmental matters, PPL subsidiaries may be required to
madify, replace or cease operating certain facilities to comp
with statutes, regulations and actions by regulatory bodies o
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.

‘Jr (PPL, PPL Energy Supply and PPL Montana)

e 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, suifur
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-June} 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 will achieve the 2003
nitrogen oxide reductions with the recent 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.

e EPA has also developed new siandards 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.

Under the Clean Air Act, the EPA has been studying the health
effects of hazardous air emissions from power plants and other
sources in order to determine what emissions should be
regulated, and has determined that mercury and nickel
emissions must be regulated. The EPA may determine that
other hazardous air emissions from power plants should be
regulated. In this regard, the EPA is expected 1o develop
mercury and nickel regulations by 2004.

In 1999, the EPA initiated enforcement actions against several
utilities, asserting that older, ¢oal-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
‘ivitjes against other utilities, The future direction of the

A's enforcement initiative is presently unclear. Therefore,

at this time, PPL is unable 1o predict whether such EPA
enforcement actions will be brought with respect to any of its
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affiliates' plants. However, the EPA regional offices that
regulate plants in Pennsylvania (Region III) and Montana
{Region VIII} 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 Region III office issued such a request to PPL
Generation's Martins Creek plant in 2002. PPL and its
subsidiaries have responded to both of these information
requests. The EPA has taken no further action following these
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.

The EPA has issued further changes to its "New Source”
regulations that clarify what projects are exempt from "New
Source” requirements as routine maintenance and repair.
These clarifications substantially reduce the uncertainties
under the prior "New Source” regulations. Under the new.
rules, any project to replace existing equipment with
functionally equivalent equipment is 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
not changed and no permit limit is exceeded.

The New Jersey DEP and some New-Jersey residents raised
environmental concerns with respect to the Martins Creek
plant, particularly with respeci 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 M1. 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 Creek will shut down the plant's two coal-fired
generating units by September 2007 and may repower them
any time after shutting themn down so long as it follows all
applicable state and federal reguirements, 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 repowering the coal units.
As aresult of the agreement, the New Jersey DEP will
withdraw its challenge to the Air Quality Plan Approval for the.
Lower Mt. Bethel facility. The agreement will not result in
material costs to PPL. The agreement does not address the
opacity issues. If it is determined that opacity must be
addressed, the cost is not now determinable, but could be
significant.



Water/Waste (PPL, PPL Energy Supply and PPL Montana)

A final NPDES permit has been issued to the Brunner Island
generating plant: The permit contains aprovision 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. Depending on the outcome
of these studies, the plant could be subject to capital and
operating costs that are not now determinable, but which could
be significant.

The Pennsylvania DEP has issued a water quality certification
to PPL Holtwood, LLC in the FERC license renewal
proceeding for its Lake Wallenpaupack hydroelectric facility.
PPL has appealed the certification and is discussing the matter
with the Pennsylvania DEP. Depending on the outcome of this
appeal, the certification could impose additional costs on PPL,
which are not now determinable, 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 requiremnents will affect where
generating facilities are built, 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 Electric)

In 1995, PPL Electric entered into a consent order with the
Pennsytvania DEP to address a number of sites where it 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; and oil or other contamination which may exist at
some of PPL Electric's former generating facilities. Remedial
actions at the site in Sunbury, Pennsylvania are now
substantially completed. As of September 30, 2003, work has
been completed on over 90% of the sites included in the
consent order. Additional sites formerly owned or operated by
PPL Electric are added to the consent order on a case-by-case
basis.
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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
manufacturing facilities. Subsidiaries of PPL Gas Utilities
also investigating the potential for any mercury contaminatio
from gas meters and regulators. Accordingly, PPL Gas
Utilities and the Pennsylvania DEP have agreed o add 72
meter/regulation sites to the consent order. As of

September 30, 2003, PPL Gas Utilities had addressed 15% of
the sites under its consent order.

At September 30, 2003, PPL Electric and PPL Gas Utilities
had accrued approximately $4 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 generaiing assets to PPL
Montana, Montana Power prepared a Phase I and Phase II
Environmental 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

could 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
plant. This action 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
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 1o 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 la
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 resuit in
material additional operating costs for PPL subsidiaries ihat

nnot be.estimated at this time.

Qbestos (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

I 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
ipment. Government officials in the U.S. and the UK.

e 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 unabte 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)

The Air Quality Plan Approval issued by the Pennsylvania
DEP for construction of the Lower Mt. Bethel facility was
appealed by the New Jersey DEP to the Pennsylvania DEP
Environmental Hearing Board. In October 2003, PPL
Generation finalized an agreement with the New Jersey DEP
and the Pennsylvania DEP pursuant to which PPL will, among
other things, reduce the sulfur dioxide emissions from its
Martins Creek power plant and the New Jersey DEP will
withdraw its challenge 1o the Air Quality Plan Approval for the
Lower Mt. Bethel facility. PPL's costs to comply with this
agreement will not be material.

In addition, in August 2002, the Northampton County Court of

mmon Pleas issued a decision concerning the permissible

se levels from the Lower Mt. Bethet facility when it

omes operational, Specifically, the court's decision
addressed the noise measurement criteria and the point at
which the noise levels are to be measured. PPL appealed the
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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. The Court of Common Pleas ruled in-PPL's
favor in September 2003, and the intervenor has appealed this
ruling to the Commonwealth Court. The Lower Mt. Bethel
facility is expected to enter into its final construction phase,
including initial startup, in the fourth quarter of 2003 and be
operational in early 2004. However, PPL and PPL Energy
Supply cannot predict the outcome of the ongoing litigation
concerning the facility or its ultimate impact on the Lower Mt.
Bethet facility, but such impact may be material.

Environmental Matters - international (PPL and PPL
Energy Supply)

U.K.

WPD's distribution businesses are subject to numerous
regulatory and statutory requirements with respect (o
environmental matters. PPL believes that WPD has taken and
continues 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 WPD with respect to
environmental matters. See "Environmental Matters -
Domestic - 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 taken
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.

Other

Commitments - Acquisitions, Development and Lease
Activities (PPL and PPL Energy Supply)

At September 30, 2003, a lessor had $22 million of purchase
commitments for domestic construction projects for which a
PPL subsidiary is the construction agent. PPL's exposure is
limited to the guaraniees under the operating lease. See Note
15 for additional information on guarantees under operating
lease arrangements.

Nuclear Insurance (PPL and PPL Energy Supply)

PPL Susquehanna 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
programs, PPL Susquehanna could be assessed retroactive
premiums in the event of the insurers’ adverse loss experience.
At September 30, 2003, this maximum assessment was about
$40 miltion.

PPL Susquchanna'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 insurance
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
assessed up to $201 million per incident, payable at $20
million per year.

Guarantees and Other Assurances

(PPL, PPL Energy Supply and PPL Electric)

In the normal course of business, PPL, PPL Energy Supply
and PPL 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.

(PPL)

PPL fully and unconditionaily guarantees the medium-term
notes of PPL Capital Funding, a wholly owned financing
subsidiary of PPL. PPL also fully and unconditionally
guarantees all of the obligations of PPL Capital Funding Trust
I, a wholly owned financing subsidiary of PPL, under the trust
preferred securities that are a component of the PEPS Units.

(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 15 for a discussion of FIN
45. The guarantees provided as of September 30, 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
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from the initial recognition.and measurement provisions. of
FIN 45, are not recorded in the financial statements.

(PPL Energy Supply)

PPL Energy Supply has entered into several standby letter o.
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
September 30, 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
partnerships. PPL Generation's maximum aggregate exposure
under these support arrangements was approximately $9
million as of September 30, 2003.

Certain PPL Generation subsidiaries provide residual value
guarantees under the operating leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities.
See Note 15 for further discussion of these residual value
guarantees.

PPL Susquehanna is contingently obligated to pay $40 mi]liA.
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 EnergyPius is party to numerous energy trading or
purchase and sale agreements pursuant to which the parties
indemnify each other for any damages arising from events 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 responsibie for
damages arising from events occurring prior to delivery. The
overall maximum amount of the obligation under such
indemnifications cannct be reasonably estimated. Historically,
PPL EnergyPlus has not made any significant paymerits with
respect to this type of indemnification. As of September 30,
2003, the aggregate fair value of these indemnifications related
to arrangements entered into subsequent to December 31, 2002
was insignificant.

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 commodity for a specified
price if the counterparty exercises the option. The aggregate
carrying value of such contracts that were outstanding as of




September 30, 2003 was a net liability of $3 million, which is
included in price risk management assets and liabilities on the
Balance Sheet. These option contracts expire from October
3 through-August 2004. The aggregale maximum amount
‘gaymems that PPL EnergyPlus could be required to make if
e options are exercised by the counterparties under these
contracts is $17 mallion.

In connection with their sales of various businesses, WPD and
its.affiliates have provided the purchasers with
indemnifications that are standard for such transactions,
including indemnifications for certain pre-existing liabilities
and environmental and tax matters. In additon, in connection
with certain of these sales, WPD and its affiliates have agreed
10 continue their obligations under existing third-party
guarantees, either for a set period of time following the
transactions or upon the condition that the purchasers make
reasonable efforts to terminate the goarantees. They also have
guaranteed the payment of up to £19 million, or $32 million at
: current exchange rates, under a contract, which 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.
These various guarantees vary in duration and in the maximum
potential payment, which, except as otherwise noted above,
cannot be estimated but which in the aggregate could be
material. To date, neither WPD nor any of its affiliates have
made any significant payments with respect to these

uarantees.
‘rtain acquisition agreements relating to the acquisition of

mechanical contractors contain provisions that require a PPL
Energy Supply subsidiary to make contingent payments 10 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. Such
arrangements expire in 2005. Based on current expectations,
PPL. Energy Supply estimates that an aggregate of
approximately $7 million could be paid under these
arrangements.

Certain agreements relating 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 10 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. Such arrangements expire in 2007. Based on
current expectations, PPL Energy Supply estimates that the
subsidiaries could pay up to an aggregate of approximately
$66 million under these arrangements.

‘PL and PPL Electric)
L. Electric provides a guarantee in the amount of

approximately $7 million, as of September 30, 2003, related to
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debt of an unconsolidated entity. The guarantee expires in
June 2008,

PPL Electric leases vehicles and other equipment under four
master operating lease agreements. The term for each piece of
equipment leased under three of the master agreements is one
year, after which time the lease term is extended from month to
month until terminated. Under the fourth master agreement,
the term for each piece of equipment ranges from one year to
three years, after which time the lease term may be extended
for certain equipment for up to two additional years. Under
these lease arrangements, PPL Electric provides residual value
guarantees to the lessors. PPL Electric 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 September 30, 2003, the
maximum aggregate amount of future paymenis that PPL
Electric could be required to make as a result of these residual
value guarantees was approximately $90 million. The
aggregate carrying value of PPL Electric's residual value
guarantees issued subsequent to December 31, 2002 was $15
million at September 30, 2003 and is included in "Current
Liabilities - Other” on the Balance Sheet. These guarantees
generally expire within one year, unless the lease terms are
extended.

{(PPL, PPL Energy Supply and PPL Moniana)

PPL Montana leases certain equipment under a master
operating lease agreement. The term for each piece of
equipment leased under the masler agreement is one year, after
which time the lease term is extended from month to month
until terminated. Under this lease arrangement, PPL Montana
provides residual value guarantees to the lessor. PPL Montana
generally would 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 September 30, 2003,
the maximum aggregate amount of future payments that PPL
Montana could be required to make as a result of these
residual value guarantees was approximately $4 million. The
aggregate carrying value of PPL Montana's residual value
guarantees issued subsequent to December 31, 2002 was
insignificant at September 30, 2003. These guaraniees
generally expire within one year, unless the lease terms are
extended.

(PPL, PPL Energy Supply, PPL Eleciric and PPL Montana)

The operating lease arrangements described above and the
companies' or their subsidiaries’ other lease arrangements
include certain indemnifications in favor of the lessors (e.g.,
tax and environmental matters) with terms that range in
duration and scope and that are not explicitly defined.
Because the obligated amounts of these types of
indemnifications often are not explicitly stated, the overall
maximum amount of the obligation under such
indemnifications cannot be reasonably estimated. Historically,



no significant payments have-been made with respect to these
indemnifications. As of September 30, 2003, the aggregate
fair value of these indemnifications related to arrangements
entered into subsequent o December 31, 2002 was
insignificant.

In connection with their issuances of securities, PPL., PPL
Energy Supply, PPL Electric and PPL Montana 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 omissions in-the related offering documents.
In addition, in connection with these securities offerings and
other financing transactions, the companies also engage
trustees or custodial, escrow or other agents to act for the
benefit of the investors or to provide other agency services.
PPL, PPL Energy Supply, PPL Electric, PPL Montana and
their subsidiaries typically provide indemnification to these
agents for any liability or expenses incurred by them in
performing their obligations. Because the obligated amounts
of these types of indemnifications often are not explicitly
stated, the overall maximurm arnount of the obligation under
such indemnifications cannot be reasonably estimated.
Historically, no significant payments have been made with
respect to these indemnifications. As of September 30, 2003,
the fair value of these indemnifications related to arrangements
entered into subsequent to December 31, 2002 was
insignificant.

PPL, PPL Energy Supply, PPL Electric, PPL Montana and
their subsidiaries also have varicus guarantees in contracts that
they enter into in the normal course of business. These
guarantees are primarily in the form of various
indemnifications as well a5 warranties, related to services or
equipment, that range in duration and coverage and that do not
explicitly state the amount of the indemnification obligation.
Historically, no significant payments have been made for these
guarantees. As of September 30, 2003, the aggregate fair
value of these guarantees related to arrangements eniered into
subsequent to December 31, 2002 was insignificant.

PPL, on behalf of itself and its subsidiaries, maintains
insurance 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 may be applicable to certain obligations under the
contractual arrangements discussed above.

9. Related Party Transactions
PLR Contract (PPL Energy Supply and PPL Electric)

PPL Electric 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. For the three months ended September 30, 2003

and 2002, these purchases were $368 million and $371
million. For the nine months ended September 30, 2003 and
2002, these purchases were $1.1 billion in each period. These
purchases include nuclear decommissioning recovery and
amortization of an up-front contract payment and are includ
in the Statement of Income as "Energy purchases from
affiliate” by PPL Electric and as revenues from "Wholesale
encrgy 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 threshoid. PPL Electric's deposit with PPL
EnergyPlus was $45 million at September 30, 2003. This
deposit is shown on the Balance Sheet as "Collateral on PLR
energy supply to/from affiliate," a current asset of PPL Electric
and a current liability of PPL Energy Supply. PPL Energy
Supply pays interest equal to-the three-month-LIBOR plus 3%
on this deposit.

In 2001, PPL Electric made a $90 million payment to PPL
EnergyPlus in connection with the PLR contracts. The upfront
payment is being amortized by both parties over the term of

the PLR contracts. The unamortized balance of this payment,

and other payments under the contract, were $72 million at
September 30, 2003 and $81 mitlion at December 31, 2002. .

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. For the three months ended September 30, 2003
and 2002, these NUG purchases totaled $39 million and $40
million and for the nine months ended September 30, 2003 and
2002 were $115 million and $122 million. 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 has 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 for the three months ended
September 30, 2003 and 2002 were $16 million and $21
million and for the nine months ended September 30, 2003
2002 were $47 million and $51 million. These amounts are
included in revenues from "Wholesale energy marketing to
affiliate” on the Statement of Income.




Brokering-and Contract Management Agreement
(PPL Meontana)

ween PPL Montana and PPL EnergyPlus, PPL Montana

id PPL EnergyPlus $1 million and $2 million for the three
months ended September 30, 2003 and 2002. For the nine
months ended September 30, 2003 and 2002, the payments
were §3 million and $5 million. These amounts are included
in "Other operation and maintenance” on the Statement of
Income.

. ider a brokering and contract management agreement

Aliocations 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:

Three Months Ended Nine Months Ended

September 30, September 34,
7 2003 2002 2003 2002
expenses
L. Energy Supply $ 24 5 22 % 68 3 65
PPL Electric 15 13 45 4]
PPL Montana 2 4 4 8
Overhead costs
PPL Energy Supply 12 B 40 26
PPL Electric 6 7 19 2]
PPL Monlana 1 2 3 6

Intercompany Borrowings
{PPL Energy Supply)

PPL. Energy Supply, primarily through its financing subsidiary
PPL Investment Corporation, had notes receivable from
affiliates of PPL totaling $58 million and $655 million at
September 30, 2003 and December 31, 2002. Interest earned
on.loans to affiliates, included in "Other Income - net” on the
Statement of Income, was $2 million and $4 million for the
three months ended September 30, 2003 and 2002 and was
$14 million and $16 millicn for the nine months ended
September 30, 2003 and 2002,

(PPL Electric)

2001, PPL Electric made a $150 million demand loan from

ess cash.to PPL Energy Funding. Interest on the loan is
due monthly at an annual interest rate of 4.0%. There was no
outstanding balance at September 30, 2003. The outstanding
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balance at December 31, 2002 was $90 million. Intercompany
interest income was $1 million for the three months.ended
September 30, 2003 and 2002, and was $3 million and $7
million for the nine months ended September 30, 2003 and
2002.

(PPL Montana)

In 2002, PPL Montana entered into a $100 million three-year
credit facility with PPL Investment Corporation on market
terms to meel its liquidity needs. PPL Montana had
outstanding borrowings under this facility of $26 million at
December 31, 2002, which is shown as "Revolving line of
credit with affiliate” on the Balance Sheet. There was no
outstanding balance at September 30, 2003.

Trademark Royalties (PPL Energy Supply)

In the fourth quarter of 2002, a PPL subsidiary that owns PPL
trademarks began billing certain affiliates who use these
trademarks. PPL Energy Supply was allocated $10 million
and $30 million of this license fee for the three and nine
months ended September 30, 2003, which is primarily
included in "Other operation and maintenance” on the
Statement of Income.

10. Other Income - Net

The breakdown of "Other Income - net" was as follows:

Three Months Ended  Nine Months Ended

EEL _ September30,  __ September 30,
2003 2002 2003 2002

Qther Income

Interest income 3 3 3 14 & - 9 % 27

Realized earnings on

nuclear decommissioning

trust (a) 10 i8

Hyder-related activity 2 6

Gain on property sales 4 3 5

Rental income 2 5

Legal claim settlements 3

Equity eamnings {loss) (1) “) (1} 1

Miscellaneous 1 _ 15 4

Total 17 14 58 37
Other Deductions

Non-operating taxes other

than income 2 1 3

Miscellaneous 2 1 11 12
Other Income - net $ 15 § 11 § 46 $ 22

(a) Effective with the adoption of SFAS 143 on Janvary 1, 2003 (as described
in Note 13), realized eamings on the nuclear decommissioning trust are
recorded in "Other Income - net.” Prior to Janvary 1, 2003, such realized
eamings were recorded as an increase to the nuclear decommissioning
liability.



Three Months Ended Nine Months Ended

PL Ener uppl September 30, September 30,
2003 2002 2003 2002

Other Income -

Affiliated interest income 3 2 8% 4 % 14 $ 16

Realized eamings on

nuclear decommissioning

trust (a) 10 i8

Hyder-related activity 2 6

Interest income 2 9 6 18

Gain on property sales 4 3 5

Rental income 2 5

Legal claim settiements 3

Equity eamings 2 2

Miscellaneous 1 4) 10 1

Total 19 13 67 42
Other Deductions

Non-operating taxes other

than income 1 1 1

Miscellaneous 1 2 7 9
Other Income - net $ 17 % 11 % 59 3 32

(a) Effective with the adoption of SFAS 143 on January 1, 2003 (as described in
Note 13), realized eamings on the nuclear decommissioning trust are recorded
in "Other Income - net.” Prior to January 1, 2003, such realized eamnings were
recorded as an increase 10 the nuclear decommissioning liability.

Three Months Ended  Nine Months Ended

PPL Electric September 30, September 30,
2003 2002 2003 2002

Other Incorne

Affilisted interest income b 1 % | B 3 8

Interest incoms 5

Miscellaneous 1

Total 1 6 6 15
Other Deductions

Miscellancous i 2
Other Income - net 3 1 $ 6 % 5 3 13

11. Derivative Instruments and Hedging Activities
{PPL, PPL Energy Supply and PPL Montana)
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. Additionally, 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.

As a result of settling certain transactions with a counterparty
that exited its energy marketing function, PPL and PPL Energy
Supply recognized a $1 million net gain for the nine months
ended September 30, 2003. PPL Montana recognized a $1
million net loss for the nine months ended Septemnber 30,
2003. No gains or losses were recognized for these
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transactions for the three months ended September 30, 2003,
These gains and losses resulted from firm commitments that no
longer qualified as fair value hedges and were reported in
"Energy purchases" on the-Statement of Income. PPL, PPL.
Energy Supply and PPL Montana did not recognize any net
gains or losses for similar activity for the three and nine
months ended September 30, 2002.

PPL, PPL Energy Supply and PPL Montana did not recognize
any gains or losses resulting from the ineffective portion of fair
value hedges for the three and nine months ended September
30, 2003 or 2002.

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
commodities. These contracts range in maturity through 2007,
Additionally, PPL and PPL Energy Supply enter into financial
interest rate forward and swap contracts to hedge interest
expense associated with both existing and anticipated debt
issuances. These contracts range in maturity through 2014,
PPL and PPL Energy Supply also enter into foreign currency
forward and swap contracts to hedge exchange rates associated
with firn commitments and anticipated debt financings
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 if it becomes probab.
that the original forecasted transaction will not occur by the
end of the originally specified time pertod. PPL and PPL
Energy Supply discontinued certain cash flow hedges which
resulted in a net loss of $11 million being reclassified from
other comprehensive income into earnings for the nine months
ended September 30, 2003 (reported in "Interest Expense” on
the Statement of Income). There was no such reclassification
for the three months ended September 30, 2003.
Reclassifications for the three and nine months ended
September 30, 2002 were insignificant.

Due to hedge ineffectiveness, PPL and PPL Energy Supply
reclassified a net loss of $1 million into earnings for the three
and nine months ended September 30, 2003, and a net loss of
$2 million for the three and nine months ended September 30,
2002.

As of September 30, 2003, the deferred net gain, after tax, on
derivative instruments in accumulated other comprehensive
income expected to be reclassified into earnings during the
next twelve months was $2 million, $5 million and $4 million

for PPL, PPL Energy Supply and PPL Montana.

The following table shows the change in accumulated
unrealized gains or losses on qualifying derivatives in other
comprehensive income (see also Note 3):




Three Months Ended  Nine Months Ended
September 30, September 30,

2003 2002 2003 - 2002
PPL
‘ eginning accumulated
rivative gain ) 21 % 12 7 % 23
et change associated with

current period hedging
activities and other (51) 6 17 2)

Net change associated with

& net investment hedge- (2) (1) 3) 1)
Net change from '
reclassification into
eamings 28 (23) (3)
Ending accumulated
derivative gain (loss) $ (4) 3 17 % (4) § 17

PPL En Supp!

Beginning accumulated
denvative gain $ 47 3 3 3 23 $ 47

Net change associated with
current period hedging
activities and other 54) 1 21 1

Net change associated with
net investment hedge 2} (1) (5) ()

Net change from
reclassification into
eamings 27 {21) (4)

Ending accumulated
derivative gain $ 18 % 43 3 18 § 43

PPL Montana
.Beginning accumulated
3 B)Ys 2 3 4 8 33

derivative gain (loss)
=t change associated with
‘ Trent period hedging
7 1 (14)

activities and other (1)

Net change from

reclassification into

eamings 1 (43 {4)
Ending accumulated

derivative gain 3 5 % 15 § 5 8 15

The changes associated with current period activity and
reclassifications into earnings were significantly higher in
2003 than 2002 due to foreign currency hedges at WFD that
were not reported on a consolidated basis during the first half
of 2002. The transaction gains and losses arising from the
remeasurement of its foreign-currency denominated debt are
offset by a related amount reclassified each period from other
comprehensive income to eamnings.

See Note 15 regarding the adoption of SFAS 149,
Energy Trading Activities

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

02. As such, PPL now reflects its net realized and

realized gains and losses associated with all derivatives that
are held for trading purposes in the "Net energy trading
margins” line on the Statement of Income. Non-derivative
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conlracts that meet 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 have
been reclassified. PPL did not need to record a cumulative
effect of this change in accounting principle because all non-
derivative energy-related trading contracts had been shown in
the financial statements at their amortized cost. This
amortized cost reflected modeling reserves that incorporated
the lack of independence in valuing contracts for which there
were no external market prices.

The financial statement impact of netting energy trading
activities is as follows:

Three Months Ended Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

PPL and PPLE uppt
Prior classification

Wholesale energy

marketing $ 203 $ 188 § 716§ 394

Energy purchases 201 191 707 38
Net energy trading margins  $ 2 3 3y 3 9 3 13

PL ntana
Prior classification

Wholesale energy

marketing b 7 $ 20

Energy purchases 7 20 % 1
Net energy rading margins §$ $ $ )

Credit Concentration

PPL, PPL Energy Supply and PPL Montana enter into
contracts with many enlities 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 10 energy trading partners. The majority of these
exposures were the mark-to-market value 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 September 30, 2003, PPL had a credit exposure of $188
million to energy trading partners. Ten counterparties
accounted for 62% of this exposure. No other individual
counterparty accounted for more than 3% of the exposure.
With two exceptions, each of the ten primary counterparties



had an investment grade credit rating from Standard & Poor's.
PPL entered into a multi-year contract with one non-
investment grade counterparty through a bidding process
sponsored by a state regulatory commission. The other non-
investment grade counterparty, NorthWestern, has filed for
Chapter 11 bankruptcy protection. NorthWestern has assumed
the power supply agreements in its bankruptcy proceeding.
NorthWestern has remained current on all post-bankruptcy
obligations with PPL. Montana. Payment on all pre-
bankrupicy cbligations was received in October 2003. See
Note 8 under "Wholesale Energy Commitments," for
additional information regarding the NorthWestern bankruptcy
proceeding.

At September 30, 2003, PPL Energy Supply had a credit
exposure of $482 million to energy trading partners. Eleven
counterparties accounted for 85% of this exposure. No other
individual counterparty accounted for more than 1% of the
exposure. The largest exposure, $294 million, was to PPL
Electric, under the long-term contract to provide PPL Electric's
PLR load. With two exceptions, the other ten counterparties
have an investment grade credit rating from Standard & Poor's.
PPL Energy Supply entered into a multi-year contract with one
non-investment grade counterparty through a bidding process
sponsored by a state regulatory commission. The other non-
investment grade counterparty, NorthWestern, has filed for
Chapter 11 bankruptcy protection, as discussed above.

At September 30, 2003, PPL Montana had a credit exposure of
$50 million to energy trading partners. Four counterparties
accounted for 83% of this exposure. No other individual
counterparty accounted for more than 4% of the exposure.
Three of the four counterparties have an investment grade
credit rating from Standard & Poor's. 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 each 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.

12. Goodwill
{PPL and PPI. Energy Supply)

The changes in the carrying amounts of goodwill by segment
were as follows:
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PPL Energy Supply PPL
Supply International Total Delivery(a) Total
Balance at
December 31,2002 $ 85 % 334 § 419 % 55 % 4
Effect of foreign
currency
exchange rates 4 4
Purchase
accounting
adjustments 1 (27 ) (b} (26) (26)
Balance at
September 30,
2003 3 86 $ 311 $ 397 3 55 § 452

(a) The Delivery segment is not part of PPL Energy Supply.
{b) See Note 7 for additional information.

The reporting units of the Supply, Delivery and International
segments completed the transition impairment test in the first
quarter of 2002 in accordance with SFAS 142, "Goodwill and
Other Intangible Assets.” 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 Effect of a Change in Accounting Principle”
on the Statement of Income. The fair value of the reporting
unit was estimated using the expected present value of future
cash flows.

13. Asset Retirement Obligations

(PPL, PPL Energy Supply, PPL Electric and PPL Moniana)

In 2001, the FASB issued SFAS 143, " Accounting for Asse
Retirement Obligations,” which addresses the accounting for
obligations associated with the retirement of tangible long-
lived assets. SFAS 143 requires legal obligations associated
with the retirement of long-lived assets to be recognized as a
liability in the financial statements. The initial obligation
should be measured at the estimated fair value. An equivalent
amount should be recorded as an increase in the value of the
capitalized asset and aliocated to expense over the useful life
of the asset. Until the obligation is settled, the liability should
be increased, through the recognition of accretion expense in
the income statement, for changes in the obligation due to the
passage of time. SFAS 143 is effective for fiscal years
beginning after June 135, 2002,

(PPL and PPL Energy Supply)

PPL and PPL Energy Supply adopted SFAS 143 effective
January 1, 2003. Initial adoption of the new rules resulted in
an increase in net property, plant and equipment of $32
million, reversal of previously recorded liabilities of $304
million, recognition of asset retirement obligations of $229
million, recognition of a deferred tax liability of $44 miilion
and a cumulative effect of adoption that increased net income
by $63 million. For the three and nine months ended

September 30, 2003, PPL and PPL Energy Supply recognizq
$5 million and $14 million of accretion expense and an




insignificant amount of depreciation expense as a result of
| applying SFAS 143.
E
etire long:lived assets, the largest of which relates to the
commiis$ioning 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 environmental requirements for
coal pilés, ash basins and other waste basin retirements.

iL and PPL. Energy Supply identified various legal obligations

PPL and PPL Energy Supply also identified legal retirement
obligations that were not measurable at the time of adoption.
These ifems included the retirement of certain transmission
assets and a reservoir. These retirement obligations were not
measurable due to indeterminable dates of retirement.

Amounts collected from PPL Electric’s customers for
decommissioning, less applicable taxes, are deposited in external
trust funds for investment and can only be used for future
decommissioning costs. The fair value of the nuclear
decommissioning trust was $330 million and $287 million as of
September 30, 2003 and December 31, 2002.

Asset retirement obligations are included in "Deferred Credits
and Other Noncurrent Liabilities - Other” on the Balance
Sheet. The changes in the carrying amounts of asset retirermnent
obligations were as follows:

set retirement obligation at

ary 1, 2003. $ 229
| dd: Accretion expense 14
. Less: Serdement (4)
‘ Asset retirement obligation at
September 30, 2003 3 239

 The pro forma asset retirement obligation liability balances,

' calculated.as if SFAS 143 had been adopted on January 1,
2002 (rather than January 1, 2003), were $239 million, $229
million and $211 million as of September 30, 2003, December
31, 2002 and January 1, 2002.

The pro forma income statement effects of the application of
SFAS 143, caiculated as if it had been adopted on January 1,
2002 (rather than January 1, 2003), are presented below:

4]

{PPL)
Three Months Ended Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

Reported net income

- before cumulative

effect of a change

in accounting

principle (a) $ 171 % 122§ 463 § 242

Pro forma netincome

- before cumulative

effect of a change in

accounting principle % 171 % 114 § 463 $ 227

Reported netincome  § 171 % 122 % 526 % 92
Pro forma net income  $ 171 % 14 % 463 3 77

Basic EPS:

Reported net income

- before cumulative

effect of a change in

accounting principle  $ 097 % 081 % 271 % 1.63

Pro forma net income

- before cumulative

effect of a change in

accounting principle  § 097 3 076 % 271 % 1.53

Reported net income  § 097 3 081 $ 3.07 % 0.62
Pro forma net income  $ 097 § 076 % 271§ 0.52

Diluted EPS:

Reported net income

- before cumulative

effect of a change in

accounting principle  $ 097 % 080 % 270 8§ 1.63

Pro forma net income

- before cumulative

effect of a change in

accounting principle 3 097 % 075 % 270 % 1.52

Reported net income  $ 097 % 080 % 306 §% 0.62
Pro forma netincome  $ 097 % 075 % 270 $ 0.52

(a) Represents income before cumulative effect of a change in accounting
principle less dividends and distributions on preferred securities.

(PPL Energy Supply)

Three Months Ended Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

Reported net income
- before cumulative
effect of a change
in accounting
principle (a) 3 190 3 141 % 475 % 295
Pro forma net income
- before cumuiative
effect of a change in
accounting principle % 190 % 133 % 475 § 280
Reported net income  $ 190 % 141 § 538 % 145
Pro forma netincome  $ 190 $ 133 % 475 3 130

(a) Represents income before cumulative effect of a change in accounting
principle less dividends and distributions on preferred securities.

{PPL Electric)

PPL Electric adopted SFAS 143 effective January 1, 2003 and
did not record any asset retirement obligations upon adoption.
PPL Electric identified legal retirement obligations for the
retirement of certain transmission assets that were not



measurable at this time due 1o indeterminable dates of
retirement.

{PPL Montana}

FPL 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 1,
2000 (rather than January 1, 2003), were $211 million, $196
million and $181 million as of December 31, 2001, December
31, 2000 and January 1, 2000,

The pro forma income statement effects of the application of
SFAS 143, calculated as if it had been adopted on January I,
2000 (rather than January 1, 2003), are presented below: -

PPL

For the Years Ended
December 31,

2002 2001 2000

Reported net income - before

extraordinary item and

cunulative effect of a change in

accounting principie (a} § 358 % 16¢ § 487

Pro forma net income - before

extraordinary item and

curnulative effect of a change in

accounting principle $ 349 3§ 167 § 489

Reported net income $ 208 % 179 % 498
Pro forma net income $ 199 % 177 % 500

Basic EPS:

Reporied net income - before

extraordinary item and

curpulative effect of a change in

accounting principle $ 235 8§ L16 § 3.38

Pro forma net income - before

extraordinary item and

cumutative effect of a change in

accounting principle $ 229 § 115 $ 139

Reported net income 3 137 § 123 § 3.45
Pro forma net income 3 131 % 121 3 346
Diluted EPS:

Reported net income - before

extraordinary item and

cumnlative effect of a change in

acaounting principle 5 235 $ .i5 $ 3.37

Pro forma net income - before

extraordinary item and

cumulative effect of a change in

accounting principie $ 229 % 1.14 % 3.38

Reported net income 3 136 § 122§ 3.44
Pro forma net income $ 131§ 1.21 % 3.45

(8) Represents income before extraordinary item and cumulative effect of a
change in accounting principle, less dividends and distributions on
preferred securitics.
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PPL Energy Supply
For the Years Ended
December 31,
2001

2000

$ .

2002

Reported net income - before ’
cumulative effect of a change in
accounting principle (a) b 420 § 171

Pro forma net income - before
cumulative effect of a change in

accounting principle 3 420 % 159 % 244
Reported net income $ 219 % 174§ 242
Pro forma net income 3 70 % 172 % 244

{(a) Represents income before cumulative effect of a change in accounting
principle less dividends and distributions on preferred securities. -

14. Worktorce 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 line 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 Global and
PPL Montana subsidiaries were finalized which were expec

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 Staternent 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 million 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 ultimately 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.
employees and recorded a charge of $33 million, which .
reduced net income by $19 million for the year ended

December 31, 2002. Included in the charge was a $6 million

PPL. Electric expected to ultimately eliminate up to 260




allocation of costs associated with the elimination of
empioyees of PPL Services.

PL Montana expected to ultimately eliminate up to ten

‘mloyees and recorded an insignificant charge for the year-
ded December 31, 2002,

In'the third quarter of 2003, PPL. Electric recorded an
additional 39 million charge as a completion of the 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.

As of September 30, 2003, 478 employees of PPL subsidiaries
were terminated. Approximately 143 positions, which are
primarily bargaining unit, will be evaluated for termination
over the next twelve months, due to the timing of the
automated meter reader‘i'mpleme:ntation and the displacement
process under the bargaining unit contract. Substantially all of
the accrued non-pension benefits have been paid.

15. New Accounting Standards

SFAS 143 (PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

Sée Note 13 for a.discussion of SFAS 143, "Accounting for
. Qset Retirement Obligations,” and the impact of its adoption.

FAS 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 estabiishes 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.. The initial adoption did not have an impact
on PPL.or its subsidiaries. However, SFAS 146 may impact
the accounting treatment of future disposal or exit activities.
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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. 123." 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 2 for a discussion of the change in
accounting for stock-based compensation-and the interim
disclosures required by SFAS 148.

SFAS 149 (PPL, PPL Energy Supply and PPL Montana)

In April 2003, the FASB issued SFAS 149, "Amendment of
Statement 133 on Derivative Instruments and Hedging
Activities." SFAS 149 amends and clarifies SFAS 133 10
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 meeis 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. SFAS 149 is
effective for contracts entered into or modified and for
hedging relationships designated afier June 30, 2003, except
certain provisions relating to forward purchases or sales of
when-issued securities or other securities that do not yet exist
should be applied to both existing contracts and new contracts
entered iato after June 30, 2003.

PPL, PPL Energy Supply and PPL Montana adopted SFAS
149 effective July 1, 2003. The adoption of SFAS 149 did not
have a significant impact on any of PPL, PPL Energy Supply
or PPL Montana for the quarter ended September 30,.2003.
Each company has changed the accounting for certain
iransactions on a prospective basis to conform with SFAS 149.
This change could result in increased volatility in other
comprehensive income and earnings in future periods.



SFAS 150
(PPL, PPL Energy Supply, PPL Electric and PPL Moniana)

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):

mandatorily redeemable financial instruments,

e financial instruments that embody obligations 1o
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 alternatives. Except
as discussed below, SFAS 150 is effective for all financial
instruments entered into or medified 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 Staff Position No. FAS 150-3, "Effective Date,
Disclosures, and Transition for Mandatorily Redeemable
Financial Instruments of Certain Nonpublic Entities and
Certain Mandatorily Redeemable Nonconirolling Interests
under FASE Statement No. 150, 'Accounting for Certain
Financial Instruments with Characteristics of Both Liabilities
and Equity,’ " which, as it relates to public entities, defers
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 I and PPL Electric changed its classification of
its preferred stock with.sinking fund requirements. These
securities are mandatorily redesmable financial instruments, as
they require the issuer to redeem the securities for cash on a
specified date. Thus, they have been classified as liabilities, as
a component of long-term debt, instead of "mezzanine” equity,
on the Balance Sheet as of September 30, 2003. The amounts
included in long-term debt as of September 30, 2003 are as
follows: $575 million of trust preferred securities of PPL
Capitadl Funding Trust I (for PPL), $86 million of trust
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preferred securities of SIUK Capital Trust I (for PPL and PPL
Energy Supply) and $17 million of preferred stock with
sinking fund requirements (for PPL and PPL Electric).
Additionally, the distributions on these securities are required
to be included as a component of "Interest Expense" instead
"Dividends and Distributions - Preferred Securities” in the .
Statement of Income effective July 1, 2003. "Interest
Expense” for the three and nine months ended September 30,
2003 includes distributions on these mandatorily redeemable
securities totaling $15 million for PPL., $4 million for PPL
Energy Supply and an insignificant amount for PPL Electric.
Periods ending prior to July 1, 2003 have not been restated to
conform to these presentations since SFAS 150 specifically
prohibits the restatement of financial statements for periods
prior to its adoption.

See the "Consolidated Statement of Company-Obligated
Mandatorily Redeemable Securities” contained in PPL's
Annual Report to the SEC on Form 10-K for the year ended
December 31, 2002 for a discussion of the terms of the trust
preferred securities of PPL Capital Funding Trust [ and STUK
Capital Trust I. In addition, SIUK Capital Trust I may, at the
discretion of WPD LLP, redeem its 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 redecmable at
par. The preferred stock with-sinking fund requirements of
PPL Electric that was outstanding at September 30, 2003 was

redeemed in full in October 2003.

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. 5, 57, and 107 and
Rescission of FASB Interpretation No. 34." FIN 45 clarifies that
upon issuance of cerain types of guarantees, the guarantor must
recognize an initial liability for the fair value of the obligation it
assumes under the guarantee. The offsetting entry will be
dependent upon the circumstances under which the guarantee is
issued, and the initial liability should typically be reduced as the
guarantor is released from risk under the guarantee. FIN 45 also
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 & prospective basis to guarantees issued or modified
after December 31, 2002. PPL and its subsidiaries adopted FIN
45 effective January 1, 2003. FIN 45 did not have a significant
impact on earnings for the three or nine months ended
September 30, 2003. See Note 8 for disclosure of guarantees
and other assurances existing as of September 30, 2003.




FIN 46 (PPL, PPL Energy Supply, PPL Electric and PPL
Montana)

onsolidation of Variable Interest Entities, an Interpretation

"ARB No. 51." FIN 46 clarifies that variable interest
entities, as defined therein, that do not disperse risks among
the parties involved should be consolidated by the entity that is
determined to be the primary beneficiary. FIN 46 also
requires certain disclosures 1o be made by the primary
beneficiary and by an enterprise that holds a significant
variable interest in a variable interest entity but is not the
primary beneficiary. FIN 46 applies 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 entities in which an
enterprise holds a variable interest that was acquired before
February 1, 2003, FIN 46 was originally required 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 Staff Position No. FIN 46-6, "Effective Date of
FASB Interpretation No. 46, Consolidation of Variable
Interest Entities," which delays 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 1, 2003 until the end of the first
interim period ending after December 15, 2003.

: N 46 did not have an impact on PPL or its subsidiaries
ing the three or nine months ended September 30, 2003.

QJ anuary 2003, the FASB issued Interpretation No. 46,

L and its subsidiaries are in the process of evaluating
entities in which they hold a variable interest that was acquired
before February 1, 2003. Except as discussed below, PPL and
its subsidiaries are currently not aware of any variable interest
entities that are not consolidated as of September 30, 2003 but
which they will be required 1o consolidate in accordance with
FIN 46 effective December 31, 2003. As they continue to
evaluate the impact of applying FIN 46, PPL and its
subsidiaries may identify additional entities that they would
need to consolidate.

(PPL and PPL Energy Supply)

The lessors under the operating leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities are
variable interest entities in which PPL Energy Supply is the
primary beneficiary. Consequently, under FIN 46, PPL
Energy Supply will be required to consolidate the financial
statements of the lessors effective December 31, 2003. The
principal impact from consolidating the lessors under these
leases will be the inclusion of the generation facilities as assets
and the lease financing as liabilities in the consolidated
batance sheet of PPL Energy Supply. Additionally, FPL
Energy Supply will be required to recognize a cumulative
ect of a change in accounting principle in connection with
G initial consolidation of these variable interest entities. PPL
nergy Supply estimates that, upon applying FIN 46 to these
enlities effective December 31, 2003, it will recognize
approximately $1.0 billion of additional assets and liabilities on
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its balance sheet and a charge of $27 million, after-tax, as a
cumulative effect of a change in accounting principle. 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 s a variable interest entity that 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, Illinois. These facilities
were substantiaily complete in July 2002, at which time the
initial lease term commenced. At the end of the lease term,
which is June 2008, the lessee has the option to extend the
lease or purchase the facilities. If the lessee does not choose
either of these options, then it must sell the assets on behalf of
the lessor and guarantee a residual value of up to $544 million
based on a total lessor's investment of $656 million for both
projects combined. If the financing is terminated early as a
result of significant environmental damage, or an evént of
default, the lessee could be obligated to pay up to 100% of the
lessor's investment in the facilities.

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 facility located
in Lower Mt. Bethel Township, Northampton County,
Pennsylvania. The lessor is a variable interest entity that 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 early 2004, and ends in December 2013.
At the end of the lease term, the lessee has the option to extend
the lease or purchase the facilities. If the lessee does not
choose either of these options, then it must sell the assets on
behalf of the lessor and guarantee a residual value estimated to
be up to $321 million based on an estimated total lessor's
investment of $455 million. The lessee could be obligated to
pay up to 100% of the lessor's investment and other
obligations in the facilities if the financing is terminated early
as a result of a loss, destruction or condemnation.of the
project, or upon an event of default. Based on current market
conditions, the total exposure as a result of such a termination
is estimated to be up to $558 million as of September 30, 2003
and is estimated to be up to $570 million as of the
commencement of the lease.

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 Defined 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
soleiy on the terms of the individual contracts. EITF 03-11 is
effective for transactions entered into on or after Qctober 1,
2003. PPL, PPL Energy Supply and PPL Montana are in the
process of evaluating the impact of the adoption of EITF 03-
11. Although this new accounting guidance could have a
material impact on the presentation of certain line items in the
financial statements, it will not impact the financial position or
earnings of PPL, PPL Energy Supply or PPL Montana.
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PPL CORPORATION AND SUBSIDIARIES

ltem 2. Management's Discussion.and Analysis of Financial Condition and Results of Operations.

QS discussion should be read in conjunction with the

ancial Statements and Combined Notes to Condensed
Consolidated Financial Statements included in Iiem 1 above,
and with the section entitled "Review of the Financial
Condition and Results of Operations” in PPL's Annual Report
to the SEC on Form 10-K for the year ended December 31,
2002. Terms and abbreviations appearing here are explained
in the glossary. Dollars are in millions, except per share data,
unless otherwise noted.

Results of Operations

The following discussion, which explains significant changes
in principal items on the Statement of Income, compares the
three and nine months ended September 30, 2003 to the
comparable periods in 2002.

Prior to September 6, 2002, PPL Global held 51% of the
equity interest in WPD, but shared joint control with Mirant.
On September 6, 2002, PPL Global acquired the remaining
49% equity interest in WPD and gained complete control. The
purchase of Mirant's interest was accounted for as a step-
acquisition and resulted in the consolidation of WPD's results
of operations as of January 1, 2002. Therefore, PPL's
Statement of Income for the three and nine months ended
tember 30, 2002 has been reclassified to reflect the
solidation of WPD's results. Mirant's $19 million and $72
million share of earnings for the three and nine months ended
September 30, 2002 is reflected in "Minority Interest.”

WPD's results, as consolidated in PPL's Statement of Income,
are impacted by changes in foreign currency exchange rates.
For the three and nine months ended September 30, 2003, as
compared to the same periods in 2002, changes in foreign
exchange rates-increased WPD's portion of revenue and
expense line items by about 6% and 10%.

The Statement of Income reflects the resuits of past operations
and is not intended as any indication of future operating
results. Future operating results will necessarily be affected by
various and diverse factors and developments. Furthermore,
because results for interim periods can be disproportionately
influenced by various faciors and developments and by
seasonal variations, the results of operations for interim
periods do not necessarily indicate results or trends for the
year.

Earnings

The changes in-net income from period to period were, in part,

itributable to several non-core itemns with significant earnings
‘acts as shown below. Income from core operations, which

cludes the impact of non-core items, should not be
considered as an alternative to net income, which is an
indicator of operating performance determined in accordance
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with GAAP. PPL believes that income from core operations,
although a non-GAAP measure, is also useful and meaningful
to investors because it provides them with PPL's underlying
earnings performance as another criterion in making their
investment decisions. PPL's management also uses income
from core operations in measuring certain corporate
performance goals. Other companies may use different
measures to present financial performance. The tables below
reconcile income from core operations io net income in dollars
and EPS, by eliminating the impact of non-core items.

Net Income
Three Months Ended  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

Income from core
aperations $ 76 $ 145 $ 468 § 407
Non-core items (net of tax):

Accounting changes;

Asset retirement
obligations (Note 13) 63

Goodwill impairment
{Note 12)
Unusual items:

Workforce reduction
(Note 14) {5) (5)

CEMAR operating
losses (Note 7)

(150)

44)

(23) {23)

CEMAR impairment
(Note 7}

Net Income - actual 3 171 $

(8}
526 % 92

122 §

EPS - Diluted
Three Months Ended  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

Income from core

operaticns 3 100 $ 09 § 273 % 272
Non-core items (net of 1ax):
Accounting changes:

Asset retirement
obligations {(Note 13)

Goodwill impairment
(Note 12)
Unusual items:

Workforce reduction
(Note 14)

CEMAR operating
losses (Note 7)

CEMAR impairment
(Note 7)

Net Income - actual 3

0.36

(1.01)

0.03) (0.03) (0.29)

(0.15) (0.15)

097 & 08) 3 306 3 062

(0.65) °



The after-tax changes in core earnings were primarily due to:

September 30, 2003 vs. September 30, 2002
Three Months Nine Months
Ended ‘Ended

Domestic:

Higher wholesale energy

margins $ 9 3 38
Net energy trading margins 2)
Lower unregulated retail
Energy Marging

Lower regulated retail energy
margins

Delivery revenues (net of
CTCATTC amortization and

interest expense on transition
bonds)

Higher ancillary expenses

(5) “)

(37)

(2) 15
(n 3)

Higher operating and
maintenance expenses

2) (30)

Settlement of capital stock

tax in 2002 N (6]

Realized earnings on
decommissioning trust fund 6 10

Lower dividends and
distributions on preferred
securities 8 13

Lower interest expense 13 23
Other 2 4)
Intemational:

Higher eamnings from U.K.
operations 6 58

Other i @)
$ 31§ 61

The period to period changes in earnings components,
including margins by activity and income statement line items,
are discussed in the balance of the discussion in "Results of
Operations.” The increase in earnings from UK. operations
was primarily due to obtaining complete ownership of WPD in
September 2002. (See Note 7 to the Financial Statements for
additional information.)

PPL's future earnings could be impacted by a number of
factors, including the following:

e  PPL expects that the low level of wholesale energy prices

will continue Lo put pressure on margins in 2003 and
- beyond. Based upon current energy price levels, there is a

risk that PPL. may be unable to recover ils investment in
new pas-fired generation facilities. Under GAAP, PPL
does not believe that there is an impairment charge to be
recorded at this time. PPL is unable to predict the
ultimate earnings impact of this issue, based upon energy
price levels, applicable accounting rules and other factors,
but such impact may be material. See "Application of
Critical Accounting Policies - Asset Impairment” in PPL's
Annual Report to the SEC on Form 10-K for the year
ended December 31, 2002 for additional information.

¢  Earnings in the fourth quarter of 2003 and beyond will be
impacted by the consolidation of variable interest entities
(as discussed in Note 15 to the Financial Statements).
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e In May 2003, PPL Electric announced that it expects.to
file a request for a delivery rate increase with the PUC in
the-spring-of 2004. If approved, the new rates will go into
effect January 2003, when PPL Electric's distribution rate
cap expires. PPL Electric has not yet determined the
amount of the rate increase it will request, and cannot 9
predict the amount of such increase that will ultimately
approved by the PUC,

+ Earnings in 2005 and beyond may be impacted by a rate
review of the delivery business of WPD (South West) and
WPD (South Wales). WPD cannot predict the ultimate
outcome of the rate review.

* PPL operates a synfuel facility and receives tax credits
pursuant to Section 29 of the Internal Revenue Code
based on its sale of synfuel to unaffiliated third-party
purchasers. See Note 8 to the Financial Statements for a
discussion of the IRS review of synfuel production
procedures, and the projected annual earnings attributable
to PPL's synfuel operations.

¢ PPL expects to record the benefit of a tax foss associated
with the CEMAR investment in the fourth quarter of
2003. This is expected to increase 2003 reported earnings
by $0.50 to $0.65 per share. Future earnings may also be
impacted by the ultimate exiting of this investment.

Domestic Energy Margins

The following table provides changes in income statement line
items that comprise domestic gross energy margins for the
three and nine months ended September 30, 2003, compared

with the same periods in 2002: .

Septernber 30, 2003 vs. Scptemnber 30, 2002
Three Months Nine Months
Ended Ended
Utility revenues $ (38) % 4
Unregulated retail electric and
g£as revenues (13) (19)
Wholesale energy marketing
revenues 28 215
Net energy trading margins 5 @)
Other revenue adjustments (a) 45 21
Total revenues 27 217
Fuel (19 41
Energy purchases 10 ’ 151
Other cost adjustments (a) 24 34
Total cost of sales 15 226
Domestic gross energy
margins s 12§ (9

‘(a) Adjusted to exclude the impact of any revenues and costs not associated

with domestic energy margins, in particular, revenues and costs related to
the international operations of PPL Global and the domestic delivery
operations of PPL Electric and PPL Gas Utilities. Also adjusted to
include gains on szles of emission allowances, which are mcluded in
other operation expenses on the Statement of Income.




Changes in Gross Domestic Energy Margins By Activity

Gross margin calculations are dependent on the allocation of
ql and purchased power costs to the activities listed in thé

lowing table. That allocation is based on monthly MWh
nsumption levels compared to monthly MWh supply costs.
Any costs specific to an activity are charged to that activity.

September 30, 2003 vs. September 30, 2002

Three Months Nine Months
Ended Ended

Whotesale - Eastern U.S. b 4 3 35
Wholesale - Western U.S. 11 30
Net energy trading 5 )
Unreguiated retail (8) (7)
Regulated retail {63)

Domestic gross energy

marging 3 12 % 3]

Wholesale - Eastern U.S.

Eastern wholesale margins were higher for the three and nine
months ended September 30, 2003, compared to the same
periods in 2002, primarily due to higher volumes, which
increased by 11% and 39% over the same periods in 2002.
The higher volumes were primarily driven by market
opportunities to optimize the value of generating assets, and
for the nine months ended September 30, 2003, by higher spot
prices that allowed PPL to increase the utilization of its higher-

st generating units and by 699 MW of new generation which

Qan commercial operations in mid-2002. Average PIM spot

arket real time prices rose 43% for the nine months ended
September 30, 2003, compared to the same pertod in 2002.
Partially offsetting the increase in wholesale energy margins
for the nine months ended September 30, 2003, compared to
the same period in 2002, was the buyout of a NUG contract in
February 2002, which reduced power purchases by $25
million.

Wholesale - Western U.S.

Western wholesale margins consist of margins in the
Northwest and in the Southwest.

In the Northwest, margins were $5 million and $28 million
higher for the three and nine months ended September 30,
2003, compared to the same periods in 2002, primarily due to
higher wholesale prices. Average wholesale prices for the
three and nine months ended September 30, 2003 were
$6/MWh higher than those realized in the same periods in
2002. Also, the nine months ended September 30, 2003
includes a $3 million favorable settlement with Energy West
Resources, Inc. in June 2003.
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In'the Southwest, margins were $6 million higher for the three
months ended September 30, 2003, compared to the same
period in 2002, primarily due to the inception of new tolling
agreements in Arizona in mid-2003. Margins in the Southwest
were $2 million higher for the nine months ended September
30, 2003, compared to the same period in 2002, due to the new
tolling agreements in Arizona, partially offset by lower
margins earlier in the year due to lower sales volumes.

Net Energy Trading

PPL enters into certain energy contracts that meet the criteria
of trading derivatives as defined by EITF 02-3. These
physical and financial contracts cover trading activity
associated with electricity, gas and oil. Margins include both
realized and unrealized gains and losses. The $5 million
increase for the three months ended September 30, 2003,
compared to the same period in 2002, was primarily due to
realized gains associated with electricity positions. The 34
million decrease for the nine months ended September 30,
2003, compared to the same peried in 2002, was primarily due
to realized electric swap losses in 2003. The physical volumes
associated with energy trading for the three months ended
September 30, 2003 were 2,760 GWh and 3.8 Bcf, compared
to 3,088 GWh and 3.6 Bcf for the three months ended
September 30, 2002. Energy trading physical volumes for the
nine months ended September 30, 2003 were 7,616 GWh and
11.0 Bcf, compared to 7,824 GWh and 8.7 Bef for the nine
months ended September 30, 2002.

Unrequiated Retail

Unregulated retail margins were lower for the three and nine
months ended September 30, 2003, compared to the same
periods in 2002, primarily due to significantly lower electric
retail prices in the West. West retail contract prices decreased
by approximately 22% for both the three and nine months
ended September 30, 2003, compared to the same periods in
2002.

Requlated Retail

Regulated retail margins in the East were flat for the three
months ended September 30, 2003, compared to the same
peniod in 2002, as sales and supply costs were unchanged
between the periods. For the nine months ended September
30, 2003, regulated retail margins decreased by 10%,
compared to the same period in 2002, due to higher supply
costs resulting from higher purchased power prices during the
first half of 2003. Purchase power prices were higher because
of increased gas and oil prices and the abnormally cold winter.

Utility Revenues

The increase (decrease) in utility revenues was attributable to
the following:



September 30, 2003 vs. September 30, 2002

Nine Months
Ended

Three Months
Ended

Domestic:

Retail electric revenue (PPL
Electric)

Electric delivery $ 1 $

PLR electric generation
supply (2)

Other

Wholesale electric revenue
(PPL Electric) 4]

Gas revenue (PPL Gas
Utilities) 3)

International:

Retail electric delivery (PPL
Global)

UK. .

El Salvador 3
Bolivia

Chile 10
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11
4)

31
12

Brazil (48) (113)

3 (38) §

The decrease in utility revenues for the three months ended
September 30, 2003, compared with the same period in 2002,
was primarily due to:

s lower revenues in Brazil attributable to the deconsolidation of

CEMAR in August 2002. PPL Global stopped recording
operating results of CEMAR upon relinquishing control to
ANEEL. (See Note 7 to the Financial Statements for

additional information); offset by

»  higher revenues in Chile primarily due to higher volumes and
the consolidation of certain transmission revenues. (See Note
7 to the Financial Statements for additional information.)

The increase in utility revenues for the nine months ended
September 30, 2003, compared with the same period in 2002,
was primarily due to:

s higher PPL Eleciric delivery revenues resulting from a 1.5%
increase in delivery sales, in part due to the colder winter
weather in the first quarter of 2003;

+  higher PPL Electric PLR supply revenues due to higher
energy and capacity rates in 2003 compared with 2002;

¢ higher PPL Gas Utilities revenues primarily due 10 higher
sales volumes of 19%, which were aiso attributable to the
colder winter weather in the first quarter of 2003;

»  higher WPD revenues in the U.K. due to the change in
foreign currency exchange rates from period to period;

e higher revenues in El Salvador due to higher volumes and
higher pass-through energy costs, partially offset by a 6%
tariff reduction effective January 1, 2003; and

¢ higher revenues in Chile primarily due to higher volumes and
the consolidation of certain transmission revenues; offset by

¢ lower revenues in Brazil due 1o the deconsolidation of
CEMAR, as noted above.
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Energy Related Businesses

Energy-related businesses contributed $19 million less to
operating income for the nine months ended September 30,
2003, compared to the same period in 2002. The decrease

resulted primarily from: .

$8 million due to credits recorded.on development projects in
2002, due largely to a favorable settlement on the cancellation
of a generation project in Washington state;

+ a$6 million operating loss on some Hyder properties in 2003,
which were subsequently sold in April 2003;

+  a %4 million decrease in Latin America revenues from lower
material and construction project sales. In 2002, PPL
Global's Bolivian subsidiary participated in the construction
of a 1,500 kilometer transmission line in rural areas of
Bolivia; and

= a $4 million decrease in margins from telecommunications,
due to the acquisition of a fiber optic network and stari-up
activities for new products.

Other Operation Expenses

The increase (decrease) in other operation expenses was
primarily due to: :
September 30, 2003 vs, Septernber 30, 2002
Three Months Nine Months
Ended Ended

Decrease in domestic and
international pension income  $ H 3 42

Increased operating expenses in
domestic business lines 23

Increase in WPD expenses due

to increases in foreign currency
exchange rates, regulatory
accounting adjustments, and
resolution of purchase
accounting contingencies in the
second quarter of 2002 related
1o the Hyder acquisition

Additional expenses of new
generating facilities that became
operational in mid-2002
Accretion expense as a result of
applying SFAS 143, "Accounting
for Asset Retirement
Obligations.” See Note 13.

Incrernental storm restaration costs
associated with Hurricane lsabel
Change to account for CEMAR
on the cost method

Reduction in salaries and benefits
as a result of the workforce
reduction initiated in 2002
Insurance settlements -

property damage and
environmental

Estimated 2002 vacation
liability adjustment in
conjunction with the workforce
reduction

Other decreases - net

15

23)

(10)

23)

{15)
“)

32
20
14

6

(38)
(29)

(27)

(15)
(5

(12) $

»
The decreases in pension income for the three and nine mon
ended September 30, 2003 were attributable to PPL's primary



domestic pension plan and the U.K. pension plans of WPD.
As a result of weak capital markets during 2002, PPL's
domestic and U.K. pension plans experienced significant asset
gsses. The weakened market performance decreased

nomic forecasts, which resulted in PPL reducing its

umed expected return on assets for its pension plans for
2003. In addition, declining fixed-income security yield rates
resulted in PPL decreasing its discount rate assumption for its
pension plans as of December 31, 2002. These events and
assumption changes reduced the amount of pension income
PPL will record in 2003. Through September 30, 2003, PPL
recorded approximately $32 million of pension income and
will record approximately $10 million of additional pension
income in'the fourth quarter of 2003. Future levels of pension
income or expense depend on ongoing market conditions and
results. ‘

Maintenance Expenses

Maintenance expenses increased by $6 million for the three
months ended September 30, 2003, compared with the same
period in 2002, This was primarily due to $7 million of
incremental storm restoration costs due to Hurricane Isabel, $2
million from summer electrical storms, $5 million from outage
work at two fossil plants and $5 million of increased
maintenance expenses in domestic business lines. These
increases were offset by a $9 million decline in WPD expenses
associated with timing of network and substation maintenance,
tree trimming accruals and cost transfers.

Qimenance expenses increased by $17 million for the nine

‘ onths ended September 30, 2003, compared with the same

period in 2002. This was primarily due to $3 million of
additional outage costs associated with the turbine replacement
at the PPL Susquehanna station, $9 million of storm
restoration costs, $2 million of additional tree trimming costs
and $12 million of increased maintenance expenses in
domestic business lines. These increases were offset by a $3
million decrease in WPD expenses primarily due to adjustment
of tree trimming accruals and cost transfers, partially offset by
higher foreign currency exchange rates in 2003.

Depreciation

Impacts on depreciation were as follows:

September 30, 2003 vs. September 30, 2002

Three Months Nine Months
Ended Ended

Normal plant additions 5 11 s 25
Additional depreciation due to
write-up to fair value of
acquired WPD assets 3 10
Foreign cumency exchange
rates 2 7
Lower depreciation due to

nsolidation of CEMAR 3 )

lecommissioning expense

003 due 1o application of
AS 143 (a) (6) (7

(a) There was a corresponding recording of accretion expense for PPL
Susquehanna in 2003, which is part of other operation expense.

Taxes, Other Than Income

Taxes, other than income, increased by $10 million-during the
three months ended September 30, 2003, compared with the
same period in 2002. This increase was primarily due to the
settlement of prior years' capital stock tax refund claims of $3
million in 2002, and higher taxes related to an increase in the
basis on which capital stock tax is calculated for 2003.

Taxes, other than income, increased by $17 million during the
nine months ended September 30, 2003, compared with the
same period in 2002. This increase was affected by the same
items that impacted the three-month period, as well as a $5
million increase in property taxes.

Write-down of International Energy Projects

See Note 7 to the Financial Statements for additional
information on the write-down of PPL Global's investment in
CEMAR.

Workforce Reduction

See Note 14 10 the Financial Statements for information
regarding the $9 million charge recorded in September 2003
and the $75 million of charges recorded in 2002.

Other Income - net

See Note 10 to the Financial Statements for details of other
income.

Financing Costs

The decreases in interest expense were due to:

30, 2003 vs. 30, 2002
Three Months Nine Months

Ended Ended

Decrease in tong-term debt
interest due 10 debt retireents § 23) 8 (55}

Decrease in long-term debt
interest from the

deconsolidation of CEMAR (7) (34)

Write-off unamonrtized swap

costs on WPD debt

restructuring 11

Decrease in short-term debt

interest ®)

Interest on preferred securities

due to applying SFAS 150 14 14

2002 charge to cancel a

remarketing agreement (24) (24}

Capitalized interest and other 7 13
§. 49) § (15)




Dividends and distributions on preferred securities decreased
by $14 million and $23 million during the three and nine
months ended September 30, 2003, compared with the same
periods in 2002. The three-month decrease is due to the
implementation of SFAS 150 on July 1, 2003, which requires
the classification of dividends and distributions on certain
preferred securities to be recorded as-a component of interest
expense. See Note 15 to the Financial Statements for
additional information. The remaining decrease for the nine-
month period was due to the retirement of preferred securities
in 2002,

Income Taxes

Income taxes increased by $3 million and $6 million for the
three and nine months ended September 30, 2003, compared to
the same periods in 2002. The increases were primarily due
to:

s  higher pre-tax book income, resulting in $10 million and
$58 million increases in income taxes for the three and
nine months ended September 30, 2003; offset by

e areduction related to an impairment charge on PPL's
investment in CEMAR resulting in a $33 million deferred
income tax valuation allowance recorded in the second
quarter of 2002; and

« differences in income recognition for tax purposes related
to foreign affiliates, resulting in $9 million and $20
million reductions in income taxes for the three and nine
months ended September 30, 2003.

Cumulative Effect of a Change in Accounting
Principle

PPL adopted SFAS 143, "Accounting for Asset Retirement
Obligations," effective January 1, 2003. SFAS 143 addresses
the accounting for obligations associated with the retirement of
tangible long-lived assets. It requires legal obligations
associated with the retirement of long-lived assets to be
recognized as a liability in the financial statements.

Application of the new rules resulted in a cumulative effect of
adoption that increased net income by $63 million in 2003,
See Note 13 to-the Financial Statements for additional
information.

PPL adopted SFAS 142, "Goodwill and Other Intangible
Assets,” on January 1, 2002, SFAS 142 requires an annual
impairment test of goodwill and other intangible assets that are
not subject to amortization. PPL conducted a transition
impairment analysis in the first quarter of 2002 and recorded a
transition goodwill impairment charge of $150 million. See
Note 12 to the Financial Statements for additional information.
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Financial Condition
Liguidity

At Septernber 30, 2003, PPL had $587 million of cash and .
cash equivalents and $412 million of short-term debt

(including long-term debt due within one year). At

December 31, 2002, PPL had $245 million of cash and cash
equivalents and $1.3 billion of short-term debt (including long-
term debt due within one year).

The increase in PPL's cash position was primarily the net
result of:

cash provided by operating activities of $1 billion,

the issuance of $989 million of long-term debit, and

the issuance of $424 million of common stock; offset by
the net decrease-of $873 million of short-term debt,

the retirement of $467 million of long-term debt,
payment of $217 million of common and preferred
dividends, and

e capital expenditures of $517 million.

In July 2003, PPL Energy Supply and PPL Electric each
determined that, based on their strong current cash positions
and anticipated cash flows, they will not need to access the
commercial paper markets through at least the end of 2003.
Neither company currently has any commercial paper
outstanding. As a result, PPL Energy Supply and PPL Electric
each requested Standard & Poor's Ratings Services (S&F),
Moody's Investors Service, Inc. (Moody's) and Fitch Ratings ‘
(Fitch) to withdraw their ratings for these currently inactive
comunercial paper programs, which they did effective as of

July 9, 2003. Based on current cash positions and

availabilities under their respective revolving credit facilities,

PPL Energy Supply and PPL Electric do not expect this

decision to limit their ability to fund their short-term liquidity
needs.

Rating Agency Decisions - PPL

S&P, Moody's and Fitch recently reviewed the credit ratings
on the debt and preferred securities of PPL and its
subsidiaries. Based on their respective reviews, the rating
agencies made certain ratings revisions which are described
below.

Management does not expect these ratings decisions to impact
PPL and its subsidiaries’ ability to raise new long-term debt.
These ratings decisions will have an insignificant impact on
PPL and its subsidiaries’ cost of maintaining their credit
facilities and the cost of any new long-term debt.

The ratings of S&P, Moocdy's and Fitch are not a
recommendation to buy, sell or hold any securities of PPL or
its subsidiaries. Such ratings may be subject to revisions or
withdrawal by the agencies at any time and should be
evaluated independently of each other and any other rating that
may be assigned to their securities.




S&P

In April 2003, S&P notified PPL., PPL Energy Supply and

‘L Eleciric that it:
- affirmed both the 'A-' ratings on PPL Electric’s first

mortgage bonds and senior secured bonds and the BBB’
corporate credit ratings for PPL and PPL Energy Supply;

¢ lowered the rating on PPL Capital Funding's senior
unsecured debt to '‘BBB-' from ‘BBB";

s placed PPL Electric on negative outlook. S&P indicated
that PPL and PPL Energy Supply remain on negative
outlook; and

s affirmed the 'A-2' commercial paper ratings of PPL
Energy Supply and PPL Electric.

S&P indicated that the rating revision on PPL Capital
Funding's senior unsecured debt is based on its structural
subordination, which it noted will increase as new debt is
financed at PPL Energy Supply. S&P also indicated that the
negative outlock for PPL and its subsidiaries reflects its view
of weak debt-protection measures due to low wholesale energy
prices.

Moody's

In May 2003, Moody's downgraded the credit ratings on the
debt and preferred securities of PPL, PPL Electric and PPL
Energy Supply. The ratings downgraded include:

PPL Electric's first mortgage bonds and senior secured
bonds, to 'Baal’ from 'A3';

¢« PPL Energy Supply's senior unsecured notes, to '‘Baa2’
from 'Baal’;

¢ PPL Capital Funding's senior unsecured debt, to ‘Baa3'
from "Baa2'; and

e  PPL's senior unsecured debt that is not currently
outstanding but that may be issued under PPL's shelf
registration statement on file with the SEC, to 'Baa3’ from
'‘Baa2’.

The Moody's ratings outlook was stable for each of PPL, PPL.
Electric, PPL Energy Supply and PPL. Capital Funding.

Neither PPL Electric's nor PPL Energy Supply's shornt-term
debt ratings was impacted by Moody's long-term debt review.

Moody's stated that the downgrades reflect its concerns about
PPL's high debt levels, PPL Energy Supply's modest exposure
to merchant generation risk, the continued weakness in the
wholesale power market and the associated financial impact on
PPL Energy Supply, and concerns regarding the amount of
cash flow to be generated from PPL Energy Supply's non-
regulated domestic operations and the free cash flow available
m its regulated international assets. However, Moody's also
‘icated that the full requirements contract between PPL
ectric and PPL EnergyPlus, which previously was approved
by the PUC and which extends through December 2009,
mitigates PPL Electric’s supply and price risk and provides a
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predictable stream of cash flows to PPL Energy Supply during -
such time period. Moody's also noted that PPL's management
has already implemented-a number of initiatives to strengthen
its current credit quality and reduce its debt levels, such as the
issuance of over $1 billion of common stock and mandatory
convertible securities over the last few years, a sizeable
reduction in planned capital expenditures, the cancellation of
projects under development, workforce reductions and write-
downs of certain investments.

In September 2003, Moody's announced that it was placing
PPL Montana's 8.903% Pass-Through Certificates due 2020
under review for possible downgrade. These securities
currently are rated ‘Baa3’ by Moody's. Moody's stated that its
review is prompted by its concerns about the credit profile of
PPL Montana's largest customer, NorthWestern, and lower
cash flow generation than was forecasted at the time the
securities were issued in 2000. See Note 8 to the Financial
Statements for additional information on NorthWestern's
current situation. Management does not expect any action by
Moody's based on this review to limit PPL Montana's ability 1o
fund its short-term liquidity needs, PPL. Montana has no plans
to raise new long-term debt. Any ratings downgrade by
Moody's would have an insignificant impact on PPL Montana’s
cost of maintaining the credil facility that it has in place with
its affiliate. In addition, management does not expect any
ratings downgrade by Moody's based on this review to have
any adverse impact on the credit ratings of PPL or PPL Energy

Supply.
Fiteh

In May 2003, Fitch notified PPL, PPL Energy Supply and PPL
Capital Funding that it:

s downgraded PPL Capital Funding's senior unsecured debt
to 'BBB' from 'BBB+',

s downgraded PPL's senior unsecured debt that is not
currently outstanding but that may be issued under PPL's
shelf registration statement on file with the SEC, to BBB'
from '‘BBB+"

¢ affirmed both the ‘BBB+' rating of PPL. Energy Supply's
senior unsecured debt, and the 'F2' rating of its
commercial paper; and

e piaced each of PPL, PPL Capital Funding and PPL
Energy Supply on negative outlook.

Fitch indicated that the revised ratings for PPL and PPL
Capital Funding reflect the structural subordination of PPL to
that of its subsidiaries and Fitch's expectations of lower cash
flow from PPL Eleciric until early 2005. Fitch indicated that
the change in outlook for these companies results from the
increase during 2002 in PPL's generation asset portfolio that is
dependent on merchant generation, continued weakness in
U.S. merchant energy markets and exposure to international
distribution assets primarily in Latin America and the UK.
However, Fitch noted that PPL Energy Supply derives
significant earnings and cash flow from long-term supply
contracts, including the full requirements contract between



PPL Electric and PPL EnergyFlus, that on average account for
about 70% of PPL Energy Supply's gross margin over the next
five years.

Rating Agency Decisions - WPD

In February 2003, Moody's confirmed the ratings of WPDH
Limited and WPD (South Wales) at ‘Baa2' and 'Baai’, and
downgraded WPD LLP from 'Baal’ to '‘Baa2' and SIUK
Capital Trust [ from 'Baa2' to 'Baa3'. The outlook on all
ratings was stable. In March 2003, S&P assigned its BBB+'
senior unsecured debt rating to the £200 million bonds issued
by WPD (South West). At the same time, the BBB+ and 'A-2'
corporate credit ratings on SJUK PLC were withdrawn as a
result of the acquisition of its debt by WPD LLP. S&P
assigned its 'BBB' long-term and 'A-2' short-term corporate
credit ratings to WPD LLP in line with the ratings on the rest
of the WPD group.

Following a review of holding companies of U.K. regulated
utilities, in July 2003 S&P downgraded the long-term ratings
from BBB' to 'BBB-' and short-term ratings from 'A-2" to 'A-3'
for both WPDH Limited and WPD LLP, and retained a
negative outlook. At the same time, S&P reaffirmed the credit
ratings for WPD (South West) and WPD (South Wales) at
‘BBB+'". This is in line with S&P U.K.'s recently announced
implementation of a new methodology related to U.K. electric
distribution holding companies wherein electric distribution
operating companies rated in the ‘BBB' category will have the
pareat holding company (WPDH Limited) notched down by
two categories from the operating company rating level.
WPD's management does not expect the placement of WPD on
negative outlook to limit its ability to fund its short-term
liquidity needs:or access new long-term debt or to impact the
cost of any new long-term debt.

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Accounting and Reporting

PPL follows the provisions of SFAS 133, "Accounting for
Derivative Instruments and Hedging Activities," as amended
by SEAS 138, "Accounting for Certain Derivative Instruments
and Certain Hedging Activities," and SFAS 149, "Amendment
of Statement 133 on Derivative Instrumnents and Hedging
Activities," and interpreted by DIG issues (together, "SFAS
133"} and EITF 02-3, "Issues Involved in Accounting for
Derivative Contracts Held for Trading Purposes and Contracts
Involved in Energy Trading and Risk Management Activities,”
to account for contracts entered into to manage market risk.
SEAS 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.
PPL is in the process of evaluating the impact of adopting
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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 Defined in

EITF Issue No. 02-3, 'Issues Involved in Accounting for

Derivative Contracts Held for Trading Purposes and Contra.
Involved in Energy Trading and Risk Management

Activities," which requires prospective application as of

October 1, 2003.

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. SFAS 149 is 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 do not yet exist should be applied to both existing
contracts and new contracts entered into after June 30, 2003,

PPL adopted SFAS 149 effective July 1, 2003. The adoption

of SFAS 149 did not have a significant impact on PPL for the
quarter ended September 30, 2003. PPL has changed the
accounting for certain transactions on a prospective basis to
conform with SFAS 149. This change could result in . 1
increased volatility in other comprehensive income and

earnings in future periods.

For energy contracts that meet the definition of a derivative,
the circomstances and intent existing at the time that energy
transactions are entered into determine their accounting
designation. The following summarizes the changes to the
electricity guidelines that have been provided to the traders
who are responsible for contract designation for derivative
energy contracts due to the adoption of SFAS 149:

¢  Any wholesale and retail contracts to sell electricity and
the related capacity that are expected to be delivered from
PPL's generation are considered "normal.” These
transactions are not recorded in the financial statements
and have no earnings impact until delivery.

+  Physical electricity-only transactions can receive cash
flow hedge treatment if all of the qualifications under
SFAS 133 are met. Any unrealized gains or losses on
transactions receiving cash flow hedge treatment are
recorded in other comprehensive income.

¢ Physical electricity purchases that increase PPL's long
position and any energy sale or purchase considered a
"market call" are speculative, with unrealized gains or
losses recorded immediately through earnings.

» Financial electricity transactions, which can be settled i
cash, cannot be considered "normal" because they do not
require physical dehivery. 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 which do not qualify for hedge accounting
treatment are marked 10 market through earnings.

Commodity Price Risk

As of September 30, 2003, PPL estimated that a 10% adverse
movement in market prices across all geographic areas and
time periods would have decreased the value of the commeodity
contracts in its non-trading portfolio by approximately $174
million. However, the change in the value of the non-trading
portfolio would have been substantially offset by an increase

in the value of the underlying commodity, the electricity
generated, because these contracts serve to reduce the market
risk inherent in the generation of electricity. Additionally, the
value of PPL's unsold generation would be improved. Because
PPL's electricity portfolio is generally in a net sales position,
the adverse movement in prices is usually an increase in
prices. Conversely, because PPL's commodity fuels portfolio
is generally in a net purchase position, the adverse movement
in prices is usually a decrease in prices. If both of these
scenarios happened, the implied margins for the unsold
generation would increase.

L also executes energy contracts to take advantage of
ket opportunities. As a result, PPL may at times 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 activities are
shown in the Statement of Income as "Net energy trading
margins."”

PPL's trading contracts mature at various times through 2005.
The following chart sets forth PPL's net fair market value of
trading contracts:

Three Months Ended  Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

Fair value of contracts
outstanding at the

beginning of the period $
Contracts realized or

otherwise settied during the

period 7 (1) 6 % 2)
Fair valve of new contracts

at inception 5) 2)
Other changes in fair

values ) i
Fair value of contracts

ocutstanding at the end of
the period $

s 1 3 6)

(12)

(11} 10

(3) % 4) 3 (3) % (4)

.ring the three and nine months ended September 30, 2003,
PL reversed net losses of approximately $7 million and $16
million, andiduring the three and nine months ended
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September 30, 2002, PPL reversed net gains of approximately
$1 million and $2 miilion. These amounts do not reflect intra-
period contracts that were entered into and settled during the
period.

"Other changes in fair values” represents changes in the
market value of contracts outstanding at the end of the period.

As of September 30, 2003, the net unrealized loss on PPL's
rading activities expected to be realized in earnings during the
next three months is approximately $9 million.

The following chart segregates estimated fair values of PPL's
wrading portfolio at September 30, 2003 based on whether the
fair values are determined by quoted market prices or other
more subjective means.

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

LessThan  Matarity  Meturity
1Year 1-3Years 45 Years

Maturity
I Excess  Totat Fair
of § Years Value

Source of Fair Valve
Prices actively quoted

Prices provided by
other external sources $ {1 § (1}

Prices based on
models and other
valuation methods (2) 2)

Fair value of
contracts outstanding
at the end of the
peried $

(3) s 3

The “Prices actively quoted” category includes the fair value
of exchange-traded natural gas futures contracts quoted on the
New York Mercantile Exchange.

The "Prices provided by other external sources" category
includes PPL's forward positions and options in natural gas
and power and natural gas basis swaps at points for which
over-the-counter (OTC) broker quotes are available. The fair
value 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 ifliquidity 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 meodeled to monthly prices as appropriate.
This level of modeling has been increasingly required due to
the illiquidity of the energy markets.

As of September 30, 2003, PPL 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 trading portfolio by $3 million.
Interest Rate Risk

PPL and its subsidiaries have issued debt to finance their
operations. PPL uses various financial derivative products to
adjust the mix of fixed and floating interest rates in its debt
portfolio, adjust the duration of its debt portfolio and lock in
U.S. Treasury rates (and interest rate spreads over treasuries)
in anticipation of future financing, when appropriate. Risk
limits under the risk management program are designed to
balance risk exposure to volatility in interest expense and
changes in the fair value of PPL's debt portfolio due to
changes in the absolute level of interest rates.

At September 30, 2003, PPL's potential annual exposure to
increased interest expense, based on a 10% increase in interest
rates, was estimated at §1 million.

PPL is also exposed to changes in the fair value of its U.S. and
international debt portfolios. At September 30, 2003, PPL
estimated that its potential exposure to a change in the fair
value of its debt portfolios, through a 10% adverse movement
in interest rates, was $141 million.

PPL utilizes various risk management instruments to reduce its
exposure t¢ adverse interest rate movements for future
anticipated financing. While PPL is exposed to changes in the
fair value of these instruments, they are designed such that an
economic loss in value should generally be offset by interest
rate savings at the time the future anticipated financing is
completed. At September 30, 2003, PPL estimated that its
potential exposure to a change in the fair value of these
instruments, through a 10% adverse movement in interest
rates, was approximately $5 million.

Foreign Currency Risk

PPL is exposed to foreign currency risk, primarily through
investments in affiliates in Latin America and Europe. In
addition, PPL. may make purchases of equipment in currencies
other than U.S, dollars.

PPL has adopted a foreign currency risk management program
designed to hedge certain foreign currency exposures,
including firm commitments, recognized assets or liabilities
and net investments. In addition, PPL enters into financial
instruments to protect against foreign currency translation risk.

PPL holds contracts for the forward purchase of 26 million
euros and £1 million to pay for certain equipment of a PPL
Energy Supply subsidiary in 2003 and 2004. The estimated
value of these forward purchases as of September 30, 2003,
being the amount PPL would receive to terminate them, was
approximately $6 million.

To protect expected income in British pounds sterling, PPL
entered into average rate options for £26 million and average
rate forward sale agreements for £20 million. To protect
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expected income in Chilean pesos, PPL entered into average
rate options for 4 billion Chilean pesos. At September 30,
2003, the market value of these positions, representing the
amount PPL would pay to terminate them, was $1 million.

WPDH Limited executed cross-curtency swaps totaling §1 ’
billion to hedge the value of its U.S. dollar-denominated

bonds. The estimated value of this position on September 30,
2003, being the amount PPL would pay to terminate them, was

$31 million.

Nuclear Decommissioning Fund - Securifies Price Risk

In connection with certain Nuclear Regulatory Commission
requirements, PPL Susquehanna maintains trust funds to fund
certain costs of decommissioning the Susquehanna station. As
of September 30, 2003, these funds were invested primarily in
domestic equity securities and fixed-rate, fixed-income
securities and are reflected at fair value on PPL's Balance
Sheet. The mix of securities is designed to provide returns to
be used to fund Susquehanna's decommissioning and to
compensate for inflationary increases in decommissioning
costs. However, the equity securities included in the trusts are
exposed to price fluctuation in equity markets, and the values
of fixed-rate, fixed-income securities are exposed to changes
in interest rates. PPL Susquehanna actively monitors the
investment performance and periodically reviews asset
allocation in accordance with its nuclear decommissioning
trust policy statement. At September 30, 2003, a hypothetical
10% adverse movement in interest rates and a 10% decrease i
equity prices would have resulted in an estimated $21 millio;
reduction in the fair value of the trust assets.

PPL Electric's 1998 restructuring settlernent agreement
provides for the collection of authorized nuclear
decommissioning costs through the CTC. Additionally, PPL
Electric is permitted to seek recovery from customers of up to
96% of certain increases in these costs. Under the power
supply agreements between PPL Electric and PPL EnergyPlus,
these revenues are passed on to PPL EnergyPlus. Similarly,
these revenues are passed on to PPL Susquehanna under a
power supply agreement between PPL EnergyPlus and PPL
Susquehanna. These revenues are used to fund the trusts.

Related Party Transactions

PPL is not aware of any material ownership interests or
operaling responsibility by senior management of PPL, PPL
Energy Supply, PPL Electric or PPL. Montana in outside
partnerships, including leasing transactions with variable
interest entities, or other entities doing business with PPL.

Acquisitions and Development

From time-to-time, PPL and its subsidiaries are involved in
negotiations with third parties regarding acquisitions, joint
ventures and other arrangements which may or may not resu.
in definitive agreements. See Note 7 to the Financial



Statements for information regarding recent acquisitions and
development activities.

1 September 30, 2003, PPL had domestic generation projects
Qer development which will provide 645 MW of additional

neration.
PPL Global is continuously reexamining development projecis
based on market conditions and other factors to determine
whether to proceed with these projects, sell them, cancel them,
expand them, execute tolling agreements or pursue other
opportunities.

Environmental Matters

See Note 8 to the Financial Statements for a discussion of
environmental matters.

New Accounting Standards
FIN 46

In January 2003, the FASB issued Interpretation No. 46,
"Consolidation of Variable Interest Entities, an Interpretation
of ARB No. 51." FIN 46 clarifies that variable interest
entities, as defined therein, that do not disperse risks among
the parties involved should be consolidated by the entity that is
determined to be the primary beneficiary. FIN 46 also
requires certain disclosures to be made by the primary

eficiary and by an enterprise that holds a significant

iable interest in a variable interest entity but is not the
primary beneficiary. FIN 46 applies 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 entities in which an
enterprise holds a variable interest that was acquired before
February 1, 2003, FIN 46 was originally required 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 Staff Position No. FIN 46-6, "Effective Date of
FASB Interpretation No. 46, Consolidation of Variable
Interest Entities,” which delays 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 1, 2003 until the end of the first
interim period ending after December 15, 2003.

FIN 46 did not have an impact on PPL during the three or nine
months ended September 30, 2003. PPL is in the process of
evaluating entities in which it holds a vanable interest that was
acquired before February 1, 2003. Except as discussed below,
PPL. is currently not aware of any variable interest entities that
are not consolidated as of September 30, 2003 but which it
will be required to consolidate in accordance with FIN 46

ective December 31, 2003. As it continues to evaluate the
‘acl of applying FIN 46, PPL, may identify additional

tities that it would need to consolidate.
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The lessors under the operating-leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities are
variable interest entities in which PPL is the primary
benéficiary. Consequently, under FIN 46, PPL will be
required to consolidate the financial statements of the lessors
effective December 31, 2003. The principal impact from
consolidating the lessors under these leases will be the
inclusion of the generation facilities as assets and the lease
financing as liabilities in the consolidated balance sheet of
PPL. Additionally, PPL will be required to recognize a
cumulative effect of a change in accounting principle in
connection with the initial consolidation of these variable
interest entities. PPL estimates that, upon applying FIN 46 to
these entities effective December 31, 2003, it will recognize
approximately $1.0 billion of additional assets and liabilities on
its balance sheet and a charge of $27 million, after-tax, as a
cumulative effect of a change in accounting principle. See Note
15 to the Financial Statements for a discussion of the leases.

Other

See Note 15 to the Financial Statements for information on
other new accounting standards adopted in 2003 or pending
adoption.

Application of Critical Accounting Policies

PPL'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, and require
estimates or other judgments of matters inherently uncertain:
price risk management, pension and other postretirement
benefits, asset impairment, leasing, loss accruals, and asset
retirement obligations.

See Item 7, "Review of the Financial Condition and Results of
Operations,” in PPL's Annual Report to the SEC on Form 10-
K for the year ended December 31, 2002 for a discussion of
each critical accounting policy, except for asset retirement
obligations which is discussed below. For an additional
discussion on the impact of SFAS 149 on price risk
management, see "Risk Management - Energy Marketing &
Trading and Other” in Financial Condition. 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
reviewed the Form 10-K disclosures regarding the application
of these critical accounting policies with the Audit Committee.

Asset Retirement Obligations

In 2001, the FASB issued SFAS 143, "Accounting for Asset
Retirement Obligations,” which addresses the accounting for
obligations associated with the retirement of tangible long-
lived assets. SFAS 143 requires legal obligations associated
with the retirement of long-lived assets to be recognized as a
liability in the financial statements. The initial obligation



should be measured at the estimated fair value. An equivalent
amount should be recorded as an increase in the value of the
capitalized asset and allocated to expense over the useful life
of the asset. Until the obligation is settled, the liability should
be increased, through the recognition of accretion expense in
the income statement, for changes in the obligation due to the
‘passage of time. SFAS 143 is effective for fiscal years
beginning after June 15, 2002.

In determining asset retirement obligations, management must
make significant judgments and estimates to calculate fair
value. Fair value is developed through consideration of
estimated retirement costs in today's dollars, inflated to the
anticipated retirement date and then discounted back to the
date the asset retirement obligation was incurred. Changes in
assumptions and estimates included within the calculations of
asset retirement obligations could result in significantly
different results than those identified and recorded in the
financial statements.
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PPL adopted SFAS 143 effective Januvary 1, 2003. Initial

adoption of the new rules resulted in an increase in net

property, plant and equipment of $32 million, reversal of
previously recorded liabilities of $304 million, recognition of
asset retirement obligations of $229 million, recognition of .

deferred tax liability of $44 million and a cumulative effect
adoption that increased net income by $63 million. PPL's
most significant assumptions surrounding asset retirement
obligations are the forecasted retirement cost, discount rate
and inflation rate. A variance in the forecasted retirement cost,
discount rate or inflation rate could have a significant impact
on the ARO liability and the cumulative effect gain.

The following chant reflects the sensitivities associated with a
change in these assumptions upon initial adoption. Each
sensilivity below reflects an evaluation of the change based
solely on a change in that assumption only.

Impact on
Change in Cumulative Impact on
Assumption Effect ARO Liability
Retirement Cost 10/(10)% $(10¥310 $21/%(21)
Discount Rate 0.25/(0.25)% S10/8(1D) 322825
Inflation Rate 0.2540.25)% $(12)y811 $25/%(22)




PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

.s discussion should be read in conjunction with the

ancial Statements and Combined Notes to Condensed
Consolidated Financial Statements included in Item 1 above,
and with the section entitled "Review of the Financial
Condition and Results of Operations” in PPL Energy Supply's
Annual Report to the SEC on Form 10-K for the year ended
December 31, 2002, Terms and abbreviations appearing here
are explained in the glossary. Dollars are in millions, unless
otherwise noted.

Results of Operations

The following discussion, which explains significant changes
in principal items on the Statement of Income, compares the
three and nine months ended September 30, 2003 to the
comparable periods in 2002.

Prior to September 6, 2002, PPL Global held 51% of the
equity interest in WPD, but shared joint control with Mirant.
On September 6, 2002, PPL Global acquired the remaining
49% equity interest in WPD and gained complete control. The
purchase of Mirant's interest was accounted for as a step-
acquisition'and resuited in the consolidation of WPD's results
of operations-as of January 1, 2002. Therefore, PPL Energy
Supply’s Statement of Income for the three and nine months

ed September 30, 2002 has been reclassified to reflect the

‘ solidation of WPD's results. Mirant's $19 million and $72

million share of earnings for the three and nine months ended
September 30, 2002 is reflected in "Minority Interest.”

core operations, although a non-GAAP measure, is also useful
and meaningful to investors because it provides them with PPL
Energy Supply's underlying earnings performance as another
criterion in making their investment decisions. PPL Energy
Supply's management also uses income from core operations
in measuring certain corporate performance goais. Other
companies may use different measures to present financial
performance. The table below reconciles income from core
operations to nel income, by eliminating the impact of non-

core items,
Three Months Ended  Nine Months Ended

September 30, September 30,
2003 2002 2003 2002

Income from core
operations $ 190 % 164 % 475 % 440
Non-core items {net of tax):
Accounting changes:

Asset retirement

obiigations (Note 13) 63

Goodwill impaimment

(Note 12) (150)
Unusual items:

Workforce reduction

(Note 14) (24)

CEMAR operating

lasses (Note 7) (23) 23)

CEMAR impairment

(Note 7} (98)
Net income - actual $ 190 § 141 § 538 § 145

The after-tax changes in core earnings were primarily due to:

WPD's resuits, as consolidated in PPL Energy Supply's 2003 vs. 30,2002

Statement of Income, are impacted by changes in foreign Thf;:en!;’e‘;“ms Ni“ﬁﬂ:&“hs

currency exchange rates. For the three and nine months ended Domestic:

September 30, 2003, as compared to the same periods in 2002, mestic:

changes in foreign exchange rates increased WPD's portion of H'gh?;s"’h"“”" cnergy $ o s 18

revenue and expense line items by about 6% and 10%. Net energy trading margins 3 @

. Lower unregulated retail

The Staterpent of Income reflects the results of past operations energy mm.g,-':ls ) @)

and is not 1nt§nded as any indication gf future operating results. Lower regulated retail energy

Future operating results will necessarily be affected by various margins (37)

and diverse factors and developments. Furthermore, because Realized earnings on

results for interim periods can be disproportionately influenced decommissioning trust fund 6 10

by various factors and developments and by seasonal variations, Tffgﬁf;:s”k royalties to ©) an

. . . . . a

the results of operations for interim periods do not necessarily Operat A o

. . rating and maintenance

indicate results or trends for the year. cxpmscsg 7 (8)

E . Other 5 1

arnings International:

The.changes in net income from period to period were, in par, ff;ﬁ,';‘é::{“ ings from UK. 6 58

?ttribulable to several non-core items with significant eamings Other ] (4)
$ 26 3 35

ludes the impact of non-core items, should not be
nsidered as an alternative to net income, which is an
indicator of operating performance determined in accordance
with GAAP. PPL Energy Supply believes that income from

‘pacts as shown below. Income from core operations, which

The period to period changes in earnings components,
including margins by activity and income statement line items,
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are-discussed in the balance of the discussion in "Results of
Operations." The increase in earnings from U.K. operations.
was primarily due to obtaining complete ownership of WPD'in
September 2002. (See Note 7 to the Financial Statements for
additional information.)

PPL Energy Supply's future earnings could be impacted by a
number of factors, including the following:

¢  PPL Energy Supply expects that the low level of
wholesale energy prices will continue to put pressure on
margins in 2003 and beyond. Based upon current energy
price levels, there is a risk that PPL Energy Supply may
be unable to recover its investment in new gas-fired
generation facilities. Under GAAP, PPL Energy Supply
does not believe that there is an impairment charge to be
recorded at this time. PPL Energy Supply is unable to
predict the ultimate earnings impact of this issue, based
upon energy price levels, applicable accounting rules and
other factors, but such impact may be material. See
"Application of Critical Accounting Policies - Asset
Impairment” in PPL Energy Supply's Annual Report 1o the
SEC on Form 10-X for the year ended December 31, 2002
for additional information.

e  Earnings in the fourth quarter of 2003 and beyond will be
impacted by the consolidation of variable interest entities
(as discussed in Note 15 to the Financial Statements).

¢ Eamnings in 2005 and beyond may be impacted by a rate
review of the delivery business of WPD (South West) and
WPD (South Wales). WPD cannot predict the ultimate
outcome of the rate review.

e PPL Energy Supply operates a synfuel facility and
receives tax credits pursuant to Section 29 of the Internal
Revenue Code based on its sale of synfuel to unaffiliated
third-party purchasers. See Note 8 to the Finarcial
Statements for a discussion of the IRS review of synfuel
production procedures, and the projected annual earnings
atiributable to PPL Energy Supply's synfuel operations.

¢ PPL Energy Supply expects to record the benefit of a tax
loss associated with the CEMAR investment in the fourth
quanter of 2003. This is expected to increase 2003
reported earnings by $85 million to $112 million. Future
earnings may also be impacted by the vltimate exiting of
this investment.

Domestic Energy Margins

The following table provides changes in income statement line
items that comprise domestic gross energy margins for the
three and nine months ended September 30, 2003, compared
with the same periods in 2002:

September 30, 2003 vs. September 30, 2002
Three Months Nine Months
Ended Ended

Wholesale energy marketing

revenues $ 28 %
Wholesale energy marketing to
affiliates 1

Unregulated retail electric and

£as revenues (13) (i9)
Net energy trading margins 5 4
Other revenue adjustments (a) [ 16
Total revenues 27 217
Fuel (12) 4]
Energy purchases 11 151
Energy purchases from
affiliates 4) 7}
Other cost adjustments (a) 20 41
Total cost of sales 15 226
Domestic gross en
margins . $ 12 % (9)

(a) Adjusted to exclude the impact of any costs and revenues not associated
with domestic energy margins, in particular, costs related to the
international operations of PPL Global. Also adjusted to include gains on
sales of emission allowances; which are included in other operation and
maintenance expenses on the Statement of Income.

Changes in Gross Domestic Energy Margins By Activi

Gross margin calculations are dependent on the allocation of
fuel and purchased power costs to the activities listed in the
following table. That allocation is based on monthly MWh u.

consumption levels compared to monthly MWh supply cos
Any costs specific to an activity are charged to that activity.

30, 2003 vs. r 30, 2002
Three Months Nine Months
Ended Ended

Wholesale - Eastern U.S. $ 4 3 35
Wholesale - Western U.S. i1 30
Net energy trading 5 “4)
Unregulated retail ®) &)
Regulated retail (63)

Domestic gross energy

margins $ 12 8 9)

Wholesale - Eastern U.S.

East wholesale margins were higher for the three and nine
months ended September 30, 2003, compared to the same
periods in 2002, primarily due to higher volumes, which
increased by 11% and 39% over the same periods in 2002.
The higher volumes were primarily driven by market
oppeortunities to optimize the value of generating assets, and
for the nine months ended September 30, 2003, by higher spot
prices that allowed PPL Energy Supply to increase the
utilization of its higher-cost generating units and by 699 MW
of new generation which began commercial operations in mid
2002. Average PIM spot market real time prices rose 43%
the nine months ended September 30, 2003, compared to the
same period in 2002. Partially offsetting the increase in




wholesale energy margins for the nine months ended
September 30, 2003, compared to the same period in 2002,
was the buyout of a NUG contract in February 2002, which

duced power purchases by $25 million,
dholesale - Western U.S.
Western wholesale margins consist of margins in the
Northwest and in the Southwest.

In the Northwest, margins were $5 million and $28 million
higher for the three and nine months ended September 30,
2003, compared to the same periods in 2002, primarily due to
higher wholesale prices. Average wholesale prices for the
three and nine months ended September 30, 2003 were
$6/MWh higher than those realized in the same periods in
2002. Also, the nine months ended September 30, 2003
includes a $3 million favorable settlement with Energy West
Resources, Inc. in June 2003.

In the Southwest, margins were $6 million higher for the three
months ended September 30, 2003, compared to the same
period in 2002, primarily due to the inception of new tolling
agreements in Arizona in mid-2003. Margins in the Southwest
were $2 million higher for the nine months ended September
30, 2003, compared to the same period in 2002, due to the new
tolling agreements in Arizona, partially offset by lower
margins earlier in the year due to lower sales volumes.

q;t Enerqy Trading
PL Energy Supply enters into certain energy contracts that

meet the criteria of trading derivatives as defined by EITF 02-
3. These physical and financial contracts cover trading
activity associated with electricity, gas and oil. Margins
include both realized and unrealized gains and losses. The $5
million increase for the three months ended September 30,
2003, compared to the same period in 2002, was primarily due
to realized gains associated with electricity positions. The $4
million decrease for the nine months ended September 30,
2003, compared to the same period in 2002, was primarily due
to realized electric swap losses in 2003. The physical volumes
associated with energy trading for the three months ended
September 30, 2003 were 2,760 GWh and 3.8 Bcf, compared
to 3,088 GWh and 3.6 Bcf for the three months ended
September 30, 2002. Energy trading physical volumes for the
nine months ended.September 30, 2003 were 7,616 GWh and
11.0 Bef, compared to 7,824 GWh and 8.7 Bcf for the nine
months ended September 30, 2002,

Unrequlated Retail

Unregulated retail margins were lower for the three and nine

months ended September 30, 2003, compared to the same
riods in 2002, primarily due to significantly lower electric

l‘zil prices in the West. West retail contract prices decreased
approximately 22% for both the three and nine months

ended September 30, 2003, compared to the same periods in
2002.
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Requlated Retail

Regulated retail margins in the East were flat for the three
months ended September 30, 2003, compared to the same
period in 2002, as sales and supply costs were unchanged
between the periods. For the nine months ended
September 30, 2003, regulated retail margins decreased by
10%, compared to the same period in 2002, due to higher
supply costs resulting from higher purchased power prices
during the first half of 2003. Purchase power prices were -
higher because of increased gas and oil prices and the
abnormally cold winter.

Utility Revenues

The decreases in utility revenues were attributable to the
following: '

_ September 30, 2003 vs. September 30, 2002

Three Months Nine Months
Ended Ended
International:

Retail electric delivery (PPL

Global)
UK. b3 2 3 3
El Salvador 3 12
Bolivia 1
Chile 10 9
Brazi} (48) {113)

$ (33) 3 {60)

The decrease for both periods was primarily due to the
deconsolidation of CEMAR in August 2002. PPL Global
stopped recording operating results of CEMAR upon
relinquishing control to ANEEL. (See Note 7 to the Financial
Statements for additional information.)

The decreases for the three and nine month periods were
partially offset by:

s higher WPD revenues in the UK. primarily due to the change
in foreign currency exchange rates from period to period;

»  higher revenues in El Salvador primarily due 1o higher
volumes and higher pass-through energy costs, partially offset
by a 6% tariff reduction effective January 1, 2003; and

+  higher revenues in Chile primarily due to higher volumes and
the consolidation of certain ransmission revenues. (See Note
7 to the Financial Statements for additional information.}

Energy Related Businesses

Energy related businesses contributed $19 million less to
operating income for the nine months ended September 30,
2003, compared to the same period in 2002. The decrease
resulted primarily from:



*  $8 millton due fo credits recorded on development projects
in 2002, due iargely to a favorable settlement on the
cancellation-of a generation project in. Washington state;

¢ a $6 million operating loss on some Hyder properties in
2003, which were subsequently sold in April 2003; and

e 2 $4 million decrease in Latin America revenues from
lower material and construction project sales. In.2002,
PPL Global's Bolivian subsidiary participated in the
construction of a 1,500 kilometer transmission line in
rural areas of Bolivia.

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance

expenses was primarily due to:
September 30, 2003 vs. September 30, 2002
Three Months Nine Months
Ended Ended

Increase in WPD expenses due

10 increases in foreign currency

exchange rates, regulatory

accounting adjustments, and -

resolution of purchase

accounting contingencies in the

second quarter of 2002 related

to the Hyder acquisition $ 6 % 29

Decrease in domestic and
international pension income 9 28

Altocated trademark license
fees from a PPL subsidiary 10 22

Additional expenses of new

generating facilities that

became operational in mid-

2002 4 21

Accretion expense as a result of
applying SFAS 143,
"Accounting for Asset
Retirement Obligations.” See

Note 13, 5 14
Qutage costs associated with

the turhine replacement at the

Susquehanna station 7
Impaimment charge on

transmission rights 4
Increased expenses in domestic

business lines and other-net 7 19
Change to account for CEMAR

on the cost-method (23) (38)
Insurance settlements -

property damage and

environmental (22) (26)

Reduction in salaries and
benefits as aresult of the
workforce reduction initiated in

2002 {6) (16)
Gains on sales of emission
allowances ) )

Decrease in the Clean Air Act
contingency relating to
generating facilities (8)

Estimated 2002 vacation

liability adjustment in

conjunction with the workforce

reduction (6) {6)

3 (18) § 41

The decreases in pension income for the three and nine months
ended September 30, 2003 were attributable to PPL Energy

Supply's participation in. PPL's primary domestic pension plan
and the U.K. pension plans of WPD. As a result of weak
capital markets during 2002, PPL's domestic and U.K. pension
plans experienced significant asset losses. The weakened
market performance decreased economic forecasts, which
resulted in PPL reducing its expected return on assets .
assumption for its pension plans for 2003. In addition,
declining fixed-income security yield rates resulted in PPL
decreasing its discount rate assumption for its pension plans as
of December 31, 2002. These events and assumption changes
reduced the amount of pension income PPL Energy Supply
will record in 2003. Through September 30, 2003, PPL
Energy Supply recorded approximately $30 million of pension
income and will record approximately $10 million of
additional pension income in the fourth quarter of 2003.
Future levels of income or expense will depend on ongoing
market conditions and results.

Depreciation

Depreciation expense increased by $9 million for the nine
months ended September 30, 2003, compared with the same
perted in 2002. Normnal plant additions accounted for a $16
million increase. Other impacts on depreciation were as
follows:

s  WPD depreciation increased by $10 million due to
depreciation on the write-up o fair value of assets
acquired in the acquisition, and by $7 million from
increased foreign currency exchange rates.

¢ PPL Global's deconsolidation of CEMAR in 2002 resul.
in a 37 million decrease in depreciation on those assets i
2003. :

s  Due to the application of SFAS 143 on January 1, 2003,
PPL Susquehanna depreciation expense (which previously
included nuclear decommissioning expense) decreased by
$17 million for the nine months ended September 30,
2003, compared with the same period in 2002. There was
a corresponding recording of accretion expense in 2003,
which is part of other operation expense.

Write-down of international Energy Projects

See Note 7 1o the Financial Statements for additional
information on the write-down of PPL Global's investment in
CEMAR. '

Workforce Reduction

See Note 14 to the Financial Statements for information
regarding the $41 million charge recorded in 2002.



Other Income - net

See Note 10 to the Financial Statements for details of other

come.
‘erest Expense

The decreases in interest expense were due to;

September 30, 2003 vs. September 30, 2002
Three Months Nine Months
Ended Ended

Decrease in long-term debt
interest due to debt retirements  § (12) § 20

Decrease in long-term debt
interest from the

deconsolidation of CEMAR 0 - (34)

Write-off unamortized swap

costs on WPD debt

restructuring 11

Decrease in short-term debt

interest 7 (1)

Interest on Preferred Securities

due to applying SFAS 150 3 3

Capitalized interest and other 11 19
$ (22) $ (22)

Income Taxes

Income taxes increased by $3 million and decreased by $37
million for the three and nine months ended September 30,

3, compared to the same periods in 2002. The changes
e primarily due to:

¢  higher pre-tax book income, resulting in $11 million and
$18 million‘increases in income taxes for the three and
nine months ended September 30, 2003; offset by

¢ areduction related to an impairment charge on PPL
Energy Supply's investment in CEMAR resuiting in a $33
million deferred income tax valuation allowance recorded
in the second quarter of 2002; and

¢ differences in income recognition for 1ax purposes related
to foreign affiliates resulting in $9 million and $20 million
reductions in income taxes for the three and nine months
ended September 30, 2003.

Cumulative Effect of a Change in Accounting
Principle

PPL Energy Supply adopted SFAS 143, "Accounting for Asset
Retirement Obligations," effective January 1, 2003. SFAS 143
addresses the accounting for obligations associated with the
retirement of tangible long-lived assets. It requires legal
obligations associated with the retirement of long-lived assets
to be recognized as a liability in the financial statements.
Application of the new rules resulted in a curulative effect of
adoption that increased net income by $63 miliion. See Note
. to the Financial Statements for additional information.

P

L Energy Supply adopted SFAS 142, "Goodwill and Other
 Imangible Assets," on January 1, 2002. SFAS 142 requires an
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annual impairment test of goodwill and other intangible assets
that are not subject to amortization. PPL Energy Supply
conducted a transition impairment analysis in the first quarter
of 2002 and recorded a transition goodwill impairment charge
of $150 million. See Note 12 to the Financial Statements for
additional information.

Financial Conditian
Liquidity

At September 30, 2003, PPL Energy Supply had $339 million
of cash and cash equivalents and $84 million of short-term
debt (including long-term debt due within one year}. At
December 31, 2002, PPL Energy Supply had $149 million of
cash and cash equivalents and $934 million of short-term debt
(including long-term debt due within one year).

The increase in PPL Energy Supply's cash position was
primarily the net result of:

e cash provided by operating activities of $645 million,

the net decrease of $597 million of notes receivables from
affiliates,

the issuance of $799 million of long-term debt, and

$261 million of contributions from Member; offset by

the net decrease of $858 million of short-term debt,

the retirement of $56 million of long-term debt,

$909 million of distributions to Member, and

capital expenditures of $322 million.

In July 2003, PPL Energy Supply determined that, based on its
strong current cash position and antictpated cash flows, it
would not need to access the commercial paper markets
through at teast the end of 2003. PPL Energy Supply currently
has no commercial paper outstanding. As a result, PPL
Energy Supply requested Standard & Poor's Ratings Services
(S&P), Moody's Investors Service, Inc. (Moody's) and Fitch
Ratings (Fiich) to withdraw their ratings for the currently
inactive commercial paper program, which they did effective
as of July 9, 2003. Based on current cash position and credit
availabilities under its respective revolving credit facilities,
PPL Energy Supply does not expect this decision to limit its
ability to fund its short-term liquidity needs.

Rating Agency Decisions - PPL Eneray Supply

S&P, Moody's and Fitch recently reviewed the credit ratings
on the debt of PPL Energy Supply. Based on their respective
reviews, the rating agencies made certain ratings revisions
which are described below.



Management does not expect these ratings decisions to impact
PPL Energy Supply's ability to raise new long-term debt.
These ratings decisions will have an insignificant impact on
PPL Energy Supply's cost of maintaining its credit facilities
and the cost of any new long-term debi.

The ratings of S&P, Moody's and Fitch are not a
recommendation to buy, sell or hold any securities of PPL
Energy Supply. Such ratings may be subject to revisions or
withdrawal by the agencies at any time and should be
evaluated-independently:of each other and any-other rating that
may.be assigned to its securities.

S&P

In April 2003, S&P notified PPL Energy Supply that it
affirmed the 'BBB’ corporate credit rating for PPL Energy
Supply. S&Pindicated that PPL Energy Supply remains on
negative outlook. S&P indicated that the negative outlook for
PPL Energy Supply reflects its view of weak debt-protection
measures due to low wholesale energy prices. S&P also
affirmed the 'A-2' commercial paper rating of PPL Energy

Supply.
Moody's

In May 2003, Moody's downgraded the credit ratings on PPL
Energy Supply's senior unsecured notes to '‘Baa2' from '‘Baal'.
The Moody's ratings outlook was stable for PPL Energy

Supply.

Moody's stated that its downgrade reflects its concerns about
PPL Energy Supply's modest exposure to merchant generation
risk, the continued weakness in the wholesale power market
and the associated financial impact on PPL Energy Supply,
and concerns regarding the amount of cash flow to be
generated from PPL Energy Supply's non-regulated domestic
operations and the free cash flow available from its regulated
international assets. However, Moody's also indicated that the
full requirements contract between PPL Electric and PPL
EnergyPlus, which previously was approved by the PUC and
which extends through December 2009, provides a predictable
stream of cash flows to PPL Energy Suppiy during such time
period. Moody's also noted that PPL Energy Supply's
management has already implemented a number of initiatives
to strengthen its current credit quality and reduce its debt
levels, such as a sizeable reduction in planned capital
expenditures, the cancellation of projects under development,
workforce reductions and write-downs of certain investments.

PPL Energy Supply's short-term debt rating was not impacted
by Moody's long-terin debt review.

In September 2003, Moody's announced that it was placing
PPL Montana's 8.903% Pass-Through Certificates due 2020
under review for possible downgrade. These securities
currently are rated ‘Baa3' by Moody's. Moody's stated that its
review is prompted by its concerns about the credit profile of
PPL Montana's largest customer, NorthWestern, and lower

cash flow generation than was forecasted at the time the
securities were issued in 2000, See Note 8 10 the Financial
Statements for additional information on NorthWestern's’
current situation. Management does not expect any action by
Moody's based on this review to limit PPL. Montana's ability

fund its short-term liquidity needs. PPL Montana has no pla.
to raise new long-term debt. Any ratings downgrade by
Moody's would have an insignificant impact on PPL Montana's
cost of maintatning the credit facility that it has in place with
its affiliate. In addition, management does not expect any
ratings downgrade by Moody's based on this review to have
any adverse impact on the credit ratings of PPL Energy

Supply.
Fitch
in May 2003, Fitch notified PPL Energy Supply that it:

« affirmed both the BBB+' rating of PPL Energy Supply's
senior unsecured debt, and the F2' rating of its
commercial paper; and

e  placed PPL Energy Supply on negative outlook.

Fitch indicated that the change in outlook for PPL Energy
Supply results from the increase during 2002 in-its generation
asset portfolio that is dependent on merchant generation,
continued weakness in U.S. merchant energy markets and
exposure to international distribution assets primarily in Latin
America and the U.K. However, Fitch noted that PPL Energy
Supply derives significant earnings and cash flow from long-

term supply contracts, including the full requirements contra.
between PPL Electric and PPL EnergyPlus, that on average
account for about 70% of PPL Energy Supply's gross margin
over the next five years.

Rating Agency Decisions - WPD

In February 2003, Moody's confirmed the ratings of WPDH
Limited and WPD (South Wales) at Baa2' and 'Baal’, and
downgraded WPD LLF from Baal' to 'Baa2' and SIUK
Capital Trust | from Baa2' to 'Baa3’. The ouilook on all
ratings was stabie. In March 2003, S&P assigned its BBB+'
senior unsecured debt rating to the £200 million bonds issued
by WPD (South West). At the same time, the '‘BBB+' and 'A-2'
corporate credit ratings on SIUK PLC were withdrawn as a
result of the acquisition of its debt by WPD LLP. S&P
assigned its '‘BBB' long-term and 'A-2' short-term corporate
credit ratings to WPD LLP'in line with the ratings on the rest
of the WPD group. '

Following a review of holding companies of U.K. regulated
utilities, in July 2003 S&P downgraded the long-term ratings
from '‘BBB’ to 'BBB-' and short-term ratings from 'A-2" to 'A-3'
for both WPDH Limited and WPD LLP, and retained a
negative outlook. At the same time, S&P reaffirmed the credit
ratings for WPD (South West) and WPD (South Wales) at

‘BBB+'. This is in line with S&P U.K.'s recently announced .
implementation of a new methodology related to U.K. electric
distnibution holding companies wherein electric distribution



operating companies rated in the 'BBB’ category will have the
parent holding company (WPDH Limited) notched down by
two categories from the operating company rating level.

ative outlook to limit its ability to fund its short-term
uidity needs or access new long-term debt or to impact the
cost of any new long-term debt.

‘?D‘s management does not expect the placement of WPD on

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Accounting and Reporting

PPL Energy Supply 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
Instruments and Hedging Activities," and interpreted by DIG
issues (together, "SFAS 133") and EITF 02-3, "Issues
Involved in Accounting for Derivative Contracts Held for
Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities," to account for contracts
entered into to manage market risk. SFAS 133 requires that ail
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
ve be recognized currently in earnings unless specific hedge
sounting criteria are met. PPL Energy Supply is in the
process of evaluating the impact of adopting EITF 03-11,
"Reporting Realized Gains and Losses on Derivative
Instruments That Are Subject 10 FASB Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities,
and Not 'Held for Trading Purposes' as Defined in EITF Issue
No. 02-3, Tssues Involved in Accounting for Derivative
Contracts Held for Trading Purposes and Contracts Involved
in Energy Trading and Risk Management Activities,' " which
requires prospective application as of October 1, 2003.

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. SFAS 149 is 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

at do not yet exist should be applied to both existing
tracts and new contracts entered into after June 30, 2003.

PPL Energy Supply adopted SFAS 149 effective July 1, 2003.
The adoption of SFAS 149 did not have a significant impact

on PPL Energy Supply for the quarter ended September 30,
2003. PPL Energy Supply has changed the accounting for
certain transactions on a prospective basis 1o conform with
SFAS 149, This change could result in increased volatility in
other comprehensive income and earnings in future periods.

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. The following summarizes the changes to the
electricity guidelines that have been provided to the traders
who are responsible for contract designation for derivative
energy contracts due to the adoption of SFAS 149;

¢  Any wholesale and retail contracts to sell electricity and
the related capacity that are expected to be delivered from
PPL Energy Supply's generation are considered "normal.”
These transactions are not recorded in the financial
statements and have no earnings impact until delivery.

e  Physical electricity-only transactions can receive cash
flow hedge treatment if all of the qualifications under
SFAS 133 are met. Any unrealized gains or losses on
transactions receiving cash flow hedge treatment are
recorded in other comprehensive income.

¢  Physical electricity purchases that increase PPL Energy
Supply's long position and any energy sale or purchase
considered a "market call" are speculative, with
unrealized gains or losses recorded immediately through
earnings.

+  Financial electricity transactions, which can be settled in
cash, cannot be considered "normal” because they do not
require physical delivery. These transactions receivé cash
flow hedge wreatment if they lock in the price PPL Energy
Supptly will receive or pay for energy expected io be
generated or purchaséd in the spot market. Any
unrealized gains or losses on wansactions that receive cash
fiow hedge treatment are recorded in other comprehensive
income.

Transactions which do not qualify for hedge accounting
treatment are marked to market through earnings.

Commodity Price Risk

As of September 30, 2003, PPL Energy Supply estimated that
a 10% adverse movement in market prices across all
geographic areas and time pericds would have decreased the
value of the commodity contracts in its non-trading portfolio
by approximately $174 million. However, the change in the
value of the non-trading portfolio would have been
substantially offset by an increase in the value of the
underlying commodity, the electricity generated, because these
contracts serve to reduce the market risk inherent in the
generation of electricity. Additionaily, the value of PPL
Energy Sopply's unsold generation would be improved.
Because PPL Energy Supply's electricity portfolio is generally
in a net sales position, the adverse movement in prices is
usually an increase in prices. Conversely, because PPL
Energy Supply's commodity fuels porifolio is generally in a net



purchase position, the adverse movement in prices is usually a
decrease in prices. If both of these scenarios happened, the
implied margins.for the unsold generation would increase.

PPL Energy Supply also executes energy contracts to take
advantage of market opportunities. As a result, PPL Energy
Supply may at times 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 activities are shown in the Statement of Income as "Net
energy trading margins.”

PPL Energy Supply's trading contracts mature at various times
through 2005. The following chart sets forth PPL Energy
Supply's net fair market value of trading contracts:

Three Months Ended  Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

Fair value of contracts
oustanding at the
beginning of the period ] 7) % 1 8 6)

Contracts realized or
otherwise settled during the
period 7 (1) 16 % (2)

Fair vaive of new contracis
at inception (5) 2) (12}

Other changes in fair
values 3) i (11) 10

Fair value of contracts
outstanding at the end of
the period $ 3) s (4) § (3) % (4)

During the three and nine months ended September 30, 2003,
PPL Energy Supply reversed net losses of approximately $7
million and $16 million, and during the three and nine months
ended September 30, 2002, PPL Energy Supply reversed net
gains of approximately $1 million and $2 million. These
amounts do not reflect intra-period contracts that were entered
into and settled during the period.

"Other changes in fair values” represents changes in the
market value of contracts outstanding at the end of the period.

As of September 30, 2003, the net unrealized loss on PPL
Energy Supply's trading activities expected 1o be realized in
earnings during the next three months is approximately $9
million,

The following chart segregates estimated fair values of PPL
Energy Supply's trading portfolio at September 30, 2003 based
on whether the fair values are determined by quoted market
prices or other more subjective means. .

Fair Value of Contracts at Period-End
Gains/(Losses
Manurity Maturity
LessThan  Maturity  Maturity i Excess  Total Fair

1 Year 1-3Years 4-S5Years of5Years Vi
Source of Fair Value i
Prices actively quoted

Prices provided by
other external sources $ (1) % (L

Prices based on
models and other .
valvation methods (2) (2)

Fair value of

contracts outstanding

at the end of the

period § _{3) $ (3)

The "Prices actively quoted” category includes the fair value
of exchange-traded natural gas futures contracts quoted on the
New York Mercantile Exchange.

The "Prices provided by other external sources” category
includes PPL Energy Supply's forward positions and options in
natural gas and power and natural gas basis sv'vaps at points for
which over-the-counter (OTC) broker quotes are available.
The fair value of electricity positions recorded above use the
midpoint of the bidfask 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.

category includes the value of transactions for which an
internally developed price curve was constructed as.a result
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.
This level of modeling has been increasingly required due to
the illiquidity of the energy markets.

The "Prices based on models and other valuation methods" .
)

As of September 30, 2003, PPL Energy Supply 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 trading portfolio by $3
million.

Interest Rate Risk

PPL Energy Supply and its subsidiaries have issued debt to
finance their operations. PPL manages interest rate risk for
PPL Energy Supply by using various financial derivaiive
products to adjust the mix of fixed and floating interest rates in
its debt portfolio, adjusting the duration of its debt portfolio
and locking in U.S, Treasury rates (and interest rate spreads
over treasuries) in anticipation of future financing, when \
appropriate. Risk limits under the risk management progran.
are designed to balance risk expasure to volatility in interest
expense and chanpes in the fair value of PPL Energy Supply's



debt portfolio due to changes in the absolute level of interest
rates.

t September 30, 2003, PPL Energy Supply's potential aniual
‘:osure to increased interest expense, based on a 10%
rease in interest rates, was estimated at $1 million.

PPL Energy Supply is also exposed to changes in the fair value
of its debt portfolio. At September 30, 2003, PPL Energy
Supply estimated that its potential exposure to a change in the
fair value of its debt portfolio, through a 10% adverse
movement in interest rates, was $127 million.

PPL and PPL Energy Supply utilize various risk management
instruments to reduce PPL Energy Supply's exposure to
adverse interest rate movements for future anticipated
financings. While PPL Energy Supply is exposed 10 changes
in the fair value of these instruments, they are designed such
that any economic loss in value should be offset by interest
rate savings at the time the future anticipated financing is
completed. At September 30, 2003, PPL Energy Supply
estimated that its potential exposure to a change in the fair
value of these instruments, through a 10% adverse movement
in interest rates, was insignificant.

Foreign Currency Risk

PPL Energy Supply is exposed to foreign currency risk,
primarily through investments in affiliates in Latin America

‘ Europe. In addition, PPL Energy Supply may make
chases of equipment in currencies other than U.S. doliars.

PPL has adopted a foreign currency risk management program
designed to hedge certain foreign currency exposures,
including firm commitments, recognized assets or liabilities
and'net investments. In addition, PPL enters into financial
instruments to protect against foreign currency translation risk.

PPL holds contracts for the forward purchase of 26 million
eurcs and £1 million to pay for certain equipment of a PPL.
Energy Supply subsidiary in 2003 and 2004. The estimated
value of these forward purchases as of September 30, 2003,
being the amcunt PPL would receive to terminate them, was
approximately $6 miilion.

To protect expected income in British pounds sterling, PPL
entered into average rate options for £26 million and average
rate forward sale agreements for £20 million. To protect
expected income in Chilean pesos, PPL entered into average
rate options for 4 billion Chilean pesos. At September 30,
2003, the market value of these positions, representing the
amount PPL. would pay to terminate them, was $1 million.

WPDH Limited executed cross-currency swaps totaling $1.3
illion to hedge the value of its U.S. dollar-denominated
‘nds. The estimated value of this position on September 30,
03, being the amount PPL would pay to terminate them, was
$31 million.
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Nuclear Decommissioning Fund - Securities Price Risk

In connection with certain Nuclear Regulatory Commission
requirements, PPL. Susquehanna maintains trust funds to fund
certain costs of decommissioning the Susquehanna station. As
of September 30, 2003, these funds were invested primarily in
domestic equity securities and fixed-rate, fixed-income
securities and are reflected at fair value on PPL Energy
Supply's Balance Sheet. The mix of securities is designed to
provide returns to be used to fund Susquehanna’s
decommissioning and to compensate for inflationary increases
in decommissioning costs. However, the equity securities
included in the trusts are exposed to price fluctuation in equity
markets, and the values of fixed-rate, fixed-income securities
are exposed to changes in interest rates. PPL Susquehanna
actively monitors the investiment performance and periodically
reviews asset allocation in accordance with its nuclear
decommissioning trust policy statement. At September 30,
2003, a hypothetical 10% adverse movement in interest rates
and a 10% decrease in equity prices would have resulted in an
estimated $21 million reduction in the fair value of the trust
assets.

PPL Electric's 1998 restructuring settlement agreement
provides for the collection of authorized nuclear
decommissioning costs through the CTC. Additionally, PPL
Electric is permitted (o seek recovery from customers of up to
96% of certain increases in these costs. Under the power
supply agreements between PPL Electric and PPL EnergyPlus,
these revenues are passed on to PPL EnergyPlus. Similarly,
these revenues are passed on to PPL Susquehanna under a
power supply agreement between PPL EnergyPlus and PPL
Susquehanna. These revenues are used to fund the trusts.

Related Party Transactions

PPL Energy Supply is not aware of any material ownership
interests or operating responsibility by senior management of
PPL Energy Supply or PPL Montana in outside partnerships,
including leasing transactions with variable interest entities, or
other entities doing business with PPL Energy Supply.

For information on related party accounting transactions, see
Note 9 to the Financial Statements.

Acquisitions and Development

From time-to-time, PPL Energy Supply and its subsidiaries are
involved in negotiations with third parties regarding
acquisitions, joint ventures and other arrangements which may
or may not result in definitive agreements. See Note 7 to the
Financial Statements for information regarding recent
acquisitions and developmeni activities.

At September 30, 2003, PPL Energy Supply had domestic
generation projects under development which will provide 645
MW of additional generation.



PPL Global is continuously reexamining development projects
based on market conditions and other factors to determine
whether to proceed with these projects, sell them, cancel them,
expand them, execute tolling agreements or pursue other
opportunities.

Environmental Matters

See Note 8 to the Financial Statements for a discussion of
environmental matters.

New Accounting Standards
FIN 46

In January 2003, the FASB issued Interpretation No. 46,
"Consolidation of Variable Interest Entities, an Interpretation
of ARB No. 51." FIN 46 clarifies that variable interest
entities, as defined therein, that do not disperse risks among
the parties involved should be consolidated by the entity that is
determined to be the primary beneficiary. FIN 46 also
requires certain disclosures to be made by the primary
beneficiary and by an enterprise that holds a significant
variable interest in a variable interest entity but is not the
primary beneficiary. FIN 46 applies immediately to variable
interest entities created after Jannary 31, 2003 and to variable
interest entities in which an enterprise obtains an interest after
January 31, 2003. For variable interest entities in which an
enterprise holds a variable interest that was acquired before
February 1, 2003, FIN 46 was originally required to be
adopted 0o later than the first fiscal year or interim period
beginning after June 15, 2003. However, in October 2003, the
FASB issued Staff Position No. FIN 46-6, "Effective Date of
FASB Interpretation No. 46, Consolidation of Variable
Interest Entities," which delays 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 1, 2003 until the end of the first
interim period ending after December 15, 2003.

FIN 46 did not have an impact on PPL Energy Supply during
the three or nine months ended September 30, 2003, PPL
Energy Supply is in the process of evaluating entities in which
it holds a variable interest that was acquired before February I,
2003. Except as discussed below, PPL Energy Supply is
currently not aware of any variable interest entities that are not
consolidated as of September 30, 2003 but which it will be
required to consolidate in accordance with FIN 46 effective
December 31, 2003. As it continues to evaluate the impact of
applying FIN 46, PPL Energy Supply may identify additional
entities that it would need to consolidate.

The lessors under the operating leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities are
variable interest entities in which PPL Energy Supply is the
primary beneficiary. Consequently, under FIN 46, PPL
Energy Supply will be required to consolidate the financial
statements of the lessors effective December 31, 2003. The
principal impact from consolidating the lessors under these

68

leases will be the inclusion of the generation facilities as assets
and the lease financing as liabilities in the consolidated
balance sheet of PPL. Energy Supply. Additionally, PPL
Energy Supply will be required to recognize a cumulative
effect of a change in accounting principle in connection wi

the initial consolidation of these variable interest entities. P
Energy Supply estimates that, upon applying the provisions of
FIN 46 to these entities effective December 31, 2003, it will
recognize approximately $1.0 billion of additional assets and
liabilities on its balance sheet and a charge of $27 million, after-
tax, as a curnulative effect of a change in accounting principle.
See Note 15 to the Financial Statements for a discussion of the
leases.

Other

See Note 15 to the Financial Statements for information on
other new accounting standards adopted in 2003 or pending
adoption.

Application of Critical Accounting Policies

PPL Energy Supply'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 Energy Supply, and require estimates or other judgments

of matters inherently uncertain: price risk management,

pension and other postretirement benefits, asset impairment, .

leasing, loss accruals and asset retirement obligations.

See Item 7, "Review of the Financial Condition and Results of
Operations,” in PPL Energy Supply's Annual Report to the
SEC on Form 10-K for the year ended December 31, 2002 for
a discussion of each critical accounting policy, except for asset
retirement obligations which is discussed below. For an
additional discussion on the impact of SFAS 149 on price risk
management, see "Risk Management - Energy Marketing &
Trading and Other" in Financial Condition. 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
reviewed the Form 10-K disclosures regarding the application
of these critical accounting policies with the Audit Committee.

Asset Retirement Obligations

In 2001, the FASB issued SFAS 143, "Accounting for Asset
Retirement Obligations,” which addresses the accounting for
obligations associated with the retirement of tangible long-
lived assets. SFAS 143 requires legal obligations associated
with the retirement of long-lived assets to be recognized as a
liability in the financial statements. The initial obligation
should be measured at the estimated fair value. An equivalent
amount should be recorded as an increase in the value of the
capitalized asset and allocated to expense over the useful lif
of the asset. Until the obligation is settled, the liability should
be increased, through the recognition of accretion expense in




the income statement, for changes in the obligation due to the
passage of time. SFAS 143 is effective for fiscal years
beginning after June 15, 2002.

‘determining asset retirement obligations, management must
ke significant judgments and estimates to calculate fair
value. Fair value is developed through consideration of
estimated retirement costs in today's dollars, inflated to the
anticipated retirement date and then discounted back to the
date the asset retirement obligation was incurred. Changes in
assumptions and estimates included within the calculations of
asset retirement obligations could result in significantly
different results than those identified and recorded in the
financial statements.

PPL Energy Supply adopted SFAS 143 effective January 1,
2003. Initial adoption of the new rules resulted in an increase
in net property, plant and equipment of $32 million, reversal of
previously recorded liabilities of $304 million, recognition of
assel retirement obligations of $229 million, recognition of a
deferred tax Liability of $44 million and a cumuiative effect of
adoption that increased net income by $63 million. PPL
Energy Supply's most significant assumptions surrounding
asset retirement obligations are the forecasted retirernent cost,
discount rate and inflation rate. A variance in the forecasted
retirement cost, discount rate or inflation rate could have a
significant impact on the ARQ liability and the cumulative
effect gain.

The following chart reflécts the sensitivities associated with a
change in these assumptions upon initial adoption. Each
sensitivity below reflects an evaluation of the change based
solely on a change in that assumption-only.

Impact on
Change in Cuomulative Impact on
Assumption Effect ARO Liability
Retirement Cost 10/(10)% $(10¥$10 $21/8(21)
Discount Rate 0.25/(0.25)% $10/8(11) $(22)/525
Inflation Rate 0.25/(0.25)% $(12)/811 $25/$(22)



PPL ELECTRIC UTILITIES CORPORATION AND SUBSIDIARIES

ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This discussion should be read in conjunction with the
Financial Statements and Combined Notes to Condensed
‘Consolidated Financiat Statements included in Item 1 above,
and with the section entitled "Review of the Financial
Condition and Results of Operations" in PPL Electric's Annual
Report to the SEC on Form 10-K for the year ended
December 31, 2002. Terms and abbreviations appearing here
are explained in the glossary. Dollars are in millions, unless
otherwise noted,

Results of Operations

The following discussion, which explains significant changes
in principal items on the Statement of Income, compares the
three and nine months ended September 30, 2003 to the
comparable periods in 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 will necessarily be affected by various
and diverse factors and developments. Furthermore, because
results for interim periods can be disproportionately influenced
by various factors and developments and by seasonal variations,
the results of operations for interim periods do not necessarily
indicate results or trends for the year.

Earnings

The changes in net income from period to period were, in part,
attributable to an unusual item with unfavorable earnings
impacts as show below. Income from core operations, which
excludes the impact of unusual items, should not be considered
as an alternative to net income, which is an indicator of
operating performance determined in accordance with GAAP.
PPL Electric believes that income from core operations,
although a non-GAAP measure, is also useful and meaningful
to investors because it provides them with PPL Electric's
underlying earnings performance as another criterion in
making their investment decisions. PPL Electric's
management also uses income from core operations in
measuring certain corporate performance goals. Other
companies may use different measures to present financial
performance. The table below reconciles income from core
operations to net income, by eliminating the impact of unusual

items. ‘
Three Months Ended  Nine Months Ended

September 30, September 30,
2003 2002 2003 2002
Income (loss) from core
operations 3 (1) % 24 % 28 5 55
Unusual item (net of tax):
Workforee reduction
(Note 14) (5) 5) (19)

Net Income (loss) - actual  § (6) § 24 3 23 § 36

The after-tax changes in core earnings were primarily due lo‘;,

September 30, 2063 vs. September 30, 2

Three Months Nine Months
Ended Ended

Delivery revenues (net of
CTCATC amortization and
interest expense on
transition bonds) $ (2) $ 15
Higher ancillary expenses )
Higher operating and
maintenance expenses 9) (19)
Lower dividends and
distributions on preferred
securities 2 7
Lower interest income (3) {5)
Higher interest expense
(excluding transition bonds) 2) 6]
Settlement of capital stock
tax in 2002 @) )]
Lower affiliated revenues 2) (6)
Higher depreciation expense 2) (4)
Other - net . 3

$ {25) % (27}

The period to period changes in earnings components are
discussed in the balance of "Results of Operations.”

In May 2003, PPL Electric announced that it expects to file ,
request for a delivery rate increase with the PUC in the sprin

of 2004. If approved, the new rates will go into effect in

January 2005, when PPL Electric's distribution rate cap

expires. PPL Electric has not yet determined the amount of

the rate increase it will request, and cannot predict the amount

of such increase that will ultimately be approved by the PUC.

Operating Revenues
Retail Electric

The increase (decrease) in revenues from retail electric
operations was attributable to the following:

September 30, 2003 vs, Septemnber 30, 2002

Three Months Nine Months
Ended Ended

Electric delivery 3 1 3 48
PLR electric generation
supply (2) il
Delivery and PLR supply 10
PPL Generation 6} (12)
Other (4)

3 ) 8 43

The decrease in operating revenue from retail electric
operations for the three months ended September 30, 2003,
compared with the same period in 2002, was primarily due to




lower sales to PPL Generation beginning in April 2003. PPL
Generation's power plants began self-supplying their station
use at that date, rather than taking delivery from PPL Electric.

e increase in operating revenues from retail electric
erations for the nine months ended September 30, 2003,

compared with the'same period in 2002, was primarily due 1o:

e  higher delivery revenues resulting from a 1.5% increase in
deiivery sales. The increase in sales volume was due in
part to colder winter weather in the first quarter of 2003;

¢ higher net unbilled revenues;
higher PLR revenues due to increased energy and capacity
rates in 2003 compared with 2002; and

o lower sales to PPL Generation's power plants, as
described above. '

Wholesale Electric to Affiliate

PPL Electric has a contract to sell to PPL EnergyPlus the
electricity that PPL Electric purchases under contracts with
NUGs. With the termination in February 2002 of a NUG
contract, PPL Electric purchased less NUG energy in 2003 and
thérefore had less electricity to sell to PPL EnergyPlus.

Other Operation Expenses

The increases in other operation expenses were due to:

Septemmber 30, 2003 vs. September 30, 2002
Three Months Nine Months
Ended Ended
Decrease in pension income 5 2 3 11

incremental storm restoration
costs associated with Hurricane .
Isabel -6 6

Increases in expenses in
responding to customers’
service calls 2 4

Environmental accrual fora
former manufactured gas plant 2

Increased electric
contractor/additional material
costs | 2

Increased residential
weatherization program
expenses ] 2

Increase to property damage

provision, based on an aging of

those accounts receivable

Other increases - net 1 4

Reduction in salaries and
benefits as a resuit of the
workforce reduction initiated in

2002 4) 1)

Estimated 2002 vacation
liability adjustment in
conjunction with the workforce

reduction [ (7)

$ 2 3 15

e decreases in pension income for the three and nine months
ended September 30, 2003 were attributable 1o PPL Electric's
participation in PPL's primary domestic pension plan. As a

result of weak capital markets during 2002, PPL's domestic
pension plans experienced significant asset losses. The
weakened market performance decreased economic forecasts,
which resulted in PPL reducing its expected return on assets
assumption for 2003. In addition, declining fixed-income
security yield rates resulted in PPL’s decreasing its discount
rate assumption for its pension plans as of December 31, 2002.
These events and assumnption changes reduced the amount of
pension income PPL will record in 2003, PPL Electric
participates in PPL's primary domestic pension plan and is
allocated approximately 46% of the obligations and costs of
that plan. Through September 30, 2003, PPL Electric was
allocated approximately $3 millicn of pension income and
expects-to be allocated an additional $1 miilion of pension
income in the fourth quarter of 2003. Future levels of pension
income or expense depend on ongoing market conditions and
plan results.

Maintenance Expenses

Maintenance expenses increased by $13 million for the three
months ended September 30, 2003, compared with the same
period in 2002. The increase was primarily due to $7 million
of incremental storm restoration costs due to Hurricane Isabel,
$2 million associated with summer storms and a $2 million
increase in tree trimming costs.

Maintenance expenses increased by $18 million for the nine
months ended September 30, 2003, compared with the same
period in 2002. The increase was primarily due to the $9
million of storm restoration costs mentioned above, as well as
$2 million of work performed to assure reliability of the
transmission and distribution system and $4 million in lower
rent allocations to other PPL affiliates in 2003.

Depreciation

Depreciation increased by $3 million and $7 million for the
three and nine months ended September 30, 2003, compared
with the same periods in 2002, primarily due to plant and
software additions, including the automated meter reading
project.

Taxes, Other Than Income

Taxes, other than income, increased by $9 million and $11
million during the three and nine months ended September 30,
2003, compared with the same periods in 2002, These
increases were primarily due to the settlernent of prior years'
capital stock tax refund claims of $8 million in 2002, and
higher taxes related to an increase in the basis on which capital
stock tax is calculated for 2003.

Workforce Reduction
See Note 14 to the Financial Statements for information

regarding the $33 million charge recorded in June 2002 and
the $9 million charge recorded in September 2003.



Income Taxes.

Income taxes decreased.by $18 million and $5 million for the
three and nine months ended September 30, 2003, compared to
the same periods in 2002, as a result of lower pre-tax book
income.

Dividends and Distributions - Preferred Securities

Dividends and distributions on preferred securities decreased
by $3 million and $12 million during the three and nine
months ended September 30, 2003, compared with the same
periods in 2002, due to the retirement of preferred securities in
2002.

Financial Condition
Liquidity

At September 30, 2003, PPL Electric had $208 million of cash
and cash equivalents and $303 million of long-term debt due
within one year. At December 31, 2002, PPL Electric had $29
million of cash and cash equivalents and $289 million of short-
term debt (including long-term debt due within one year).

The increase in PPL Electric's cash position was primarily the
net resuit of:

cash provided by operating activities of $415 million,
the issuance of $190 million of long-term debt,

e 2 $90 million net decrease in notes receivable from
affiliates, and
a $75 million capital contribution from PPL; offset by
the retirement of $351 million of long-term debt,
payment of $32 million of common and preferred
dividends,
retirement of preferred stock of $14 million,
repayment of commercial paper of $15 miilion, and
capital expenditures of $174 million.

In July 2003, PPL Electric determined that, based on its strong
current cash position and anticipated cash flows, it would not
need to access the commercial paper markets through at least
the end of 2003. PPL Electric currently has no commercial
paper outstanding. As a result, PPL Electric requested
Standard & Poor's Ratings Services (S&P), Moody's Investors
Service, Inc. (Moody's) and Fitch Ratings (Fitch) to withdraw
their ratings for the currently inactive commercial paper
program, which they did effective as of July 9, 2003. Based
on current cash position and credit availabilities under its
respective revolving credit facilities, PPL, Electric does not
expect this decision to limit its ability to fund its short-term
liquidity needs.

Rating Agency Decisions

S&P and Moody's recently reviewed the credit ratings on the
debt and preferred securities of PPL Electric. Based on their
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respective reviews, the rating agencies made certain ratings
revisions which are described below.

Management does not expect these ratings decisions to impact
PPL Electric's ability to raise new long-term debt. These

ratings decisions will have an insignificant impact on PPL .
Electric's cost of maintaining its credit facilities and the cost o

any new long-term debt.

The ratings of S&P and Moody's are not a recommendation to
buy, sell or hold any securities of PPL Electric. Such ratings
may be subject to revisions or withdrawal by the agencies at
any time and should be evaluated independently of each other
and any other rating that may be assigned to its securilies.

S&P

In April 2003, S&P notified PPL Electric that it affirmed 'A-'
ratings on PPL Electric's first mortgage bonds and senior
secured bonds, and placed PPL Electric on negative outlook.
S&P also affirmed the 'A-2' commercial paper rating of PPL
Electric.

Moody's

In May 2003, Moody's downgraded the credit ratings on PPL
Electric's first mortgage bonds and senior secured bonds to
‘Baal' from 'A3'. The ratings outlook was stable for PPL
Electric. PPL Electric's short-term debt rating was not
impacted by Moody's long-term debt review,

For additional information on PPL Electric's liquidity, see It’
7, "Review of the Financial Condition and Resuits of

Operations,” in PPL Electric's Annual Report to the SEC on

Form 10-K for the year ended December 31, 2002.

Risk Management
Market Risk
Commodity Price Risk - PLR Contracts

PPL Electric and PPL EnergyPlus have power supply
agreements under which PPL EnergyPlus sells to PPL Electric
(under a predetermined pricing arrangement) energy and
capacity to fulfill PPL Electric's PLR obligation through 2009.
As a result, PPL Electric has shifted any electric price risk
relating to its PLR obligation to PPL EnergyPlus for 2002
through 2009. See Note 9-to the Financial Statements for
information on the PLR contracts.

Interest Rate Risk

PPL Electric has issued debt to finance its operations, which
increases its interest rate risk. At September 30, 2003, PPL
Electric's potential annual exposure to increased interest
expense, based on a 10% increase in interest rates, was
insignificant.



PPL Electric is also exposed to changes in the fair value of its
debt porifolio. At September 30, 2003, PPL Electric estimated
that its-potential exposure to a change in the fair value of its

bt portfolio, through a 10% adverse movement in intérest
s, was approximately $60 million.

Related Party Transactions

PPL Electric is not aware of any material ownership interests
or operating responsibility by senior management of PPL
Electric in outside partnerships, including leasing transactions
with variable interest entities, or other entities doing business

with PPL Electric.

For information on related party accounting transactions, see
Note 9 to the Financial Statements.

Environmental Matters

See Note 8 to the Financial Statements for a discussion of
environmental matters.
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New Accounting Standards

See Note 15 1o the Financial Statements for information on
new accounting standards adopted in 2003 or pending
adoption,

Application of Critical Accounting. Policies

PPL Electric's financial condition and results of operations are
impacted by the methods, assumptions and estimates used in
the application of critical accounting policies. The following
accounting policies are particularly important to the financial
condition or results of operations of PPL Electric, and require
estimates or other judgments of matters inherently uncertain:
pension and other postretirement benefits, and loss accruals.
See Item 7, "Review of the Financial Condition and Results of
Operations," in PPL Electric's Annual Report to the SEC on
Form 10-K for the year ended December 31, 2002 fora
discussion of each critical accounting policy. 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
reviewed the Form 10-K disclosures regarding the application
of these critical accounting policies with the Audit Committee:



PPL MONTANA, LLC AND SUBSIDIARIES -

ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

The-following analysis of the results of operations and
financial condition of PPL Montana is abbreviated as PPL
Montana meets the conditions set forth in General Instruction
(H)(1){(a) and (b) of Form 10-Q. This discussion-should be
read in conjunction with the Financial Statements and
Combined Notes to Condensed Consolidated Financial
Statements included in Item 1 above, and with the section
entitled "Review of the Financial Condition and Results of
Operations” in PPL Mentana’s Annual Report to the SEC on
Form 10-K for the year ended December 31, 2002. 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 the
nine months ended September 30, 2003 to the comparable
period in 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 will necessarily be affected by
various and diverse factors and developments. Furthermore,
because results for interim periods can be disproportionately
influenced by various factors and developments and by
seasonal variations, the results of operations for interim
periods are not necessarily indicative of results or trends for
the year.

Earnings

Net income increased by $18 million for the nine months
ended September 30, 2003, compared with the same period in
2002. The increase was primarily due to higher wholesale
prices in the western U.S.

Operating Revenues

Operating revenues increased by $46 million for the nine
months ended September 30, 2003, compared with the same
period in 2002. Higher wholesale energy prices in 2003,
compared with 2002, accounted for $35 million of this
increase. Higher sales volumes accounted for an additional
$11 million increase.

Operating E'xpense

Operating expenses increased by $18 million during the nine
months ended September 30, 2003, compared with the same
period in 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 a $19 million increase in energy purchases.
Higher power prices resulted in an $18 million increase in
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energy purchases, while an increase in volumes purchased
resulted in an increase of $1 million.

Generation increased by 306 million kWh during the nine
months ended September 30, 2003, compared with the same
period in 2002. This increase was due to improved
operational performance from coal-fired generation units.

Risk Management - Energy Marketing & Trading and
Other

Market Risk
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
Instruments and Hedging Activities,” and interpreted by DIG
issues (together, "SFAS 133") and EITF 02-3, "Issues
Involved in Accounting for Derivative Contracts Held for
Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities," to account for contracts
entered into to manage market risk. SFAS 133 requires that
derivative instruments be recorded at fair value on the balanb
sheet as an asset or liability (unless they meet SFAS 133
criteria for exclusion) and that changes in the derivative's fair
value be recognized currently in earnings unless specific hedge
accounting criteria are met. PPL Montana is in the process of
evaluating the impact of adopting 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 Defined 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,” which requires
prospective application as of October 1, 2003.

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. SFAS 149 is effective for contracts entered
into or modified and for hedging relationships designated a
June 30, 2003, except certain provisions relating to forward
purchases or sales of when-issued securities or other securities




that do not yet exist should be applied to both existing
contracts and new contracts entered into after June 30, 2003.

ption of SFAS 149 did not have a significant impact on

L Montana for the quarter ended September 30, 2003. PPL
Montana has changed the accounting for certain transactions
on a prospective basis to conform with SFAS 149, This
change could result in increased volatility in other
comprehensive income and earnings in future periods.

‘i, Montana adopted SFAS 149 effective July 1, 2003. The

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. The following summarizes the changes to the
electricity guidelines that have been provided to the traders
who are responsible for contract designation for derivative
energy contracts due to the adoption of SFAS 149:

s  Any wholesale and retail contracts to sell electricity and
the related capacity that are expected to be delivered from
PPL Montana's generation are considered "normal.”
These transactions are not recorded in the financial
statements and have no earnings impact until delivery.

s Physical electricity-only transactions can receive cash
flow hedge treatment if all of the qualifications under
SFAS 133 are met. Any unrealized gains or losses on
transactions receiving cash flow hedge treatment are

\ recorded in other comprehensive income.

Physical electricity purchases that increase PPL Montana's

long position and any energy sale or purchase considered
a “market call” are speculative, with unrealized gains or
losses recorded immediately through earnings.

« Financial electricity 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.

Transactions which do not qualify for hedge accounting
treatment are marked to market through earnings.

Commodiry Price Risk

As of September 30, 2003, PPL Montana estimated that a 10%
adverse movement in market prices across all geographic areas
and time periods would have decreased the value of the
commedity contracts in its non-trading portfolic by
approximately $85 million. However, the change in the value
of the non-trading portfolic would have been substantially

set by an increase in the value of the underlying commodity,
Q electricity generated, because these contracts serve to

uce 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
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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 advantage
of market opportunities. As a result, PPL. Montana may at
times 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
activities are shown in the Statement of Income as "Net energy
trading margins.”

PPL Montana's trading contracts mature at various times
through 2003. PPL Montana's net fair market value of trading
contracts as of September 30, 2003 was insignificant.

As of September 30, 2003, the net unrealized gain on PPL
Montana's trading activities expected to be realized in earnings
during the next three months is insignificant.

PPL Montana estimatied 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 trading portfolio by an insignificant amount at September
30, 2003.

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 exposure to increased
interest expense based on a 10% increase in interest rates.

New Accounting Standards

See Note 15 to the Financial Statements for information on
new accounting standards adopted in 2003 or pending
adoption.

lication 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 estimates or other judgments of matters inherently
uncertain: price risk management, pension and other
postretirement benefits, leasing, and loss accruals.

See Item 7, "Review of the Financial Condition and Results of
Operations,” in PPL. Montana's Annual Report to the SEC on
Form 10-K for the year ended December 31, 2002 for a
discussion of each critical accounting policy. For an
additional discussion on the impact of SFAS 149 on price risk
management, see "Risk Management - Energy Marketing &



Trading and Other” in Financial Condition. 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
reviewed the Form 10-K disclosures regarding the application

of these critical accounting policies with the Audit Committee.
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PPL CORPORATION
PPL ENERGY SUPPLY, LLC
PPL ELECTRIC UTILITIES CORPORATION
PPL MONTANA, LLC AND SUBSIDIARIES

m 3. Quantitative and Qualitative Disclosures About Market Risk

Reference is made to "Risk Management - Energy Marketing & Trading and Other” in Management's Discussion and Analysis of
Financial Condition and Results of Operations.

item 4. Controls and Procedures

(a)

{b)

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 September 30, 2003, the regisirants' 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 quarterly report has been prepared. :

Change in internal controi over financial reporting.
The registrants' principal executive officers and principal financial officers have concluded that there were no changes in the
registrants' internal control over financial reporting during the registrants' third fiscal quarter that have materially affected, or

are reasonably likely to materially affect, the registrants’ irternal control over financial reporting.

PART Il. OTHER INFORMATION

.em 1. Legal Proceedings

For additional information regarding various pending administrative and judicial proceedings involving regulatory, environmental and
other matters, which information is incorporated by reference into this Part II, see:

e Item 3 "Legal Proceedings” in PPL's, PPL Energy Supply's, PPL Electric's and PPL Montana's Annual Report to the SEC on
Form 10-K for the year ended December 31, 2002; and

¢ Note 8 of the registrants’ "Combined Notes to Condensed Consolidated Financial Statements" in Part I of this report.

n



item 6. Exhibits and Reports on Form 8-K

(@) Exhibits .

Computation of Ratio of Earnings to Fixed Charges for the following Company:

12(a) - PPL Energy Supply, LLC and Subsidiaries

Certifications pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, for the quarterly period ended September 30,
2003, filed by the following officers for the following companies;

31(a) - William F. Hecht for PPL Corporation

31(b) - JohnR. Biggar for PPL Corporation

3i(c) - William F. Hecht for PPL Energy Supply, LLC
31(d) - JamesE. Abel for PPL Energy Supply, LL.C

31(e) - JohnF. Sipics for PPL Electric Ulilities Corporation
31(f) - James E. Abel for PPL Electric Utilities Corporation
31(g) - James H. Miller for PPL Montana, L1LC

31(h) - James E. Abel for PPL. Montana, LLC

Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, for the quarterly period ended September 30,
2003, furnished by the following officers for the following companies:

32(a) - William F. Hecht for PPL Corporation

32(b) - John R. Biggar for PPL Corporation

32(c) - William F. Hecht for PPL Energy Supply, LLC
32(d) - James E. Abel for PPL Energy Supply, LLC

32(e) - JohnF. Sipics for PPL Electric Utilities Corporation
32(f) - James E. Abel for PPL Electric Utilities Corporation
32(g) - James H. Miiler for PPL Montana, LLC

32(h) - James E. Abel for PPL Montana, LLC
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(b) Reports on Form 8-K

Report dated July 9, 2003 - PPL., PPL Energy Supply and PPL Electric

Item 5.

Other Events

Announced that based on their strong current cash positions and anticipated cash flows, they will not need to
access the commercial paper markets through at least the end of 2003. As a result of this announcement,
requested Standard & Poor's Ratings Services, Moody's Investor Service, Inc. and Fitch Ratings to withdraw
their ratings for these currently inactive commercial paper programs, effective July 9, 2003.

Report dated July 29, 2003 - PPL

Item 12.

Item 7.

Disclosure of Results of Operations and Financial Condition

Press release regarding PPL's results for the quarter ended June 30, 2003.
Financial Statements and Exhibits

Press release announcing PPL's results for the quarter ended June 30, 2003,

Report dated September 11, 2003 - PPL. Montana

Item 9.

Item 7.

Rating Agency Announcement

Moody's Investors Service, Inc. announced that it was placing PPL Montana's 8.903% Pass-Through
Certificates due 2020 under review for possible downgrade due to the credit profile of PPL Montana's largest
customer, NorthWestern, and lower cash generation than was forecasted at the time the securities were issued in
2000.

Financial Statements and Exhibits

Press Release by Moody's Investors Service, Inc,
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to be signed on their
behalf by the undersigned thereunto duly authorized. The signature for each undersigned company shall be deemed to relate only to
matters having reference to such company or its subsidiaries.

PPL. Corporation
(Registrant)

PPL Energy Supply, LLC
(Registrant)

PPL Electric Utilities Corporation
(Registrant)

PPL Montana, LLC
{Registrant)

Date: November 10, 2003 /s/ John R. Bigggr
John R. Biggar
Executive Vice President and
Chief Financial Officer
{PPL Corporation)
(principal financial officer)

/s/ James E. Abel
James E. Abel
Treasurer
(PPL Energy Supply, LLC)
{principal financial officer)

/s/ Joseph J. McCabe
Joseph J. McCabe
Vice President and Controller
(PPL Electric Utilities Corporation)
(principal accounting officer)

s/ Charles S. Baker
Charles S. Baker
Controller
(PPL Montana, LLC)
(principal accounting officer)
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PPL ENERGY SUPPLY, LLC AND SUBSIDIARIES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Exhibit 12(a)

{Millions of Dollars)
12 Months 12 Months
Ended Ended
September M, Decernber 31,
2003 2002 2001 2000 1999 (c) 1998 (c)
Fixed charges, as defined:
Interest on long-term debt (a) .................. $ 132 169 36 % 54 § 20 % 1]
Interest on short-term debt and '
OLhEr INMETESE ..occevinreeirinirrrrririsisssisiiiene 46 52 33 75 32 14
Amortization of debt discount, .
expense and premium - net...........c.ce..e. 37 9 2 11 1
Estimated interest component of
operating remals ......coeevevvvveececeerricenos 42 23 19 9
Preferred securities distributions of
subsidiaries on a pre-tax basis ............... 10 12
Total fixed charges,. .................... % 267 265 90 $ 149 § 53 3§ 25
Earnings, as defined:
Net income (1088) (b vveeeneeneereeereeens $ 616 507 168 § 246 % 20) § 12
Preferred security dividend requirement.. 8 9
Less undistributed income (loss)
of equity method investments ................ (21) (22) 20 74 56
645 538 148 172 (76) 9
d:
Income taxes (benefit) .........c.cccvveeevienens 230 266 274 125 (29) (6}
Total fixed charges as above
(excluding capitalized interest
and preferred stock dividends of
subsidiaries on a pre-tax basis).............. 249 234 66 135 52 24
Total €arnings............vcvevvvevesveerrres 3 1,124 § 1,038 § 488 % 432 § (53) § 27
Ratio of earnings to fixed charges ................. 4.2 3.9 5.4 2.9 (1.0) 1.1
DEfICIENCY «cevrvemrereerree e cracinaie e et seneases 3 106
(a) The 2003 and 2002 periods were impacted by the acquisition of a controlling interest in WPD. See Note 7 to the Financial Statements for additional
information.
{b) Net income (loss) excludes minority interest and the cumulative effect of a change in accounting principle.
(c) Due to the corporate realignment on July 1, 2000, data in 2000 and subsequent years are not comparable to prior years. See Note 19 in PPL Energy

Supply's Form 10-K for the year ended December 31, 2002 for additiona! information.
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Exhibit 31(a)

CERTIFICATION

[, WILLIAM F. HECHT, the principal executive officer of PPL Corporation (the "registrant"), certify that:
1. Ihave reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 2003;

2. Based on my knowledge, this report does not contain any untruestatement of a material fact or ormit to state a material fact
necessary 1o make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the 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 1 are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e)and 15d-15(e)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that matenial 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 I 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: November 10, 2003 fs/ William F. Hecht
William F. Hecht
Chairman, President and Chief Executive Officer
PPL Corporation
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Exhibit 31(b)

CERTIFICATION

.JOHN R. BIGGAR, the principal financial officer of PPL Corporation (the "registrant"), certify that:

I have reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 2003;

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;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, resulis 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 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 I 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: November 10, 2003 . /s/ John R. Biggar

John R. Biggar
Executive Vice President and Chief Financial Officer
PPL Corporation
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I, WILLIAM F. HECHT, the principal executive officer of PPL Energy Supply, LLC (the "registrant™), certify that: .

1.

Exhibit 31(c)

CERTIFICATION

I have reviewed this quarterly report on Form 10-Q-of the registrant for the quarter ended September 30, 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;

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 conirols 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 ensurée 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 Tnost recent fiscal quarter (the registrant's fourth quarter in the case of an annual report) that has materiaily .
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 I 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 managemen:: or other employees who have a significant role in the
registrant's internal control over financial reporting.

i
Date: November 10, 2003 {s{ William F. Hecht

William F. Hecht
President
PPL Energy Supply, LLC
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Exhibit 31(d)

CERTIFICATION

.,AMES E. ABEL, the principal financial officer of PPL Energy Supply, LLC (the "registrant"), certify that:

1.

2.

I have reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 2003,

Based on my knowledge, this report does nol 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;

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 registrani as of, and for, the periods
presented in this report;

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(¢) 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, (o 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 conirols 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 I 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 1o adversely affect the registrant's ability to record, process, summarize and:report
financial information; and

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

Date: November 10, 2003 {s/ lames E. Abel

James E. Abel
Treasurer

PPL Energy Supply, LL.C
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Exhibit 31(e)

CERTIFICATION -

[, JOHN F. SIPICS, the principal executive officer of PPL Electric Utilities Corporation (the "registrant”), certify that; .
1. Ihave reviewed this quarterly report on Form 10-Q of the registreint for the quarter ended September 30, 2003;

2.  Based on my knowledge, this report does not contain any untree 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 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 consolidatéd
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 tn 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 I 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: November 10, 2003 s/ John F. Sipics
John F. Sipics
President
PPL Electric Utilities Corporation
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Exhibit 31(f)

CERTIFICATION

.JAMES E. ABEL, the principal financial officer of PPL Electric Utilities Corporation (the “registrant”), certify that:
1. T'have reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 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 stalements 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 responsibie 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 10 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 matenally
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 I have disclosed, based on our most recent ¢valuation 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: November 10, 2003 fs/ James E. Abel
James E. Abel
Treasurer
PPL Electric Utilities Corporation
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1, JAMES H..MILLER, the principal executive officer of PPL Montana, LLC (the “registrant"), certify that; .

Exhibit 31(g)

CERTIFICATION

1 have reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 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 t0 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(g)) 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 I 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 contrel over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report
financtial information; and

b. anmy fraud, whether or not material, that involves management or other employees who have a significant role in the
regisirant's internal control over financial reporting.

Date: November 10, 2003 {s/ James H. Miller

James H. Miller

President

PPL Montana, LL.C
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Exhibit 31(h)

CERTIFICATION

.AMES E. ABEL, the principal financial officer of PPL Montana, LLC (the "registrant™), certify that:
1.  Ihave reviewed this quarterly report on Form 10-Q of the registrant for the quarter ended September 30, 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 o the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the 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 oceurred 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 eyaluation of internal control over
financiai reporting, o 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: November 10, 2003 /s/_James E. Abel
James E. Abel
Treasurer
PPL Montana, LLC
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Exhibit 32(a)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 -
FOR PPL CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Corporation (the "Company") for the quarter ended Septem|
30, 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 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

e The information contained in the Covered Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: November 10, 2003 {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
the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32(b)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I FOR PPL CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Corporation (the "Company") for the quarter ended September
30, 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 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: November 10, 2003 /sf John R, Biggar
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.
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Exhibit 32(c)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTICN 906 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ENERGY SUPPLY, LLC'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Energy Supply, LLC (the "Company") for the quarter ended .
September 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"}, 1, the principa
executive officer of the Company, pursuant 1o 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

s The information contained in the Covered Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: November 10, 2003 /sf 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
the 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.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
. FOR PPL ENERGY SUPPLY, LL.C'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly.report on Form 10-Q of PPL Energy Supply, LLC (the "Company") for the quarter ended
September 30, 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 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: November 10, 2003 s/ James E. Abel
Jamnes E. Abel
Treasurer
PPL Energy Supply, LLC

A signed original of this writlen 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.

. r
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Exhibit 32(e)
CERTIFICATE-PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT. TO.SECTION.S06 OF THE SARBANES-OXLEY ACT OF 2002
FOR PPL ELECTRIC UTILITIES CORPORATION'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Electric Ulilities Corporation (the "Company") for the quarte.
ended September 30, 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 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

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: November 10, 2003 {s/ John F. Sipics
John F. Sipics
President
PPL Electric Utilities Corporation

A signed original of this written staternent 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(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-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Electric Utilities Corporation (the "Company”) for the quarter
ended September 30, 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:

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

s The information contained in the Covered Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: November 10, 2003 fs/ 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(g)
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-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In-connection with-the quarterly report on Form 10-Q of PPL Montana, LLC (the "Company™) for the quarter ended .
September 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Covered Report"), I, the principa

executive officer of the Company, pursuant to 18 U.S.C. Section 1350, as adopted pursnant to Section 906 of the Sarbanes-Oxley Act
of 2002, hereby certify that:

s The Covered Report fully complies with the requiremenis of Section 13(a) or 15(d} of the Securities Exchange
Act of 1934, as amended; and

s The information contained in the Covered Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: November 10, 2003 /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
the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32(h)
CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 806-OF THE SARBANES-OXLEY ACT OF 2002
. FOR PPL MONTANA, LLC'S 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2003

In connection with the quarterly report on Form 10-Q of PPL Montana, LLC (the "Company") for the quarter ended
September 30, 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 Securitiés 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: November 10, 2003 /sf James E. Abel
James E. Abel
Treasurer
PPL Montana, LL.C

A signed original of this written statemnent 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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Attachment II-F-1b

PROSPECTUS SUPPLEMENT
{Ta Prospectus dated July 16, 2001)

]

v Aoy

. SV kg
-

PPL Electric Wtilities

PPL Electric Utilities Corporation

4.30% Senior Secured Bonds Due 2013

Interest payable June 1 and December 1

Our Senior Secured Bonds, 4.30% Series due 2013 (the “Offered Bonds™), constitute a series of our Debt
Securities described in the accompanying prospectus. Interest on the Offered Bonds will be payable on June 1 and
December 1, commencing December 1, 2003. The Offered Bonds will mature on June 1, 2013, unless redeemed on an
earlier date. The Offered Bonds are redeemable at our option, in whole at any time or in part from time to time, as
described herein. See “Description of the Offered Bonds—Redermption™,

The Offered Bonds will initially be secured as described in this prospectus suppliement and in the
accompanying prospectus. The lien of the indenture under which the Offered Bonds will be issued may be released in
certain circumstances and subject to certain conditions, including a condition that we provide confirmations from

ertain nationally recognized statistical rating organizations that, at the time of release, the release will not cause a
‘duction in the credit ratings on the Offered Bonds below specified ratings described in the accompanying prospectus.

pon any such. release, the Offered Bonds will cease to be secured and will become our unsecured general obligations.
At such time, we will be subject to certain restrictions on our ability to issue secured debt. See “Description of the
Offered Bonds—Security; Release and Discharge of Lien” herein and “Description of the Debt Securities—Security
—Discharge of Lien; Release Date” in the accompanying prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus supplement, the
accompanying prospectus or any pricing supplement. Any representation to the contrary is a criminal offense.

Price to Underwriting Proceeds, Before

Public Discount Expenses, to Us("
PerOffered Bond. . ... .. ... ... ................ 99.452% 0.650% 98.802%
Total. . ... ... e $99,452,000 $650,000 $98,802,000

(1) Plus accrued interest, if any, from the date of issuance.

The underwriters expect to deliver the Offered Bonds to the purchasers in book-entry form through the
facilities of The Depository Trust Company on or about May 23, 2003,

Sole Book-Running Manager

Banc One Capital Markets, Inc.

Joint Lead Manager
Barclays Capital

: .organ Stanley Wachovia Securities

The date of this prospectus supplement is May 20, 2003



You should rely on the information contained in or incorporated by reference in this prospectus

supplement and the accompanying prospectus. We have not authorized anyone to provide you with

different information. We are not making an offer of these securities in any state where the offer is not
permitted. You should not assume that the information contained in or incorporated by reference in this
prospectus suppiement and the accompanying prospectus is accurate as of any date after the date of this

prospectus supplement.
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PPL Electric Utilities Corporation (“PPL Electric™) is a Pennsylvania corporation. Our principal executive offices
are located at Two Ninth Street, Allentown, Pennsylvania 18101-1179 and our telephone number at that address

is (610) 774-5151. Information about PPL Electric is available on the website of our parent company, PPL

Corporation. PPL Corporation’s website is located at www.pplweb.com. The information on PPL Corporation’s

website is not part of this prospectus supplement. In this prospectus supplement, “we”,
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PPL Electric; and “underwriters™ refers to the firms listed on the cover of this prospectus supplement.
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RECENT DEVELOPMENTS

Strategic Initiative; PLR Obligation

As described in the accompanying prospectus, PPL Electric is required, under the Pennsylvania
Customer Choice Act (as defined in the accompanying prospectus), to act as a “provider of last resort,” or PLR,
and provide electricity to retail customers who do not select an alternate electric energy supplier. As part of a
1998 settlement order by the Pennsyivania Public Utility Commission (“PUC”) in connection with the
restructuring plan we filed under the Customer Choice Act, we agreed to provide this electricity at predetermined
capped rates through 2009. As part of a strategic initiative in 2001, which was designed, among other things, to
substantially reduce our exposure to volatility in energy prices through 2009, we entered into a generation supply
agreement with PPL EnergyPlus, LLC. This 2001 generation supply agreement, together with a previously
existing supply agreement with PPL EnergyPlus, LLC (together, the “PLR Agreements”), provides us with
electricity and capacity in amounts sufficient for us to meet our PLR obligation to deliver electricity at the
predetermined capped rates we may charge to our PLR customers. See “PPL Electric—Strategic Initiative”™ and
“—The New POLR Agreement” in the accompanying prospectus. The PLR Agreements were approved by the
PUC and accepted for filing by the Federal Energy Regulatory Commission (“FERC™’). PPL Energy Supply, LL.C
has guaranteed the obligations of PPL EnergyPlus, LLC under the PLR Agreements. PPL Corporation owns all
of the common stock of PPL Electric. PPL Energy Supply, LLC and PPL EnergyPlus, LLC are indirect wholly-
owned subsidiaries of PPL Corporation.

In addition, as part of our 2001 strategic initiative, we adopted a plan of division and certain
amendments to our Articles of Incorporation and Bylaws designed to reinforce cur legal separateness from PPL
Corporation and its other affiliates. In 2001, the plan of division and these amendments were approved at a
special meeting of our shareholders and became effective, See “PPL Electric—Strategic Initiative™ in the
accompanying praospectus.

Distribution Rate Case

Pursuant to the 1998 PUC settlement order in connection with our restructuring plan under the Customer
Choice Act, we agreed to a cap on our average electricity transmission and distribution rates totaling 1.74 cents
per kWh through December 31, 2004. We currently plan to file a request with the PUC in 2004 to increase our
electricity distribution rates upon the expiration of the rate cap. We have not determined the size of any rate
increase request at this time. We expect that any request for an electricity distribution rate increase would be
subject to extensive review by the PUC, and we cannot predict whether or the extent to which any such rate
increase will be granted by the PUC.

Recent Ratings Infermation

' In April and May 2003, Standard & Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc. (“S&P™), and Fitch Ratings (“Fitch™) each affirmed their outstanding ratings on our senior
secured bonds and first mortgage bonds at “A-."" In May 2003, Moody’s Investor Services, Inc. (“Moody’s™)
downgraded the ratings-on our senior secured bonds and first mortgage bonds to “Baal™ from “A3.”
Management does not expect the action by Moody’s to limit our ability to raise new long-term debt, but such a
downgrade could increase the cost to us of any new long-term debt.

The ratings of S&P, Fitch and Moody’s are not a recommendation to buy, sell or hold any of our
securities. Such ratings may be subject to revisions or withdrawal by these agencies at any time and should be
evaluated independently of each other and any other rating that may be assigned to our securities.
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Amendments to 1945 Mortgage

The 1945 Mortgage (as described in the accompanying prospectus) was amended, as of January 1, 2002,
to delete the provisions described in the accompanying prospectus under “Description of the 1945 Bonds—
Issuance of Additional Bonds under the 1945 Mortgage” that required a net earnings test or net earnings
certificate as a condition precedent to the issuance or authentication of 1945 Mortgage Bonds, and to delete the
dividend covenant described in the accompanying prospectus under “Description of the 1945 Mortgage Bonds—
Dividend Covenant.” {See 1945 Mortgage, Articles V, VI, and VI, Sec. 39, and the Sixty-ninth Supplemental
Indenture, Secs. 3 and 6.)

USE OF PROCEEDS

We will use the net proceeds from the sale of the Offered Bonds for general corporate purposes,
including the future refunding of higher-cost securities.

SUMMARY FINANCIAL INFORMATION

Set forth below is certain summary unaudited consolidated financial information for the three months
ended March 31, 2003 and 2002 and audited consolidated financial information for the years ended December
31, 2002 and 2001. This financial information has been derived from the consolidated financial statements of
PPL Electric, which are incorporated herein by reference. The following material should be read in conjunction
with the consolidated financial statements of PPL Electric and related notes, which are incorporated by reference
herein.

3 Months Ended Year Ended
March 31, December 31,

2003 2002 2002 2001
(in millions of dollars, except ratios)

Operating Revenues . .......... ... .. $753 $697  $2,748  $2.69%4
Operating Income . ...... .. i i e i 99 89 275 419
Income Before Dividends and Distributions on Preferred Secunties . . . . 30 26 55 145
Dividends and Distributions—Preferred Securities ................. 1 6 16 26
NetIncome ... ....... . ... eenaie i . 29 207 39 119
Ratios of Earnings to Fixed Charges() ....... ... ... .............. 1.3@ 1.6 1.2 1.7

(1) The ratios for the years 2000 and 1999 were 2.5 and 3.2, respectively. The ratios are computed using earnings and fixed charges of PPL
Electric and its subsidiaries. Earnings consist of net income (excluding extraordinary items and the cumulative effect of a change in
accounting principle); plus preferred security dividend requirements; income taxes; amortization of capitalized interest on capitalized
leases; and fixed charges (excluding capitalized interest, capitalized interest on capital lease obligations and preferred security
distributions of subsidiaries on a pre-tax basis). Fixed charges consist of interest on short- and long-term debt: other interest charges;
amortization of debt discount, expense.and premium; interest on capital lease obligations; the estimated interest component of operating
rentals; and preferred secunity distributions of subsidiaries on a pre-tax basis. In addition, due to our corporate realignment on July 1,
2000; in which PPL Electric transferred its electric generation and related assets.to PPL Corporation and its subsidiaries and affiliates,
data in 2000 and subsequent years are not comparable to prior years.

{2) Calculated for the twelve months ended March 31, 2002 and 2003,



CAPITALIZATION

. The following table sets forth PPL Electric’s historical unaudited consolidated capitalization as of
March 31, 2003:

* on an actual basis;

* on an as adjusted basis to give effect to (a) the estimated net proceeds of $99 million from the sale
by us of the Offered Bonds in this offering; {b) the deposit of approximately $47 million in cash
with the 1945 Mortgage Trustee to release certain transmission property as described under
“Description of the Offered Bonds—Security; Release and Discharge of Lien” and the application
of such cash to retire approximately $46 million aggregate principal amount of our first mortgage
bonds 77%3%% Series due 2023, at par plus accrued interest in April 2003; and (c) the sinking fund
redemption of our 6.15% Series Preferred Stock in April 2003.

This table should be read in conjunction with our consolidated financial statements, the notes related
thereto and the other financial and operating data incorporated by reference into this prospectus supplement and
the accompanying prospectus.

As of March 31, 2003
Actual As Adjusted
(in millions)

Cashand cash equivalents .. ... ... ... . .. . . . . ... . ... $ 213 $ 255
Short-termdebt . . ... ... .. e 5 136 $§ 1360

Long-term debt (including current portion), excluding transition bonds® .......... .. $1,480 $1,534

Transition bonds (including current portion) ....... ... .. ... .. i 1,608 1,608

. Preferred stock, including sinking fund obligations . ....... . .. ... ....... ... ... .. 82 72

COMMON GQUITY . . . L i i e e e 1.249 1,249

Total $4.419 $4,463

(1) Asof May 20, 2003, the short-term debt balance was 0.

(2) 1n 1999, PPL Transition Bond Company, LLC. which is a wholly-owned subsidiary of PPL Electric, completed an offering of $2.4
billion of transition bonds, of which $1.608 billion were outstanding at March 31, 2003. These transition bonds were used to securitize a
portion of recoveries associated with PPL Electric's stranded costs. This debt is non-recourse toe PPL Electric.
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DESCRIPTION OF THE OFFERED BONDS

The following description of the particular terms of the Offered Bonds supplements, and to the extent
inconsistent, replaces the description of the general terms and provisions of the Debt Securities set forth under
“Description of the Debt Securities” in the accompanying prospectus, to which general description reference is
made. Capitalized terms used but not defined herein shall have the meanings given to them in the accompanying
prospectus, the Offered Bonds or the [ndenture, as the case may be.

General

The Offered Bonds will be issued as one series of Debt Securities under our Indenture, which is more
futly described in the accompanying prospectus. The Offered Bonds will be issued upon the basis of an equal
principal amount of first mertgage bonds issued under the 1945 Mortgage, and delivered to the Trustee under the
Indenture. At March 31, 2003, we could have issued approximately $530 million of first mortgage bonds against
the retirement or cancellation of previously outstanding first mortgage bonds under our 1945 Mortgage.

The Offered Bonds will be issued in fully registered form only, without coupons. The Offered Bonds
will be initially represented by one or more fully registered global securities (the “Global Securities”) deposited
with or on behalf of The Depository Trust Company {“DTC”), as depositary, and registered in the name of DTC
or DTC’s nominee. A beneficial interest in a Global Security will be shown on, and transfers or exchanges
thereof will be effected only through, records maintained by DTC and its participants, as described below under
“—Book-Entry Only Issuance—The Depository Trust Company.” The autherized denominations of the Offered
Bonds will be $1,000 and any larger amount that is an integral multiple of $1,000. Except in limited
circumstances described below, the Offered Bonds will not be exchangeable for Offered Bonds in definitive
certificated form.

Maturity; Interest

The Offered Bonds will mature on June 1, 2013, and wiil bear interest from the date of issuance at a rate
of 4.30% per annum until the principal amount thereof is paid or made available for payment. Interest on the
Offered Bonds will be payabte on each June 1 and December |, commencing December 1, 2003 (each such date,
an “Interest Payment Date™), and at maturity. The regular record dates with respect to any Interest Payment Date
will be the May 15 or November 15, as the case may be, immediately preceding such Interest Payment Date
(whether or not any such regular record date is also a Business Day).

Interest on the Offered Bonds will be computed on the basis of a 360-day year of twelve 30-day months.

If any Interest Payment Date, redemption date or the maturity falls on a day that is not a Business Day,
the required payment of principal, premium, if any, and/or interest will be made on the next succeeding Business
Day as if made on the date such payment was due, and no interest will accrue on such payment for the period
from and afier such Interest Payment Date, redemption date or maturity, as the case may be, to the date of such
payment on the next succeeding Business Day.

“Business Day” with respect to any Offered Bond means any day, other than Saturday or Sunday, which
is not a day on which banking institutions or trust companies in The City of New York, New York or other city in
which a paying agent for such Offered Bond is located, are authorized or required by law, regulanon or executive
order to remain closed.

Redemption

The Offered Bonds of each series will be redeemable at our election, in whole at any tlme or in part
from time to time, at a redemption price equal to the greater of:

{a) 100% of the principal amount of the Offered Bonds to be so redeemed; or
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{(b) as determined by an [ndependent Investment Banker, the sum of the present values of the
remaining scheduled payments of principal and interest on the Offered Bonds to be so redeemed (not
including any portion of such payments of interest accrued to the date of redemption} discounted to the
redemption date on a semiannual basis (assuming a 360-day year consisting of twelve 30-day months) at the
Adjusted Treasury Rate, plus 15 basis points,

plus accrued and unpaid interest to the date of redemption.

“Adjusted Treasury Rate” means, with respect to any redemption date:

(a) the yield, under the heading which represents the average for the immediately preceding week,
appearing in the most recently published statistical release designated “H.15(519)” or any successor
publication which is published weekly by the Board of Governors of the Federal Reserve System and which
establishes yields on actively traded United States Treasury securities adjusted to constant maturity under the
caption “Treasury Constant Maturities,” for the maturity corresponding to the Comparable Treasury Issue (if
no maturity is within three months before or after the Remaining Life {as defined below), yields for the two
published maturities most closely corresponding to the Comparable Treasury Issue shall be determined and
the Adjusted Treasury Rate shall be interpolated or extrapolated from such yields on a straight line basis,
rounding to the nearest month); or

{b) if such release (or any successor release) is not published during the week preceding the
calculation date or does not contain such yields, the rate per annum equal to the semi-annual equivalent yield
to maturity of the Comparable Treasury lssue, calculated using a price for the Comparable Treasury Issue

(expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for such
redemption date.

The Adjusted Treasury Rate shall be calculated on the third Business Day preceding the redemption date.

“Comparable Treasury Issue” means the United States Treasury security selected by an Independent
Investment Banker as having a maturity comparable ta the remaining term to the stated maturity date of the
Offered Bonds to be redeemed that would be utilized, at the time of selection and in accordance with customary
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the remaining term
of the Offered Bonds (the “Remaining Life™),

“Comparable Treasury Price” means (1) the average of four Reference Treasury Dealer Quotations for
such redemption date, after excluding the highest and lowest Reference Treasury Dealer Quotations, or (2) if the
Independent Investment Banker obtains fewer than four Reference Treasury Dealer Quotations, the average of all
such quotations.

“Independent lnvestment Banker™” means one of the Reference Treasury Dealers appointed by us.

“Reference Treasury Dealer” means:

(a) each of Banc One Capita] Markets, Inc., Barclays Capital Inc., Morgan Stanley & Co.
incorporated and Wachovia Securities, inc., and their respective successors; provided, however, that if any
of the foregoing shall cease to be a primary U.S8. Government securities dealer in New York, New York (a
“Primary Treasury Dealer”), we will substitute another Primary Treasury Dealer; and

(b) any other Primary Treasury Dealer selected by us.

“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury Dealer and
any redemption date, the average, as determined by the Independent Investment Banker, of the bid and asked

prices for the Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) quoted
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in writing to the Independent Investment Banker at 5:00 p.m., New York, New York time, on the third Business
Day preceding such redemption date.

Additional information concerning redemption is contained under “Description of the Debt Securities—
Redemption” in the accompanying prospectus.

The Offered Bonds will not be subject to a sinking fund or other mandatory redemption provisions, and
will not be repayable at the option of the Holder prior to the stated maturity date.

Security; Release and Discharge of Lien

Except as described herein and in the accompanying prospectus, all Indenture Securities, including the
Offered Bonds, will be initially secured, equally and ratably, by:

+ an equa! principal amount of first mortgage bonds issued under the 1945 Mortgage, and delivered to
the Trustee under the Indenture, and other Class A Bonds as described in the accompanying
prospectus; subject to certain exceptions, the 1945 Mortgage constitutes a first mortgage lien on
substantially all of our electric transmission and distribution properties; and

» the lien of the Indenture on substantially ail of our tangible electric transmission and distribution
property located in Pennsylvania, which lien is junior to the lien of the 1945 Mortgage.

Each of the Indenture and the 1945 Mortgage creates a lien on substantially all tangible properties of
PPL Electric in Pennsylvania used in the transmission and distribution of electric energy, other than property
duly released from the liens thereof in accordance with the provisions of the Indenture and the 1945 Mortgage, as
the case may be, and certain other excepted property, and subject to certain permitted liens and excepted
encumbrances, in each case as described in the accompanying prospectus.

We may obtain the release of property from the liens of the Indenture and the 1945 Mortgage from time
to time in connection with the sale or other disposition of such property, or in certain circumstances, without any
such disposition, upon the bases provided for such release in the Indenture and the 1945 Mortgage. See
“Description of the Debt Securities—Security—Release of Property” and “Description of the 1945 Mortgage
Bonds—Security” and “—Release Provisions” in the accompanying prospectus.

Recent federal regulatory initiatives, if adopted, may encourage independent ownership of transmission
assets and provide economic incentives for divestiture of transmission assets. While we cannot predict whether
such proposals will be adopted, and while we have no current intention of selling our transmission properties, we
believe that it is prudent to take steps to release transmission property from the liens of our mortgage indentures
so that we can act expeditiously in the event that attractive sale opportunities arise. As a resuit, we may release
certain portions of our transmission properties from such liens from time to time upon the deposit of cash, the
certification of property additions or retired bonds, or other permitted bases as provided in the Indenture and the
1945 Mortgage. In March 2003, we applied for the release of certain transmission lines and other equipment
having a fair value of approximately $47 million upon the basis of approximately $47 million of cash to be
deposited with the trustee under the 1945 Mortgage. Such cash deposits were used to retire outstanding first
mortgage bonds on April 30, 2003. In addition, in April 2003, we applied for the release of transmission property
having a fair value of approximately $35 million upon the basis of property additions.

At any time after all Class A Mortgages, including the 1945 Mortgage, have been satisfied and
discharged, the lien of the Indenture may be released and discharged, without the consent of the holders of the
Offered Bonds, if we deliver to the Trustee Rating Agency Confirmations from each applicable Rating Agency,
to the effect that such release will not result in the reduction or withdrawal of the ratings on the Offered Bonds
below the lower of (x) such Rating Agency’s rating then in effect, and (y) such Rating Agency’s Threshold
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Rating. Upon any such release, the Offered Bonds will cease to be secured and will become our unsecured
. general obligations. At such time, we will be subject to certain restrictions on our ability to issue secured debt.

See “Description of the Debt Securities—Security-—Discharge of Lien; Release Date” and
Limitation on Secured Debt” in the accompanying prospectus.

13

Book-Entry Only Issuance—The Depository Trust Com;;any

DTC will act as securities depositary for the Offered Bonds. The Offered Bonds will be issued only as
fully-registered securities registered in the name of Cede & Co. (DTC’s nominee). One or more fully-registered
global certificates for each series of Offered Bonds, representing the aggregate principal amount of such series of
Offered Bonds, will be issued and deposited with DTC.

The following 1s based upon information furnished by DTC:

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System,
a “clearing corporation” within the meaning of the New York Uniform Commercial Code and a “clearing
agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of [934, as
amended. DTC helds securities that its participants (“Participants™) deposit with DTC. DTC also facilitates
the settlement among Participants of securities transaction, such as transfers and pledges. in deposited
securities through electronic computerized book-entry changes in Participants’ accounts, thereby eliminating
the need for physical movement of securities certificates. “Direct Participants” in DTC include securities
brokers and dealers, banks, trust companies, clearing corporations and certain other organizations. DTC is
owned by a number of its Direct Participants and by The New York Stock Exchange, the American Stock
Exchange, Inc., and the National Association of Securities Dealers, Inc. Access to the DTC system is also
available to others, such as securities brokers and dealers, banks and trust companies that clear transactions

. through or maintain a custodial relationship with a Direct Participant either directly or indirectly (“Indirect

Participants™). The rules applicable to DTC and its Participants are on file with the Securities and Exchange
Commission.

Purchases of Offered Bonds within the DTC system must be made by or through Direct
Participants, which will receive a credit for the Offered Bonds on DTC’s records. The ownership interest of
each actual purchaser of each Offered Bond (“Beneficial Owner™) is in turn to be recorded on the Direct and
Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase, but Beneficial Owners are expected to receive written confirmation providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participants through
which the Beneficial Owners entered into the transaction. Transfers of ownership interests in the Offered
Bonds are to be accomplished by entries made on the books of Participants acting on behalf of Beneficial
Owmers. Beneficial Owners will not receive certificates representing their ownership interests in the Offered

Bonds, except in the event that use of the book-entry system for the Offered Bonds is discontinued, as
discussed below.

To facilitate subsequent transfers, all Offered Bonds deposited by Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co. The deposit of Offered Bonds with DTC
and their registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the Offered Bonds; DTC’s records reflect only the identity of
the Direct Participants to whose accounts such Offered Bonds are credited, which may or may not be the

Beneficial Owners. The Participants will remain responsible for keeping account of their holdings on behalf
of their customers.

The delivery of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial

Owners will be governed by arrangements among them, subject to any statutory or regulatory requirements
. as may be in effect from time to time.
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Redemption notices will be sent to Cede & Co., as registered Holder of the Offered Bonds. If less
than all of the Offered Bonds are being redeemed, DTC’s practice is to determine by lot the amount of the
interest of each Direct Participant to be redeemed.

Neither DTC nor Cede & Co. will itself consent or vote with respect to Offered Bonds. Under its
usual procedures, DTC will mail an omnibus proxy to PPL Electric as soon as possible after the record date.
The omnibus proxy will assign Cede & Co.’s consenting or voting rights to those Direct Participants to
whose accounts the Offered Bonds are credited on the record date (identified in a listing attached to the
Omnibus Proxy).

Payments on the Offered Bonds will be made to DTC. DTC’s practice is to credit Direct
Participants’ accounts on the relevant payment date in accordance with their respective holdings shown on
DTC’s records unless DTC has reason to believe that it will not receive payment on such payment date.
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in
“street name”, and will be the responsibility of such Participants and not of DTC or PPL Electric, subject to
any statutory or regulatory requirements as may be in effect from time to time. Payment to DTC will be the
responsibility of PPL Electric, disbursement of payments to Direct Participants will be the responsibility of
DTC, and further disbursement of payments to the Beneficial Owners will be the responsibility of Direct

* Participants and Indirect Participants.

DTC may discontinue providing its services as securities depositary for the Offered Bonds at any time
by giving notice to us. Under such circumstances, in the event that a successor securities depositary is not
obtained, certificates for the Offered Bonds will be delivered to the Beneficial Owners. Additionally, we may
decide to discontinue use of the system of book-entry transfers through DTC (or a successor depositary). In that
event, certificates for the Offered Bonds will be delivered.

The information in this section concerning DTC and DTC’s book-entry system and procedures has been
obtained from sources that we believe to be reliable, but we take no responsibility for the accuracy thereof.
Neither we, the Trustee nor the underwriters will have any responsibility or liability for any aspect of the records
relating to or payments made on account of beneficial ownership interests in the Offered Bonds or for
maintaining, supervising or reviewing any records relating thereto.

Except as provided herein, a Beneficial Owner of an interest in a global Offered Bond certificate may

not receive physical delivery of the Offered Bonds. Accordingly, each Beneficial Owner must rely on the
procedures of DTC to exercise any rights under the Offered Bonds.
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UNDERWRITING

Under the terms and subject to the conditions contained in an underwriting agreement dated the date
hereof, the underwriters named below have severally agreed to purchase, and we have agreed to sell to them, the
respective principal amounts of Offered Bonds set forth opposite their respective names below:

Principal
Amount of
Underwriters Offered Bonds
Banc One Capital Markets, Inc. ....... ... ... ... .. .......... $ 55,000,000
Barclays Capital Inc. ....... ... ... ... ... ... ... 30,000,000
Morgan Stanley & Co. Incorporated . ........ ... ... ... .... 7,500,000
Wachovia Securities, Inc. ... ... ... .. 7,500,000
Total L e e $100,000,000

The underwriting agreement provides that the obligation of the several underwriters to pay for and
accept delivery of the Offered Bonds is subject to the approval of certain legal matters by their counsel and to
certain other conditions. The underwriters are obligated to take and pay for the Offered Bonds if any are taken.

The underwriters of the Offered Bonds propose to offer the Offered Bonds directly to the public at the
public offering price set forth on the cover page hereof and to certain dealers at a price that represents a
concession not in excess of 0.40% of the principal amount of the Offered Bonds. In addition, the underwriters
may allow, and those selected dealers may reallow, a concession of up to 0.25% of the principal amount to

- certain other dealers. Afier the initial offering of the Offered Bonds, the offering price and other selling terms

may from time to time be varied.

We have agreed to indemnify the several underwriters against certain liabilities, including liabilities
under the Securities Act of 1933, as amended.

PPL Electric’s expenses in connection with the offering of the Offered Bonds, net of the underwriting
discount, are currently estimated to be $150,000.

We do not intend to apply for listing of the Offered Bonds on a national securities exchange, but have
been advised by the underwriters that they presently intend to make a market in the Offered Bonds as permitted
by applicable laws and regulations. The underwriters are not obligated, however, to make a2 market in the Offered
Bonds and any such market making may be discontinued at any time at the sole discretion of the underwriters.
Accordingly, no assurance can be given as to the liquidity of, or trading markets for, the Offered Bonds.

In order to facilitate the offering of the Offered Bonds, the underwriters may engage in transactions that
stabilize, maintain or otherwise affect the price of the Offered Bonds. Specifically, the underwriters may
overallot in connection with the offering, creating a short position in the Offered Bonds for their own account. In
addition, to cover overallotments or to stabilize the price of the Offered Bonds, the underwriters may bid for, and
purchase, the Offered Bonds in the open market. Finally, the underwriting syndicate may reclaim selling
concessions allowed to an underwriter or a dealer for distributing the Offered Bonds in the offering, if the
syndicate repurchases previously distributed Offered Bonds in transactions to cover syndicate short positions, in
stabilization transactions or otherwise. Any of these activities may stabilize or maintain the market price of the
Offered Bonds above independent market levels. The underwriters are not required to engage in these activities
and may end these activities at any time, '

In the ordinary course of their business, certain of the underwriters and their affiliates have engaged and
may in the future engage in investment and commercial banking transactions with us and certain of our affiliates.
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VALIDITY OF THE OFFERED BONDS AND THE 1945 MORTGAGE BONDS

Thomas D. Salus, Esq., Senior Counsel of PPL Services Corporation, and Dewey Ballantine LLP, New
York, New York, counsel to PPL Electric, will pass upon the validity of the Offered Bonds and the 1945
Mortgage Bonds for PPL Electric. Sullivan & Cromwell LLP, New York, New York, will pass upon the validity
of the Offered Bonds and the 1945 Mortgage Bonds for the underwriters. However, all matters pertaining to the
organization of PPL Electric and PPL Electric’s title to its property and the liens of the Indenture and the 1945
Mortgage upon PPL Electric’s propertics will be passed upon only by Mr. Salus. As to matters invoiving the law
of the Commonwealth of Pennsylvania, Dewey Baltantine LLP and Sullivan & Cromwell LLP will rely on the
opinion of Mr. Salus. As to matters involving the law of the State of New York, Mr. Salus will rely on the
opinton of Dewey Ballantine LLP.



PROSPECTUS PPL Electric Utilities Corporation
Two North Ninth Street

Allentown, Pennsylvania 1810i-1179

(610) 774-5151

$900,000,000
PPL Electric Utilities Corporation

Debt Securities

We expect to offer from time to time up to $900,000,000 aggregate principal amount of our Debt
Securities at prices and on terms to be determined at the time of each sale. Until the Release Date
described in this prospectus, the Debt Securities will be secured primarily by

. first mortgage bonds issued under our 1945 first mortgage indenture, which, subject to
certain exceptions described in this prospectus, constitutes a first mortgage lien on
substantially all of our electric transmission and distribution properties, and

. the lien of the Debt Securities indenture on our electric transmission and distribution
properties {other than certain excepted property referred to in this prospectus), which lien is
junior to the lien of the 1945 first mortgage indenture.

Under certain circumstances described in this prospectus, the 1945 first mortgage bonds and lien of
the 1945 first mortgage indenture may be discharged. Upon such a discharge and subject to certain
exceptions described in this prospectus, the lien of the Debt Securities indenture will become a direct first
mortgage lien on our electric transmission and distribution properties. Upon the Release Date described in
this prospectus, the lien of the Debt Securities indenture may be released and discharged, subject to certain
conditions, including the condition that we provide confirmations from certain nationally recognized
statistical rating organizations that the release will not cause a reduction in the credit ratings on the Debt
Securities at the time of release below specified ratings described in this prospectus. Upon the Release
Date, the Debt Securities will cease to be secured and will become our unsecured general obligations.

Upon the Release Date, we will be subject to certain restrictions on our ability to issue secured debt as
described in this prospectus.:

For each series of Debt Securities for which this prospectus is delivered we will deliver an
accompanying prospectus supplement that will set forth the aggregate principal amount, interest rate or
rates and payment dates, maturity date or dates, initial public offering price, the net proceeds to us,
redemption provisions, provisions for repayment or redemption at the option of the holder and any other
specific provisions for and terms of such series of Debt Securities. This prospectus may not be used to sell
securities unless accompanied by a prospectus supplement.

We may offer the securities directly or through underwriters or agents. The applicable prospectus
supplement will describe the terms of any particular plan of distribution.

These securities have not been approved or disapproved by the Securities and Exchange
Commission or any state securities commission, nor has the Securities and Exchange Commission or
any state securities commission determined that this prospeétus is accurate or complete. Any
representation to the contrary is a criminal offense.

The date of this prospectus is July 16, 2001
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FORWARD-LOOKING STATEMENTS

Certain statements contained in this prospectus concerning expectations, beliefs, plans,
objectives, goals, strategies, future events or performance and underlying assumptions and other
statements which are other than statements of historical facts are “forward-looking statements™ within the
meaning of the federal securities laws. Although we believe that the expectations and assumptions
reflected in these statements are reasonable, we cannot make any assurance that these expectations will
prove to be correct. These forward-looking statements involve a number of risks and uncertainties, and
actual results may differ materially from the results discussed in the forward-looking statements. In
addition to the specific factors discussed in this prospectus, the following are among the important factors
that could cause actual results to differ materially from the forward-looking statements:

* market demand and prices for energy, capacity and fuel;

e the effect of any business or industry restructuring;

e our profitability and liquidity;

* new accounting requirements or new interpretations or applications of existing requirements;

e environmental conditions and requirements;

¢ markets and technologies;

e receipt of necessary governimental approvals;

e capital market conditions; and

e our commitments and liabilities.

You should consider any forward-looking statements in light of such important factors and in
conjunction with our other documents on file with the SEC.




New factors that could cause actual results to differ materially from those described in forward-
looking statements emerge from time to time, and it is not possible for us to predict all of such factors, or
the extent to which any such factor or combination of factors may cause actual results to differ from those

.contained in any forward-looking statement. Any forward-looking statement speaks only as of the date
on which such statement is made, and we undertake no obligation to update the information contained in
such statement to reflect subsequent developments or information.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange
Commission, or SEC, using a *“shelf” registration process. Under this shelf process, we may, from time to
time, sell up to $900 million aggregate principal amount of our debt securities, consisting of notes or
bonds (“*Debt Securities”), in one or more offerings. The Debt Securities offered by this prospectus will
be issued pursuant to our Indenture (such Indenture, as it may be supplemented, the “Indenture™), to The
Chase Manhattan Bank, as trustee (the “Trustee’). This prospectus provides a general description of the
Debt Securities we may offer and of our first mortgage bonds (1945 Mortgage Bonds”) issued under our
Mortgage and Deed of Trust dated as of October 1, 1945, as supplemented (the “1945 Mortgage™) to
Bankers Trust Company, as trustee (the “1945 Mortgage Trustee™) which, under the circumstances
described in this prospectus, will secure Debt Securities. Each time we sell Debt Securities, we will
provide a prospectus supplement that will contain specific information about the terms of that offering.
The prospectus supplement may also add, update or change information contained in this prospectus.
You should read both this prospectus and any prospectus supplement together with additional information
described under “Where You Can Find More Information.”

For more detailed information about the Debt Securities and the 1945 Mortgage Bonds, you can

read the exhibits to the registration statement. Those exhibits have been either filed with the registration
. statement or incorporaled by reference to earlier SEC filings listed in the registration statement.

WHERE YOU CAN FIND MORE INFORMATION

Available Information

We file reports and other information with the SEC. Information we file with the SEC can be
inspected and copied at the Public Reference Room maintained by the SEC and at the following Regional

Offices of the SEC:
Public Reference Room New York Regional Office Chicago Regional Office
450 Fifth Street, N.W. 7 World Trade Center Citicorp Center
Room 1024 Suite 1300 500 West Madison Street
Washington, D.C. 20549 New York, New York 10048 Suite 1400

Chicago, Illincis 60661-2551

You may also obtain copies of this information by mail from the Public Reference Section of the
SEC, 450 Fifth Street, N\W., Room 1024, Washington, D.C. 20549, at prescribed rates. You may obtain
further information on the operation of the SEC’s Public Reference Room in Washington, D.C. by calling
the SEC at 1-800-SEC-0330.



The SEC also maintains an Internet world wide web site that contains reports and other

information about issuers, like us, who file electronically with the SEC. The address of that site is
http:/fwww.sec.gov.

Certain of our securities are listed on the New York Stock Exchange (“NYSE”) and the
Philadelphia Stock Exchangeé, and reports and other information concemning us can also be inspected at
the offices of the NYSE at 20 Broad Street, New York, New York 10005 and the Philadelphia Stock
Exchange, 1900 Market Street, Philadelphia, Pennsylvania 19103. In addition, reports and other
information concerning us can be inspected at our offices at Two North Ninth Street, Allentown,
Pennsylvania 18101-1179.

Incorporation by Reference

The rules of the SEC allow us to “incorporate by reference” information into this prospectus,
which means that we can disclose important information to you by referring you to another document
filed separately with the SEC. The information incorporated by reference is deemed to be part of this
prospectus, and later information that we file with the SEC will automatically update and supersede that
information. This prospectus incorporates by reference the documents set forth below that have been
previously filed with the SEC. These documents contain important information about us.

SEC Filings (File No. 1-905) Period/Date(s)

Annual Report on Form 10-K Year ended December 31, 2000
Quarterly Reports on Form 10-Q Quarter ended March 31, 2001
Information Statement regarding Special June 15, 2001

Meeting of Shareowners to be held on July

17, 200}

Current Reports on Form 8-K June 22, 2001

We are also incorporating by reference additional documents that we file with the SEC pursuant
to Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange
Act™), between the date of this prospectus and the termination of the offering of the Securities.

We will provide without charge to each person, including any beneficial owner, to whom a copy
of this prospectus has been delivered, a copy of any and all of these filings. You may request a copy of
these filings by writing or telephoning us at:

PPL Electric Utilities Corporation

Two North Ninth Street

Allentown, Pennsylvania 18101-1179
Attention: Investor Services Department
Telephone: 1-800-345-3085



PPL ELECTRIC

PPL. Electric Utilities Corporation (“PPL Electric”), was incorporated under the laws of the
Commonwealth of Pennsylvania in 1920, and provides electricity delivery service in eastern and central
Pennsylvania. Prior to July 1, 2000, we had been an integrated public utility which engaged in the
generation, transmission and distribution of electricity in our franchised territory in eastern and central
Pennsylvania, and which also engaged in wholesale energy marketing in the United States and Canada.
We also engaged in retail energy marketing in newly deregulated markets through PPL EnergyPlus, LI.C
(“PPL EnergyPlus™), which had been our wholly-owned subsidiary.

In 1996, the Pennsylvania Electricity Generation Customer Choice and Competition Act (the
“Customer Choice Act™), was enacted to restructure Pennsylvania’s electric utility industry in order to
create retail access to a competitive market for generation of electricity. The Customer Choice Act
required each Pennsylvania electric utility to file a restructuring plan to “unbundle” its rates into separate
generation, transmission and distribution components and to permit its customers to directly access
alternate suppliers of electricity. On July 1, 2000, PPL Electric and our parent, PPL Corporation,
completed a corporate realignment in order to effectively separate our regulated transmission and
distribution operations from our recently deregulated generation operations and better position our
companies and affiliates in the new competitive marketplace. As part of the corporate realignment, we
transferred our generating assets to PPL Generation, LLC. We also transferred our wholesale energy
marketing operations to PPL. EnergyPlus, and subsequently transferred our interest in PPL EnergyPlus to
PPL Energy Funding Corporation, another subsidiary of PPL Corporation. We retained our electric
transmission and distribution operations. The corporate realignment followed receipt of various
regulatory approvals, including approvals of the Pennsylvania Public Utility Commission (the “PUC”),
'the Federal Energy Regulatory Commission (the “FERC"), and the Nuclear Regulatory Commission.

POLR Obligation

As a result of the corporate realignment in 2000, we divested ourself of our electric generation
and wholesale energy marketing operations and became engaged primarily in the transmission and
distribution of electricity. Under the Customer Choice Act, we are required to act as a “provider of last
resort,” or POLR, and provide electricity to our retail customers who do not select an alternate electric
energy supplier. As part of a settlement order by the PUC in connection with the restructuring plan we
filed under the Customer Choice Act, we agreed to provide this electricity at predetermined “‘capped”
rates through 2009. Qur POLR obligation after 2009, if any, will be determined by the PUC pursuant to
regulations that have not yet been promulgated. The Customer Choice Act allows for limited rate relief
during the “‘capped” rate period for instances of unforeseen and significant operating or market events, or
changes in law. However, as a result of the settlement order and POLR obligation, through the year 2009,
we generally bear the risk that we will not be able to obtain adequate energy supply at the “capped” rates
we may charge to our retail customers who do not select an alternate electric energy supplier. We

currently have in effect a full requirements energy supply agreement with PPL EnergyPlus that is
designed to satisfy our POLR obligation through the end of 2001.

Strategic Initiative

In April 2001, we announced a strategic initiative (the “Initiative’), designed to substantially
reduce our exposure to volatility in energy prices through 2009 and to reduce our business and financial
risk profile by, among other things, limiting our business activities to the transmission and distribution of
electricity and businesses related to or arising out of the electric transmission and distribution businesses.



Under the Initiative, we are taking the following steps:

Obtaining a long-term electric supply contract, at prices generally equal to the pre-determined
“capped” rates under the PUC settlement order, to satisfy our POLR obligations to retail
customers from 2002 through 2009;

Limiting our businesses to electric transmission and distribution and activities relating to or
arising out of those businesses;

Adopting amendments to our Articles of Incorporation and Bylaws containing corporate

governance and operating provisions designed to reinforce our corporate separateness from
affiliated companies, including:

* Requiring that our assets and our books and records of account be kept separate from
those of our affiliates;

* Requiring that we conduct our business so as to make clear our separateness from our

affiliates, and to make clear that we are not liable for their obligations and that they are
not liable for ours;

* Requiring that we maintain arm’s-length relationships with our affiliates;

® Appointing an independent director to our Board of Directors and requiring 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
comumencement by us of any insolvency proceeding, including any filing by us of a
voluntary petition in bankruptcy or other similar actions;

* Appointing an independent compliance administrator (the “Independent Administrator’)
to review, on a semi-annual basis, our compliance with the new corporate governance

and operating requirements contained in our amended Articles of Incorporation and
Bylaws.

Providing, with respect to the Debt Securities, certain covenants that are designed to limit
certain financial risks, including:

* a covenant restricting our ability to issue additional debt securities under the Indenture or
to merge or make substantial acquisitions if certain conditions, including receipt of
specified rating agency confirmations that the transaction will not cause a reduction of
the rating on the Debt Securities to below the lower of the then ex1stmg ratings or certain
specified threshold ratings;

* acovenant to suspend declarations of dividends on our common stock if the Independent
Administrator has delivered a notice of our noncompliance with the new corporate
governance and operating requirements or if we fail to meet certain financial tests; and

* a covenant to initiate a filing for rate relief with the PUC under certain circumstances if
we fail to meet certain financial covenants. See “Certain Agreements of PPL Electric.”

Adopting a plan of division pursuant to the Pennsylvania Business Corporation Law. The
plan of division will result in two separate corporations. We will be the surviving corporation




and a new Pennsylvania corporation will be created. Under the plan of division, $5 million of
cash and certain of our potential liabilities will be allocated to the new corporation. PPL

Corporation will guarantee the obligations of the new corporation with respect to such
liabilities. These liabilities include:

» any liabilities under contracts that, prior to the division, we had assigned to an affiliate,
and any other contracts under which we have joint liability with any other affiliate, for
which releases from the other contracting party or parties have not been obtained;

¢ any liabilities of PPL Electric under any employee benefit arrangements for payments to
employees of any other affiliate, other than liabilities for which we are liable under
applicable law or regulation notwithstanding the division;

» any liabilities for damages with respect to claims that may be made in the future based on
occurrences arising prior to the effective date of the division for which we may be jointly
liable with any other affiliate, other than tax liabilities and liabilities for which we are
liable under applicable law or regulation notwithstanding the division; and

* any liabilities for damages with respect to claims that may be made in the future based on
occurrences arising, prior to the effective date of the division, which do not relate to or
arise out of (1) our transmission and distribution businesses, or (2) those business
activities that are related to or arise out of our electric transmission and distribution
businesses, other than tax liabilities and liabilities for which we are liable under
applicable law or regulation notwithstanding the division.

The enhancements to our legal separation from our affiliates are intended to minimize the risk
that a court would order our assets and liabilities to be substantively consolidated with those of PPL
Corporation or another affiliate of PPL Corporation in the event that PPL. Corporation or another PPL
Corporation affiliate were to become a debtor in a bankruptcy case. The requirement of an independent
director is mntended to ensure that if PPL Corporation or a PPL Corporation affiliate files a voluntary
bankruptcy or reorganization petition, our Board of Directors will make an independent decision
regarding whether PPL Electric should file a voluntary bankruptcy or reorganization petition based upon
the best interests of PPL Electric and the groups whose interests the directors may properly consider,
rather than make a decision dictated by PPL. Corporation. Taken collectively with the other steps in the
Initiative to reduce our business and financial risk profile, we anticipate that we can increase the leverage
in our capital structure by issuing the Debt Securities. This, in tum, is expected to enable us to replace
higher-cost equity with lower-cost debt, and, thus, lower our total cost of capital. Nevertheless, there can
be no assurance that a bankruptcy court would enforce the provision in our Articles of Incorporation that
requires the consent of the independent director as a condition to the authorization to file a voluntary
bankruptcy petition. In addition, if PPL Corporation or another PPL Corporation affiliate were to become
a debtor in a bankruptcy case, there can be no assurance that a court would not order our assets and
liabilities to be consolidated with those of PPL Corporation or such other PPL Corporation affiliate. Any
such substantive consolidation could resuit in delays or reductions in payments on the Debt Securities.

The New POLR Agreement

We currently have a full requirements energy supply agreement with PPL EnergyPlus that is
designed to satisfy our POLR obligation, as described above, through the end of 2001. Under the existing
POLR agreement, PPL EnergyPlus will provide energy and capacity sufficient for us to meet our POLR
obligation through the end of 2001 at the pre-determined “capped” rates we may charge our POLR
customers during this pericd. In May 2001, we solicited bids from energy suppliers, including PPL



EnergyPlus, to enter into one or more additional generation supply agreements to provide us with electric
energy and capacity in amounts sufficient for us to meet our POLR obligation to deliver electric energy,
beginning in 2002 through 2009, at the pre-determined “capped” rates we may charge to our POLR
customers. PPL EnergyPlus was the low bidder and was selected to provide us with energy and capacity
sufficient to meet our POLR obligations from 2002 through 2009. Under the new supply contract, PPL
EnergyPlus will provide the energy and capacity at the pre-determined “capped” rates. We will also pay
PPL EnergyPlus $90 mullion by January 1, 2002, to offset the difference between the revenues expected
under the -pre-determined “capped” rates and projected market prices through the life of the supply
agreement (as projected by PPL EnergyPlus when it submitted its bid). The purpose of obtaining the
generation supply agreement is to reduce the supply and price risk we would otherwise bear through 2009
in connection with our POLR obligation.

The new POLR agreement contains certain credit and security provisions designed to mitigate
each party’s risk in the event of a failure by the other party to perform its obligations. Among other
things, each of the parties is required, upon the request of the other party, to provide performance
assurance to the other party in the form of cash, letters of credit or other security to the extent that, as of
any date of determination, the difference between the assumed ongoing POLR revenue and the market
value of energy and- capacity exceeds certain specified thresholds, or if the other party has reasonable
grounds to believe that the first party’s creditworthiness or performance will become unsatisfactory. The
current thresholds requiring a party to post collateral as performance assurance are, in the case of PPL
EnergyPlus’ obligations, $100 million, and in the case of our obligations, $150 million. For example, if,
as of any determination date, the market value of energy and capacity required to meet the POLR
obligations exceeded the then assumed future POLR revenues by more than $100 million, PPL
EnergyPlus would be required by the agreement to post performance assurance in the form of cash, letters
of credit or other security, but only to the extent of such excess over $100 million. If the excess were less
than $100 million, no performance assurance would generally be required. In addition, based on current
performance assurance limits, no party is required to provide collateral in excess of $300 million. While
these security provisions are designed to mitigate our risk in the event of a fatlure by PPL EnergyPlus to
perform its obligations under the POLR contract, in such event, we would remain obligated to provide
POLR services through 2009, absent any rate relief, at the pre-determined *‘capped” rates. In this case,
we would probably need to secure electricity to meet our POLR obligation through purchases in the
wholesale electric market at prices which could be substantially higher or lower than the pre-determined
“capped” rates, depending on market conditions at that time.

The POLR contract has been filed with the PUC and the FERC, and we have requested approvals
by the end of July.

Amendments to Articles of Incorporation and Bylaws

A special meeting of our shareowners is to be held on July 17, 2001 for the purpose of approving
the plan of division and the amendments to our Articles of Incorporation and Bylaws referred to above.
PPL Corporation holds all of the shares of our common stock, which represents 99% of the voting shares
in PPL Electric. Thus, PPL Corporation’s approval will assure approval of the plan of division, including
the amendments to the Articles of Incorporation and the Bylaws, at the special meeting. The plan of
division and the amendments to the Articles of Incorporation and Bylaws will become effective upon
filing of articles of division and the plan of division with the Secretary of State of the Commonwealth of
Pennsylvania.




As compared with our current Articles of Incorporation, the amended Articles of Incorporation

wilk:

Require that our Board of Directors include at all times at least one individual who is not,
and within the previous five years was not, a shareholder, director, officer, employee,

customer, supplier or major creditor of us or any affiliated entity (an “Independent
Director™); and

Require the Independent Director’s consent to any action by us (1) to amend the specified
corporate governance and operating provisions of the amended Articles of Incorporation
and Bylaws that are designed to reinforce our corporate separateness from affiliated
companies, or (2) to file a petition commencing a voluntary bankruptcy case, or take
similar specified actions.

The amended Bylaws are designed to reinforce our legal separateness from our affihiates, and
among other things, will require us to:

Engage, whether directly or indirectly through subsidiaries, only (except to the extent
mandated by or necessary to comply with obligations imposed by applicable law or
regulation) in (1) the electric transmission and distribution businesses and (2) those
business activities that are related to or arise out of its electric transmission and

distribution businesses (including, by way of example, activities associated with our
POLR obligations),

Remain separate from PPL Corporation and its other affiliates in a number of specific
ways:

*  QOur funds and other assets may not be commingled with the funds and assets of other
PPL entities and we must pay our own liabilities out of our own funds;

»  We may not hold ourself out as liable for the debts of any of the other PPL entities;

e  We must hold ourself out as a separate entity, conduct our business in our own name,

act solely in our own corporate name and conduct our business so as not to misjead
others as to our identity;

* We must maintain separate accounts and separate books and records of accounts and
financial statements:

e We must observe all formalities required by our Articles of Incorporation and Bylaws
and the Pennsylvania Business Corporation Law;

¢ Our capitalization must be adequate in light of our business and purpose;

e We may not guarantee or become obligated for the debts of PPL Corporation or any
of our other affiliates or make our credit available to satisfy the obligations of, or
pledge our assets for the benefit of, PPL Corporation or any other affiliate, with
specified exceptions for existing guarantees and guarantees of subsidiary obligations;

* We must maintain an arms-length relationshi[; with PPL. Corporation and its other
affiliates;




¢ Our officers and directors must make all decisions with respect to our businesses and
daily operations independent of, and not dictated by, PPL Corporation or any of its
other affiliates, in accordance with applicable law; and

¢ To operate in such manner as our Board of Directors deems reasonable and necessary or

appropriate to preserve our separateness from PPL Corporation or any of its other
affiliates.

We have agreed in the Indenture, that for so long as the Debt Securities remain outstanding, we
will comply in all material respects with the separateness provisions in our Articles of Incorporation and
Bylaws, as such provisions may be amended from time to time in accordance with the provisions of the
Articles of Incorporation and Bylaws.

The amended Articles of Incorporation and Bylaws will permit our Board of Directors to adopt
additional amendments to the Bylaws, including amendments that revise or eliminate provisions that are
designed to reinforce our legal separateness from our affiliates. However, any such amendment must be
approved unanimously by our Board of Directors, including the Independent Director.

The requirement of an independent director is intended to ensure that the provisions in the
amended Articles of Incorporation and Bylaws that are designed to reinforce our corporate separateness
from our affiliates will not be eliminated or revised without an independent decision based upon the best
interests of PPL Electric and the groups whose interests the directors may properly consider, including
Holders of the Debt Securities.

In discharging their duties as directors, including with regard to any action contemplated by the
foregoing or with regard to any action taken or determination made at any time when we are insolvent,
the amended Articles of Incorporation will permit the directors, in considering the best interests of PPL
Electric, to consider the effects of any action upon any groups affected by such action, including holders
of the Debt Securities and our other creditors. In considering the best interests of PPL Electric or the
effects of any action, the directors will not be required to regard the interests of our shareowners as a
dominant or controlling interest or factor.

Independent Administrator

Our board of directors will appoint the Independent Administrator to monitor specified
formalities and activities that support our legal separateness from PPL Corporation and the other affiliates
of PPL Corporation. We will enter into a Compliance Administration Agreement with the Independent
Administrator that requires the Independent Administrator to review, on a2 semi-annual basis, certain
information relating to our activities. In addition, the Compliance Administration Agreement will require
our officers to certify, semi-annually, our compliance with particular formalities intended to reinforce this
legal separateness. The Independent Administrator will also make semi-annual compliance reports to us,
and in the event of continuation of noncompliance beyond specified grace periods, will send a notice
directing us to cease payment of dividends on our common stock. Further, continuance of such
noncompliance could give rise to an event of defauit with respect to the Debt Securities. See “Description
of the Debt Securities ~ Events of Default” and “~Certain Additional Agreements of PPL Electric” below.

The Compliance Administration Agreement can be terminated if we receive Rating Agency
Confirmations from each applicable Rating Agency (in each case as defined below), each to the effect
that the termination of the Compliance Administration Agreement will not result in the reduction or
withdrawal of the ratings on the Debt Securities below the lower of (x) such Rating Agency’s rating then
in effect or (y) such Rating Agency’s Threshold Rating. We may also agree with the Independent
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Administrator to amend the Compliance Administration Agreement (x) if the amendments are necessary
to comply with applicable law or regulation and if our Board of Directors unanimously approves of such
amendment or (y) if we deliver an opinion of nationally recognized bankruptcy counsel to the effect that
the proposed amendment will not adversely affect the likelihood that our assets and liabilities would be
substantively consolidated with those of PPL Corporation or another affiliate of PPL. Corporation in the

event that PPL Corporation or ancther PPL Corporation affiliate were to become a debtor in a bankruptcy
case.

The information above concerning PPL Electric is only a summary and does not purport to
be comprehensive. For additional information concerning PPL Electric, including certain
assumptions, risks and uncertainties involved in the forward-looking statements contained or
incorporated by reference in this prospectus, you should refer to the information described in
“Where You Can Find More Information.”

OQur offices are located at Two Ninth Street, Allentown, Pennsylvania 18101-1179 and our
telephone number is (610) 774-5151.

USE OF PROCEEDS

Unless we indicate differently in the applicable prospectus supplement, we will use the net
proceeds from the sale of the Debt Securities to make payments to PPL EnergyPlus to obtain the energy
supply contract described above, to repurchase a portion of our common stock from PPL Corporation, to
fund construction expenditures, and for other general corporate purposes, including the reduction of short-
term debt currently outstanding having a weighted average interest rate of 4.15%.

RATIOS OF EARNINGS TO FIXED CHARGES
The foilowing table sets forth our ratios of earnings to fixed charges for the periods indicated:
Twelve

Months
Ended Year Ended December 31,

March 31, 2001 2000 1999 1998 1997 1996

Ratio of earnings to
fixed charges (a) (b).............. 2.15(c) 2.72(c) 3.54 3.94 3.48 3.51

(a) The ratios presented for 2001, 2000, 1999 and 1998 are based on net income excluding
extraordinary items.

(b) Excluding non-recurring items, the ratio of earnings to fixed charges are as follows: March
31, 2001, 1.99; 2000, 2.56; 1999, 3.35; and 1998, 3.53.

{(c) Prior to July 1, 2000 the ratios reflect our generation and marketing operations. Due to the
corporate realignment on July 1, 2000, prior years are not comparable to 2001 and 2000.
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DESCRIPTION OF THE DEBT SECURITIES

The following description sets forth certain general terms and provisions of the Debt Securities
that we may offer by this prospectus. We will describe the particular terms of Debt Securities, and
provisions that vary from those described below, in one or more prospectus supplements.

We may issue the Debt Securities from time to time in the future in one or more series. We wil)
issue the Debt Securities under the Indenture.

A form of the Indenture is filed as an exhibit to the registration statement. The Indenture and its
associated documents contain the full legal text of the matters described in this section. Because this
section is a summary, it does not describe every aspect of the Debt Securities or the Indenture. This
summary is subject to and qualified in its entirety by reference to all the provisions of the Indenture,
including definitions of certain terms used in the Indenture. We also include references in parentheses to
certain sections of the Indenture. Whenever we refer to particular sections or defined terms of the
Indenture in this prospectus or in a prospectus supplement, such sections or defined terms are
incorporated by reference herein or in the prospectus supplement. This summary also is subject to and
qualified by reference to the description of the particular terms of your securities described in the
applicable prospectus supplement or suppiements. The Indenture has been qualified under the Trust

Indenture Act, and you should also refer to the Trust Indenture Act for provisions that apply to the Debt
Securities.

There is no requirement under the Indenture that PPL Electric issue future issuances of debt
securities exclusively under the Indenture, and PPL Electric will be free to employ other indentures or
agreements containing provisions different from those included in the Indenture or applicable to one or
more issues of Debt Securities, in connection with future issues of such other debt securities.

General

We may issue an unlimited amount of Debt Securities or other securities under the Indenture,
subject to certain conditions. See “Issuance of Additional Indenture Securities.”” The Debt Securities and
all other debt securities issued under the Indenture are collectively referred to herein as the “Indenture
Securities.”

Until the Release Date described below, the Debt Securities will be issued on the basis of, and
primarily secured by, one or more series of 1945 Mortgage Bonds issued and delivered by PPL Electric to
the Trustee, and the other collateral described below. See “—Security” and “Issuance of Additional
Indenture Securities” below. On the Release Date, and subject to receiving the necessary Rating
Agency Confirmations described below, the Indenture Securities will cease to be secured and will
become our unsecured general obligations, ranking on a parity with our other senior unsecured

indebtedness.

Prior to the issuance of each series, certain terms of the particular Debt Securities have to be
specified in or pursuant to a supplemental indenture, a board resolution, or one or more officer’s
certificates. We refer you to the applicable prospectus supplement(s) for a description of the following
terms of the series of Debt Securities:

(a) the title of such Debt Securities;

(b) any limit upon the principal amount of such Debt Securities;
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(c)
(d)

(e)

(H

(g)

(h)

(i)

the date or dates on which principal will be payable or how to determine such dates;

the rate or rates or method of determination of interest; the date from which interest will
accrue; the dates on which interest will be payable (“Interest Payment Dates™); and any
record dates for the interest payable on such Interest Payment Dates;

any obligation or option of PPL Electric to redeem, purchase or repay Debt Securities,
including any obligations pursuant to any sinking fund or similar redemption provisions,
or any option of the Holder to require PPL Electric to redeem or repurchase Debt
Securities, and the terms and conditions upon which such Debt Securities will be
redeemed, purchased or repaid;

the denominations in which such Debt Securities will be issuable (if other than
denominations of $1,000 and any integral multiple thereof);

whether such Debt Securities are to be issued in whole or in part in the form of one or
more global Debt Securities and, if so, the identity of the depositary for such global Debt
Securities;

any additional events of default or additional covenants for the benefit of the holders of
Debt Securities; and

!

any other terms of such Debt Securities.

Payment of Debt Securities

Interest

Unless we indicate differently in a prospectus supplement, we will pay interest on each Debt
Security on each Interest Payment Date by check mailed to the person in whose name such Debt Security
is registered (the registered holder of any Indenture Security being called a “Holder™ in this prospectus) as
of the close of business on the regular record date relating to such Interest Payment Date, except that

interest payable at maturity (whether at stated maturity, upon redemption or otherwise, “Maturity™) will
be paid to the person to whom principal is paid.

However, if we default in paying interest on a Debt Security, we will pay defaulted interest in
either of the two following ways:

(a)

(b)

We will first propose to the Trustee a payment date for such defaulted interest. Next, the
Trustee will choose a special record date for determining which Holders are entitled to
the payment. The special record date will be between 10 and 15 days before the payment
date we propose. Finally, we will pay such defaulted interest on the payment date to the
Holder of the Debt Security as of the close of business on the Special Record Date.

Altemnatively, we can propose to the Trustee any other lawful manner of payment that is
consistent with the requirements of any securities exchange on which such Debt

Securities are listed for trading. If the Trustee thinks the proposal is practicable, payment
will be made as proposed.

(See Section 307.)
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Principal

Unless we indicate differently in a prospectus supplement, we will pay principal of and any
interest and premium on the Debt Securities at Maturity upon presentation of the Debt Securities at the
office of The Chase Manhattan Bank in New York, New York, as our paying agent. Any other paying
agent initially designated for the Debt Securities of a particular series will be named in the applicable
prospectus supplement.

In our discretion, we may change the place of payment on the Debt Securities, and may remove
any Paying Agent and may appoint one or more additional paying agents (including us or any affiliate).
{See Section 702.)

Form; Transfers; Exchanges
Unless otherwise indicated in a prospectus supplement, the Debt Securities will be issued:
(a) only in fully registered form;
(b) without interest coupons; and
(c) in denominations that are integral multiples of $1,000. (See Sections 201 and 302.)

You may have your Debt Securities divided into Debt Securities of smaller denominations (of at
least $1,000) or combined into Debt Securities of larger denominations, as long as the total principal
amount is not changed. This is called an “exchange.” (See Section 305.)

You may exchange or transfer Debt Securities at the office of the Trustee. The Trustee acts as
our agent for registering Debt Securities in the names of holders and transferring debt securities. We may
appoint another agent (including one of our affiliates) or act as our own agent for this purpose. The entity
performing the role of maintaining the list of registered holders is called the “Security Registrar.” It will
also perform transfers. {See Section 305.)

In our discretion, we may change the place for registration of transfer of the Debt Securities and
may change the Security Registrar. (See Sections 305 and 702.)

Except as otherwise provided in a prospectus supplement, there will be no service charge for any
transfer or exchange of the Debt Securities, but you may be required to pay a sum sufficient to cover any
tax or other governmental charge payable in connection with the transfer or exchange. We may block the
transfer or exchange of (a) Debt Securities during a period of 15 days prior to giving any notice of
redemption or (b) any Debt Security selected for redemption in whole or in part, except the unredeemed
portion of any Debt Security being redeemed in part. (See Section 305.)

Redemption

We will set forth any terms for the redemption of Debt Securities in a prospectus supplement.
Unless we indicate differently in a prospectus supplement, and except with respect to Debt Securities
redeemable at the option of the Holder, Debt Securities will be redeemable upon notice by mail between
30 and 60 days prior to the redemption date. If less than all of the Debt Securities of any series or any
tranche thereof are to be redeemed, the Trustee will select the Debt Securities to be redeemed. In the
absence of any provision for selection, the Trustee will choose a method of random selection as it deems
fair and appropriate. (See Sections 503 and 504.)
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Debt Securities will cease to bear interest on the redemption date. PPL Electric will pay the
redemption price and any accrued interest to the redemption date once you surrender the Debt Security for
redemption. (See Section 505.) If only part of a Debt Security is redeemed, the Trustee will deliver to
you a new Debt Security of the same series for the remaining portion without charge. (See Section 506.)

We may make any redemption at our option conditional upon the receipt by the Paying Agent, on
or prior to the date fixed for redemption, of money sufficient to pay the redemption price. If the Paying
Agent has not received such money by the date fixed for redemption, we will not be required to redeem
such Debt Securities. (See Section 504.)

Security

Except as described below under this heading and under “Issuance of Additional Indenture
Securities,” and subject to the exceptions we discuss under “Discharge of Lien; Release Date” and under
“Satisfaction and Discharge,” all Indenture Securities will be secured, equally and ratably, by:

(a) an equal principal amount of first mortgage bonds issued under the 1945 Mortgage, and
delivered to the Trustee under the Indenture, and other Class A Bonds as described
below; as discussed under “Description of the 1945 Mortgage Bonds — Security,” the
1945 Mortgage constitutes, subject to certain exceptions, a first mortgage lien on
substantially all of our electric transmission and distribution properties; and

(b) the lien of the Indenture on substantially all of our tangible electric transmission and
distribution property located in Pennsylvania, which lien is junior to the lien of the 1945
Mortgage. We sometimes refer to our property that is subject to the lien of the Indenture
as “Mortgaged Property.”

See “Discharge of Lien; Release Date” for a discussion of provisions of the Indenture pursuant to
which, subject to the satisfaction of the specified conditions, the lien of the Indenture would be discharged
and the Indenture Securities would become our unsecured obligations.

Class A Bonds

As discussed below under “Certain Additional Agreements of PPL Electric — Consolidation,
Merger and Conveyance of Assets as an Entirety,” we will be permitted to merge or consolidate with
another company upon meeting specified requirements, including, under certain circumstances, a
requirement that we deliver written evidence to the Trustee to the effect that the merger or consolidation
will not result in the withdrawal or reduction of the ratings on the outstanding Debt Securities by three
Rating Agencies (as defined below) below the lower of the ratings then in effect or certain specified
threshold ratings described below. See “Certain Additional Agreements of PPL Electric — Ratings”
below. Following a merger or consolidation of another company into us, we could deliver to the Trustee
bonds issued under an existing mortgage on the properties of such other company in lieu of or in addition
to bonds issued under the 1945 Mortgage. In such event, the Indenture Securities would be secured,
additionally, by such bonds and by the lien of the Indenture on the properties of such other company,
which would be junior to the liens of such existing mortgage and the 1945 Mortgage. The 1945 Mortgage
and all such other mortgages are hereinafter collectively referred to as the “Class A Mortgages,” and all

bonds issued under the Class A Mortgages and delivered to the Trustee are hereinafter collectively
referred to as the “Class A Bonds.” (See Section 1706.)

Class A Bonds, including 1945 Mortgage Bonds, that are the basis for the authentication and
delivery of Indenture Securities (a) will be delivered to, and registered in the name of, the Trustee or its
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nominee and will be owned and held by the Trustee, subject to the provisions of the Indenture, for the
benefit of the Holders of all Indenture Securities outstanding from time to time; (b) will mature or be
subject to mandatory redemption on the same dates, and in the same principal amounts, as such Indenture
Securities; and (c)(i) may, but need not, bear interest and (ii) may, but need not, contain provisions for the
redemption at our option, any such redemption to be made at a redemption price or prices not less than the
principal amount of such Class A Bonds. (See Sections 1602 and 1701). To the extent that Class A
Bonds do not bear interest, holders of Indenture Securities will not have the benefit of the lien of a
Class A Mortgage in respect of an amount equal to accrued interest, if any, on the Indenture Securities;
however, such holders will nevertheless have the benefit of the lien of the Indenture in respect of the
amount of accrued interest.

Any payment by us of principal of or premium or interest on the Class A Bonds delivered to and
heid by the Trustee will be applied by the Trustee to the payment of any principal, premium or interest, as
the case may be, in respect of the Indenture Securities which is then due. Our obligation under the
Indenture to make such payment in respect of the Indenture Securities will be deemed satisfied and
discharged to the extent of such payment. If, at the time of any such payment of principal of Class A
Bonds, there is no principal then due in respect of the Indenture Securities, the proceeds of the payment
will constitute Funded Cash and will be held by the Trustee as part of the Mortgaged Property, to be
withdrawn, used or applied as provided in the Indenture. If, at the time of any such payment of premium
or interest on Class A Bonds, there is no premium or interest then due on the Indenture Securities, the
payment will be remitted to us at our request; except that, if any Event of Default, as described below, has
occurred and is continuing, the payment will be held as part of the Mortgaged Property until the Event of
Default has been cured or waived. (See Section 1702 and “Withdrawal of Cash’ below.)

Any payment by us on Indenture Securities authenticated and delivered on the basis of the
delivery to the Trustee of Class A Bonds (other than by application of the proceeds of a payment in
respect of such Class A Bonds) will, to the extent thereof, be deemed to satisfy and discharge our
obligations, if any, to make a corresponding payment, in respect of such Class A Bonds which is then
due. (See Section 1702).

The Trustee may not sell, assign or otherwise transfer any Class A Bonds except to a successor
trustee under the Indenture. (See Section 1704.) At the time any Indenture Securities which have been
authenticated and delivered upon the basis of Class A Bonds, cease to be outstanding (other than as a
result of the application of the proceeds of the payment or redemption of such Class A Bonds), the

Trustee will surrender to us, or upon our order, an equal principal amount of such Class A Bonds. (See
Section 1703.)

When no Class A Bonds are outstanding under a Class A Mortgage except for Class A Bonds
delivered to and held by the Trustee, then, at our request and subject to satisfaction of certain conditions,
the Trustee will surrender such Class A Bonds for cancellation, the related Class A Mortgage will be
satisfied and discharged, the lien of such Class A Mortgage on our property subject thereto will cease to
exist and the priority of the lien of the Indenture, as to such property, will be increased accordingly. (See
Section 1703.) If and when no Class A Mortgages are in effect, the Indenture will constitute a direct, first
mortgage lien on our electric utility property, subject to certain Permitted Liens and certain other
exceptions described below (see “Lien of the Indenture” below).

At the date of this prospectus, the only Class A Mortgage is the 1945 Mortgage, and the only
Class A Bonds issuable at this time are 1945 Mortgage Bonds issuable under the 1945 Mortgage. Upon
discharge of the 1945 Mortgage and assuming no other Class A Mortgage exists at the time, the lien of
the Indenture would become a first mortgage lien, subject to certain Permitted Liens as referred to below.
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Lien of the Indenture

The Indenture creates a lien on substantially all tangible properties of PPL Electric in
Pennsylvania used in the transmission and distribution of electric energy, other than certain excepted
property and subject to certain permitted liens, in each case as described below. We sometimes refer to
PPL Electric’s transmission and distribution properties of the type subject to the lien of the Indenture,
regardless of whether the Release Date has occurred, but exclusive of Excepted Property described below,
as “Electric Utility Property.” At the date of this prospectus, substantially all of such property, while
subject to the lien of the Indenture, is also subject to the prior lien of the 1945 Mortgage. For so long as
the 1945 Mortgage is in effect, the Indenture Securities will have the benefit of the first morigage lien of
the 1945 Mortgage on such property, and the benefit of the prior lien of any additional Class A Mortgage
on any property subject thereto, to the extent of the aggregate principal amount of Class A Bonds, issued
under the respective Class A Mortgages, held by the Trustee.

Permitted Liens. The lien of the Indenture is subject to permitted liens described in the
Indenture. Such permitted liens include liens existing at the execution date of the Indenture, liens on
property at the time we acquire such property, tax liens and other governmental charges which are not
delinquent or which are being contested in good faith, mechanics’, construction and materialmen’s liens,
certain judgment liens, easements, reservations and rights of others (including governmental entities) in,
and defects of title in, our property, certain leases and leasehold interests, liens to secure public
obligations, rights of others to take minerals, timber, electric energy or capacity, gas, water, steam or
other products produced by us or by others on our property, rights and interests of Persons other than us
arising out of agreements relating to the common ownership or joint use of property, and liens on the
interests of such Persons in such property, liens which have been bonded or for which other security
arrangements have been made, liens created in connection with the issuance of tax-exempt debt securities,
purchase money liens and liens related to the construction or acquisition of property, or the development
or expansion of property, liens which secure specified Indenture Securities equally and ratably with other
obligations, and additional liens on any of our property (other than Excepted Property, as described
below) to secure debt for borrowed money in an aggregate principal amount not exceeding 10% of the
total assets of PPL Electric and its consolidated subsidiaries, as shown on the latest audited balance sheet
of PPL Electric and such subsidiaries. (See Granting Clauses and Section 101 and Section 707.)

The Indenture provides that the Trustee will have a lien, prior to the lien on behalf of the holders
of Indenture Securities, upon the Mortgaged Property for the payment of its reasonable compensation and

expenses and for indemnnity against certain liabilities. (See Section 1007.) Any such lien would be a
Permitted Lien under the Indenture.

Excepted Property. The lien of the Indenture does not cover, among other things, the following
types of property: property located outside of Pennsylvania; property not used in the electric transmission
and distribution business; cash and securities not paid, deposited or held under the Indenture; contracts,
leases and other agreements of all kinds, contract rights, bills, notes and other instruments, accounts
receivable, claims, demands and judgments; governmental and other licenses, permits, franchises,
consents and allowances; intellectual property rights and other general intangibles; vehicles, movable
equipment, aircraft and vessels; all goods, stock in trade, wares, merchandise and mventory held for sale
or lease in the ordinary course of business; materials, supplies, inventory and other personal property
consumable in the operation of our business; fuel; tools and equipment; fumiture and furmnishings;
computers and data processing, telecommunications and other facilities used primarily for administrative
or clerical purposes or otherwise not used in connection with the operation or maintenance of electric
transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; electric
energy, gas, steam, water and other products generated, produced, manufactured, purchased or otherwise
acquired; real property and facilities used primarily for the production or gathering of natural gas: and
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leasehold interests. We sometimes ref r to property of PPL Electric not covered by the lien of the
Indenture as “Excepted Property.” (See t iranting Clauses.)

We may enter into supplemental \ ndentures with the Trustee, without the consent of the Holders,
in order to subject additional property (including property that would otherwise be excepted from such
lien) to the lien of the Indenture. (See Section 1301.) This property would constitute Property Additions

and would be available as a basis for the issuance of Indenture Securities. See “Issuance of Additional
Indenture Securities.”

The Indenture provides that after-acquired Electric Utility Property (other than Excepted
Property) will be subject to the lien of the Indenture. (See Granting Clause Second.) However, in the case
of consolidation or merger (whether or not we are the surviving company) or transfer of the Mortgaged
Property as or substantially as an entirety, the Indenture will not be required to be a lien upon any of the
properties either owned or subsequently acquired by the successor company except properties acquired
from us in or as a result of such transfer, as well as improvements, extensions and additions (as defined in
the Indenture) to such properties and renewals, replacements and substitutions of or for any part or parts

thereof. (See Section 1203 and “Consolidation, Merger and Conveyance of Assets as an Entirety”
below.)

See “Discharge of Lien; Release Date” for a discussion of provisions of the Indenture pursuant to
which, subject to the satisfaction of specified conditions, all the Mortgaged Property would be released
from the lien of the Indenture and Indenture Securities would become our unsecured obligations.

Issuance of Additional Indenture Securities

Subject to the issuance restrictions described below, the maximum principal amount of
Indenture Securities that may be authenticated and delivered under the Indenture is unlimited. (See
Section 301.) Indenture Securities of any series may be issued from time to time on the basis of, and in
an aggregate principal amount not exceeding:

(a) the aggregate principal amount of Class A Bonds delivered to the Trustee;

(b) the Cost or Fair Value to PPL Electric (whichever is less) of Property Additions (as.
described below) which do not constitute Funded Property (generally, Property Additions
which have been made the basis of the authentication and delivery of Indenture
Securities, the release of Mortgaged Property or the withdrawal of cash, which have been
substituted for retired Funded Property or which have been used for other specified
purposes) after certain deductions and additions, primarily including adjustments to offset
property retirements;

() the aggregate principal amount of Retired Securities, but if Class A Bonds had been made
the basis for the authentication and delivery of such Retired Securities, only after the
discharge of the related Class A Mortgage; or

(d) an amount of cash deposited with the Trustee. (See Aricle Sixteen.)

Property Additions generally include any property which is owned by PPL Electric and is subject
to the lien of the Indenture. (See Section 104.) '

We expect that, until the 1945 Mortgage has been discharged, we will issue Indenture Securities
primarily on the basis of Class A Bonds issued under our 1945 Mortgage. However, we have reserved
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the right to issue additional Indenture Securities on the basis of property additions, retired Indenture
Securities and cash deposits, and not on the basis of Class A Bonds issued under our 1945 Mortgage.

Limitation on Issuance of Additional Securities

We have agreed that for so long as the Debt Securities are outstanding, we will not issue
additional Indenture Securities (other than Indenture Securities issued to refund outstanding Indenture
Securities, outstanding bonds issued under the 1945 Mortgage or other Class A Bonds, and other than
Indenture Securities issuable upon permitted transfers and exchanges, or for lost or mutilated Indenture
Securities) unless we have received Rating Agency Confirmations from each applicable Rating Agency
(in each case as defined below), each to the effect that the issuance of such additional Indenture Securities
will not result in the reduction or withdrawal of the ratings on the Debt Securities below the lower of (x)
such Rating Agency’s rating then in effect or (y) such Rating Agency’s Threshold Rating. (See
Supplemental Indenture, Section 102.)

Release of Property

Unless an Event of Default has occurred and is continuing, we may obtain the release from the
lien of the Indenture of any Mortgaged Property, except for cash held by the Trustee, upon delivery to the
Trustee of an amount in cash equal to the amount, if any, by which the Cost of the property to be released
(or, if less, the Fair Value to us of such property at the time it became Funded Property) exceeds the
aggregate of:

(a) an amount equal to the aggregate principal amount of obligations secured by Purchase
Money Liens upon the property to be released and delivered to the Trustee;

(b) an amount equal to the Cost or Fair Value to us (whichever is less) of certified Property
Additions not constituting Funded Property after certain deductions and additions,
primarily including adjustrnents to offset property retirements (except that such
adjustiments need not be made if such Property Additions were acquired or made within
the 90-day period preceding the release);

(c) the aggregate principal amount of Indenture Securities we would be entitled to issue on
the basis of Retired Securities (with such entitlement being waived by operation of such
release);

(d) the aggregate principal amount of Indenture Securities delivered to the Trustee (with such

Indenture Securities to be canceled by the Trustee);

(e) any amount of cash and/or an amount equal to the aggregate principal amount of
obligations secured by Purchase Money Liens upon the property released delivered to the
trustee or other holder of a lien prior to the lien of the Indenture, subject to certain
limitations described below; and

® any taxes and expenses incidental to any sale, exchange, dedication or other disposition
of the property to be released.

(See Section 1803.)

Property which is not Funded Property may generally be released from the lien of the Indenture
without depositing any cash or property with the Trustee as long as (a) the aggregate amount of Cost or
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Fair Value to us (whichever is less) of all Property Additions which do not constitute Funded Property
(excluding the property to be released) after certain deductions and additions, primarily including
adjustments to offset property retirements, is not less than zero or (b) the Cost or Fair Value (whichever is
less) of property to be released does not exceed the aggregate amount of the Cost or Fair Value to us
{whichever is less) of Property Additions acquired or made within the 90-day period preceding the
release. (See Section 1804.)

The Indenture provides simplified procedures for the release of property which has been released
from the lien of a Class A Mortgage, minor properties and property taken by eminent domain, and
provides for dispositions of certain obsolete property and grants or surrender of certain rights without any
release or consent by the Trustee. (See Sections 1802, 1805 and 1807.)

If we retain any interest in any property released from the lien of the Indenture, the Indenture will
not become a lien on such property or such interest therein or any improvements, extensions or additions

to such property or renewals, replacements or substitutions of or for such property or any part or parts
thereof. (See Section 1810.)

Withdrawal of Cash

Unless an Event of Default has occurred and is continuing, and subject to certain limitations, cash
held by the Trustee may, generally, (1) be withdrawn by us (a) to the extent of the Cost or Fair Value to
us (whichever is less) of Property Additions not constituting Funded Property, after certain deductions
and additions, primarily including adjustments to offset retirements (except that such adjustments need
not be made if such Properiy Additions were acquired or made within the 90-day period preceding the
withdrawal) or (b) in an amount equal to the aggregate principal amount of Indenture Securities that we
would be entitled to issue on the basis of Retired Securities (with the entitlement to such issuance being
waived by operation of such withdrawal) or (¢) in an amount equal to the aggregate principal amount of
any outstanding Indenture Securities delivered to the Trustee, or (2) upon our request, be applied to
(a) the purchase of Indenture Securities or (b) the payment (or provision for payment) at stated maturity
of any Indenture Securities or the redemption {or provision for payment) of any Indenture Securities
which are redeemable (see Section 1806); except that cash deposited with the Trustee as the basis for the
authentication and delivery of Indenture Securities, as well as cash representing a payment of principal of
Class A Bonds, may, in addition, be withdrawn in an amount equal to the aggregate principal amount of
Class A Bonds delivered to the Trustee. (See Sections 1605 and 1702.)

Discharge of Lien; Release Date

At any time after all Class A Mortgages have been satisfied and discharged, as discussed in
“Security,” the Indenture may be amended and suppiemented, without the consent of the holders of Debt
Securities or any other Indenture Securities, to eliminate all terms and conditions relating to security for
the Indenture Securities, with the result that our obligations under the Indenture and the Indenture
Securities (including the Debt Securities) would be entirely unsecured. We refer to the date on which the
elimination of security occurs as the “Release Date.”

The occurrence of the Release Date is subject to our delivery of the following documents to the
Trustee:

(a) an officer’s certificate stating that

14y to his knowledge, no Event of Default has occurred and is continuing; and
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(b)

(c)

(2) all Class A Mortgages have been discharged;

Rating Agency Confirmations from each applicable Rating Agency, each to the effect
that such amendment and supplement will not result in the reduction or withdrawal of the
ratings on the Debt Securities below the lower of (x) such Rating Agency’s rating then in
effect, and (y) such Rating Agency’s Threshold Rating; and

an opinion of counsel to the effect that none of our Electric Utility Property, other than

Excepted Property, is subject to any lien other than the lien of the Indenture and
Permitted Liens.

Upon the execution and delivery of the amendment of the Indenture as contemplated above, the
lien of the Indenture will be deemed to have been satisfied and discharged and the Trustee will release the
Mortgaged Property from the lien of the Indenture. (See Section 1811.)

Limitation on Secured Debt

Unless we specify differently in a prospectus supplement for the Debt Securities, after the
Release Date, so long as any of the Debt Securities remain outstanding, we will not issue any Secured
Debt other than Permitted Secured Debt (in each case as defined below) without the consent of the
Holders of a majority in principal amount of the outstanding Indenture Securities of all series with respect
to which this covenant is made, considered as one class; provided, however, that this covenant will not
prohibit the creation, issuance, incurrence or assumption of any Secured Debt if either:

(a)

(b)

we make effective provision whereby all Debt Securities and other affected Indenture

Securities then outstanding will be secured equally and ratably with such Secured Debt;
or

we deliver to the Trustee bonds, notes or other evidences of indebtedness secured by the
lien which secures such Secured Debt in an aggregate principal amount equal to the
aggregate principal amount of the Debt Securities and other affected Indenture Securities
then outstanding and meeting certain other requirements set forth in the Indenture.

“Secured Debt” means Debt created, issued, incurred or assumed by us which is secured by a lien
upon any of our property (other than Excepted Property).

“Debr’ means:

(a)

(b)

our indebtedness for borrowed money evidenced by a bond, debenture, note or other

written instrument or agreement by which we are obligated to repay such borrowed
money; and

any guaranty by us of any such indebtedness of another person.

“Debr” does not include, among other things:

(w)

indebtedness under any instaliment sale or conditional sale agreement or any other
agreement relating to indebtedness for the deferred purchase price of property or services;

21




(x)

(y)

(z)

any trade obligations (including any obligations under power or other commodity
purchase agreements and any associated hedges or derivatives) or other obligations in the
ordinary course of business; or

obligations under any lease agreement (including any lease intended as security), whether
or not such obligations are required to be capitalized on our balance under generaily
accepted accounting principles;

liabilities secured by any lien on our property if and to the extent we have not assumed or
otherwise become liable for the payment thereof.

“Permitted Secured Debt” means, as of any particular time:
YP

{(a)

(b)

(c)

(d)

(e)

(®

Secured Debt which matures less than one year from the date of the issuance or
incurrence and 1s not extendible at the option of the issuer, and any refundings,

refinancings and/or replacements of any such Secured Debt by or with similar Secured
Debt;

Secured Debt secured by Purchase Money Liens or any other liens existing or placed
upon property at the time of, or within one hundred eighty (180) days after, the
acquisition thereof by us, and any refundings, refinancings and/or replacements of any
such Secured Debt; provided, however, that no such Purchase Money Lien or other Lien
shall extend to or cover any of our property other than (1) the property so acquired and
improvements, extensions and additions to such property and renewals, replacements and
substitutions of or for the property or any part or parts of the property and (2) with
respect to Purchase Money Liens, other property subsequently acquired by us;

Secured Debt relating to governmental obligations the interest on which is not included in
gross income for purposes of federal income taxation pursuant to Section 103 of the
Internal Revenue Code of 1986, as amended (or any successor provision of law), for the
purpose of financing or refinancing, in whole or in part, costs of acquisition or
construction of property to be used by us, to the extent that the lien which secures the
Secured Debt is required either by applicable law or by the issuer of such governmental
obligations or is otherwise necessary in order to establish or maintain the exclusion from
gross income; and any refundings, refinancings and/or replacements of any Secured Debt
by or with similar Secured Debt;

Secured Debt (i) which is related to the construction or acquisition of property not
previously owned by us or (ii) which is related to the financing of a project involving the
development or expansion of our property and (iii) in either case, the obligee in respect of
which has no recourse to us or any of our property other than the property constructed or
acquired with the proceeds of such transaction or the project financed with the proceeds
of such transaction (or the proceeds of such property or such project); and any
refundings, refinancings and/or replacements of any such Secured Debt by or with
Secured Debt described in clause (ii1) above;

Secured Debt permitted as described in the first paragraph under “Limitation on Secured
Debt” above; and '

in addition to the Permitted Secured Debt described in clauses (a) through (e) above,
Secured Debt not otherwise so permitted in an aggregate principal amount not exceeding
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10% of the total assets of PPL Electric and our consolidated subsidiaries, as shown on our
latest consolidated balance sheet, audited by independent certified public accountants.

. (See Section 707.)

Events of Default

An “Event of Default” occurs under the Indenture if

(a)
(b
)

(d)

(e)

()

(2)

we do not pay any interest on any Indenture Securities within 30 days of the due date;
we do not pay principal or premium on any Indenture Securities on its due date;

the Independent Administrator delivers a notice to the Trustee of our material, continuing
noncompliance under the Compliance Administration Agreement, which noncompliance

has continued for a period of 90 business days without correction as provided in such
agreement;

we remain in breach of any other covenant (excluding covenants specifically dealt with
elsewhere in this section) in respect of any Indenture Securities for 90 days after we
receive a written notice of default stating we are in breach and requiring remedy of the
breach; the notice must be sent by either the Trustee or Holders of 25% of the principal
amount of Indenture Securities; the Trustee or such Holders can agree to extend the 90-
day pertod and such an agreement to extend will be automatically deemed to occur if we
are diligently pursuing action to correct the default;

we file for bankruptcy or certain other events in bankruptcy, insolvency, receivership or
reorganization occur;

for so long as the Trustee holds any outstanding Class A Bonds which were delivered as
the basis for the authentication and delivery of outstanding Indenture Securities, the
occurrence of a matured event of default under the related Class A Mortgage (other than
any such matured event of default which (i) is not a failure to make payments on Class A
Bonds and is not of similar kind or character to the Event of Default described in clause
(e) above and (ii) has not resulted in the acceleration of the outstanding Class A Bonds
under such Class A Mortgage); provided, however, that the waiver or cure of such event
of default under a Class A Mortgage will constitute a waiver and cure of the
corresponding Event of Default under the Indenture, and the rescission and annulment of
the consequences thereof will constitute a rescission and annulment of the corresponding
consequences under the Indenture; or

any other Event of Default specified in the prospectus supplement occurs.

(See Section 901.)
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Remedies

Acceleration

If an Event of Default occurs and is continuing, then either the Trustee or the Holders of 25% in
principal amount of the outstanding Indenture Securities may declare the principal amount of all of the
Indenture Securities to be due and payable immediately. (See Section 902.)

Rescission of Acceleration

After the declaration of acceleration has been made and before the Trustee has obtained a

judgment or decree for payment of the money due, such declaration and its consequences will be
rescinded and annulled, if

(a) we pay or deposit with the Trustee a sum sufficient to pay:
e} all overdue interest;
(2) the principal of and any premium which have become due otherwise than by such

declaration of acceleration and overdue interest thereon;
3 interest on overdue interest to the extent lawful; and
4) all amounts due to the Trustee under the Indenture; and
(b) all Events of Default, other than the nonpayment of the principal which has become due
solely by such declaration of acceleration, have been cured or waived as provided in the

Indenture.

{See Section 902.) For more information as to waiver of defaults, see “—Waiver of Default and of
Compliance” below.

Appointment of Receiver and Other Remedies

Subject to the Indenture, under certain circumstances and to the extent permitted by law, if an
Event of Default occurs and is continuing prior to the Release Date, the Trustee has the power to appoint
a receiver of the Mortgaged Property, and is entitled to all other remedies available to mortgagees and
secured parties under the Uniform Commercial Code or any other applicable law. (See Section 917.)

Upon the occurrence and continuance of an Event of Default after the Release Date, the remedies
of the Trustee and the Holders under the Indenture would be limited to the rights of unsecured creditors.

In addition to every other right and remedy provided in the Indenture, the Trustee may exercise
any right or remedy available to the Trustee in its capacity as owner and holder of Class A Bonds which
arises-as a result of a default or matured event of default under any Class A Mortgage, whether or not an
Event of Default under the Indenture has occurred and is continuing. (See Section 916.)

Control by Holders; Limitations

Subject to the Indenture, if an Event of Default occurs and is continuing, the Holders of a
majority in principal amount of the outstanding Indenture Securities will have the right to
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-

(a) direct the time, method and place of conducting any proceeding for any remedy available
to the Trustee, or

(b) exercise any trust or power conferred on the Trustee with respect to the Indenture
Securities.

The rights of Holders to make direction are subject to the following limitations:
(a) the Holders’ directions may not conflict with any law or the Indenture; and

b) the Holders™ directions may not involve the Trustee in personal liability where the
Trustee believes indemnity is not adequate.

The Trustee may also take any other action it deems proper which is not inconsistent with the Holders’
direction. (See Sections 912 and 1003.)

In addition, the Indenture provides that no Holder of any Indenture Securities will have any right
to institute any proceeding, judicial or otherwise, with respect to the Indenture for the appointment of a
receiver or for any other remedy thereunder unless

(a) that Holder has previously given the Trustee written notice of a continuing Event of
Defanit;

(b) the Holders of 25% in aggregate principal amount of the outstanding Indenture Securities
have made written request to the Trustee to institute proceedings in respect of that Event
of Default and have offered the Trustee reasonable indemnity against costs and liabilities
incurred in complying with such request; and

() for 60 days after receipt of such notice, the Trustee has failed to institute any such
proceeding and no direction inconsistent with such request has been given to the Trustee
during such 60-day period by the Holders of a majority in aggregate principal amount of
outstanding Indenture Securities.

Furthermore, no Holder will be entitled to institute any such action if and to the extent that such action
would disturb or prejudice the rights of other Holders. (See Sections 907 and 1003.)

However, each Holder has an absolute and unconditional right to receive payment when due and
to bring a suit to enforce that right. (See Section 908.)

Notice of Default

The Trustee is required to give the Holders of the Indenture Securities notice of any default under
the Indenture to the extent required by the Trust Indenture Act, unless such default has been cured or
waived; except that in the case of an Event of Default of the character specified above in clause (d) under
“Events of Default,” no such notice shall be given to such Holders until at least 60 days after the
occurrence thereof. (See Section 1002.) The Trust Indenture Act currently permits the Trustee to
withhold notices of default (except for certain payment defaults) if the Trustee in good faith determines
the withholding of such notice to be in the interests of the Holders.

We will furnish the Trustee with an annual statement as to our compliance with the conditions
and covenants in the Indenture. (See Section 705.)
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Waiver of Default and of Compliance

The Holders of a majority in aggregate principal amount of the outstanding Indenture Securities
may waive, on behalf of the Holders of all Indenture Securities, any past default under the Indenture,
except a default in the payment of principal, premium or interest, or with respect to compliance with
certain provisions of the Indenture that cannot be amended without the consent of the Holder of each
outstanding Indenture Security affected. (See Section 913.)

Compliance with certain covenants in the Indenture or otherwise provided with respect to
Indenture Securities may be waived by the Holders of a majority in aggregate principal amount of the
affected Indenture Securities, considered as one class. (See Section 706.)

Certain Additional Agreements of PPL Electric
Limitation on Dividends; Restricted Payments

Failure to Meet Target Coverage Ratio. We have agreed that, for so long as the Debt
Securities remain outstanding, we will not declare any dividends or commit to make any other
distribution on shares of our common stock (other than dividends and distributions payable in shares of
our common stock) or purchase or redeem any shares of common stock other than with proceeds of an
additional common stock financing (each such payment, distribution, purchase or redemption, a
“Restricted Payment”), if, and for so long as, the average of our Interest Coverage Ratios for the
immediate four fiscal quarters preceding the date of declaration of any such Restricted Payment falls
below 1.5. We have also agreed that we will not declare any cash dividend on shares of our common
stock, or otherwise commit to make any other Restricted Payment, unless such cash dividend or other
Restricted Payment is payable within 120 days of the date of declaration or other commitment. (See
Supplemental Indenture, Section 102.)

Failure to Comply with Specified Separateness Formalities. We have also agreed that, for so
long as the Debt Securities remain outstanding, if we have received a notice from the Independent
Administrator of continuing noncompliance under the Compliance Administration Agreement that we
have not corrected within 30 business days as provided in such agreement, we will cease to declare or
commit to any Restricted Payments until that noncompliance is so corrected. (See Supplemental
Indenture, Section 102.)

Limitation on Activities

We have agreed that for so long as the Debt Securities remain outstanding, we will not, subject to
the requirements of applicable law, regulation or policies of applicable regulatory bodies, engage in any
business, either directly or through subsidiaries, other than our electric transmission and distribution
businesses and businesses related to or arising out of the electric transmission and distribution businesses.
(See Supplemental Indenture, Section 102.)

Limitation on Acquisitions

We have also agreed that for so long as the Debt Securities remain outstanding, we will not
acquire tangible electric transmission and distribution assets of any other electric transmission and
distribution company having a value in excess of 20% of our total consolidated assets as shown on our
most recent audited consolidated balance sheet unless we have received Rating Agency Confirmations
from each applicable Rating Agency, each to the effect that such acquisition will not result in the
reduction or withdrawal of the ratings on the outstanding Debt Securities below the lower of (x) such
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Rating Agency’s rating then in effect or (y) such Rating Agency’s Threshold Rating. See “Ratings”
below. (See Supplemental Indenture, Section 102.)

. Rate Relief

We have agreed in the Indenture that for so long as the Debt Securities remain outstanding, if,
and for so long as, the average of our Interest Coverage Ratios for the immediate four fiscal quarters
preceding any date of determination falls below 1.5, we will initiate a filing for rate relief with the PUC
within 90 days, unless we are not eligible for such rate relief under applicable law, regulation or orders or
policies of the PUC then in effect. (See Supplemental Indenture, Section 102.)

Consolidation, Merger and Conveyance of Assets as an Entirety

Subject to the provisions described in the next paragraph, we have agreed to preserve our
corporate existence. (See Section 704.)

We have agreed not to consolidate with or merge with or into any other entity or convey, transfer
or lease our Electric Utility Property as or substantially as an entirety to any entity unless

(a)

(b)

(©)

(d)

(e)

the entity formed by such consolidation or into which we merge, or the entity which
acquires or which leases our Electric Utility Property substantially as an entirety, is an

entity organized and existing under the laws of the United States of America or any State
thereof or the Distnict of Columbia, and

N expressly assumes, by supplemental indenture, the due and punctual payment of
the principal, and any premium and interest on all the outstanding Indenture
Securities and the performance of all of our covenants under the Indenture, and

(2) if such consolidation, merger, conveyance, sale, disposition or other transfer
occurs prior to the Release Date, confirms the lien of the Indenture on the
Mortgaged Property;

in the case of a lease, such lease is made expressly subject to termination by us or by the
Trustee at any time during the continuance of an Event of Default;

we have received Rating Agency Confirmations from each applicable Rating Agency,
each to the effect that such merger, consolidation, or other transfer will not result in the
reduction or withdrawal of the ratings on the outstanding Debt Securities below the lower

of (x) such Rating Agency’s rating then in effect or (y) such Rating Agency’s Threshold
Rating;

immediately after giving effect to such transaction, our Consolidated Net Worth, or the
Consolidated Net Worth of our successor as the case may be, is not less than our
Consolidated Net Worth immediately prior to the transaction; and

immediately after giving effect to such transaction, no Event of Default, and no event

which after notice or lapse of time or both would become an Event of Default, will have
occurred and be continuing.

(See Section 1201.) In the case of the conveyance or other transfer of the Electric Utility Property as or
\ substantially as an entirety to any other person, upon the satisfaction of all the conditions described above

J
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we would be released and discharged from all obligations under the Indenture and on the Indenture
Securities then outstanding unless we elect to waive such release and discharge. (See Section 1204.)

The Indenture does not prevent or restrict:

(a) any conveyance or other transfer, or lease, of any part of our properties which does not
constitute the entirety, or substantially the entirety, thereof; or

(b) any conveyance or transfer of any of our properties where we retain Electric Utility
Property with a fair value in excess of the aggregate principal amount of all outstanding
Indenture Securities. This fair value will be determined within 90 days of the
conveyance or transfer by an independent expert that we select and that is approved by
the Trustee.

(See Sections 1205 and 1206.)
Certain Definitions. As used herein,

“Consolidated Net Worth” means, with respect to any person, the excess of such person’s
consolidated assets over our consolidated liabilities, determined in accordance with generally accepted
accounting principles.

“Funds from Operation” means for any period with respect to us and our consolidated
subsidiaries, the aggregate amount of our consolidated net income (x) plus deferred income taxes,
depreciation and amortization expense, preferred dividends, extraordinary expenses, any non-Tecurring 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 credit, any extraordinary
revenues 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 Debt Securities;

“Gross Interest Expense” means for any period, the interest expense on our consolidated
indebtedness minus any interest expense associated with intangible 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.

“Rating Agency” means each of Fitch, Inc. (“Fitch”), Moody’s Investors Service, Inc.
(“Moody’s™), and Standard and Poor’s, a division of the McGraw-Hill Companies (“S&P"), and, in each
case, its respective successors and assigns, or absent a successor to any such Rating Agency, or if such
entity ceases to rate the Debt Securities, such other nationally recognized statistical rating organization as
we may designate to be a Rating Agency. If any Rating Agency ceases to rate the Debt Securities, we
may, but are not required to, so designate another nationally recognized statistical rating organization as a
“Rating Agency.”

“Rating Agency Confirmations” means written evidence of the ratings on the Debt Securities of
the three Rating Agencies, provided that if any Rating Agency ceases to exist or to rate the Debt
Securities, “Rating Agency Confirmations” will mean the written evidence of the ratings on the Debt
Securities of any remaining Rating Agency or Rating Agencies.
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“Threshold Rating” shall mean, with respect to the Debt Securities, A- in the case of Fitch, A3
in the case of Moody’s, and A- in the case of S&P, or, in each case, the equivalent rating if any such
Rating Agency shall change its rating designations.

Ratings

Certain of our agreements in the Indenture restrict our actions in the event that such action would
cause a Rating Agency to reduce its rating on the Debt Securities. Ratings are not recommendations to
buy, sell or hold the Debt Securities, and any Rating Agency may revise or withdraw its rating on the
Debt Securities at any time. Any downward revision or withdrawal of a rating by any Rating Agency
would probably have an adverse effect on the market price of the Debt Securities.

Each Rating Agency’s ratings should be evaluated independently of each other Rating Agency’s
ratings of the Debt Securities. The ratings reflect the respective Rating Agency’s current assessment of
our creditworthiness and our ability to make payments on the Debt Securities. Any further explanation as
to the significance of any Rating Agency’s rating may be obtained only from the applicable Rating

Agency.
Modification of Indenture

Without Holder Consent. Without the consent of any Holders of Indenture Securities, we may
enter into one or more supplemental indentures with the Trustee for any of the following purposes:

(a) to evidence the succession of another entity to us; or
(b) to add one or more covenants or other provisions for the benefit of the Holders of all or
. any series or tranche of Indenture Securities, or to surrender any right or power conferred
0 upon us; or
(<) to add any additional Events of Default for all or any series of Indenture Securities; or
(d) to change or eliminate any provision of the Indenture or to add any new provision to the
Indenture that does not adversely affect the interests of the Holders in any material
respect; or
(e) to provide additional security for any Indenture Securities; or
() to establish the form or terms of any Indenture Securities; or
(2) to provide for the issuance of bearer securities; or
(h) to evidence and provide for the acceptance of appointment of a separate or successor
Trustee; or
(i) to provide for the procedures required to permit the utilization of a noncertificated system
of registration for any series or tranche of Indenture Securities; or
() to change any place or places where
H we may pay principal, premium and interest,
0 (2) Indenture Securities may be surrendered for transfer or exchange, and
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3) notices and demands to or upon us may be served; or

(k) after the Release Date, to amend the Indenture to eliminate any provisions related to the
Lien of the Indenture and Mortgaged Property which are no longer applicable;

)] to amend and restate the Indenture as originally executed, and as amended from time to
time, with such additions, deletions and other changes that do not adversely affect the
interest of the Holders in any material respect; or

(m) to cure any ambiguity, defect or inconsistency or to make any other changes that do not
materially adversely affect the interests of the Holders in any material respect.

In addition, if the Trust Indenture Act is amended after the date of the Indenture so as to require changes
to the Indenture or so as to permit changes to, or the elimination of, provisions which, at the date of the
Indenture or at any time thereafter, were required by the Trust Indenture Act to be contained in the
Indenture, the Indenture will be deemed to have been amended so as to conform to such amendment or to
effect such changes or elimination, and we may, without the consent of any Holders, enter into one or
more supplemental indentures with the Trustee to effect or evidence such amendment.

(See Section 1301.)

With Holder Consent. Except as provided above, the consent of the Holders of at least a
majority in aggregate principal amount of the Indenture Securities of all outstanding series, considered as
one class, 1s generally required for the purpose of adding to, or changing or eliminating any of the
provisions of, the Indenture pursuant to a supplemental indenture. However, if less than all of the series
of outstanding Indenture Securities are directly affected by a proposed supplemental indenture, then such
proposal only requires the consent of the Holders of a majority in aggregate principal amount of the
outstanding Indenture Securities of all directly affected series, considered as one class. Moreover, if the
Indenture Securities of any series have been issued in more than one tranche and if the proposed
supplemental indenture directly affects the rights of the Holders of Indenture Securities of one or more,
but less than all, of such tranches, then such proposal only requires the consent of the Holders of a
majority in aggregate principal amount of the outstanding Indenture Securities of all directly affected
tranches, considered as one class.

However, no amendment or modification may, without the consent of the Holder of each
outstanding Indenture Security directly affected thereby,

(@) change the stated maturity of the principal or interest on any Indenture Security (other
than pursuant to the terms thereof), or reduce the principal amount, interest or premium
payable or change the currency in which any Indenture Security is payable, or impair the
right to bring suit to enforce any payment;

(b) create any Lien ranking prior to the lien of the Indenture with respect to all or
substantially all of the Mortgaged Property, or unless in connection with the Release
Date, terminate the lien of the Indenture on all or substantially all of the Mortgaged
Property, or deprive any Holder of the benefits of the security of the lien of the Indenture;
or

{c) reduce the percentages of Holders whose consent is required for any supplemental

indenture or waiver of compliance with any covenant or of any default and its
consequences or reduce the requirements for quorum and voting under the Indenture.
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A supplemental indenture which changes, modifies or eliminates any provision of the Indenture expressly
included solely for the benefit of Holders of Indenture Securities of one or more particular series or
tranches will be deemed not to affect the rights under the Indenture of the Holders of Indenture Securities

.of any other series or tranche.

(See Section 1302.)
Miscellaneous Provisions

The Indenture provides that certain Indenture Securities, including those for which payment or
redemption money has been deposited or set aside in trust as described under “—Satisfaction and
Discharge” below, will not be deemed to be “outstanding”™ in determining whether the Holders of the
requisite principal amount of the outstanding Indenture Securities have given or taken any demand,
direction, consent or other action under the Indenture as of any date, or are present at a meeting of
Holders for quorum purposes. (See Section 101.)

We will be entitled to set any day as a record date for the purpose of determining the Holders of

l outstanding Indenture Securities of any series entitled to give or take any demand, direction, consent or
| other action under the Indenture, in the manner and subject to the limitations provided in the Indenture.
s In certain circumstances, the Trustee also will be entitled to set a record date for action by Holders. If
such a record date is set for any action to be taken by Holders of particular Indenture Securities, such
action may be taken only by persons who are Holders of such Indenture Securities on the record date.

(See Section 107.)

Satisfaction and Discharge

) Any Indenture Securities or any portion thereof will be deemed to have been paid and no longer

‘outstanding for purposes of the Indenture, and at our election, our entire indebtedness with respect to

those securities will be satisfied and discharged, if there shall have been irrevocably deposited with the
Trustee or any Paying Agent (other than PPL Electric), in trust:

(a) money sufficient, or

(b) in the case of a deposit made prior to the maturity of such Indenture Securities, non-
redeemable Government Obligations (as defined in the Indenture) sufficient, or

{c) a combination of (a) and (b}, which in total are sufficient,

to pay when due the principal of, and any premium, and interest due and to become due on such Indenture
Securities or portions of such Indenture Securities on and prior to their maturity.

(See Section 801.)

The Indenture will be deemed satisfied and discharged when no Indenture Securities remain
outstanding and when we have paid all other sums payable by us under the Indenture. (See Section 802.)

All moneys we pay to the Trustee or any Paying Agent on Debt Securities that remain unclaimed

at the end of two years after payments have become due may be paid to or upon our order. Thereafter, the
Holder of such Debt Security may look only to us for payment. (See Section 703.)
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Voting of Class A Bonds

Voting of Class A Bonds. The Indenture provides that the Trustee will, as holder of Class A
Bonds delivered as the basis for the issuance of Debt Securities, attend such meetings of bondholders
under the related Class A Mortgage, or deliver its proxy in connection therewith, as relate to matters with
respect to which it, as such holder, is entitled to vote or consent. The Indenture provides that, so long as
no Event of Default as defined in the Indenture has occurred and is continuing, the Trustee will, as holder
of such Class A Bonds, vote or consent (without any consent or other action by the holders of the Debt
Securities, except as described in the proviso of paragraph (h) below) in favor of any amendments or
modifications to the Class A Mortgage of substantially the same tenor and effect as follows:

(a)

(b)

(c)

@

(e)

(0

(g)

(h)

to delete any provisions in any Class A Mortgage limiting the payment of dividends or
distributions on the common stock or purchases of common stock;

to delete any provisions in any Class A Mortgage that require a sale, exchange or other
disposition, or an agreement to sell, exchange or dispose of property to be released from
the lien of a Class A Mortgage;

to modify any provisions in any Class A Mortgage that require insurance proceeds or
other payments to be paid to the trustee under such Class A Mortgage in case of any loss
so that such proceeds or payments need not be paid to such trustee with respect to any
loss less than the greater of (A) Ten Million Dollars ($10,000,000) and (B) three percent
(3%) of the sum of (1) the principal amount of Indenture Securities outstanding on the
date of such particular loss and (2) the principal amount of the Class A Bonds
outstanding on the date of such particular loss, other than Class A Bonds delivered to and
held by the Trustee under the Indenture;

to modify certain net earnings test requirements of any Class A Mortgage to facilitate
issuances of variable rate debt by providing for calculations of annual interest
requirements to be based on average annual rates or the initial interest rate;

to modify any Class A Mortgage to delete any requirement of a net earnings test or
certificate as a condition precedent to the issuance or authentication of Class A Bonds;

to modify any Class A Mortgage to provide that the term “corporation” as used in such
Class A Mortgage shall mean “corporation, limited liability company, partnership, or
trust or other legal entity” and to provide that any provision requiring us to maintain our
“corporate existence” shall not be interpreted to prevent us from changing from a
corporation, limited liability company, partnership, trust or other legal entity to a
corporation, limited liability company, a partnership, a trust or any other legal entity;

to conform any provision of a Class A Mortgage to the comrelative provision of the
Indenture, to add to a Class A Mortgage any provision not otherwise contained therein
which conforms to a provision contained in the Indenture, to delete from a Class A
Mortgage any provision to which the Indenture contains no correlative provision, and any
combination of the foregoing; and/or

with respect to any amendments or modifications to any Class A Mortgage other than
those amendments or modifications referred to in clauses (a) through (g) above, vote all
such Class A Bonds delivered under such Class A Mortgage, or consent with respect
thereto, proportionately with the vote or consent of holders of all other Class A Bonds
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outstanding under such Class A Mortgage the holders of which are eligible to vote or
consent, as evidenced by a certificate delivered by the trustee under such Class A
Mortgage; provided, however, that the Trustee will not vote in favor of, or consent to,

. any amendment or modification of a Class A Mortgage which, if it were an amendment
or modification of the Indenture, would require the consent of Holders of Indenture
Securities as described under *“Modification of the Indenture — With Holder Consent,”
without the prior consent of Holders of Indenture Securities which would be required for
such an amendment or modification of the Indenture. (See Section 1705.)

If we issue the Debt Securities, and corresponding 1945 Mortgage Bonds, in an aggregate
principal amount of $300,000,000, the Trustee will hold a majority of the outstanding bonds issued under
the 1945 Mortgage. As described more fully in “Description of the 1945 Mortgage Bonds — Modification
of Mortgage” below, we may make amendments to, or eliminate certain covenants in, the 1945 Mortgage
with the consent of the holders of a majority of the outstanding bonds issued under the 1945 Mortgage. A
Holder of Debt Securities would no longer benefit from such covenants contained in the 1945 Mortgage
should the Trustee vote these 1945 Mortgage Bonds to amend or eliminate the covenants as described
above.

Resignation and Removal of the Trustee; Deemed Resignation
The Trustee may resign at any time by giving written notice thereof to us.

The Trustee may also be removed by act of the Holders of a majority in principal amount of the
then outstanding Indenture Securities.

No resignation or removal of the Trustee and no appointment of a successor trustee will become
effective until the acceptance of appointment by a successor trustee in accordance with the requirements

.Jf the Indenture.

Under certain circumstances, we may appoint a successor trustee and if the successor accepts, the
Trustee will be deemed to have resigned.

(See Section 1010.)
Governing Law

The Indenture and the Debt Securities provide that they are to be governed by and construed in
accordance with the laws of the State of New York except where otherwise required by law. (See Section
115.) Under existing law, the effectiveness of the lien of the Indenture on our properties, and the
perfection and priority thereof, will be governed by Pennsylvania law.

DESCRIPTION OF THE 1945 MORTGAGE BONDS

General

We will issue the 1945 Mortgage Bonds in an aggregate principal amount equal to the aggregate
principal amount of the Debt Securities, in one or more series, under the 1945 Mortgage, in fully.

registered form. The 1945 Mortgage Bonds will rank on a parity with our other first mortgage bonds
issued under the 1945 Mortgage. '
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The 1945 Mortgage is filed as an exhibit to the registration statement. The 1945 Mortgage and its
associated documents contain the full legal text of the matters described in this section. Because this
section is a summary, it does not describe every aspect of the 1945 Mortgage Bonds or the 1945
Mortgage. This summary is subject to and qualified in its entirety by reference to all the provisions of the
1945 Mortgage, including definitions of certain terms used in the 1945 Mortgage. We also include
references in parentheses to certain sections of the 1945 Mortgage. Whenever we refer to particular
sections or defined terms of the 1945 Mortgage in this prospectus or in a prospectus supplement, such
sections or defined terms are incorporated by reference herein or in the prospectus supplement. This
summary also is subject to and qualified by reference to the description of the particular terms of the 1945
Mortgage Bonds described in the applicable prospectus supplement or supplements. The 1945 Mortgage
has been qualified under the Trust Indenture Act, and you should refer to the Trust Indenture Act for
provisions that apply to the 1945 Mortgage Bonds.

Security
The 1945 Mortgage Bonds now or hereafter issued will be secured by the 1945 Mortgage, which,
in the opinion of our counsel, constitutes a first mortgage lien on substantially all of our electric
transmission and distribution properties (except those referred to below), subject to:
(a) minor defects, uregularities and deficiencies in titles of properties and rights-of-way,
which do not matenally impair the use of such property and rights-of-way for PPL
Electric’s purposes; and

(b} other excepted encumbrances.

In general, there are excepted from the lien of the 1945 Mortgage

(a) all cash and securities;
(b) equipment, apparatus, materials or supplies held for sale or other disposition;
{c) aircraft, autornobiles and other vehicles;
{d) timber, minerals, mineral rights and royalties; and
. {e) receivables, contracts, leases and operating agreements.

The 1945 Mortgage will generally also create a lien on electric transmission and distribution property that
we acquire after the date of this prospectus, subject to any pre-existing liens and to certain limitations in
the case of consolidation, merger or sale of substantially all of our assets.

Issuance of Additional Bonds under the 1945 Mortgage

We may issue 1945 Mortgage Bonds, from time to time, on the basis of:

{a) 60% of property additions to electric, gas, steam or hot water property, acquired after
June 30, 1943, but not including natural gas production property, and after adjustments
for retirements of funded property other than property for supplying water;

(b) retirement or cancellation of 1945 Mortgage Bonds or prior lien indebtedness; or

(c) deposit of cash.
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With certain exceptions in the case of (b) above, the issuance of 1945 Mortgage Bonds is subject to an
earnings coverage test which requires adjusted net earnings before income taxes for twelve out of the
preceding fifteen months of at least twice the annual interest requirements on all 1945 Mortgage Bonds at
he time outstanding, including those being issued, and on all indebtedness of prior rank. In computing
djusted net earnings, an amount equal to 15%2% of the adjusted gross operating revenues (calculated as
provided in the 1945 Mortgage) must be used in lieu of actual expenditures for maintenance and repairs
and provisions for property retirement. It is expected that the 1945 Mortgage Bonds issued to the Trustee
as the basis for issuance of Debt Securities will be issued against the retirement or cancellation of 1945
Mortgage Bonds, which were in excess of $1.1 billion at March 31, 2001 and that such issuance will not
be subject to the earnings coverage test. (See Articles V, VI and VIL.)

The amount of any obligations secured by a prior lien on mortgaged property may be increased,
provided that, if any property subject to such prior lien shall have been made the basis of a credit under
the 1945 Mortgage, all the additional obligations are deposited with the 1945 Mortgage Trustee or the
trustee or other holder of the prior lien. (See Section 46.)

Release Provisions
We may release property from the lien of the 1945 Mortgage upon the bases of
(a) the deposit of cash, or, to a limited extent, purchase money mortgages;

(b) property additions, after adjustments in certain cases to offset retirements and after
making adjustments for any prior lien indebtedness on mortgaged property; and

(c) waiver of our right to issue a principal amount of 1945 Mortgage Bonds.

We may withdraw cash upon the bases stated in (b) and (¢} above. We have reserved the right (without

.any consent or other action by holders of any series of 1945 Mortgage Bonds created after September 30,
1989, including the 1945 Mortgage Bonds delivered to the Trustee as the basis for the issuance of Debt
Securities) to amend the release provisions of the 1945 Mortgage to permit releases of funded property at
the lower of cost or fair value at the time of funding and to permit release of unfunded property on the
basis of an engineer’s certificate stating that we have at least one dollar ($1.00) of unfunded property afier
deducting the cost of the property then being released. (See Article XI.)

Maintenance and Replacement Fund

The 1945 Mortgage currently provides for an annual Maintenance and Replacement Fund
requirement equal to 15%2% of adjusted gross operating revenues (calculated in accordance with the 1945
Mortgage). We may meet this requirement by depositing cash with the 1945 Mortgage Trustee; certifying
expenditures for maintenance and repairs of mortgaged property, for gross property additions, and for
certain automotive equipment; or by taking credit for bonds and qualified prior lien bonds retired. Such
cash may be withdrawn on similar bases. We have the right (without any consent or other action by the
holders of any series of 1945 Mortgage Bonds) to make such amendments to the 1945 Mortgage as shall
be necessary to delete the Maintenance and Replacement Fund requirement. (See Section 39.)

Dividend Covenant

The 1945 Mortgage currently provides that we may not pay cash dividends on our common stock,
or repurchase our common stock, unless, after such dividends or repurchases, the amount remaining in
earned surplus plus the provisions made subsequent to September 30, 1945 for depreciation and
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retirement of property will equal the Maintenance and Replacement Fund requirements of the 1945
Mortgage for such period, less maintenance expenditures. (See Section 39.) Upon issuance of the Debt
Securities, the Trustee, as holder of 1945 Mortgage Bonds, is required to consent to the elimination of the
1945 Mortgage dividend covenant. See “Description of Debt Securities — Voting of Class A Bonds.”

Modification of Mortgage

We have the right to modify the 1945 Mortgage generally with the consent of the holders of a
majority of the 1945 Mortgage Bonds affected by the modification. In general, no modification of the
terms of payment of principal or interest and no modification affecting the lien or reducing the percentage
required for modification is effective against any bondholder without its consent. (See Article XIX.) If
we issue the Debt Securities, and comresponding 1945 Mortgage Bonds, in an aggregate principal amount
of $900,000,000, the Trustee will hold a majority of outstanding bonds issued under the 1945 Mortgage.

Voting of 1945 Mortgage Bonds Held by the Trustee

The Trustee will, as holder of the 1945 Mortgage Bonds, attend such meetings of bondholders
under the 1945 Mortgage, or deliver its proxy in connection therewith, as to matters with respect to which
it is entitled to vote or consent. See “Description of Debt Securities — Voting of Class A Bonds.”

Events of Default; Notice of Default; Remedies

The following are defaults under the 1945 Mortgage:

(a) default in payment of principal;

(b) default for 60 days in payment of interest or of installments of funds for retirement of
1945 Mortgage Bonds;

(c) certain defaults with respect to qualified lien bonds;

(d) certain events of bankruptcy, insolvency or reorganization; and

(e) default for 90 days after notice by the 1945 Mortgage Trustee in other covenants.

The 1945 Mortgage Trustee may withhold notice of default (except in payment of principal, interest or
any fund for retirement of 1945 Mortgage Bonds), if it thinks it is in the interests of the holders of the
1945 Mortgage Bonds.

Holders of 25% of the 1945 Mortgage Bonds may declare the principal and interest due on
default, but 2 majority may annul such declaration if such default has been cured. No holder of 1945
Mortgage Bonds may enforce the lien of the 1945 Mortgage unless:

(a) such holder has given the 1945 Mortgage Trustee written notice of a default;

(b holders of 25% of the 1945 Mortgage Bonds have requested the 1945 Mortgage Trustee

to act and offered it reasonable opportunity to act and indemnity satisfactory to the 1945

Mortgage Trustee against the costs, expenses and liabilities to be incurred thereby; and

(c) the 1945 Mortgage Trustee has failed to act.
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The 1945 Mortgage Trustee is not required to risk its funds or incur personal liability if there is
reasonable ground for believing that the repayment is not reasonably assured. The holders of a majority
of the 1945 Mortgage Bonds may direct the time, method and place of conducting any proceedings for

Qny remedy available to the 1945 Mortgage Trustég€, or exercising any trust or power conferred upon the
irst Mortgage Trustee. (See Article XIII.)

Limitation on Issuance of Additional 1945 Mortgage Bonds
We have agreed that, so long as the Debt Securities are outstanding, we will not issue additional
1945 Mortgage Bonds, except for 1945 Mortgage Bonds issued and delivered to the Trustee under the

Indenture, to refund or refinance outstanding Class A Bonds and for other limited purposes.

Evidence to be Furnished to the 1945 Mortgage Trustee

We will fumish the 1945 Mortgage Trustee with an annual statement as to our compliance with
the 1945 Mortgage.

Certain Pennsylvania Tax Matters

Debt Securities owned by individuals residing in Pennsylvania are subject to the 4 mills ($4.00 on
each $1,000 of principal amount) Pennsylvania corporate loans tax.

H

INFORMATION CONCERNING THE TRUSTEES

. The Chase Manhattan Bank and Bankers Trust Company have at various times in the ordinary

course of business made loans to us and to our affiliates. The Chase Manhattan Bank also acts as
guarantee trustee and property trustee for the trust originated preferred securities and common securities
of our subsidiaries, PPL Capital Trust and PPL Capital Trust I and acts as trustee with respect to our
junior subordinated deferrable interest debentures. Chase Manhattan Bank USA, National Association,
an affiliate of the Trustee, also acts as Delaware trustee for the trust originated preferred securities and
common securities of PPL Capital Trust and PPL Capital Trust I.

EXPERTS

Our consolidated financial statements incorporated in this prospectus by reference to our Annual
Report on Form 10-K for the year ended December 31, 2000, have been so incorporated in reliance on the

report of PricewaterhouseCoopers LLP, independent accountants, given on the authority of said firm as
experts in auditing and accounting,.

VALIDITY OF THE DEBT SECURITIES AND
THE 1945 MORTGAGE BONDS

Michael A. McGrail, Esq., Senior Counsel of PPL Services Corporation, and Thelen Reid &

Priest LLP, New York, New York, counsel to PPL Electric, will pass upon the validity of the Debt
Securities and the 1945 Mortgage Bonds for PPL Electric. Orrick, Herrington & Sutcliffe LLP, San
Francisco, California, will pass upon certain legal matters in connection with the Debt Securities for any
.underwriters or agents. However, all matters pertaining to the organization of PPL Electric and PPL
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Electric’s title to its property and the liens of the Indenture and the 1945 Mortgage upon PPL Electric’s
properties will be passed upon only by Mr. McGrail. As to matters involving the law of the
Commonwealth of Pennsylvania, Thelen Reid & Priest LLP and Orrick Herrington & Sutcliffe LLP will
rely on the opinion of Mr. McGrail. As to matters involving the law of the State of New York,
Mr. McGrail will rely on the opinion of Thelen Reid & Priest LLP.

PLAN OF DISTRIBUTION

We may sell Debt Securities (a) to purchasers directly; (b) to underwriters for public offering and
sale by them; or (c) through agents or dealers. We may determine the price or other terms of the Debt
Securities offered under this prospectus by use of an electronic auction. We will describe how any
auction will be used to determine the price or any other terms, how potential investors may participate in
the auction, and the nature of the underwriters’ obligations in connection with an auction in a supplement
to this prospectus.

Direct Sales

We may sell the Debt Securities directly to institutional investors or others who may be deemed
to be underwriters within the meaning of the Securities Act with respect to any resale of the Debt
Securities. A prospectus supplement will describe the terms of any such sale.

To Underwriters

The applicable prospectus supplement will name any underwriter involved in a sale of Debt
Securities. Underwriters may offer and sell Debt Securities at a fixed price or prices, which may be
changed, or from time to time at market prices or at negotiated prices. Underwriters may be deemed to
have received compensation from us from sales of Debt Securities in the form of underwriting discounts
or commissions and may also receive commissions from purchasers of Debt Securities for whom they
may act as agent.

Underwriters may sell Debt Securities to or through dealers, and such dealers may receive
compensation in the form of discounts, concessions or commissions from the underwriters and/or
commissions (which may be changed from time to time) from the purchasers for whom they may act as
agent.

Unless otherwise provided in a prospectus supplement, the obligations of any underwnters to
purchase particular Debt Securities will be subject to certain conditions precedent, and the underwriters
will be obligated to purchase all such Debt Securities if any are purchased.

Through Agents

We will name any agent involved in a sale of Debt Securities, as well as any commissions
payable by us to such agent, in a prospectus supplement. Unless we indicate differently in the prospectus
supplement, any such agent will be acting on a reasonable efforts basis for the period of its appointment.

General Information

Underwriters, dealers and agents participating in a sale of Debt Securities may be deemed to be

underwriters as defined in the Securities Act, and any discounts and commissions received by them and
any profit realized by them on resale of the Debt Securities may be deemed to be underwriting discounts
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and commissions, under the Securities Act. We may have agreements with underwriters, dealers and

agents to indemnify them against certain civil liabilities, including liabilities under the Securities Act, and
to reimburse them for certain expenses.

Underwriters or agents and their associates may be customers of, engage in transactions with or
perform services for us or our affiliates in the ordinary course of business.

Each series of Debt Securities will be a new issue and will have no established trading market.
We may elect to list any series of new Debt Securities on an exchange, but unless we advise you
differently in the prospectus supplement, we have no obligation to cause any Debt Securities to be so
listed. Any underwriters that purchase Debt Securities for public offering and sale may make a market in
the Debt Securities, but such underwriters will not be obligated to do so and may discontinue any market

making at any time without notice. We make no assurance as to the liquidity of, or the trading markets
for, any Debt Securities.
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GLOSSARY OF TERMS AND ABBREVIATIONS

£ - British pounds sterling.

1945 First Mortgage Bond Indenture - PPL Electric's
Mortgage and Deed of Trust, dated as of October 1, 1945, to
Deutsche Bank Trust Company Americas, as trustee, as
supplemented.

2001 Senior Secured Bond Indenture - PPL Electric's
Indenture, dated as of August 1, 2001, to JPMorgan Chase
Bank, as trustee, as supplemented.

AFUDC (Allowance for Funds Used During Construction) - the
cost of equity and debt funds used to finance construction
projects of regulated businesses that is capitalized as part of
construction cost.

ANEEL - National Electric Energy Agency, Brazil's agency that
regulates the transmission and distribution of electricity.

APA - Asset Purchase Agreement.

APB - Accounting Principles Board.

ARB - Accounting Research Bulletin.

ARQO - asset retirement obligation.

Bangor Hydro - Bangor Hydro-Electric Company.
Bcf - billion cubic feet.

CEMAR - Companhia Energética do Maranhio, a Brazilian
electric distribution company in which PPL Global has a
majority ownership interest.

CGE - Compaiiia General de Electricidad, 5.A., a distributor of
electricity and natural gas with other industrial segments in
Chile and Argentina in which PPL Global has an 8.7% direct
and indirect minority ownership interest.

Clean Air Act - federal legislation enacted to address certain
environmental issues related to air emissions including acid rain,
ozone and toxic air emissions.

CTC - competitive transition charge on customer bilis to
recover allowable transition costs under the Customer Choice
Act.

Customer Choice Act - the Pennsylvania Electricity
Generation Customer Choice and Competition Act, legislation
enacted to restructure the state's electric utility industry to create
retail access to a competitive market for generation of
electricity.

DelSur - Distribuidora de Electricidad DelSur, S.A. de C.V., ai
electric distribution company in El Salvador, a majority of

which is owned by EC. ‘

DEP - Department of Environmental Protection, a state
government agency.

Derivative - a financial instrument or other contract with all
three of the following characteristics:

a. It has (1) one or more underlyings and (2) one or more
notional amounts or payment provisions or both. Those
terms determine the amount of the settlement or
settlements, and, in some cases, whether or not a settlement
is required.

b. [t requires no initial net investment or an initial net
investment that is smaller than would be required for other
types of contracts that would be expected to have a similar
response to changes in market factors.

c. lIts terms require or permit net settlement, it can readity be
settled net by a means outside the contract, or it provides
for delivery of an asset that puts the recipient in a position
not substantially different from net settlement.

DIG - Derivatives [mplementation Group.
DOE - Department of Energy, a U.S. government agency.
DRIP - Dividend Reinvestment Plan. .

EC - Electricidad de Centroamerica, S.A. de C.V., an

El Salvadoran holding company and the majority owner of
DelSur and El Salvador Telecom, S.A. de C.V. PPL Global has
100% ownership of EC.

EGS - electric generation supplier.

EITF - Emerging Issues Task Force, an organization that assists
the FASB in improving financial reporting through the
identification, discussion and resolution of financial issues
within the framework of existing authoritative literature.

Elffec - Empresa de Luz y Fuerza Electrica Cochabamba S.A. a
Bolivian electric distribution company in which PPL Global has
a majority ownership interest.

Emel - Empresas Emel S.A., a Chilean electric distribution
holding company in which PPL Global has majority ownership.

EMF - electric and magnetic fields.

Enrichment - the concentration of fissionable isotopes to
produce a fuel suitable for use in a nuclear reactor.

EPA - Environmental Protection Agency, a U.S., govemm.
agency.




EPS - carnings per share.

ESOP - Employee Stock Ownership Plan,
G - exempt wholesale generator.

Fabrication - the process which manufactures nuclear fuel
assemblies for insertion into the reactor.

FASB - Financial Accounting Standards Board, a rulemaking
organization that establishes financial accounting and reporting
standards.

FERC - Federal Energy Regulatory Commission, the federal
agency that regulates interstate transmission and wholesale sales
of electricity and related matters.

FIN - FASB Interpretation.

FSP - FASB Staff Position.

GAARP - generally accepted accounting principles.

Griffith Energy - Griffith Energy LLC, which owns and
operates a 600 MW gas-fired station in Kingman, Arizona, and

which is jointly owned by subsidiaries of PPL Generation and
Duke Energy Corporation.

GWh - pigawatt-hour, one million kilowatt-hours.
.ld’er - Hyder Limited, a subsidiary of WPDL that was the
previous owner of South Wales Electricity ple. In March 2001,
South Wales Electricity plc was acquired by WPDH Limited
and renamed WPD (South Wales).

integra - Empresa de Ingenieria y Servicios Integrales
Cochabamba S.A., a Bolivian company providing construction
and engineering services, in which PPL Giobal has a majority
ownership interest.

IBEW - Intemnational Brotherhood of Electrical Workers.

ICP - Incentive Compensation Plan.

ICPKE - Incentive Compensation Plan for Key Employees.
IRS - Internal Revenue Service, a U.S. government agency.
SO - Independent System Operator.

ITC - intangible wransition charge on customer bills to recover

intangible transition costs associated with securitizing stranded
costs under the Customer Choice Act.

dl:’h ~ kitowatt-hour, basic unit of electrical energy.
A - kilovolt-ampere,

LIBOR - London [nterbank Offered Rate.

Mirant - Mirant Corporation, a diversified energy company
based in Atlanta. PPL Global and Mirant jointly owned WPD
from 1996 until September 6, 2002.

Montana Power - The Montana Power Company, a Montana-
based company that sold its generating assets to PPL Montana
in December 1999. Through a series of transactions
consummated during the first quarter of 2002, Montana Power
sold its eiectricity delivery business to NorthWestern.

MW - megawatt, one thousand kilowatts.
MWAh - megawatt-hour, one thousand kilowatt-hours.

NorthWestern - NorthWestern Energy Division, a Delaware
corporation and a division of NorthWestern Corporation and
successor in interest to Montana Power's electricity delivery
business, including Montana Power's rights and obligations
under contracts with PPL Montana.

NPDES - National Poflutant Discharge Elimination System.

NRC - Nuclear Regulatory Commission, the federal agency that
regulates operation of nuclear power facilities.

NUGs (Non-Utility Generators) - generating plants not owned
by public utilities, whose electrical output must be purchased by
utifities under the PURPA if the plant meets certain criteria.

OSM - Office of Surface Mining, a U.S. government agency.

PCB - polychlorinated biphenyl, an additive to oil used in
certain electrical equipment up to the late-1970s. Now
classified as a hazardous chemical.

PEPS Units (Premium Equity Participating Security Units, or
PEPS®™ Units) - securities issued by PPL and PPL Capital
Funding Trust 1, consisting of a Preferred Security and.a
forward contract to purchase PPL common stock.

PEPS Units, Series B {Premium Equity Participating
Security Units, or PEPS® Units, Series B) - securities issued by
PPL and PPL Capital Funding, consisting of an undivided
interest in a debt security issued by PPL Capital Funding and
guaranteed by PPL, and a forward contract to purchase PPL
common stock.

PJM (PIM Interconrection, L.L.C.) - operates the electric
transmission network and electric energy market in the mid-
Atlantic region of the U.S.

PLR (Provider of Last Resort) - PPL. Electric providing
electricity to retail customers within its delivery territory who
have chosen not to shop for electricity under the Customer
Choice Act.



PP&E - property, piant and equipment.

PPL - PPL Corporation, the parent holding company of PPL,
Electric, PPL Energy Funding and other subsidiaries.

PPL Capital Funding - PPL Capital Funding, Inc., a PPL
financing subsidiary.

PPL Capital Funding Trust I - a Delaware statutory business
trust created to issue PEPS Units, whose common securities are
held by PPL.

PPL Coal Supply - PPL Coal Supply, LLC, a limited liability
company owned by PPL Coal Holdings Corporation (a
subsidiary of PPL Generation) and Iris Energy LLC. PPL Coal
Supply procures coal, which it sells to PPL Generation for
power plants and to Iris Energy for synfuel production.

PPL Electric - PPL Electric Utilities Corporation, a regulated
utility subsidiary of PPL that transmits and distributes electricity
in its service territory and provides electric supply to retail
customers in this territory as a PLR.

PPL Energy Funding - PPL Energy Funding Corporation. a
subsidiary of PPL and the parent company of PPL Energy

Suppiy.

PPL EnergyPlus - PPL EnergyPlus, LLC, a subsidiary of PPL
Energy Supply, which markets wholesale and retail electricity,
and supplies-energy and energy services in deregulated markets.

PPL Energy Supply - PPL Energy Supply, LLC, the parent
company of PPL Generation, PPL EnergyPlus, PPL Global and
other subsidiaries. Formed in November 2000, PPL Energy
Supply is a subsidiary of PPL Energy Funding.

PPL Gas Utilities - PPL Gas Utilities Corporation, a regulated
utility subsidiary of PPL specializing in natural gas distribution,
transmission and storage services, and the competitive sale of
propane.

PPL Generation - PPL Generation, LLC, a subsidiary of PPL
Energy Supply, which owns and operates U.S. generating
facilities through various subsidiaries.

PPL Giobal - PPL Global, LLC, a subsidiary of PPL Energy
Supply, which acquires and develops domestic generation
projects and acquires and holds international energy projects
that are primarily focused on the distribution of electricity.

PPL Holtwood - PPL Holtwood, LLC, a subsidiary of PPL
Generation, which owns PPL's hydroelectric generating
operations in Pennsyivania.

PPL Maine - PPL Maine, LLC, a subsidiary of PPL
Generation, which owns generating operations in Maine.

PPL Martins Creek - PPL Martins Creek, LLC, a generating
subsidiary of PPL Generation.

PPL Moritana - PPL Montana, LLC, an indirect subsidiargof
PPL Generation, which generates electricity for wholesal‘
in Montana and the Pacific Northwest.

PPL Services - PPL Services Corporation, a subsidiary of
PPL, which provides shared services for PPL and its
subsidiartes.

PPL Susquehanna - PPL Susquehanna, LLC, the nuclear
generating subsidiary of PPL Generation.

PPL Telcom - PPL Telcom, LLC, an indirect subsidiary of
PPL Energy Funding, which delivers high bandwidth
telecommunication services in the Northeast corridor from
Washington, D.C., to New York City and to six metropolitan
areas in central and eastern Pennsylvania.

PPL Transition Bond Company - PPL Transition Bond
Company, LLC, a wholly-owned subsidiary of PPL Electric tha
was formed to issue transition bonds under the Customer Choict
Act.

Preferred Securities - company-obligated mandatorily
redeemable preferred securities issued by PPL Capital Funding
Trust I, holding solely debentures of PPL Capital Funding, and
by SIUK Capital Trust I, holding solely debentures of WPD

LLP. .

PUC - Pennsylvania Public Utility Commission, the state
agency that regulates certain ratemaking, services, accounting
and operations of Pennsylvania utilities.

PUC Final Order - final order issued by the PUC on August
27, 1998, approving the settlement of PPL Electric Utilities’
restructuring proceeding.

PUHCA - Public Utility Holding Company Act of 1935,
legislation passed by the U.S. Congress.

PURPA - Public Utility Regulatory Policies Act of 1978,
legislation passed by the U.S. Congress to encourage energy
conservation, efficient use of resources and equitable rates.
PURTA - the Pennsylvania Public Utility Realty Tax Act.
RMC - Risk Management Committee.

SCR - selective catalytic reduction, a pollution control process.

SEC - Securities and Exchange Commission, a U.S.
govemment agency.

SFAS - Statement of Financial Accounting Standards, th
accounting and financial reporting rules issued by the FA



SIUK Capital Trust | - a business trust created to issue-
preferred securities, whose common securities are heid by WPD
LLP.

QUK Limited - was an intermediate holding company within
e WPDH Limited group. I[n January 2003, SIUK Limited
transferred its assets and liabilities to WPD LLP.

SPE - special purpose entity.

Superfund - federal environmental legislation that addresses
remediation of contaminated sites; states also have similar
statutes.

Syntfuel projects - production facilities that manufacture
synthetic fuel from coal or coal byproducts. Favorable federal
tax credits are available on qualified synfuel products.

Tolling agreement - agreement whereby the owner of an
electric generating facility agrees to use that facility to convert
fuel provided by a third party into electric energy for delivery
back to the third party.

UF - inflation-indexed peso-denominated unit.
VEBA - Voluntary Employee Benefit Association Trust, trust

accounts for health and welfare plans for future benefit
payments for employees, retirees or their beneficiaries.

WPD - refers collectively to WPDH Limited and WPDL. PPL
Global purchased Mirant's 49% ownership interest in these
entities on September &, 2002, thereby achieving 100%
ownership and operational control.

WPD LLP - Western Power Distribution LLP, a wholly-owned
subsidiary of WPDH Limited, which owns WPD (South West)
and WPD (South Wales).

WPD (South Wales) - Westem Power Distribution (South
Wales) plc, a British regional electric utility company.

WPD {South West) - Western Power Distribution (South
West) plc, a British regional electric utility company.

WPDH Limited - Western Power Distribution Holdings
Limited, an indirect, wholiy-owned subsidiary of PPL Global.
WPDH Limited owns WPD LLP.

WPDL - WPD Investment Holdings Limited. an indirect
wholly-owned subsidiary of PPL Global. WPDL owns 100% of
the common shares of Hyder.



FORWARD-LOOKING INFORMATION

Certain statements contained in this Form 10-K concerning
expectations, beliefs, plans, objectives, goals, strategies, future
events or performance and underlying assumptions and other
statements which are other than statements of historical facts
are "forward-looking statements” within the meaning of the
federal securities laws. Although PPL, PPL Energy Supply,
PPL Electric and PPL Montana believe that the expectations
and assumptions reflected in these statements are reasonable,
there can be no assurance that these expectations will prove to
be correct. These forward-looking statements involve a
number of risks and uncertainties, and actual results may
differ materially from the results discussed in the forward-
locking statements. In addition to the specific factors
discussed in the Management's Discussion and Analysis of
Financial Condition and Results of Operations sections herein,
the following are among the important factors that could cause
actual results to differ materially from the forward-looking
statements:

market demand and prices for energy, capacity and fuel,
weather variations affecting customer energy usage;
competition in retail and wholesale power markets;

the effect of any business or industry restructuring;

the profitability and liquidity of PPL and its subsidiaries;
new accounting requiremnents or new interpretations or
applications of existing requirements,

operation of existing facilities and operating costs;
environmental conditions and requirements;
transmission and distribution system conditions and
operating costs;

development of new projects, markets and technologies;
performance of new ventures;

asset acquisitions and dispositions;

political, regulatory or economic conditions in states,
regions or countries where PPL or its subsidiaries conduct
business;

» receipt of necessary governmental permits, approvals and

rate relief;

* jmpact of state or federal investigations applicable to.
and its subsidiaries and the energy industry;

the outcome of litigation against PPL and its subsidiaries;

capitai market conditions and decisions regarding capital

structure;

stock price performance;

the market prices of equity securities and resultant cash

funding requirements for defined benefit pension plans;

securities and credit ratings;

state and federal regulatory devetopments;

foreign exchange rates;

new state or federal legislation, including new tax

legislation;

e national or regional economic conditions, including any
potential effects arising from the September 11, 2001
terrorist attacks in the U.S., the situation in Iraq and any
consequential hostilities or other hostilities; and

+ the commitments and liabilities of PPL and its
subsidiaries.

Any such forward-looking statements should be considered in
light of such important factors and in conjunction with other
docuinents of PPL, PPL Energy Supply, PPL Electric and PPL
Montana on file with the SEC.

New factors that could cause actual results to differ mater;
from those described in forward-looking statements emer,;
from time to time, and it is not possible for PPL, PPL Ener
Supply, PPL Electric or PPL Montana to predict all of such
factors, or the extent to which any such factor or combination
of factors may cause actual results to differ from those
contained in any forward-looking statement. Any forward-
looking statement speaks only as of the date on which such
slatement is made, and PPL, PPL Energy Supply, PPL Electric
and PPL Montana undertake no obligations to update the
information contained in such statement to reflect subsequent
developments or information.




PART

ITEM 1. BUSINESS

.ACKGROUND

PPL Corporation is an energy and utility holding company that
was incorporated in 1994. Through its subsidiaries, PPL
generates electricity in power plants in the northeastern and
western U.S.; markets wholesale or retail energy primarily in the
northeastern and western portions of the U.S.; delivers
electricity to nearly five million customers in Pennsylvania. the
U.K. and Latin America; and provides energy services for
businesses in the mid-Atlantic and northeastern U.S. PPL's
significant subsidiaries are shown below:
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‘:e Exhibit 99 in Item 15 for additional information on the

rrent corporate organization. In addition to PPL Corporation,
e other SEC registrants included in this filing are:

PPL Erergy Supply, LLC, an indirect wholly-owned subsidiary
of PPL formed in 2000, is an energy company engaged through
its subsidiaries in the generation and marketing of power
primarily in the northeastern and western power markets of the
U.S. and in the delivery of electricity in the U.K. and Latin
America. PPL Energy Supply's major operating subsidiaries are
PPL Generation, PPL EnergyPlus and PPL Global. PPL Energy
Supply owns or controls | 1,527 MW of electric power
generation capacity, and is constructing new electric generation
projects in Pennsylvania, which will add 663 MW of electric
generation capacity.

PPL Electric Utilities Corporation, incorporated in 1920, is a
direct subsidiary of PPL and a regulated public utility. PPL
Electric provides electricity delivery service in its service
territory in Pennsylvania, and provides electricity supply to
retail customers in that territory as a PLR under the Customer
Choice Act.

PPL Montana, LLC, an indirect wholly-owned subsidiary of
PPL Energy Supply formed in 1998, acquired the Montana
generating assets in 1999. PPL Montana operates interests in 13
lectric generating facilities, which it owns or leases, with an
gregate capacity of 1,157 MW, PPL Montana's primary
egional market for wholesate customers is the northwest U.S.
(Montana, Oregon, Washington and ldaho).

Segment [nformation

PPL is organized into segments consisting of Supply, Delivery
and International. PPL Energy Supply's segments consist of
Supply and International. In addition, certain corporate service
functions reside in PPL. Services. PPL Electric and PPL
Montana do not have segments. See Note 2 to the Financial
Statements for financial information about the segments and
geographic financial data.

*  Supply Segment -

Owns and operates power plants to generate electricity;
markets this electricity and other power purchases to
deregulated wholesale and retail markets; and acquires and
develops domestic generation projects.

Consists of the activities of PPL Generation, PPL EnergyPlus
and the domestic activities of PPL Global.

PPL has generation assets that are focused on the eastern and
western markets. The eastern generation assets are focused on
the Northeast/Mid-Atlantic energy markets - including the PJM,
the New York 15O, the New England Power Pool and the Mid-
American Interconnection Network. PPL's western generating
capacity is focused on the markets within the Western Systems
Coordinating Council.

PPL Generation

PPL Generation had a total generating capacity of 11.527 MW
at December 31, 2003. Through subsidiaries, PPL Generation
owns and operates power plants in Pennsylvania, Montana,
Maine, Connecticut, Arizona, lllinois and New York.

The Pennsylvania generation plants had a total capacity of 8,582
MW at December 31, 2003. These plants are fueled by nuclear
reaction, coal, gas, 0il and hydro power. The electricity from
these plants is sold to PPL EnergyPlus under FERC-
Jjurisdictional power purchase agreements.

PPL's U.S. generatton subsidiaries are EWGs, which sell
electricity into the wholesale market. PPL's EWGs are subject
to reguiation by the FERC but not subject to regulation under
PUHCA. The FERC has authorized these EWGs to sell
generation from their facilities at market-based prices.

PPL Susquehanna, a subsidiary of PPL Generation, owns a 90%
undivided interest in each of the two nuclear-fueled generating
units at its Susquehanna station and Allegheny Electric
Cooperative, Inc. owns the remaining 10% undivided interest in
each of those units. PPL's 90% share of Susquehanna's capacity
was 2,072 MW at December 31, 2003. In 2003, PPL
Susquehanna completed the installation of a more efficient
steam turbine to Unit 2 that increased the capacity of the



Susquehanna plant by 50 MW, PPL Susquehanna's share of this
new capacity is 45 MW. PPL Susquehanna is currently
installing a similar steam turbine for Unit | and the project is
expected to be completed in 2004,

PPL Generation operates its Pennsylvania power plants in
conjunction with PIM. PPL Generation's Pennsylvania power
plants and PPL EnergyPlus are parties to the Mid-Atlantic Area
Coordination Agreement. Refer to "Delivery Segment” for
information regarding PJM's operations and functions and the
Mid-Atlantic Area Coordination Agreement.

The Montana generating stations are fueled by coal and hydro
power, and have a net capacity of 1,157 MW. PPL EnergyPlus,
as agent for PPL Montana, supplies 300 MW of around-the-
clock electricity and 150 MW of unit-contingent on-peak
electricity to NorthWestern under two five-year agreements that
began in July 2002. These contracts accounted for 33% of PPL
Montana's operating revenue in 2003. PPL Montana also
purchases 98 MW of firm energy and capacity during the
months of November through April from Basin Eleciric
Cooperative,

The Maine generating assets were acquired from Bangor Hydro
in 1998. The oil- and hydro-powered stations have a total
capacity of 96 MW,

The Wallingford, Connecticut generating station was
constructed by PPL and began commercial operations in 2001.
This natural gas-powered station has a total capacity of 243
MW.

During 2002, PPL began commercial operations in Arizona of
two natural gas-powered stations. The Griffith project is located
in Kingman, and PPL's ownership interest is 300 MW. The
Sundance project near Coolidge has a total capacity of 450 MW,

In 2002, PPL also began commercial operations in 1Hinois with
a 540 MW natural gas-powered station located in University
Park, and in New York with a natural gas-powered station in
Edgewood and an oil-powered station in Shoreham, both on
Long Island. These plants have a combined capacity of 159
MW,

At December 31, 2003, PPL Generation was in the process of
developing approximatety 670 MW of electric generating
capacity in Pennsylvania, consisting of 600 MW at the Lower
Mt. Bethel gas-fired facility and 70 MW at the Susquehanna
station. PPL's share of the additional Susquehanna capacity is
approximately 63 MW. See ttem 2, "Properties,” for additional
information.

PPL Generation subsidiaries are subject to the jurisdiction of
certain federal, regional, state and local regulatory agencies with
respect to air and water quality, land use and other
environmental matters. PPL, Susquehanna is subject to the
jurisdiction of the NRC in connection with the operation of the
Susquehanna units. Certain of PPL Generation's other
subsidiaries, including PPL. Montana, are subject to the

jurisdiction of the NRC in connection with the operation of thei
fossil plants with respect to certain level and density monitoring
devices.

Certain operations of PPL Generation's subsidiaries are s.
to the Occupational Safety and Health Act of 1970 and
comparable state statutes.

Refer to the "Power Supply" section for additional information
regarding the various power plants operated by PPL Generation.
Also refer to "Fuel Supply" for a discussion of fuel requirement:
and contractual arrangements.

PPL EnergyPlus

PPL EnergyPlus markets or brokers the electricity produced by
PPL Generation subsidiaries, along with purchased power,
natural gas and oil, in competitive wholesale and deregulated
retail markets in order to take advantage of opportunities in the
competitive energy marketplace.

PPL EnergyPlus buys and sells energy at competitive prices.
PPL. EnergyPlus purchases electric capacity and energy at the
wholesale level, and also sells electric capacity and energy at the
wholesale level under FERC market-based tariffs. PPL
EnergyPlus enters into these agreements to market available
energy and capacity from PPL Generation's assets and to profit
from market price fluctuations. PPL EnergyPlus is actively
managing its portfolios to maximize the value of PPL's
generating assets and to limit exposure to price fluctuatio

PPL EnergyPlus also purchases and sells energy forward I’
futures contracts as well as other commodity-based financia
instruments in accordance with PPL's risk management policies,
objectives and strategies.

PPL EnergyPlus has executed contracts to provide electricity to
PPL Electric sufficient for it to meet its PLR obligation from
2003 through 2009, at the predetermined capped rates PPL
Electric is entitled to charge its customers during this period.
This arrangement with PPL Electric accounted for 34% of PPL
Energy Supply's consolidated revenues in 2003. See Note 15 to
the Financial Statements for more information concerning these
contracts.

PPL EnergyPlus has a PUC license to act as an EGS in
Pennsylvania. This license permits PPL. EnergyPlus to offer
retail electric supply to customers throughout Pennsyivania. In
2003, PPL EnergyPlus was licensed, and supplied energy to
industrial and commercial customers in Pennsyivania, New
Jersey and Montana, PPL EnergyPlus also is licensed to
provide energy in Delaware, Maryland, Maine and
Massachusetts. At this time, PPL EnergyPlus has decided not to
pursue residential customers in the competitive marketplace
based on economic considerations,

PPL EnergyPlus also provides distributed generation and .
energy-related products and services to commercial and
industrial customers, through its mechanical contracting and
engineering subsidiaries operating primarily in Pennsylvania,



Massachusetts, Connecticut, New York and New Jersey. The
distributed generation business brings customers closer to
distributed energy generating technologies, such as fuel cells,
all turbines, microturbines and reciprocating engines.
Qrough these various technologies, the distributed generation
usiness currently owns approximately 500 kitowatts of
installed capacity to serve commercial customers and has
installed approximately 2 MW of capacity which is owned by
the customer.

PPL Synfuel Investments, LLC, a subsidiary of PPL
EnergyPlus, indirectly owns, through its subsidiaries, two
production facilities. These facilities manufacture synthetic fuel
from coal or coal byproducts. PPL receives federal tax credits
for these qualified manufactured synfuel products.

PPL Global {domestic operations)

PPL Global acquires and develops domestic generation projects
for PPL Generation as opportunities arise.

PPL Telcom

PPL Telcom, an unregulated subsidiary of PPL Energy Funding,
has a fiber optic network and markets available capacity on PPL
Electric's fiber optic cables in eastern and central Pennsylvania.
The fiber optic services include point-to-point data transport,
high-speed connections among multiple sites and access to
ational and global fiber networks. PPL Telcom markets its
ices to customers such as other telecommunications
mpanies, internet service providers and large enterprises that
need high-speed data connections between multiple locations.

Additionally, PPL Telcom provides engineering, construction
and site leasing services to wireless carriers.

In April 2003, a subsidiary of PPL Telcom acquired the fiber
optic network of a Fairfax, Virginia-based company. The
1,330-route-mile metropolitan area fiber network connects New
York, northern New Jersey, Philadelphia, Baltimore and
Washington, D.C.

e Delivery Segment -

Includes the regulated electric and gas delivery operations of

PPL Electric and PPL Gas Ulilities.

PPL Electric provides electricity delivery service to
approximately 1.3 million customers in a 10,000-square mile
territory in 29 counties of eastern and central Pennsylvania. The
largest cities in this territory are Allentown, Bethlehem,
Harrisburg, Hazleton, Lancaster, Scranton, Wilkes-Barre and
Williamsport. Pursuant to the PUC Final Order, PPL Electric
agreed in 1998 to a cap on the electricity transmission and
distribution rates that it collects from retail customers in its
rvice territory, This cap expires on December 31, 2004. PPL
ctric expects to file a request for a distribution rate increase
ith the PUC in March 2004. if approved, the new distribution
rates will go into effect in January 2005, when the distribution

rate cap expires. PPL Electric cannot predict the amount of the
rate increase that will ultimately be approved by the PUC.

In addition to providing electricity delivery service in its service
territory in Pennsylvania, PPL Electric also provides electricity
supply to retail customers in that territory as a PLR under the
Customer Choice Act. As part of the PUC Final Order, PPL
Eleciric agreed to provide this electricity supply at
predetermined capped rates through 2009. PPL Electric has
executed two contracts to purchase electricity from PPL
EnergyPlus sufficient for PPL Electric to meet its PLR
obligation from 2003 through 2009, at the pre-determined
capped rates. PPL Electric's PLR obligation after 2009 will be
determined by the PUC pursuant to rules that have not yet been
promuigated.

During 2003, about 93% of PPL Electric's operating revenues
were derived from regulated electricity deliveries and supply as
a PLR. About 7% of 2003 operating revenues were from
wholesale sales, including the sale to PPL EnergyPlus of power
purchased from NUGs. During 2003, about 44% of electricity
delivery and PLR revenues were from residential customers,
35% from commerciai customers, 20% from industrial
customers and 1% from other customer classes.

PPL Electric is subject to regulation as a public utility by the
PUC, and certain of its activities are subject to the jurisdiction
of the FERC under the Federal Power Act. PPL Electric is not a
holding company under PUHCA, and PPL has been exempied
by the SEC from the provisions of PUHCA applicabie to itas a
holding company,

PPL Electric also is subject to the jurisdiction of certain federal,
regional, state and local regulatory agencies with respect to land
use and other environmental matters. Certain operations of PPL
Electric are subject to the Occupational Safety and Health Act
of 1970 and comparable state statutes.

PPL Electric operates its transmission facilities as part of PJM.
PIM operates the electric transmission network and electric
energy market in the mid-Atlantic region of the U.S. Bulk
electricity is transmitted to wholesale users throughout a
geographic area including all or part of Pennsylvania, New
Jersey, Maryland, Delaware, Virginia, Ohio, West Virginia and
the District of Columbia. PPL Electric is also a party to the
Mid-Atlantic Area Coordination Agreement, which provides for
the coordinated planning of generation and transmission
facilitics by the companies inciuded in PJM.

PJM serves as an 1SQ in order to accommodate greater
competition and broader participation in the power pool. The
purpose of the [SO is to separate operation of, and access to, the
transmission grid from PJM electric utilities' generation
interests. The electric utilities continue to own the transmission
assets, but the 1SO directs the control and operation of the
transmission facilities. In March 2004, PPL Electric expects to
notify the PUC and retail customers that, beginning January 1,
2005, it will begin to fully recover from retail customers the
charges that it pays to PJIM for transmission-related services.



PIM imposes these charges pursuant to its FERC-approved
Open Access Transmission Tariff. PPL Elecwic's retail electric
tariff authorizes it to recover such charges from its retail
customers, but pursuant to the transmission and djstribution rate
cap described above, full recovery is precluded through
December 31, 2004.

PPL Gas Utilities provides natural gas and propane delivery to
approximately 105,000 customers in Pennsylvania and
Maryland.

s Infernational Segment -

Includes PPL Global's acquiring and holding of international
energy projects that are primarily focused on the distribution

of energy.

In September 2002, PPL Global acquired the remaining 49%
equity interest in WPDH Limited and WPDL from Mirant, for
approximately $236 million. The acquisition of Mirant's 49%
interest provides PPL Global with complete ownership of WPD.
WPD, through indirect wholly-owned subsidiaries, operates two
electric distribution companies in the U.K., which together serve
approximatety 2.5 million end-users. WPD delivered 28,137
million kWh of electricity in 2003. See Note 9 10 the Financial
Statements for additional infermation on this acquisition.

PPL Global aiso has controlling interests in electricity
trapsmission and distribution companies serving customers in
Chile, El Salvador and Bolivia. Emel, of which PPL Global
owns 95.4%, serves approximately 529,000 customers with its
distribution companies in northern Chile and just south of its
headquarters in Santiago, Chile. DelSur, of which PPL Global
owns 80.5%, is an electric distribution company headquartered
in San Salvador, which serves approximately 261,000 customers
in the central and southern regions of El Salvador, including a
portion of the city of San Salvador. Elfec, of which PPL Global
owns 92.1%, is the second largest electric distribution company
in Bolivia, and serves approximately 251,000 customers in
Cochabamba.

PPL Global also has minority investments in generating
facilities in Peru and Spain and has a majority ownership
interest in a telecommunications company in El Salvador with
approximately 7,000 customers. 1n 2003, PPL Global's Board
of Managers authorized PPL Global to sell its investment in the
telecommunications company, and approved a plan of sale. See
Note 9 to the Financial Statements for additional information on
this divestiture.

In August 2002, PPL Global deconsolidated its 90% equity
interest in its Brazilian investment, CEMAR, when ANEEL
authorized an administrative intervention and fully assumed
operational and financial control of the company. See Note 9 to
the Financial Statements for additional information on the
deconsolidation and status of the CEMAR investment,

PPL Services

Various corporate service functions reside in PPL Services, an
unregulated subsidiary of PPL. PPL Services provides sh
services for PPL and its subsidiaries. These services incl‘
financial, legal, human resources and information services?
These services are directly charged or allocated, as appropriate,
to the Supply, Delivery and [nternational segments.

Seasonality

In some parts of the country, demand for, and market prices of,
electricity are higher during the hot summer months, while in
other parts of the country such peaks may occur in the cold
winter months. As a result, PPL's overall operating results in
the future may fluctuate substantially on a seasonal basis,
especially when more severe weather conditions such as heat
waves or winter storms make such fluctuations more
pronounced. The pattern of this fluctuation may change
depending on the nature and location of the facilities PPL
acquires and the terms of the contracts to sell electricity.

FINANCIAL CONDITION

See PPL's, PPL Energy Supply's and PPL Electric's
Management's Discussion and Analysis of Financial Condition
and Results of Operations for this information.

CAPITAL EXPENDITURE REQUIREMENTS

See "Financial Condition - Capital Expenditure Requirern.
in PPL's, PPL Energy Supply's and PPL Electric's
Management's Discussion and Analysis of Financial Condition
and Results of Operations for informatien concemning estimated
capital expenditure requirements for the years 2004-2008. See
Note 14 to the Financial Statements for information concerning
estimates of the costs to comply with various environmental
reguiations.

COMPETITION

The unregulated businesses and markets that PPL and its
subsidiaries participate in are highly competitive. The electric
industry has experienced an increase in the level of competition
in the energy markets over the last several years due to federal
and state deregulation initiatives.

In 1992, the Energy Act amended the PUHCA to create a new
class of independent power producers, and amended the Federal
Power Act to provide open access to electric transmission
systems for wholesale transactions. In 1996, the Customer
Choice Act was enacted in Pennsylvania to restructure the
state's electric utility industry in order to create retail access to a
competitive market for the generation of electricity. Certain
other states in which PPL's subsidiaries operate have also
adopted a "cusiomer choice" plan to allow customers to cl.
their electricity supplier. Competitive factors affecting PP
results of operations include energy and fuel prices, new market
entrants, construction by others of generating assets, the actions



of regulatory authorities and other factors. PPL cannot predict
the impact of these and other competitive factors on its future
results of operations or financial condition.

.and its subsidiaries believe that competition in deregulated
nergy markets will continue to be intense. In addition to
deregulation, competitive pressures have resulted from
technological advances in power generation and electronic
communications and the greater efficiency of energy markets.

The wholesale power markets in which PPL Generation
subsidiaries and PPL EnergyPlus operate are highly
competitive. Competitors include regulated utilities, industrial
companies, non-utility generators and unregulated subsidiaries
of regulated utilities. Although PPL EnergyPlus has long-term
supply agreements (see "Background - Supply Segment"”), a
substantial portion of PPL's future sales will be made into the
competitive wholesale markets. Competition will occur
principally on the basis of the price of products and, to a lesser
extent, on the basis of reliability and availability.

PPL EnergyPlus also faces competition in the wholesale
markets for energy capacity and ancillary services. As pricing
information becomes increasingly available in the energy
trading and marketing business and assuming deregulation in
the electricity markets continues, PPL EnergyPlus anticipates
that trading, marketing and risk management operations will
experience greater competition. PPL EnergyPlus primarily
ompetes with other energy merchants based on the ability to

regate supplies at competitive prices from different sources

locations and to efficiently utilize transportation from third-
party pipelines and transmission from electric utilities.
Competitors may employ widely differing strategies in their fuel
supply and power sales contracts with respect to pricing and
other terms and conditions. PPL EnergyPlus also competes
against other energy marketers on the basis of relative financial
condition and access to credit sources.

Some restructured markets have recently experienced supply
‘ problems and price volatility. In a number of these markets,
government agencies and other interested parties have made
proposals to delay market restructuring or even re-regulate
certain areas of these markets that have previously been
deregulated. In California, legislation has been passed piacing a
moratorium on the sale of generation plants by public utilities
regulated by the California Public Utilities Commission. In
June 2001, the FERC instituted a series of price controls
designed to mitigate (or cap) prices in the entire western U.S. to
address the extreme volatility in the California energy markets.
These price controls have contributed to the lowering of spot
and forward energy prices in the western market. In addition,
1SOs that oversee the transmission systems in certain wholesale
power markets have from time to time been authorized to
address volatility in power markets. These types of price
imitations and other mechanisms may adversely fmpact the
fitability of PPL's wholesale power marketing and trading
siness. Other proposals to institute price controls or 10 re-
regulate the energy industry may be made, and legislative or
other actions may cause the electric power restructuring process

to be delayed, discontinued or reversed in the states in which
PPL currently, or may in the future, operate. If the competitive
restructuring of the wholesale and retail power markets is
delayed, discontinued or reversed, PPL's business prospects and
financial condition could be materially adversely affected.

See Note 14 to the Financial Statements for information on the
FERC Proposed Rules entitled "Remedying Undue
Discrimination through Open Access Transmission Service and
Standard Electricity Market Design."

Pursuant to PPL Electric's authorizations from the
Commonwealth of Pennsylvania and the PUC, PPL Electric
operates a regulated distribution monopoly in its service area.
Accordingly, PPL Electric does not face competition in its
distribution business. Although the majority of PPL Global's
international electricity transmission and distribution companies
operate in non-exclusive concession areas in their respective
countries, these companies currently face little or no
competition. See "Franchises and Licenses” for more
information.

POWER SUPPLY

PPL Generation's system capacity (winter rating) at
December 31, 2003 was as follows:



Plant Net MW Cagpacity

Pennsylvania
Nuclear-fueled steam station

Susquehanna 2.072(a)
Coal-fired steam stations
Montour 1,340
Brunner Island 1,473
Martins Creek 300
Keystone 211(h)
Conemaugh 278(c)
Total coal-fired 3.802
Gas- and oil-fired steam station
Martins Creek 1,670
Combustion turbines and diesels 451
Hydroelectric 153
Total generating capacity 8.148
Firm purchases
Hydroelectric 140(d)
Qualifying facilities 294
Total firm purchases 434
Totat system capacity - Pennsylvania §.582
Arizona
Natural gas-powered stations
Griffith 300(e)
Sundance 450
Total system capacity - Arizona : 750

Connecticut
Natural gas-powered station

Wallingford 243
lilinois
Natural gas-powered station

University Park 540
New York
Natural gas- and oil-powered stations

Edgewood and Shoreham 159
Montana
Coal-fired stations

Colstrip Units | & 2 307(H)

Colstrip Unit 3 222¢g)

Corette 154

Total coal-fired 683

Hydroetectric 474
Total system capacity - Montana 1.157
Maine
Oil-fired generating station

Wyman Unit 4 52(h)
Hydroelectric 44(i)
Total system capacity - Maine 96
Total system capacity - PPL Generation 11,527

(a) PPL's 90% undivided interest.

{b) PPL's 12.34% undivided interest,

{c) PPL's 16.25% aggrcgate interest,

{d) From Safe Harbor Water Power Corporaticn.

(e) PPL's 50% equity invesiment,

(N PPL's 50% undivided leaschold interest.

(2) PPL's 30% undivided leasehold interest.

(h) PPL's 8.33% undivided interest.

(i) Includes PPL's 50% interest in the West Enfield Station,

The capacity of generating units is based upon a number of
factors, including the operating experience and physical
condition of the units, and may be revised periodically to reflect
changed circumstances.

During 2003, PPL Generation's plants generated the following
amounts of electricity:

State Millions of kWh .
Pennsylvania 42,952

Montana 8.151
Arizona 672
Maine 378
New York 142
Connecticut 97
linois 59

Total 52.451

Of this generation, 55% of the energy was generated by coal-
fired stations, 31% from nuclear operations at the Susquehanna
station, 8% from hydroelectric stations and 6% from oil/gas-
fired stations.

On average, approximately 80% of PPL's expected annual
generation output for the period 2004 through 2008 is
committed to meet:

s  PPL EnergyPlus' obligation under two contracts to provide
electricity for PPL Electric to satisfy its PL.R obligation
under the Customer Choice Act;

* PPL EnergyPlus’ obligation under two contracts to provide
electricity to NorthWestern through June 2007; and

s Other contractual sales to other counterparties for terms of
various lengths.

See Note 14 to the Financial Statements for more inform
regarding PPL's wholesale energy commitments and Note
more information regarding the PLR contracts. These
contractual arrangements are consistent with and are an integral
part of PPL’s overall business strategy, which includes the
matching of PPL's anticipated energy supply with load, or
customer demand, under long-term and intermediate-term
contracts with creditworthy counterparties to capture profits
while reducing PPL's exposure to movements in energy and fuel
prices and counterparty credit risk.

FUEL SUPPLY
Coal
Pennsylvania

In 2001, a subsidiary of PPL Generation entered into a
partnership with Iris Energy, LLC, an unrelated third party, to
procure coal and facilitate the production of synthetic fuel. PPL
Coal Supply began operations in mid-2001 and provides coal to
PPL Generation power plants and to Iris Energy for the
production of synthetic fuel. In 2003, synthetic fuel from Iris
Energy provided 59% of the fuel requirements of PPL
Generation's Pennsylvania stations. The balance of the
requirements was met by coal provided by PPL. Coal Supp,

PPL Coal Supply actively manages its supply base princic.
central Appalachia and western and central Pennsylvania.



During 2003, about 92% of the coal delivered to PPL
Generation's Pennsylvania stations was purchased under long-
term contracts and 8% was obtained through open market
rchases. These contracts provided PPL, Generation with about

‘ million tons of coal. Contracts currently in place are

expected to provide approximately 7.4 million tons in 2004. At
December 31, 2003, Pennsylvania plants had sufficient supply
for about 33 days of operations. The amount of coal in
inventory varies from time-to-time depending on market
conditions and plant operations.

At December 31, 2003, a PPL Generation subsidiary owned a
12.34% undivided interest in the Keystone station and a 16.25%
aggrepate interest in the Conemaugh station. The owners of the
Keystane station have a long-term contract with a synthetic fuel
supplier to provide a minimum of 3.0 million tons in 2004. In
addition, the Keystone station contracts with Keystone Fuels,
LLC for the ‘balance of its requirements. The owners of the
Conemaugh station have a long-term contract with a synthetic
fuel supplier to provide a minimum of 2.4 million tons in 2004.
The balance of the Conemaugh station requirements is
purchased under contract from Conemaugh Fuels, LL.C,

Montana

PPL Montana has a 50% leasehold interest in Colstrip Units 1
and 2, and a 30% leasehold interest in Unit 3. PPL Montana is
party to contracts to purchase coal from a neighboring mine
with defined quality characteristics and specifications. The coal
.wchase contract for Units | and 2 is in effect through

ecember 31, 2009. The coai purchase contract for Unit 3 is in
effect through December 31, 2019,

PPL Montana owns the Corette power plant. The plant has coal
purchase contracts to purchase low sulfur coal with defined
quality characteristics and specifications. The contracts
supplied 100% of the plant coal requirements and expired at the
end of 2003. Similar contracts are currently in place to supply
100% of the expected coal requirements for 2004.

Qil and Natural Gas

PPL Generation's Martins Creek Units 3 and 4 burn both oil and
natural gas. PPL EnergyPlus, the marketing and trading
subsidiary of PPL, is responsible for procuring the oil and
natural gas supply for all PPL Generation operations. During
2003, 100% of the oil reguirements for the Martins Creek units
were purchased on the spot market. As of December 31, 2003,
PPL EnergyPlus had no fong-term agreements for these
requirements.

PPL EnergyPlus has a fong-term pipeline capacity contract for
delivery of gas supply representing approximately 10% of the
maximum.requirements of the Sundance facility, but has no
ong-term supply agreement to purchase natural gas. As of
.ecember 31, 2003, there were no long-term delivery or supply
greements to purchase natural gas for University Park.

PPL EnergyPlus has a long-term contract for approximately
40% of the expected pipeline transportation requirements of the
Wallingford facility, but has no long-term supply agreement to
purchase natural gas. Likewise, PPL EnergyPlus has long-term
pipeline transportation contracts in place for the Griffith Energy
facility equaling 100% of the expected requirements.

In 2003, PPL EnergyPlus began supplying natural gas for the
testing process for the Lower Mt. Bethel project. PPL
EnergyPlus has two gas transportation contracts in place for
approximately 30% of the maximum daily requirements of the
plant. These contracts expire in September 2008 and 2013.

PPL EnergyPlus employs a strategy of procuring natural gas in
conjunction with electricity sales commitments.

Nuclear

PPL Susquehanna has in effect uranium supply and conversion
agreements that satisfied 100% of its uranjum requirements in
2003 and, including options, will satisfy approximately 25% of
its requirements for the period 2004-2007. Deliveries under
these agreements are expected to provide sufficient uranium to
permit Unit | to operate into the first quarter of 2006 and Unit 2
to operate into the first quarter of 2005,

PPL Susquehanna has executed an agreement that satisfies all of
its enrichment requirements through 2008. Assuming that the
other uranium components of the nuclear fuel cycle are

satisfied, deliveries under this agreement are expected to
provide sufficient enrichment to permit Unit | to operate into
the first quarter of 2010 and Unit 2 to operate into the first
quarter of 2011.

PPL Susquehanna has entered into an agreement that, including
options, satisfies all of its fabrication requirements through
2006. Assuming that the uranium and other components of the
nuclear fuel cycle are satisfied, deliveries under this agreement
can provide sufficient fabrication 1o permit Unit | to operate
into the first quarter of 2008 and Unit 2 to operate into the first
quarter of 2007.

Federal law requires the federal government to provide for the
permanent disposal of commercial spent nuclear fuel. Under the
Nuclear Waste Policy Act (NWPA), the DOE initiated an
analysis of a site in Nevada for a permanent nuclear waste
repository. DOE does not expect the repository to be
operational before 2010. As a result, it was necessary to expand
Susquehanna's on-site spent fuel storage capacity. To support
this expansion, PPL Susquehanna contracted for the design and
construction of a spent fuel storage facility employing dry cask
fuel storage technology. The facility is modular, so that
additional storage capacity can be added as needed. The facility
began receiving spent nuclear fuel in 1999. PPL Susquehanna
estimates that there is sufficient storage capacity in the spent
nuclear fue! pools and the on-site spent fuel storage facility at
Susquehanna to accommodate spent fuel discharged through
approximately 2017, under current operating conditions. [f
necessary, the on-site spent fuel storage facility can be



expanded, assuming appropriate regulatory approvals are
obtained, such that, together, the spent fuel pools and the
expanded dry fuel storage facility will accommodate all of the
spent fuel expected to be discharged through the current life of
the plant.

In 2002, President Bush approved the Congressional override of
a veto by the State of Nevada, designating Yucca Mountain,
Nevada as the site for development of a long-term repository for
high-level radioactive waste. The next step is for the DOE to
submit a license application to the NRC to build and then
operate the Yucca Mountain repository.

In 1996, the U.S. Court of Appeals for the District of Columbia
Circuit ruled that the NWPA imposed on DOE an unconditional
obligation to begin accepting spent nuclear fuel on or before
January 31, 1998. In 1997, the Court ruled that the contracts
between the utilities and the DOE provide a potentially adequate
remedy if the DOE failed to begin disposal of spent nuciear fuel
by January 31, 1998. The DOE did not, in fact, begin to dispose
of spent nuclear fuel on that date. The DOE continues to contest
claims that its failures resulted in recoverable damages. On
Januvary 22, 2004, PPL Susquehanna filed suit in the U.S, Court
of Federal Claims for unspecified damages suffered as a result
of the DOE's breach of its contract to accept and dispose of
spent nuclear fuel. PPL cannot predict the outcome of this
dispute.

ENVIRONMENTAL MATTERS

Certain PPL subsidiaries, including PPL Electric and PPL
Generation subsidiaries, are subject to certain present and
developing federal, regional, state and local laws and
regulations with respect to air and water guality, land use and
other environmental matters. See PPL's and PPL Energy
Supply's "Financial Condition - Capital Expenditure
Requirements” in Management's Discussion and Analysis of
Financial Condition and Results of Operations for information
concerning environmental expenditures during 2003 and their
estimate of those expenditures during the years 2004-2008. PPL
believes that its subsidiaries are in substantial compliance with
applicable environmental laws and regulations.

See "Environmental Matters” in Note 14 to the Financial
Statements for information concerning federal ciean air
legislation, groundwater degradation and waste water control at
facilities owned by PPL's subsidiaries and PPL Electric's and
PPL Gas Utilities' agreements with the Pennsylvania DEP
concerning remediation at certain sites. Other environmental
laws, regulations and developments that may have a substantial
impact on PPL’s subsidiaries are discussed below.

Air

The Clean Air Act includes, among other things, provisions that;
(a) restrict the construction of, and revise the performance
standards for, new and substantially modified coal-fired and oil-
fired generating stations; and (b) authorize the EPA to impose
substantial noncompliance penalties of up to $27,500 per day of

viclation for each facility found to be in violation of the
requirements of an applicable state implementation plan. The
state agencies administer the EPA's air quality regulations
through the state implementation plans and have concurren
authority to impose penalties for non-compliance. .

In 1997, international negotiators reached agreement in Kyoto,
Japan to strengthen the 1992 United Nations Global Climate
Change Treaty by adding legally-binding greenhouse gas
emission limits. This agreement, the Kyoto Protocol, would
require the 1.5, to reduce iis greenhouse gas emissions to 7%
below 1990 levels by 2008 through 2012. Although the Kyoto
Pratocol is unlikely to be ratified by the U.S., the electricity
generating industry has committed to certain voluntary
reductions in carbon dioxide. Some form of carbon dioxide
reductions will likely be required in the future. Such
requirements could result in increased capital and operating
expenses which are not now determinable, but which could be
significant.

Water

To implement the requirements of the Federal Water Pollution
Control Act of 1972, as amended by the Clean Water Act of
1977 and the Water Quality Act of 1987, the EPA has adopted
regulations on effluent standards for steam electric stations. The
states adrinister the EPA's effluent standards through state laws
and regulations relating to, among other things, effluent
discharges and water quality. The standards adopted by the
EPA pursuant to the Clean Water Act may have a signific
impact on existing facilities of certain PPL subsidiaries, ’
depending on the states' interpretation and future amendmenis to
regulations.

Pursuant to the Surface Mining and Reclamation Act of 1977,
the Office of Surface Mining (OSM) has adopted effluent
guidelines which are applicable to PPL subsidiaries as a result
of their past coal mining and coal processing activities. The
EPA and the OSM limitations, guidelines and standards also are
enforced through the issuance of NPDES permiits. 1n
accordance with the provisions of the Clean Water Act and the
Reclamation Act of 1977, the EPA and the OSM have
authorized the states to implement the NPDES program.
Compliance with applicable water quality standards is assured
by state imposition of NPDES permit conditions and
requirements to address acid mine drainage.

Solid and Hazardous Waste

The provisions of Superfund authorize the EPA to require past
and present owners of contaminated sites and generators of any
hazardous substance found at a site to clean-up the site or pay
the EPA or the state for the costs of clean-up. The generators
and past owners can be liable even if the generator contributed
only a minute portion of the hazardous substances at the site,
Present owners can be liable even if they contributed no
hazardous substances to the site.




State laws such as the Pennsylvania and Montana Superfund
statutes also give state agencies broad authority to identify
hazardous or contaminated sites and to order owners or
sponsible parties to clean-up the sites. If responsible parties
.nnot or will not perform the clean-up, the agency can hire
ontractors to clean-up the sites and then require reimbursement

from the responsible parties after the clean-up is completed.
Another Pennsylvania statute, the Industrial Sites Recycling
Act, encourages voluntary clean-ups by allowing responsible
parties to choose from a menu of clean-up standards and
providing liability protection commensurate with the clean-up
standard chosen.

Certain federal and state statutes, including federal and state
Superfund statutes, also impose liability on the responsible

parties for the iost value of damaged natural resources.

Low-Level Radioactive Waste

Under federal law, each state is responsible for the disposal of
low-level.radioactive waste generated in that state. States may
join in regional compacts to jointly fulfiil their responsibilities.
The states of Pennsylvania, Maryland, Delaware and West
Virginia are members of the Appalachian States Low-Level
Radioactive Waste Compact. Efforts to develop a regional
disposal facility in Pennsylvania were suspended by the
Pennsylvania DEP in 1998. The Commonwealth retains the
legal authority and may be required to resume the siting process
should it be necessary. Low-level radioactive waste resulting

m the operation of the Susquehanna facility is currently being
nt to Barnwell, South Carolina and Clive, Utah for disposal.

In the event this or other emergent disposal options become
unavailable or no longer cost-effective, the Jow-level radioactive
waste will be stored on-site at Susquehanna. PPL Susquehanna
cannot predict the future availability of low-level waste disposal
facilities or the cost of such disposal.

Asbestos

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
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.

lectric and Magnetic Fields

oncerns 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.

General

PPL and its subsidiaries are unable to predict the ultimate effect
of evolving environmental {aws and regulations upon their
existing and proposed facilities and operations. In complying
with statutes, regulations and actions by regulatory bodies
involving environmental matters, including the areas of water
and air quality, hazardous and solid waste handling and disposal
and toxic substances, PPL's subsidiaries may be required to
modify, replace or cease operating certain of their facilities.
PPL's subsidiaries may also incur significant capital
expenditures and operating expenses in amounts which are not
now determinable, but which could be significant.

FRANCHISES AND LICENSES

PPL Electric is authorized to provide electric public utility
service throughout its service area as a result of grants by the
Commonwealth of Pennsylvania in corporate charters to PPL
Electric and companies to which it has succeeded and as a result
of certification by the PUC. PPL Electric is granted the right to
enter the streets and highways by the Commonwealth subject to
certain conditions. In general, such conditions have been met
by erdinance. resolution, permit, acquiescence or other action by
an appropriate local political subdivision or agency of the
Commonwealth.

See "Background - Supply Segment" for a discussion of PPL
EnergyPlus’ licenses in various states. PPL. EnergyPlus also has
an export license from the DOE to sell capacity and/or energy to
electric utilities in Canada.

PPL Susquehanna operates Units | and 2 pursuant to NRC
operating licenses which expire in 2022 and 2024, respectively.
In November 2001, PPL Susquehanna notified the NRC that it
intends to seek extensions of its operating licenses. The
application for this extension will most likely be made in 2006
or 2007, in accordance with NRC guidelines. 1fthe NRC
approves PPL Susquehanna's application. the operating licenses
for Units | and 2 would each be extended for an additional 20
years, to 2042 and 2044, respectively.

PPL Holtwood operates the Wallenpaupack and:Holtwood
hydroelectric projects pursuant to licenses renewed by the FERC
in 1980. The Wallenpaupack license expires in 2004 and the
Holtwood license expires in 2014. PPL Holtwood also owns one-
third of the capital stock of Safe Harbor Water Power Corporation
(Safe Harbor), which holds a project license which extends the



operation of its hydroelectric plant until 2030. The total capacity
of the Safe Harbor plant is 418 MW, and PPL Holtwood is
entitled by contract to one-third of the totai capacity.

The 11 hydroelectric facilities and one storage reservoir
purchased from Montana Power in 1999 are licensed by the
FERC. These licenses expire periodically, and the generating
facilities must be relicensed at such times. The FERC license
for the Mystic facility expires in 2009; the Thompson Falls and
Kerr licenses expire in 2025 and 2035, respectively, and the
licenses for the nine Missouri-Madison facilities expire in 2040.

PPL Holtwood is working to have the Wallenpaupack facility
relicensed, and PPL Montana is working to have the Mystic
facility relicensed. Under applicable law, FERC may relicense
the original licensee or may license a new licensee, or the U.S.
government may take over the project. If the original licensee is
not relicensed, it is compensated for its net investment in the
project, not to exceed the fair value of the property taken, plus
reasonable damages to other property affected by the lack of
relicensing.

PPL Global's international electricity transmission and
distribution companies are authorized by the governments of
their respective countries to provide electric distribution services
within their concession areas and service territories, subject to
certain conditions and obligations. For instance, each of these
companies is subject to governmental regulation on the prices
that it can charge and the quality of supply it must provide, and
the companies can be fined if they do not meet the mandated

quality of supply.

WPD operates under distribution licenses granted, and price
controls set, by Great Britain's Gas and Electricity Markets
Authority. The price control formula that governs WPD's
allowed revenue is normally determined every five vears with
the next review to be completed by the end of 2004, and
effective April 1, 2005. Absent WPD's breach or default under
its distribution licenses, the regulator must provide 25-years
notice before the licenses may be revoked. See Note 14 for
maore information regarding certain U.K. electricity regulations.

Emel is subject to regulated maximum tarifis set by Chile's
National Energy Commission. The components of the
distribution tariffs are an energy price, a transmission surcharge
and the value added on account of distribution costs (VAD).
The VAD includes a targeted return on invested capital of 10%
per year. The energy price is a direct pass-through to regulated
customers of the energy charge that Emel pays to the generation
companies. The tariffs are calculated every four years, with the
next tariff review to be completed by the end of 2004 and
effective beginning 2005. Absent Emel's breach or default of its
regulated obligations, Emel's distribution rights within its
concession area are perpetual.

DelSur is subject to regulated maximum tariffs set by El
Salvador's Superintendencia General de Electricidad y
Telecomunicaciones. The three components of the distribution
tariff are an energy price, a commercialization charge and a

10

distribution charge. DelSur's tariff specifies the energy price as
a trailing six-month average of the spot market price. The
tariffs are calculated every 5 years and are adjusted for inflation
on January 1 of each year. The next comprehensive tariff
review will take place in 2007 and be effective in 2008.
DelSur's breach or default of its regulated obligations, De
distribution rights within its service territory are perpetual.

Elfec is subject to regulated maximum tariffs set by Bolivia's
Superintendent of Electricity. Tariffs are calculated every four
years based on the trailing three-year average of the equity
retumns from companies listed in the Dow Jones Utility Index.
Tariffs are adjusted on a monthly basis for local inflation and
every six months to reflect any changes in the energy node
prices, which is a pass-through to regulated customers of the
energy charge that Elfec pays to generation companies. The
tariffs are calcuiated every four years. The latest tariff review
was completed in January 2004 and is effective beginning 2004.
Absent Elfec’s breach or default of its regulated obligations,
Elfec's distribution rights within its concession area are
perpetual.

EMPLOYEE RELATIONS

As of December 31, 2003, PPL and its subsidiaries had the
following full-time employees:

PPL Energy Supply
PPL Generation 2237 (a)
PPL EnergyPlus 1,663 (b}
PPL Global
Domestic 19
Intermational 3939 (¢)
Total PPL Energy Supply 7.858
PPL Electric 2,842
PPL Gas Utilities 386
PPL Services & Other 1,170
Total PPL 12.256

{a) Includes 458 PPL Montana employees.

(b} Includes unton employees of mechanical contracting subsidiaries, which
tend to fluctuate due to the nature of their business.

{c) Includes employees of WPD and PPL (ilobal’s consolidated subsidiaries
in Latin America.

Approximately 60%, or 4,958, of PPL's domestic workforce are
members of labor unions, with four IBEW locals representing
3,425 employees. The other unions primarily represent
employees of the mechanical contractors and gas utility
employees in Pennsylvania. The bargaining agreement with the
largest union was negotiated in May 2002 and expires in May
2006. Eight four-year contracts with smaller gas utility locals in
Pennsylvania were negotiated in 2003. Also in 2001, three- and
four-year contracts were concluded with two IBEW locals in
Montana that represent 300 and 48 employees, respectively.

The three-year contract expires in April 2004, and PPL Montanz
currently is negotiating with the [IBEW Local regarding a new
contract. The other IBEW contract expires in April 2005.
Montana negotiated a five-year agreement with the Team‘
Union in 2002 that expires in September 2006.



Approximately 79%, or 3,115, of PPL’s international workforce
are members of labor unions. WPD represents the majority of
the international workforce. WPD recognizes five unions, the

0 employment agreements which are negotiated with the

'gest of which represents 38% of union members. WPD has

nions. The Electricity Business Agreement covers 2,392
employees; it may be amended by agreement between WPD and
the unions and is terminable with 12 months notice by either
side. The other employment agreement, called the Meter
Reading Services Handbook of Agreements, covers 34
employees; it may be amended by agreement between WPD and
the unions and is terminable by written notice by either side.

PPL's Latin American subsidizaries have 941 union employees
that are represented by 12 unions in 14 companies located in
three countries. Several employees of Emel and its five
distribution companies belong to ten unions, one of which
negotiated a new, three-year agreement during 2003 and the
remaining nine unions have agreements in place until May
2006, DelSur is currently negotiating with its one union and is
expected to reach an agreement in early 2004 that will remain in
force for three years. Union employees of Elfec and Integra are
not covered by a collective bargaining agreement, but instead
informally negotiate adjustments to their benefits with
management each year. The agreement covering 2004 is
expected to be settled during March 2004.

TN TRMETCNRES
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AVAILABLE INFORMATION

PPL's Internet Web site is www.pplweb.com. On the [nvestor
Center page of that Web site, PPL provides access to all SEC
filings of PPL registrants free of charge, as soon as reasonably
practicable after filing with the SEC. Additionally, PPL
registrants’ filings are available at the SEC's Web site
(www.sec.gov) and at the SEC's Public Reference Room at 450
Fifth Street, NW, Washington, DC 20549, or by calling 1-800-
SEC-0330.



ITEM 2. PROPERTIES

Domestic Generation

For a description of PPL's domestic generation portfolio, see item 1, "Business - Power Supply.”

Domestic Generation Under Development

PPL Generation had the following domestic generation development projects in progress at December 31, 2003:

Total MW PPL Ownership or Lease Expected
Project Type Capacity (a) Interest in MW In-Service Date (b)
Pennsyivania
Lower Mt Bethel {¢) ....................  (ias-fired 600 600  (100%) 2004
Susquehanna (@) ......cooevvcverveeennn Nuclear 50 45 (90%) 2004
Susquehanna f2) ......covieceieeeen. Nuclear 20 18 (90%) 2005 - 2006
Total 670 663

and may be revised periodically to reflect changed circumsiances.

This project is a gas-fired combined cycle combustion turbine facility.

PPL continually reexamines development projects based on

market conditions and other factors to determine whether to

proceed with these projects, sell them, expand them, execute
tolling agreements or pursue other opportunities.

Domestic Delivery

Electric

For a description of PPL Electric's service territory, see [tem 1,
“Business - Background." At December 31, 2003, PPL Electric
had electric transmission and distribution lines in public streets
and highways pursuant to franchises and rights-of-way secured
from property owners. PPL Electric's system included 379
substations with a total capacity of 25.6 million kVA, 32,797
circuit miles of overhead lines and 6,334 cable miles of

international Delivery

The capacity of generation units is based on a number of factors, including the operating experience and physicat condition of the units,
The expecied in-service dates are subject 1o receipt of required approvals and permits and to other contingencies,

This project involves the installation of more efficient steam turbines to increase capacity on Unit 1.
This project involves the installation of more efficient intemals for the high pressure turbine moisture separators on Units | and 2.

underground conductors. All of PPL Electric's facilities are
located in Pennsylvania. Substantially alt of PPL. Electric's
transmission and distribution properties are subject to the lien of
PPL Electric's 1945 First Mortgage Bond Indenture and its 2001
Senior Secured Bond [ndenture.

Gas

PPL Gas Utilities has two natural gas distribution subsidi'
PFG Gas, Inc., which distributes gas to customers in
southeastern and central Pennsylvania and parts of Maryland,
and North Penn Gas Company, which serves customers in the
northem part of Pennsylvapia. North Penn Gas Company also
has natural gas storage facilities in Pennsylvania. As of
December 31, 2003, PFG Gas, Inc. had approximately 40,500
customers and 1,173 miles of pipeline mains, with 14 miles in
Maryland and the remainder in Pennsylvania. North Penn Gas
Company had approximately 35,500 customers and 2,714 miles
of pipeline mains in Pennsylvania,

PPL Global has consolidated investments in electricity distribution companies, serving approximately 3.5 million customers in Latin

America and the U.K., as follows:

CEMAR after August 21, 2002, the day ANEEL assumed control. CEMAR's customers have not been included in the year-end customer count above. See

PPL 2003 Electricity
Company (a} Location Ownership Interest Sales GWh (b}
Lafin America
Empresas Emel S A (EmMel) ... oot Santiago, Chile 95.4% 2,286 |
Empresa de Luz y Fuerza Electrica Cochabamba S.A.
[EMEE) oot ee e rt st st eeeeeeeeeesseneeems s ssensessssiresameneneenns LOCHAbamba, Bolivia 92 1% 595
Distribuidora de Electricidad DelSur S.A.de C.V. (DelSur)................ San Salvador, El Salvador 80.5% 934
Ugited Kingdom )
Western Power Distribution Holdings Limited (WPDH Limited)....... Bristol, England 100% 28.137
Total 31,952
(ay PPL Global no longer controls CEMAR and has deconsolidated this investment in its financial statements. PPL Global stopped recording operating results of .

Note 9 to the Financial Statements for additional information,

{b) Corresponds to revenues recorded by PPL Global in 2003.
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ITEM 3. LEGAL PROCEEDINGS

See ltem 1, "Business - Fuel Supply," for information

perform certain contractual obligations. See "Environmental

‘)ncerning a lawsuit against the DOE for failure of that agency

|

atters” in Note 14 to the Financial Statements for information
concerning certain environmental matters.

Tax Assessment Appeals

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 focai 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. 1t 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 appeais were
denied or PPL was not otherwise satisfied with the results, PPL
filed further appeals from the board decisions with the

.propriate county Courts of Common Pleas.

Of the two pending proceedings in Pennsylvania, only the
appeal concerning the assessed value of the 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 Pleas, and PPL subsequently settled 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 Auathority (SEPTA) (coltectively,
the "Philadelphta parties") to intervene in the case because a
change in the assessment of the piant 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
termination was affirmed by the Commonwealth Court in
ctober 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 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 million 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 scheduied to hear the 2000 and 2001
disputes in April 2004, while the hearing for the 2002 dispute is
scheduled for May 2G04, A hearing for the 2003 dispute has not
yet been scheduled.

NorthWestern Corporation Litigation

In connection with the acquisition of the Montana generation
assets, the Montana Power APA, which was previously assigned
to PPL Montana by PPL Global, includes a provision
conceming the proposed purchase by PPL Montana of a portion
of NorthWestern's interest in the 500-kilovoli Colstrip
Transmission System (CTS) for $97 million. During 2002, PPL
Montana had been in discussions with NorthWestern regarding
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. Notwithstanding
such discussions, in September 2002, NorthWestern filed a
lawsuit against PPL Montana in Montana state court seeking
specific performance of PPL Montana's purchase of the CTS or,
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 removal,
NorthWestern asserted additional claims for damages against
PPL Montana, and PPL Montana filed defenses denying liability
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 agreements.
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 auiomatic stay of PPL Montana's counterclaims
against NorthWestemn. 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 aiso have
stipulated in NorthWestern's bankruptcy proceeding that the
automatic stay of PPL Montana's counterclaims will be lifted
ten days after the Montana federal district court rules on the



transfer motion. PPL, PPL Energy Supply and PPL Montana
cannot predict the outcome of this litigation.

Montana Hydroelectric Litigation

In October 2003, a lawsuit was filed against PPL Montana, PPL
Services, Avista Corporation, PacifiCorp and nine John Doe
defendants 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 district as additional plaintiffs. The action
seeks a declaratory judgment, compensatory damages for unjust
enrichment, trespass and negligence, and attormeys feeson a
“private attorney general” theory for use of state and/or "school
trust” lands without the compensation required by law and to
require defendants to 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 0 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 titigation.

‘California 1ISO and Western Markets

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 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 all sellers of energy into markets operated by
the California 1SO and the California Power Exchange,
including PPL Montana, should be subject to refund liability for
the period beginning October 2, 2000 through June 20, 2001 and
initiated an evidentiary hearing concerning refund amounts. In
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
number of related investigations. The FERC terminated
proceedings 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,
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, v
power buyers challenged selected long-term contracts th
entered into during 2000 and 2001, complaining that the power
prices were too high and reflected manipulation of those energ)
markets. The FERC found that the complainants had not met
their burden of showing that changing or canceling the contract
was "in the public interest” and that the dysfunction in the
California markets did not justify changing these long-term
contracts. In 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 included 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 suci
trading strategies. Finally, the FERC issued a new investigatior
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

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 thest
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 Seattle 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 federal Racketeer Influenced and Corrupt
Organizations Act and for commeon law fraud. The compl
centers on many of the same alfeged activities that are the ,
for the litigation arising out of the California electricity supp
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.

strict Court for the Southern District of California for

ln December 2003, this matter was transferred to the U.S.

clusion 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

the electricity supply situation in California and other western

.wsuits or proceedings or whether the ultimate impact on them

ates will be material.
New England Investigation

In January 2004, PPL became aware of an investigation by the
Connecticut Attorney General and the FERC's Office of Market
Oversight and Investigation (OMOI) regarding allegations that
natural gas-fired generators located in New England illegally
sold natural gas instead of generating electricity during the week
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 investigation.
PPL has responded to this data request. While PPL does not
believe that it committed any regulatory or other violations
concerning the subject matter of the investigation, PPL cannot
predict the outcome of the investigation.

Montana Power Shareholders’ Litigation

In 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
lege, among other things, that Montana Power was required to,
did not, obtain shareholder approval of the sale of Montana
ower'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 consultanis and advisors, two
claims are asserted against PPL Montana. In the first claim,
plaintiffs seek a declaration that because Montana Power
shareholders did not vote on the 1999 sale of generating assets
to PPL Montana, that sale "was null and void ab initio." The
second claim alleges that PPL. Montana was privy to and
participated in a strategy whereby Montana Power would sell its
generation assets to PPL Montana without first obtaining
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 request
that the court impose a "resulting and/or constructive trust” on
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, Butte
Division. PPL, PPL. Energy Supply and PPL Montana cannot
predict the outcome of this matter.

PJM Capacity Transactions

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
PJM daily market during the first quarter of 200!. The report
concluded that PPL EnergyPlus (identified in the report as
"Entity ") 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 PIM'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 Pennsyivania Attomey
General.

[n June 2003, the DOJ 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 laws
in its capacity market activities. The FERC already has
completed two investigations related to these capacity market
questions and has found no reason to take action against PPL.
PPL continues to believe that the PUC's report is inaccurate, that
its conclusions are groundless, and that PPL acted ethically and
legally, in compliance with all applicable laws and regulations.

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 Pennsylvania 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 report.
The court dismissed the complaint with prejudice in July 2003,
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 complaint against
PPL., PPL EnergyPlus and PPL Electric filed in the U.S. District
Court for the Eastern District of Pennsylvania by a group of 14
Pennsylvania boroughs that apparently alleges, in broad terms,
similar violations of the federal antitrust laws, These boroughs
were wholesale customers of PPL Electric. In addition, in
November 2003, PPL and PPL EnergyPlus were served with a
complaint which was filed in the same court by Joseph
Martorano, 1 (d/b/a ENERCQ), that also alleges violations of
the federal antitrust laws. The complaint indicates that
ENERCO provides consulting and energy procurement services
to clients in Pennsylvania and New Jersey. Although PPL, PPL
EnergyPlus and PPL Electric believe the claims in these
complaints are without merit, they cannot predict the outcome
of these matters.

FERC Market-Based Rate Authority

In December 1998, the FERC issued an order authorizing PPL
EnergyPlus to make wholesale sales of electric power and
related products at market-based rates. In that order, the FERC
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
analysis in December 2001. Several parties thereafter filed
interventions and protests requesting that, in light of the PJM
Market Manitor's report described above, PPL EnergyPlus be
required to provide additional information demonstrating that it
has met 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.

Lower Mt. Bethel

In August 2002, the Northampton County Court of Common
Pleas issued a decision conceming the permissible noise levels
from the Lower Mt. Bethel facility when it becomes oper.
Specifically, the court's decision sets certain permissible
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 to the Commonwealth
Court. The Lower Mt. Bethel facility is expected to be
operational in 2004. However, PPL and PPL Energy Supply
cannot predict the outcome of the ongoing litigation concerning
the facility or its ultimate impact on the Lower Mt. Bethel
facility, but such impact may be material.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders, through the solicitation of proxies or otherwise, during the fourth quarter of

2003.



EXECUTIVE OFEFICERS OF THE REGISTRANTS

Officers of PPL, PPL Energy Supply, PPL Electric and PPL Montana are elected annually by their Boards of Directors (or Boards of
nagers, as applicable) to serve at the pleasure of the respective Boards. There are no family relationships among any of the executive

cers, nor is there any arrangement or understanding between any executive officer and any other person pursuant to which the officer

‘1‘
as selected.

There have been no events under any bankruptcy act, no criminal proceedings and no judgments or injunctions material to the evaluation
of the ability and integrity of any executive officer during the past five years.

Listed below are the executive officers:

PPL Corporation
Name Age  Positions Held During the Past Five Years Dates
William F. Hecht 60  Chairman, President and Chief Executive Officer February 1995 - present
John R. Biggar 59  Executive Vice President and Chief Financial Officer January 2001 - present
Senior Vice President and Chief Financial Officer November 1998 - January 2001
Lawrence E. De Simone 56  Executive Vice President January 2004 - present
Executive Vice President - Supply October 2001 - January 2004
President - PPL EnergyPlus November 1998 - October 2001
James H. Miller 55  Executive Vice President January 2004 - present
President - PPL Generation February 2001 - present
Executive Vice President - USEC, Inc. January 1999 - February 2001
Vice President, Production - USEC, Inc. September 1995 - January 1999
’ Robert J. Grey 53  Senior Vice President, General Counsel and Secretary March 1996 - present
i T. Champagne* 45  President - PPL EnergyPlus October 200! - present
President - PPL Global May 1999 - October 2001
Vice President and Senior Business Development Officer - October 1998 - May 1999
PPL Global
Paul A. Farr* 36  Senior Vice President - PPL Global January 2004 - present
Vice President - International Operations - PPL Global June 2002 - January 2004
Vice President - PPL Global October 2001 - June 2002
Vice President and Chief Financial Officer - PPL Montana June 1999 - October 2001
Director of International Tax - PPL Global June 1998 - June 1999
Roger L. Petersen* 52 President - PPL Global October 2001 - present
President and Chief Executive Officer - PPL Montana May 1999 - October 2001
President - PPL Montana January 1999 - May 1999
John F. Sipics* 55  President - PPL Electric October 2003 - present
Vice President - Asset Management August 2001 - October 2003
Vice President - Reguiatory Support August 2000 - August 2001
Vice President - Delivery Services & Economic Development October 1998 - August 2000
James E. Abel 52 Vice President - Finance and Treasurer June 1999 - present
Treasurer August 1996 - June 1999
Mark D. Woods 45  Controller February 2004 - present

Manager - Financial Reporting and Consolidation - PPL. Services
Supervisor - Financial Accounting - PPL Services

March 1999 - February 2004
March 1997 - March 1999

Messrs. Champagne, Farr, Petersen and Sipics have been designated executive officers of PPL by virtue of their respective positions
at PPL subsidiaries.



PPL Electric Utilities Corporation

Name Age  Positions Held During the Past Five Years

Dates

John F. Sipics 55  President
Vice President - Asset Management
Vice President - Regulatory Support
Vice President - Delivery Services & Economic Development

James E. Abel 52 Treasurer
Vice President - Finance and Treasurer
Treasurer

Mark D. Woods 45 Controller

Manager - Financial Reporting and Consolidation - PPL Services
Supervisor - Financial Accounting - PPL Services

PPL Energy Supply, LLC

October 2003 - present ,
August 2001 - October 2003
August 2000 - August 2001
October 1998 - August 2000

July 2000 - present
June 1999 - july 2000
August 1996 - June 1999

February 2004 - present
March 1999 - February 2004
March 1997 - March 1999

Itern 4 is omitted as PPL Energy Supply meets the conditions set forth in General Instruction (1)(1)(a) and (b) of Form 10-K.

PPL Montana, LLC

Item 4 is omitted as PPL Montana meets the conditions set forth in General Instruction (1)(1){a) and (b) of Form 10-K.




PART Il

COMMON EQUITY AND RELATED

. ITEM 5. MARKET FOR THE REGISTRANT'S
STOCKHOLDER MATTERS

PPL Corporation

Additional information for this item is set forth in the sections entitled "Quarterly Financial, Common Stock Price and Dividend Data,"
"Item 12 - Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” and "Shareowner and
[nvestor Information” of this report. The number of common shareowners is set forth in "item 6 - Seiected Financial and Operating
Data."

PPL Energy Supply, LLC

There is no established public trading market for PPL Energy Supply's membership interests. PPL Energy Funding, a direct wholly-
owned subsidiary of PPL, owns all of PPL Energy Supply's outstanding membership interests. Distributions on the membership interests
will be paid as determined by PPL Energy Supply's Board of Managers. PPL Energy Supply made cash distributions to PPL Energy
Funding of approximately $1.2 billion in 2003 and $710 million in 2002.

PPL Electric Utilities Corporation

Additional information for this item is set forth in the sections entitled "Quarterly Financial Data" and "Shareowner and Investor
Information” of this report.

PPL Montana, LLC

tstanding membership interests. Distributions on the membership interests will be paid as determined by PPL Montana's Board of

‘here is no established public trading market for PPL Montana's membership interests. PPL indirectly owns all of PPL Montana’s
anagers. PPL Montana made a cash distribution indirectly to PPL of $5 million in 2003. There were no such distributions in 2002,

ITEM 6. SELECTED FINANCIAL AND OPERATING DATA

‘PPL ‘Energy Supply, LLC
ftem 6 is omitted as PPL Energy Supply meets the conditions set forth in General Instructions (I)(1)(a) and (b) of Form 10-K.
PPL Montana, LLC

Item 6 is omitted as PPL Montana meets the conditions set forth in General Instructions (1) 1)(a) and (b) of Form 10-K.



ITEM 6. SELECTED FINANCIAL AND OPERATING DATA

PPL Corporation (a) 2003 2002 2001 2000 1999
Income Items - millions
Operating revenues (b) ... % 5,587 % 5481 3 5115 § 4545 % .
Operating income (b) ..o 1,340 1,246 850 1,194 -
Income from continuing OPErations ...........coveerceecverermrererensesennas 719 360 169 487 478
NEL ICOME ...t crtes e ssbe it s e e se e ee st st n b b e s eeacene e 734 208 179 498 432
Balance Sheet Items - miilions (c)
Property, plant and equipment - NEt ..., 10,446 9,566 5,947 5,948 5,624
Recoverable transition COStS.......cccviriiiriieieeeeceer e renes e esisne oo 1,687 1,946 2.172 2,425 2,647
Total @SSELS ....ouieiieicieee et e 17,123 15,552 12,562 12,360 11,174
AT o 1 0 T o U 7,859 6,267 5,579 4784 4,157
Long-term debt with affiliate rusts (d) ...ccceeveeceriveerviecereereene, 681
Company-obligated mandatorily redeemable preferred
securities of subsidiary trusts holding solely company
AdEDENIUES (d)..ieeereeraneeiirririenisierr e snenn b 661 825 250 250
Preferred stock
With sinking fund requirements............ccooiiiiii i 31 31 46 46
Without sinking fund requirements...........coovmiveieinecireecnnnna, =1 51 51 51 51
COMITION EQUILY ..onveeiriririerierectseseesseseessssssessssesmseseenssesssassssssssssnns 3,259 2,224 1,857 2,012 1,613
ShOTt-term debt . .cocovviiieieeece e ene e 56 943 118 1,037 857
Total capital provided by investors ..........c.oooorerieerrncneeee, 11,906 10,177 2.461 8,180 6,974
Capitat lease ObliZatIONS........cccvvvrirrnncnrcree s st ssnas 12 125
Financial Ratios
Return on average common equity - %6 ...cooeovccrrenrererseerennneeseenns 26.56 10.27 8.41 27.49 24.70
Embedded cost rates (c)
Long-term debt = 0 .cccvcceeceecereresrnre s ee s rnerer e sennenneens 6.56 7.04 6.84 6.98 6.95
Preferred stock - %8, e 514 5.81 5.81 587 5.87
Preferred securities - %6 (d)...oovevveiieeiniceee e, 8.02 8.13 8.44 8.44
Times interest earned before income taxes .........ocoecveciiienennanan, 292 1.97 2.19 3.05 3.37
Ratio of eamnings to fixed charges - total enterprise basis (e)......... 2.5 1.9 1.7 2.5
Common Stock Data
Number of shares outstanding - thousands
YeAr-Nd. ... .ot iieeeeeccecvraeeese e st 177,362 165,736 146,580 145,041 143,697
AVEIAER ....oocievevirireresseess s ssssne et s srens s m e arant e s 172,795 152,492 145,974 144,350 152,287
Number of record ShareoWnNErs {€) c.eeuvvevecriiieiierirerecrerreerevsssnins 83,783 85,002 87,796 91,777 91,553
Income from continuing operations - Basic EPS .......cccccccvcreeeee. 8 4.16 % 236 % 1.16 § 338 % 314
Income from continuing operations - Diluted EPS ..........c........ $ 415 % 236 % 1.Li5 § 337 % 3.14
Net income - Basic EPS ... s $ 425 § 1.37 § 123 % 345 % 2.84
Net income - Diluted EPS .......ooormr e $ 424 % 136 § 122 § 34 % 2.84
Dividends declared per share .......cccooceceeniicimnnii s h) 1.54 § 1.44 § 1.06 §$ 1.06 § 1.00
Book value per Share (€) ...cocvveeveeiemeruneseseesssenssesesenesemmecsenecesenens S 1837 § 1342 § 1267 $§ 1387 § 1123
Market price per Share (€} ...oveeieeereinr e e $ 4375 $§ 3468 3 3485 3 45188 § 22875
Dividend payaut rate - % (£) .o ccii e ceccncan e 36 106 87 31 35
Dividend yield - %0 (£).....ccceieeeieeecnmrresie e e e s 3.52 4.15 3.04 2.35 4.37
Price earnings ratio (£) (8) ..veverioirmrcecc e 10.32 25.50 28.57 13.14 8.05
Sales Data - millions of kWh
Domestic - Electric energy supplied - retail .......ccoococricvenvencnnnn. 36,774 36,746 37,395 37,758 33,695
Domestic - Electric energy supplied - wholesale ..., 41,709 36,849 27,683 40,925 32,045
Domestic - Electric energy delivered ..., 36,083 35,712 35,534 34,731 33.874
International - Electric energy delivered (h) ......cocccccoenrnnvvenrncnn 31,952 33,313 5919 3,735 2,942

(a) The camings cach year were affected by unusual items, which aflected net income. See "Eamings” in Management's Discussion and Analysis of Financial Condition

and Results of Operations for a descripiion of unusual stems in 2003, 2002 and 2001.

{b) Opérating revenues and operating income of certain years are restated to conform to the current presentation.

(c) At year-end.

{d) On'luly 1,2003, PPL adopted the provisions of SFAS 150, "Accounting for Certain Financial Instruments with Characteristics of Both Liabilitics and Equity.” The
company-obligated mandalorllﬁ' redeemable preferred securities are mandatorily redeemable financial instruments. as they require the issuer to redeem the securities

for cash'on a specified date, T

1 were deconsolidated effective December 31, 2003 in connection with the adoption of FIN 46, "Consolidation of Variab

reflected in “Long-term Debt with Affiliate Trusis” as of December 31, 200

on capital lease obligations, the estimate

interest component of other rentals and preferred dividends.

rilal Funding

us, they should be classified as liabilities, as a component of long-term debt, instead of "mezzanine” e%iry on the Balance S
However, as of December 31, 2003, no amounts were included in "Long-1erm Debt" for these securities because PPL Caj ]

heet.

rust | and SIUK Capital Trust

: ! 1Y ; k e Interest Entities, an Interpretation of ARB
No. 51." for certain entities. Instead, the subordinated debt securities that mappon the company-obligated mandatority redeemable preferred securities of the trust are

See Note 22 for additional information on SFAS 15

and FIN 46,

{e) Computed using eamings and fixed charﬁqs of PPL and its subsidiaries. Fixed charges consist of interest on short- and long-term debt, other interest charges, i4.

(N Based on diluted EPS.
{g) Based on year-end market prices.

(h) Deliveries for 2002 include the electricity deliveries of WPD for the {ull year and of CEMAR prier to deconsolidation.
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ITEM 6. SELECTED FINANCIAL AND OPERATING DATA

.%Electric Utilities Corporation {a) 2003 2002 2001 2000 1999 (&)
come [tems - millions
OPEFatiNg FEVEMUES ...uveirrerereeecireeeesereesee s e ssenae s ns b ansesnees 2,788 % 2748 & 2694 $ 3336 § 3,059
OPErating iNCOME .......cocvereerreiierereecraece e saaenesceransreeseeerrereasaens 251 275 419 669 749
Income available to PPL Corporation........c.cc.oooevneivneseeniiinnennes 25 39 119 261 398
Balance Sheet Items - millions (b)
Property, plant and equipment =~ NeL..........ccoocoeivrirnniinniceniieinneenes 2,589 2,456 2,319 2,401 4,345
Recoverable transition COSIS .o.omivririiarrereeeeesrrirreermmvnresereeesnreranennss 1,687 1,946 2,172 2,425 2,647
TOMAL ASSELS ..eeieeeeeeet e et er e be e s s e e et st b e e mbseeneeemennas 5,469 5.583 5,921 6,023 9,092
Eong-term debt ... 2,937 3,175 3,439 3,126 3,505
Company-obligated mandatorily redeemable preferred
securities of subsidiary trusts holding solely company
BEDEMIUTES ..cvereiiiiiiecrarcrersears v reessabacarer e seecrne s s rassasatee e s saarassnane 250 250 250
Preferred stock
With-sinking fund requirements ...........ococoiiiiiirre e 31 31 46 46
Without sinking fund requirements ........cccovoeveeecrerrceecrnenen 51 51 51 51 51
COMMON BQUILY ....cuoiiiiierereininini e ettt se s eas st st tansn s erenen 1,222 1,147 931 1,160 1,296
Short-term debt.......ccccv e crerree s cr e e s e n e rraeeeee 15 59 183
Total capital provided by INVESIOrS.........cccceviveecven e 4,210 4,419 4,722 4,692 5,331
Capital lease obligations.........cooeiviecnni e et 125
Financial Ratios’
Return on average common equity = Y. ..corieeecenrneenienitn e 2.08 3.87 11.09 19.40 25.59
Embedded cost rates (b)
Long-term debl - $o......ccociinnince e e 6.61 6.83 6.81 6.88 6.97
Prefermed StOCK - %0 .t ress e 5.14 5.81 5.81 5.87 5.87
Preferred SECUMIIES = Ui et rer et erras e e ececenes 8.44 8.44 8.44
" Times interest earned before iNCOME tAXeS.....cecvveeeeveiceiereeeceenieene 1.22 1.33 1.92 2.81 3.75
Ratio of earnings to fixed charges (€. eoerrrvveerrerecnumneecsieenrnesseneees 1.2 [.2 (.7 2.5 3.2
Sales Data
Customers {(thousands) (B) ..o nrrrree e renesees 1,336 1.308 1,298 1,270 1,270
Electric energy delivered - millions of kWh
ReSIAENIIAL.....ooccecrieeeieirverescr e eirecsrseressrseanvnrrsissetrasressssrsrsrann 13,266 12.640 12,269 11,924 11,704
COMIMEITIA .. eeoeeeiceecet et ee et eee et e aasemtaaasreresasentas 12,388 12,371 12,130 11,565 11,002
INAUSEFAL. ..ot erme v s s e b b e sssbananens 9,599 9,853 10,000 10,224 10,179
01Tt U VU SO UU U 154 169 211 194 160
Retail electric Sales ..o et 35,407 35,033 34,610 33,907 33,045
Wholesale electric sales (d) .coouevieeeiiiiise e 676 679 924 17,548 31,715
Total electric energy sales delivered.........coooooeeinceiciinennn. 36,083 35,712 35,534 51,455 64,760
Electric energy suppliedas a PLR ... 33,627 33,747 31,653 32,260 33,695

{a) Eamings each year were affected by unusual items which affected net income. See "Eamings” in Management's Discussion and Analysis of Financial Condition and

Results of Operations for a description of unusual items in 2003, 2002 and 2001.

{b) At year-end,

{c} Computed using earnings and fixed charges of PPL Electric and its subsidiaries. Fixed charges consist of interest on short- and long-term debt, other interest charges,
interest on ¢apital lease obligations and the estimated interest component of other rentals,

(d) After the July 1, 2000 corporate realignment, PPL Electric had only wholesale sales to municipalities and NUG purchases that are resold to PPL EnergyPlus.

{e) Comparability of Selected Financial and Operating Data for 1999 to subsequent years is affected by the corporate realignment on July 1, 2000, in which PPL Electric

transferred its eleciric generation and related assets 1o certain PPL affiliates.



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

Overview

PPL is an energy and utility holding company with headquarters
in Allentown, PA. See Item |, "Business - Background," for
descriptions of PPL's major segments. See Exhibit 99 in Item
15 for the current corporate organization structure. Through its
subsidiaries, PPL is primarily engaged in the generation and
marketing of electricity in two key markets - the northeastern
and western U.S. - and in the delivery of electricity in
Pennsylvania, the U.K. and Latin America. PPL's strategy for
its electricity generation and marketing business is to match
energy supply with load, or customer demand, under long-term
and intermediate-term contracts with creditworthy
counterparties. PPL's strategy for its electricity delivery
businesses is to own and operate these businesses at the highest
tevel of quality and reliability and at the most efficient cost.

PPL faces several risks in its generation business. The principal
risks are electricity wholesale price risk, fuel supply and price
risk, power plant performance and counterparty credit risk. PPL
attempts to manage these risks through various means. For
instance, PPL. operates a portfolio of generation assets that is
diversified as to geography, fuel source, cost structure and
operating characteristics. PPL is focused on the operating
efficiency and maintaining availability of these power plants. In
addition, PPL. has in place and continues to pursue long-term
and intermediate-term contracts for energy sales and fuel
supply, and other means, to mitigate the risks associated with
adverse changes in the difference, or margin, between the cost
to produce electricity and the price at which PPL sells it. PPL's
contractual commitments for energy sales are primarily satisfied
through its own generation assets - i.e., PPL primarily markets
and trades around its physical portfolio of generating assets
through integrated generation, marketing and trading functions.
Finally, PPL attempts to reduce its exposure to the various risks
it faces through its risk management program, which, among
other things, includes an evaluation of market risks and the
creditworthiness of all counterparties.

PPL's electricity delivery businesses are rate-regulated.
Accordingly, these businesses are subject to regutlatory risk in terms
of the costs that they may recover and the investment returns that
they may collect in customer rates. The principalchallenge that
PPL faces in its electricity delivery businesses is to maintain high
standards of customer service and reliability in a cost-effective
manner. PPL seeks to apply its experience in operating and
managing its Pennsylvania delivery business to its international
businesses. In turn, PPL has also gained valuable experience by
operating and managing these internationat businesses. PPL faces
certain financial risks by conducting international operations, such
as fluctuations in currency exchange rates. PPL attempts to manage
these financial risks through its risk management program.

A key challenge for PPL's business as a whole is to maintain a
strong credit profile. In the past few years, investors, analysts
and rating agencies that follow companies in the energy industry
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position of energy companies. PPL is focused on strengt
its balance sheet and improving its liquidity position, ther
improving its credit profile.

have been particularly focused on the credit quality and l‘

The purpose of "Management's Discussion and Analysis of
Financial Condition and Results of Operations” is to provide
information concerning PPL's past and expected future
performance in implementing the strategies and managing the
risks and challenges outlined above. Specifically:

¢  "Resuits of Operations” provides an overview of PPL's
operating results in 2003, 2002 and 2001, starting with a
review of earnings. The earnings review includes a listing of
certain unusual items that had significant impacts in these
years, and it also includes a description of key factors that
management expects may impact future earnings. "Results of
Operations” also includes an explanation of changes during
this three-year period in significant income statement
companents, such as energy margins, utility revenues,
operation and maintenance expenses, financing costs, income
taxes and cumulative effects of accounting changes.

¢ "Financial Condition - Liquidity" provides an analysis of
PPL's liquidity position and credit profile, including its
sources of cash (including bank credit facilities and sources
of operating cash flow) and uses of cash (including
contractual commitments and capital expenditure
requirements) and the key risks and uncertainties that
impact PPL's past and future liguidity position and financial
condition, This subsection alsc includes an explanation of
recent rating agency decisions affecting PPL, as well as a
listing of PPL's current credit ratings.

s "Financial Condition - Risk Management - Energy
Marketing & Trading and Other" includes an explanation of
PPL's risk management program relating to market risk
(i.e.,, commedity price, interest rate and foreign currency
exchange risk) and credit risk (i.e., counterparty credit risk).

* "New Accounting Standards" provides a description of
accounting standards that impact PPL's Financial Statements
and that were implemented in 2003 or are pending adoption.

s "Application of Critical Accounting Policies” provides an
overview of the accounting policies that are particularly
important to the results of operations and financial condition
of PPL and that require PPL's management to make
significant estimates, assumptions and other judgments.
Although PPL's management believes that these estimates,
assumptions and other judgments are appropriate, they relate
to matters that are inherently uncertain. Accordingly,
changes in the estimates, assumptions and other judgm
applied to these accounting policies could have a signi
impact on PPL's results of operations and financial condition,
as reflected in PPL's Financial Statements.




The information provided in "Management's Discussion and
Analysis of Financial Condition and Results of Operations”

ould be read in conjunction with PPL’s Financial Statements
‘i the Notes thereto.

Terms and abbreviations appearing herein are explained in the
glossary. Dollars are in millions, except per share data, unless

otherwise noted.

Results of Operations

Earnings in 2003 and 2002 were impacted by the acquisition of
a controlling interest in WPD on September 6, 2002, and the
resulting consolidation, as described in Note 9 to the Financial
Statements. Therefore, the comparisen of reported income
statément line items berween 2002 and 2001 is not meaningful
without eliminating the impact of the WPD consolidation. The
following table shows the 2002 Statement of Income as
reported, the adjustments to eliminate the impact of the WPD
consolidation (by reflecting WPD on the equity method). and as
adjusted to exclude the WPD consclidation. The foilowing
discussion, that explains significant annual changes in principal
items on the Statement of Income, compares 2003 to 2002,
unadjusted, and compares 2002, as adjusted, to 2001.

PPL Corporation and Subsidiaries
Consolidated Statement of Income
Adjusted to Eliminate WPD Consolidation

2002
As As
Reported  Adjustment Adjusted
perating Revenues

Utility $ 367 § 579 % 3.097
Unregulated retail electric and gas 182 182
Wholesale energy marketing 1.036 1.036
Met encrgy trading margins 19 19
Energy retated businesses 568 {60) 628
Total 5.481 519 4,962
Operating Expenses
Operation

Fuel 584 584

Energy purchases 916 916

Other operation and

maintenance [.136 42 1,094

Amortization of recoverable

transition costs 226 226
Depreciation 367 12 255
Taxes, other than income 23 42 189
Energy related businesses 543 29 514
Other charges

Write-down of international

energy projects 113 i3

Workforce reduction 75 75

Write-down of generation

assels 44 44

4.235 225 4,010

AS As

Reported  Adjustment Adjusted
Operating Income 1.246 294 952
Otiter Income - net 30 20 10
Interest Expense 361 127 434
[ncome Taxes 210 103 105
Minority Interest 78 73 5
Distributions on Preferred
Securities 67 9 58
Loss from Discontinued Operations 2 2
Cumulative Effect of a Change in
Accounting Principle {150) (150}
Net Income 3 208 8§ $ 208

The comparability of certain items on the Statement of Income
has also been impacted by PPL Global's investment in CEMAR.
The consolidated results of CEMAR are included for periods
during which PPL had a controlling interest, from January I,
2001 to August 2002. See Note 9 to the Financial Statements
for more information,

WPD's results, as consolidated in PPL's Statement of [ncome,
are impacted by changes in foreign currency exchange rates.
For the twelve months ended December 31, 2003, as compared
to the same period in 2002, changes in foreign exchange rates
increased WPD's portion of revenue and expense line items by
about 9%.

Earnings

Net income, and the related EPS, were as follows:

2003 2002 2001
Net income 8 734 § 208 % 179
EPS - basic g 425 § 1.37 8§ 1.23
EPS - diluted $ 424 % 136 § 1.22

The after-tax changes in net income were primarily due to:

2003 vs. 2002 2002 vs. 2001

Domestic:

Wholesale energy margins 3 68 % (81)

Net energy trading margins (4) (1)

Unregulated retail energy margins {6} (33)

Regulated retail encrgy margins (433 59

Delivery revenues (nel of CTC/ITC

amortization and interest expense on

transition bonds) ] 10)

Operation and maintenance expenscs (41} (34)

Realized earnings on

decommissioning trust fund 2

Depreciation 4

Contribution of property i2

Taxes other than income {excluding

1085 receipts tax) (14)

Synfuel tax credits 2 10



2003 vs. 2002 2002 vs. 2001 PPL's future earnings could be, or will be, impacted by a

Based upon current eltectricity and natural gas price |
there is a risk that PPL may be unable to recover its

investment in new gas-fired generation facilities. Under
GAAP, PPL does not believe that there is an impairment

Mechanical contractors ¢amings (4) number of key factors, including the following:
Interest expense and preferred
dividends 51 {29) .
QOther (12) (3)
Total Domestic 36 (129)
Intemnational:

U.K. operations:
Benefit of completz ownership

of WPD (see Note 9) 29 11
Impact of changes in foreign

currency exchange rates 14 |
Other 1 1

Latin America 18 (24} .
Other 3 61
Total Intemational 65 50
Unusual items 425 108
by 526 3 29

The changes in net income from year to year were, in part,
attributable to several unusual items with significant earnings
impacts, including accounting changes, discontinued operations
and infrequently occurring items. The after-tax impacts of these
unusual items are shown below.

Impact on Net Income
2003 2002 2001

Accounting changes:
Asset retirement obligation (Note 21)  § 63

Consolidation of variable interest
entities (Note 22) 27)

Goodwill impairment (Note 18) $  (150)
Pensions (Note 12) $ 10
Discontinued operations {Note 9} (20)

CEMAR-related net tax benefit
(Note 5) 81

Workforce reduction (Note 20} (5} (44)
Write-down of generation assets (Note 9) (26)
CEMAR operating losses (Note 9) (23)
CEMAR impairment (Note 9) (98) @217)

Cancellation of gencration projects
(Note 9} (88)

WPD impairment (Note 9) (117)
Tax benefit - Teesside (Note 9) 8
Enron impact on trading (Note 17) 8)

Enron impact - write-down investment in .
Teesside (Note 9) (21)

Total $ 92 § {333 3 (441)

The year to year changes in earnings components, including

charge to be recorded for these facilities at this time. PPL
is unable to predict the ultimate earnings impact of this
issue, based upon future energy price levels, applicable
accounting rules and other factors, but such impact may be
material. {See "Application of Critical Accounting Policies
- Asset Impairment” for additional information.)

PPL is unable to predict whether future impairments of
goodwill may be required for its domestic and international
investments. While no goodwill impairments were required
based on the annual review performed in the fourth quarter
of 2003, future impairments may occur due to
determinations of fair value exceeding the carrying value of
these investments. (See "Application of Critical
Accounting Policies - Asset Impairment” for additional
information.) X

Earnings in 2004 and beyond will be impacted by the
consolidation of variable interest entities (as discussed in
Note 22 to the Financial Statements).

PPL Electric expects to file a request for a distribution rate
increase with the PUC in March 2004. If approved, the
new rates will go into effect in January 2005, when PPL
Electric's distribution rate cap expires. In addition,
beginning fanuary 1, 2005, PPL Electric expects to
recover from its retail customers the charges that it pay
PJM for transmission-retated services. See "Item 1.
Business-Background-Delivery Segment" for more
information regarding PPL Electric's transmission and
distribution rate cap.

Eamnings in 2005 and beyond may be impacted by a rate
review of the delivery business of WPD (South West) and
WPD (South Wales). PPL cannot predict the ultimate
outcome of the rate review.

PPL operates a synfuel facility and receives tax credits
pursuant to Section 29 of the Internal Revenue Code based
on its sale of synfuel to unaffiliated third-party purchasers.
See Note 14 to the Financial Statements for a discussion of
the IRS review of synfuel production procedures, and the
projected annuat earnings attributable to PPL's synfuel
operations.

Future eamings may also be impacted by the ultimate
exiting of the CEMAR investment (see Note 9 to the
Financial Statements for additional information) or other
investments.

margins by activity and income statement line items, are Domestic Gross Energy Margins

discussed in the balance of the discussion in "Results of
Operations.”
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The following table provides changes in income statement line
items that comprise domestic gross energy margins:




2003 vs. 2002 2002 vs. 2001

Utility revenues 5 4 5 63
nregulated retail electric and gas

cnues (30) (174)
olesale energy marketing revenues 178 9
Net energy trading margins 7N (18)
Other revenue adjustments (a) 6 41
Total revenues 181 {79)
Fuel 33 {18)
Energy purchases 114 5
Other cost adjustments (a) 9 31
Total cost of sales 156 18
Domestic gross energy margins 3 25 3 197)

ta) Adjusted to exclude the impact of any revenues and costs not associated
with domestic energy margins, in particular, revenues and energy cosis
related to the international operations of PPL Global and the domestic
delivery operations of PPL Electric and PPL Gas Utilities. Also adjusted
1o include gains on sales of emission allowances, which are reflected in
"Other operation and maintenance” expenses on the Statement of Income,
and the reduction of the reserve for Enron receivables, as described in
Note 17 to the Financial Statements.

Changes in Domestic Gross Energy Margins By Activity

Gross margin calculations are dependent on the allocation of
fuel and purchased power costs to the activities listed below.
That allocation is based on monthiy MWh consumption levels
compared to monthly MWh supply costs. Any costs specific to
an activity are charged to that activity.

2003 vs. 2002 2002 vs. 2001

.miesale - Eastemn U.S. ) 67 3§ (64)

Wholesale - Western U S, 49 (7
Net energy trading (7 (18}
Unregulated retail (10) (55)
Regulated retail (74) 111

Domestic gross energy margins b 25 3 (97)

Wholesale - Eastern U.S.

Eastern U.S. wholesale margins were higher in 2003 compared
to 2002 primarily due to higher volumes, which increased by
47%. The higher volumes were primarily driven by market
opportunities to optimize the value of generating assets and by
higher spot prices that allowed PPL to increase the utilization of
its higher cost generating units including 699 MW of new
generation that began commercial operation in mid-2002. In
PJM, where the majority of PPL's Eastern wholesale activity
occurs, average on-peak spot market real time prices rose 34%
in 2003 compared to 2002, Partially offsetiing the increase in
wholesale energy margins in 2003 compared to 2002, was the
buyout of a NUG contract in February 2002, which reduced
power purchases by $25 million.

Eastern wholesale margins were lower in 2002 compared to
01, despite a buyout of a NUG contract in February 2002 that
qjuced purchased power costs by $25 million. The decline in
argins was primarily attributable to the decline in wholesale
prices for energy and capacity. PJM on-peak prices averaged

$6/MWh less, a decline of 14%, for 2002 compared to 2001.
Additionally, because new generating capability came on-line
within PJM in 2002, the prices for the PJM monthly auctions for
unforced capacity credits fell from an average of $100/MW-
month in 2001 to an average of $38/MW-month in 2002.
However, higher volumes of energy sales partiaily offset the
decline in prices, as wholesale transactions in 2002 increased by
about 33% over 2001 due to better generating unit availability,

Wholesale - Western U.S.

Western U.S. wholesale margins consist of margins in the
Northwest and in the Southwest.

In the Northwest, margins were $3 | million higher in 2003
compared to 2002, primarily due to higher wholesale prices,
Average wholesale prices for 2003 were $6/MWh higher than
prices in 2002. A favorable settlement of $3 million with
Energy West Resources [nc. in June 2003 also positively
impacted margins in 2003. Margins were $74 million lower in
2002 compared to 2001, primarily due to a decrease in average
realized wholesale prices by $15/MWh, partially offset by a 7%
increase in volumes.

In the Southwest, margins were §9 million higher in 2003
compared to 2002, primarily due to the inception of new tolling
agreements in Arizona and due to an increase of average
wholesale prices in 2003 by $16/MWh compared to 2002.
Margins were $9 million lower in 2002 compared to 2001,
primarily due to a decrease in average wholesale prices by
$40/MWh. These lower prices were offset by increased sales,
which were three times higher than the prior period, as a result
of the Griffith Energy and Sundance facilities coming on-line in
2002.

The above explanation is exclusive of $9 million related to the
2003 partial reversal of a reserve against Enron receivables, and
a 2001 charge of $12 million for the Enron bankruptcy, both of
which affected gross margins. These items are discussed in
further detail in Note 17 to the Financial Statements.

Net Energy Trading

PPL enters into certain contractual arrangements that meet the
criteria of energy trading derivatives as defined by EITF 02-3,
"Issues Involved in Accounting for Derivative Contracts Held
for Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities." These physical and financial
contracts cover trading activity associated with electricity, gas
and oil. The $7 million decrease in 2003 compared to 2002 was
primarily due to realized electric swap losses in 2003. The'$18
million decrease in 2002 compared to 2001 was primarily due to
unrealized, mark-to-market gains in 200! and lower energy
margins in 2002, The physical volumes associated with energy
trading were 9,100 GWh and 12.6 Bcfin 2003; 10,700 GWh
and 12.4 Bcfin 2002; and 7,700 GWh and 22.4 Befin 2001.
The amount of energy trading margins from unrealized mark-to-
market transactions was not significant in 2003, 2002 and 2001.



Unreguiated Retail

Unregulated retail margins declined in 2003 compared to 2002
primarily due to significantly lower electric retail prices in the
Western U.S. Western U.S. retail contract prices decreased
about 19% in 2003 compared to 2002. The decline in 2002
compared to 2001 was primarily due to lower revenues resulting
from the expiration of contracts which were not renewed in the
Eastern U.S. and due to significantly lower retail prices in the
Western U.S., somewhat offset by an increase in the number of
customers in the Western U.S.

Regulated Retail

Regulated retail margins in the Eastern U.S. for 2003 decreased
by 9% compared to 2002, due to higher supply costs resulting
from higher purchased power prices. Purchased power prices
were higher because of increased gas and oil prices and an
abnormally cold winter. Regulated retail margins for 2002 were
[ 7% higher than in 2001. Higher sales volumes and higher
average prices, caused by changes in usage among customer
classes, provided the improved margins. In addition, lower
supply costs in 2002, due to lower fuel costs and increased
generating unit availability, further improved margins.

Utility Revenues

The increase (decrease) in utility revenues was attributable to
the following:

2003 vs. 2002 2002 vs. 2001

Domestic:
Retail ¢lectric revenue (PPL
Electric)
Electric delivery A 48 3 ()
PLR electric supply 22 102
Other (1)
Wholesale electric revenue
(PPL Electric) (&3]
Gas revenue (PPL Gas
Utilities) {4 (15)
International:
Retail electric delivery (PPL
Global}
UK. 35
El Salvador 13 4
"Bolivia 1 2
Chile 18 4
Brazil (113) (17}
b 34 % 63

The increase in utility revenues for 2003 compared with 2002
was attributable to:

s higher PPL Electric delivery revenues resulting from a

1.1% increase in delivery sales, in part due to colder winter
weather in the first quarier of 2003;
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e higher PPL Electric PLR supply revenues due to higher
energy and capacity rates in 2003 compared with 2002;

+ higher PPL Gas Utilities revenues primarily due to higher
sales volumes of propane and natural gas;

e higher WPD revenues in the U.K. primarily due to t
change in foreign currency exchange rates from per;.
period;

s higher revenues in El Salvador primarily due to higher
volumes and higher pass-through energy costs, partially
offset by a 6% tariff reduction effective January 1, 2003;
and

®  higher revenues in Chile primarily due to higher volumes
and the consolidation of TransEmel (see Note 9 to the
Financial Statements); partially offset by

e lower revenues in Brazil attributable to the deconsolidation
of CEMAR in August 2002 (see Note 9).

The increase in utility revenues in 2002 compared with 2001
was primarily due to:

» higher PPL Electric PLR supply revenues, see "Regulated
Rezail" for additional information; partially offset by

» lower PPL Gas Utilities revenues primarily due to lower
sales volumes (due in part to milder winter weather
experienced in the first quarter of 2002) and a decrease in
the fuel cost component of customer rates; and

= lower revenues in Brazil, as noted above.

Energy Related Businesses

Energy related businesses contributed $17 million less to .
operating income in 2003 compared with 2002. The decre
resulted primarity from:

e %7 million of credits recorded on development projects in
2002, due largely to a favorable settlement on the
cancellation of a generation project in Washington state;

¢ ° a 35 million operating ioss on some Hyder properties in the
first quarter of 2003, which were subsequently sold in April
2003,

e an $8 million decrease in Latin America revenues from
lower material and construction project sailes. (In 2002, a
Bolivian subsidiary participated in the construction of a
1,500 kilometer transmission line in rural areas); and

s 253 million decrease in margins from telecommunications,
due to the acquisition of a fiber optic network and start-up
activities for new products; partially offset by

e 233 million improvement in contributions from mechanical
contracting subsidiaries due to enhanced project controls
that were implemented to minimize project overruns, offset
by a continuing decline in construction markets in 2003.

Energy related businesses {(when ad}justed to include WPD on an
equity basis) contributed $12 million less to operating income in
2002 compared with 2001. This was primarily due to:

¢ a§14 million benefit recorded in 2001 from an equity,
interest in Griffith Energy related to margins on forwar



electricity contracts executed prior to commercial
operation;

a $9 million decline from the mechanical contracting and
engineering subsidiaries, primarily due to cost overruns
experienced at two major projects;

a $6 million operating loss on start-up telecommunications
operations; and

34 million of pre-tax operating losses from synfuel projects;
partially offset by

a $23 million decrease in PPL Global's expenses due to
lower spending on development projects in 2002, including
a favorable settlement on the cancellation of a generation
project in Washington state.

Although operating income from synfuel operations declined in
2002 compared to 2001, the synfuel projects contributed $7
miliion more 10 net income after recording tax credits.

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance
expenses was primarily due to:

2003 vs. 2002 2002 vs. 2001

Decrease in domestic and
international.pension income 3 53 % 17

Increased operating expenses in
domestic business lines and
other 44 2

Additional expenses of new

| erating facilitics 28 27
ease in WPD expenses due
regulatory accounting

adjustments, and resolution of

purchase accounting

contingencies in the second

quarter of 2002 related to the

Hyder acquisition 18

[ncrease in foreign currency
exchange rates 10

Accretion expense as a result of
applying SFAS 143 (see Note
2n

Increase in other postretirerment
benefit expense 15 &

Qutage costs associated with
the turbine replacement at the
Susquehanna station 7

Change to account for CEMAR
on the cost method

Estimated reduction in salaries
and benefits as a result of the
workforce reduction initiated in
2002

Insurance settlements -
property damage and
environmental

Decrease in PPL Global's
administrative and general
expenses

(38) 9}

{28) an

(27}

{10)

Gains on sales of emission
allowances (17) (2}

‘ ation liability adjustment in
2 in conjunction with the
rkforce reduction {13) 15

The $53 million decrease in net pension income was attributable
to decreased asset values at the end of 2002 and reductions in
the discount rate assumptions for PPL's domestic and
international pension plans, which were the result of weakness
in the financial markets during 2002. The 2002 year-end asset
values and discount rates were used to measure net pension
income for 2003. Through December 31, 2003, PPL recorded
$42 million of net pension income.

Although financial markets have improved and PPL's domestic
and international pension plans have experienced significant
asset gains in 2003, interest rates on fixed-income obligations
have continued to fall. requiring a further reduction in the
discount rate assumption as of December 31, 2003. The
reduction in the discount rate assumption has a significant
impact on the measurement of plan obligations and net pension
cast, which will resuit in PPL's recognition of fower levels of
net pension income in 2004. See Note 12 1o the Financial
Statements for details of the funded status of PPL's pension
plans.

Depreciation

Impacts on depreciation were as follows:

2003 vs. 2002 2002 vs. 2001
Additions to PP&E $ 32 8 20
Foreign currency exchange rates 10

Lower depreciation due o
deconsolidation of CEMAR in 2002 (7 (7)

Discontinuation of recording goodwill
amortization in 2002 due 10 adoption of

SFAS 142 (see Note 18) (10)
Extension of Susquehanna station's
depreciable life (14)

No decommissioning expense in 2003

due to application of SFAS 143 (a} (22)

$ 13 3

(b

{a) There was a commesponding recording of accretion expense for PPL
Susquehanna in 2003, which is part of "Other operation and maintenance”
expense.

Depreciation expense increased in 2003 by $13 million. An
additional $32 million of depreciation was recorded related to
several projects, the largest of which were the Susquehanna Unit
2 turbine replacement and the Autornated Meter Reading and
Power Management System projects. The additional
depreciation was partially offset by the removal of
decommissioning expense from depreciation expense as
required by SFAS [43, "Accounting for Asset Retirement
Obligations.” See Note 21 to the Financial Statements for
additional information.

Taxes, Other Than Income

Taxes, other than income, increased by $25 million in 2003
compared with 2002 due to the settlement of prior years' capital
stock tax refund claims of $8 million in 2002, higher taxes
related to an increase in the basis on which capital stock tax is
calculated in 2003 and higher real estate taxes.



Taxes, other than income, increased by $34 million in 2002
compared with 2001, primarily due to a $42 million increase in
gross receipts tax, partially offset by a $12 million decrease in
capital stock tax.

The gross receipts tax increase in 2002 was due to an increase in
the revenue-neutral reconciliation (RNR) tax component of the
effective Pennsylvania gross receipts tax rate in January 2002.
The RNR, which adjusts the base gross receipts tax rate of
4.4%, was enacted as part of the Customer Choice Act as a tax
revenue replacement component to recoup losses to the
Commonweazlth of Pennsylvania or return benefits to customers
that may result from the restructuring of the efectric industry.
This increase was partially offset by the settlement of prior
years' capital stock tax refund claims and a lower capital stock
tax rate in 2002.

Other Charges

Other charg;:s of §9 million in 2003 consisted of a charge for 2
workforce reduction program (see Note 20 to the Financial
Statements),

Other charges of $232 miition in 2002 consisted of the write-
down of PPL Global's investment in CEMAR and several
smaller impairment charges on other international investments
(see Note 9), the write-down of generation assets (see Note 9)
and a charge for a workforce reduction program (see Note 20).

Other charges of $486 million in 2001 consisted of the write-
down of international energy projects and the cancellation of
generation projects (see Note 9).

Other Income - net

See Note 16 to the Financial Statements for details of other
income and deductions,

Financing Costs

interest expense decreased by $86 million in 2003 compared
with 2002 primarily due to the net effect of:

e 3§55 million decrease in long-term debt interest due to debt
retirements in 2003;

s a $34 million decrease in long-term debt interest from the
deconsolidation of CEMAR in August 2002;

* a$24 million charge that occurred in 2002 to cancel a
remarketing agreement;
a $20 million decrease in short-term debt interest expense;

» a$15 million decrease due to a 2002 charge to expense
related to the ineffectiveness and subsequent dedesignation
of hedges on anticipated debt issuances that did not occur;
and

e a $7 million decrease due to changes in interest rates caused
by economic hedges that did not qualify for hedge
accounting treatment under SFAS 133, "Accounting for
Derivative Instruments and Hedging Activities;" offset by
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+ 327 million of interest on Preferred Securities and preferre
stock with sinking fund requirements due to
reclassifications from applying SFAS 150, "Accounting fo.
Certain Financial Instruments with Characteristics of Bgth
Liabilities and Equity.” See Note 22 to the Financia
Statements for additional information; ‘

e a 314 million increase in long-term debt interest expense
due to issuances of $100 million Senior Secured Bonds anc
$400 million Convertible Senior Notes;

¢ & 314 million decrease in capitalized interest; and
an 311 million write-off of unamortized swap costs on
WPD debt restructuring in 2003,

Interest expense increased by $48 million in 2002 compared
with 2001 primarily due to:

*  a 324 million charge to cancel the remarketing agreement
of the 7.7% Reset Put Securities;

¢ a 519 million net increase in {ong-term debt interest related
to a full year of interest in 2002 from the issuances in 2001
of $800 million of senior secured bonds by PPL Electric,
$500 million of senior unsecured notes by PPL Energy
Supply and debt by PPL Global's consolidated subsidiaries,
partially offset by bond retirements;

e a 315 million charge due to ineffectiveness and subsequent
dedesignation of hedges on anticipated debt issuances that
did not occur in 2002;

* a %3 million charge due to market fluctuations for economit
hedges that did not qualify for hedge accounting treatment
under SFAS 133; and
a $7 million decrease in capitalized interest; offset b).

¢ 2 5$24 million decrease in short-term debt interest as a
portion of the proceeds from the issuance of long-term debt
was used to pay down commercial paper.

Distributions on preferred securities decreased by $38 million in
2003 compared with 2002, This decrease was due to:

= $27 million of distributions on Preferred Securities and
preferred stock with sinking fund requirements are
categorized as interest expense due to the implementation
of SFAS 150 on July 1, 2003 (see Note 22); and

¢ the retirement of preferred securities in 2002.

Distributions on preferred securities increased by $6 million in
2002 compared with 2001. This increase was due to:

* a %15 million increase in distributions on the PEPS Units,
issued in the second quarter of 2001; offset by

¢ 2 %10 million decrease in dividends and distributions due to
the retirements and redemptions in 2002 of preferred
securities.

Income Taxes

Income tax expense decreased by $40 million in 2003 co
with 2002, This decrease was due to:



« a$31 million reduction related to deferred income tax
valuation allowances recorded on impairment charges on
PPL's investment in Brazil recorded during 2002;
an $84 million reduction in income taxes related to the tax
benefit recognized in 2003 on foreign investment losses
included in the 2002 federal income tax return;

e a3$9 million decrease related to a contribution of property;
and

* a3%2 million decrease related to additional federal synfuel
tax credits recognized; offset by

= higher pre-tax domestic book income, resulting in an $84
million increase in income taxes.

Income tax expense decreased by $156 million in 2002
compared with 2001. This decrease was due to:

e lower pre-tax domestic book income, resulting in a $75
million reduction in income taxes;

e Jower impairment charges on PPL's investment in Brazil
resulting in a $30 million decrease in the amount of
deferred income tax valuation allowances recorded;

e a$27 million reduction in income taxes due to Josses
recognized on foreign investments; and

e a 310 million decrease related to additional federal synfuel
tax credits recognized.

Discontinued Operations

PL reported a loss of $20 million in connection with the
roval of a plan of sale of PPL Global's investment in a Latin
erican telecommunications company. See "Discontinued
Operations” in Note 9 to the Financial Statements for additional
information.

Cumulative Effects of Changes in Accounting
Principles

In 2003, PPL recorded a charge of $27 million, after-tax, as a
cumulative effect of a change in accounting principle in
connection with the adoption of FIN 46, "Consolidation of
Variable Interest Entities, an Interpretation of ARB No. 51," for
certain entities. See "New Accounting Standards" for further
discussion.

PPL adopted SFAS 143, "Accounting for Asset Retirement
Obligations,” effective Januvary 1, 2003. SFAS 143 addresses
the accounting for obligations associated with the retirement of
tangiblée long-lived assets. It requires legal obligations
associated with the retirement of long-lived assets to be
recognized as a liability in the financial statements. Application
ofthe new rules resulted in a cumulative effect of adoption that
increased net income by 863 million in 2003. See Note 21 to
the Financial Statements for additional information.

PL. adopted SFAS 142, "Goodwill and Other Intangible
sets,” on January 1, 2002. SFAS 142 requires an annual
npairment test of goodwill and other intangible assets that are
not subject to amortization. PPL conducted a transition
impairment analysis in the first quarter of 2002 and recorded a
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transition goodwill impairment charge of $150 million. See
Note 18 to the Financial Statements for additional information.

In 2001, PPL changed its method of amortizing unrecognized
gains or losses in the annual pension expense or income
determined under SFAS 87, "Employers' Accounting for
Pensions.” This change resulted in a cumulative-effect credit of
$10 million. See Note 12 to the Financial Statements for
additional information.

Financial Condition

Liquidity

PPL is focused on maintaining a strong liquidity position and
strengthening its balance sheet, thereby improving its credit
profile. PPL believes that its cash on hand, operating cash
flows, access to debt and equity capital markets and borrowing
capacity, taken as a whole, provide sufficient resources to fund
its ongoing operating requirements, future security maturities
and estimated future capital expenditures. PPL currently
expects cash on hand at the end of 2004 to be approximately
$400 million, with about $1.5 billion in syndicated credit
facilities. PPL also expects that cash from operations less,
payments for capital expenditures, dividends and transition
bonds will be positive in 2004. However, PPL's cash flows
from operations and its access to cost effective bank and capital
markets are subject to risks and uncertainties, including but not
limited to, the following:

changes in market prices for electricity;

changes in commodity prices that may increase the cost of
producing power or decrease the amount PPL receives from
selling power;

¢  price and credit risks associated with selling and marketing
products in the wholesale power markets;

» ineffectiveness of trading, marketing and risk management
policies and programs used to mitigate PPL's risk exposure
to adverse energy and fuel prices, interest rates, foreign
currency exchange rates and counterparty credit;

s unusual or extreme weather that may damage PPL's
transmission and distribution facilities or effect energy sales
to customers;

* reliance on transmission and distribution facilities that PPL
does not own or control to deliver its electricity and natural
gas;

¢ upavailability of generating units {(due to unscheduled or
longer-than-anticipated generation outages) and the
resulting loss of revenues and additional costs of
replacement electricity;

e ability to recover, and timeliness and adequacy of recovery
of costs assoctated with regulated utility businesses; and

e adowngrade in PPL's or PPL's subsidiaries’ credit ratings
that could negatively affect their ability to access capital
and increase the cost of maintaining credit facilities and
any new debt.

At December 31, 2003, PPL had $476 million in cash and cash
equivalents and $56 million of short-term debt as compared to



$245 million in cash and cash equivalents and $943 million of
short-term debt at December 31, 2002, and $933 million in cash
and cash equivalents and 3118 million of short-term debt at
December 31, 2001. The changes in cash and cash equivalents
resulted from the following:

2003 2002 2001
Net Cash Provided by Operating
Activities g 1340 § 802 % 909
Net Cash Used in Investing
Activities (729) (1.129) (702)
Net Cash Provided.by (Used in)
Financing Activities (387) (363) 249
Effect of Exchange Rates on Cash
& Cash Equivalents 7 2 3)
Increase (Decrease) in Cash &
Cash Equivalents 5 231§ (688} § 453

Net Cash Provided by Operating Activities

Net cash provided by operating activities increased by 67%, or
$538 million in 2003 versus 2002, reflecting higher net income
adjusted for non-cash items, working capital improvements and
lower cash income taxes. In addition, 2002 included cash
outlays of $152 million for the cancellation of generation
projects and $50 million for the termination of a NUG contract.
The higher net income in 2003 was principally driven by
complete ownership of WPD, higher wholesale energy margins,
lower interest expense and savings from a workforce reduction
program in the U.S. that commenced in 2002. The working
capital improvements resulted from a decrease in accounts
receivable and prepayments. These positive changes were
partially offset by rising transmission and distribution operating
costs at PPL Electric and other factors.

Important elements supporting the stability of PPL's cash
provided by operating activities are the long-term and
intermediate-term commitments from wholesale and retail
customers and long-term fuel supply contracts PPL has in place.
In 2003, PPL EnergyPlus entered into several new wholesale
agreements to provide capacity and/or electricity to utilities in
New Jersey, Arizona and Connecticut. These agreements
supplement previously existing long-term contracts with PPL
Electric, NorthWestern and the Long Island Power Authority
(see Note 14 to the Financial Statements for additional
information). PPL estimates that, on average, approximately
80% of its expected annual generation output for the period
2004 through 2008 is committed under long-term and
intermediate-term energy supply contracts. PPL EnergyPlus also
enters into contracts under which it agrees to sell and purchase
electricity, natural gas, oil and coal. These contracts often
require cash collateral or other credit enhancement, or
reductions or terminations of a portion or the entire contract
through cash settlement in the event of a downgrade of PPL. or
the respective subsidiary's credit ratings or adverse changes in
market prices. For example, in addition to limiting its trading
ability, if PPL or its respective subsidiary's ratings were lowered
to below "investment grade" and energy prices increased by
10%, PPL estimates that, based on its December 31, 2003
position, it would have to post collateral of approximately $190

million as compared to $121 million at December 31, 2002,
PPL has in place risk management programs that, among other
things, are designed to monitor and manage its exposure to
volatility of cash flows related to changes in energy prices,
interest rates, foreign curtency exchange rates, counterpa
credit quality and the operational performance of its gene
units, \

S/
Net cash provided by operating activities decreased by $107
million in 2002 versus 2001. This decrease was primarily due
to $152 million of turbine cancellation payments made in 2002,
a $50 million payment to terminate a NUG contract also made
in 2002 and an $89 million decrease in dividends received from
unconsolidated affiliates, partially offset by increases in net
income adjusted for non-cash items.

Net Cash Used in Investing Activities

Net cash used in investing activities decreased by 35%, or $400
million, in 2003 versus 2002, primarily as a result of reduced
investment in generation assets and electric energy projects and
the acquisition of the controlling interest in WPD in September
2002. The primary use of cash for investing activities is capital
and investment expenditures, which are summarized by
category in the table in "Capital Expenditure Requirements.” In
2004, PPL expecis to be able to fund all of its capital
expenditures with cash from operations.

Net cash used in investing activities in 2002 was $1.] billion,
compared to $702 million in 2001, The primary reasons f
$427 million increase in cash used in investing activities '
the acquisition of the controiling interest in WPD for $211
million, net of cash acquired, and a repayment of the loan from
a non-consolidated affiliate in 2001.

Net Cash Provided by (Used in) Financing Activities

Net cash used in financing activities was $387 million in 2003,
compared to $363 million in 2002, and primarily reflected the
repayment of short-term debt, retirement of long-term debt and
increased dividends to shareholders. In 2003, the $387 miltion
primarily consisted of net debt retirements of $460 million,
common stock sale proceeds of approximately $426 million,
preferred stock retirements of $31 million and common and
preferred dividends paid of $287 million. In 2002, the $363
million primarily consisted of net debt retirements of $412
mitlion, company-obligated mandatorily redeemable preferred
securities retirements of $250 miilion, common stock sale
proceeds of $587 million and common and preferred stock
dividends paid of $261 million. PPL currently has no plans to
issue any additional common stock other than the shares
associated with the May 2004 common stock conversion related
to the $575 million aggregate stated amount of PEPS Units and
PEPS Units, Series B. See Note 8 to the Financial Statements
for additional information on common stock sales in 2003,




PPL's debt financing activity in 2003 was as follows:

Additions Payments Net

L Electric First Mortgage
nds (FMB} $ $100 % (85) § 15

PPL Electric FMB Pollution

Control Bonds 90 {(90)

PPL. Electric Commercial Paper

{nct change) (15 (15}

PPL Transition Bond Company (255) (255)

North Penn Gas, Inc. Notes ) (1)

PPL Capital Funding Medium-

Term Notes (8%) (85)

PPL Energy Supply

Convertible Notes 400 400

PPL Energy Supply

Commercial Paper (net change) (374) (374)

WPD (South West) (USD

equivalent) 402 (409) 7

WPDH Limited (USD

equivalent) 53 (53)

Latin America Companies

(USD equivalent} 4 @)

Payments on amounts advanced

fromvtrustee in synthetic lease

agreement and other (81) (81)
Total $ 992§  (1.452) % (460)

Debt issued during 2003 had stated interest rates ranging from
2.62% to 5.87% and maturities from 2008 through 2027. See

ote 8 to the Financial Statements for more detailed information
‘arding PPL's borrowings.

[n July 2003, PPL Energy Supply and PPL Electric each
determined that, based on their current cash positions and
anticipated cash flows, they would not need to access the
commercial paper markets through at least the end of 2003. As
a result, PPL Energy Supply and PPL Electric each requested
Standard & Poor's Ratings Services (S&P), Moody's Investors
Service, Inc. (Moody's) and Fitch Ratings (Fitch) to withdraw
their ratings for these currently inactive commercial paper
programs, which the rating agencies did effective as of July 9,
2003. This decision has not limited the ability of either PPL
Energy Supply or PPL Electric to fund its short-term liquidity
needs. Neither company currently has any commetcial paper
outstanding. PPL Eleciric expects to renew its commercial
paper program in early 2004. PPL Energy Supply currently
does not anticipate a need to access the commercial paper
market in 2004,

At December 31, 2003, PP1.'s total committed borrowing
capacity and the use of this borrowing capacity were as follows:
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Letters of  Available
Committed Credit Capacity
Capacity Borrowed  Issued (d) {d}
PPL Electric Credit
Facilities (a) 5 300 3 42 3 258
PPL Energy Supply
Credit Facilitics (b} 1160 87 1,013
WPD (South West) Bank
Facilities (¢} 435 § 48 387
Total $ 1835 § 448 3 126§ 1.658

(a) PPL Electric's credit facilities allow for borrowings at LIBOR-based rates
plus a spread, depending upen the company's public debt rating. PPL
Electric also has the capability to issue up to $250 million of letters of
credit under these facilities, which issuance reduces available borrowing
capacity.

These eredit facilities comain a financia) covenan! requiring debt 1o to1al
capitalization not greater than 70%. At December 31, 2003 and 2002, PPL
Electric's consolidated deb1 1o total capitalization percentages, as
calculated in accordance with its credit facilities. were 57% and 58%. PPL
Electric's 364-day credit facility also allows it to borrow up to the full
amount of the credit facility on the day of expiration for up l¢ a one-year
period. The credit agreements also contain certain representations and
warranties that must be made for PPL Electric to borrow under them,
including. but not limited to, a material adverse change clause that relates
to PPL Electric's ability to perform its obligations under the credit
agresments and related loan documents.

{b} PPL Energy Supply's credit facilities allow for borrowings at LIBOR-
based rates plus a spread, depending vpon the company's public debt
rating. PPL Energy Supply also has the capability to issue up to $800
million of letiers of credit under these facilities. which issuance reduces
availabie borrowing capacity.

These credit facilities comain financial covenants requiring debt to total
capitalization not greater than 65% and an interest coverage ratic of not
less than 2.0 times consolidated eamings before income taxes, depreciation
and amortization. At December 31, 2003 and 2002, PPL. Energy Supply's
consolidated debt to total capitalization percentages, as calculated in
accordance with its credit facilities, were 36% and 35%. At December 31,
2003 and 2002, PPL. Energy Supply's interest coverage ratios, as calculated
in accordance with s credit facilittes, were 6.3 and 7.4. The credit
agreements also contain centain representations and warranties that must be
made for PPL Energy Supply to borrow under them. including, but not
fimited to a material adverse change clause that relates solely to PPL
Energy Supply's ability to perform its obligations under the credit
agreements and related loan documents.

{c} WPD {South West)'s credit facilities allow for borrowings at LIBOR-based
rates plus a spread, depending upon the company's public debt raiing,

These credit facilities contain financial covenants that reguire it to maintain
an interest coverage ratio of not less than 3.0 times consolidated earnings
before tncome taxes, depreciation and amortization. and the regulatory
assel base must be £150 million greater than total gross debt. in each case
as calculated in accordance with the credit facilities. At December 31,
2003 and 2002, WPD (South West)'s interest coverage ratio, as calculated
in accordance with its credit lines, was 6.7 and 10.3. At December 31,
2003 and 2002, WPD (South West)'s regulatory asset base exceeded its
total gross debt by £457 million and £491 million.

(d) The Borrower under each of these facilities has a reimbursement obligation
to the extent any letters of credit are drawn upon. The letters of credit
issued as of December 31, 2003 expire in 2004,

These credit agreements contain various other covenants.

Failure to meet those covenants beyond applicable grace periods
could result in acceleration of due dates of borrowings and/or
termination of the agreements. PPL monitors the covenants on a
regular basis. At December 31, 2003, PPL was in compliance
with those covenants. At this time PPL believes that these
covenants and other borrowing conditions will not limit access
to these funding sources. PPL Electric intends to reduce its total
syndicated credit facilities to $200 million in the first quarter of
2004. In early 2004, PPL Electric also intends to participate in
an Asset-Backed Commercial Paper (ABCP) Program for up to



$150 million that would be secured by a portion of its accounts
receivable, The ABCP Program would provide a more reliable
and stable source of liquidity than an unsecured commercial
paper program. PPL Energy Supply intends to reduce its
syndicated credit facilities to $800 million in the first quarter of
2004 because of lower development and acquisition
requirements related to its supply business. WPD (South West)
intends to renew and extend all of its syndicated credit facilities
in 2004.

Net cash used in financing activities was $363 million in 2002,
compared to net cash provided by financing activities of $249
million in 2001. In 2001, PPL had net issuances of $544 million
of debt, preferred securities and equity, compared to net
retirements of $75 million in 2002.

Qperating Leases

PPL and jts subsidiaries also have available funding sources that
are provided through operating leases. PPL's subsidiaries lease
vehicles, office space, land, buildings, personal computers and
other equipment under master operating lease arrangements.
These leasing structures provide PPL with additional operating
and financing flexibility. The operating leases contain
covenants that are typical for these agreements, such as
maintaining insurance, maintaining corporate existence and
timely payment of rent and other fees. Failure to meet these
covenants could limit or restrict access to these funds or require
early payment of obligations. At this time, PPL believes that
these covenants will not limit access to these funding sources or
cause acceleration or termination of the leases.

PPL, through its subsidiary PPL Montana, leases a 50% interest
in Colstrip Units 1 and 2 and a 30% interest in Unit 3, under
four 36-year non-cancelable operating leases. These operating
leases are not recorded on PPL's Balance Sheet, which is in
accordance with applicable accounting guidance. The leases
place certain restrictions on PPL Montana's ability to incur
additional debt, sell assets and declare dividends. At this time,
PPL believes that these restrictions will not limit access to these
funding sources or cause acceleration or termination of the
leases. See Note 8 to the Financial Statements for a discussion
of other dividend restrictions related to PPL subsidiaries.

See Note 10 to the Financial Statements for further discussion of
the operating leases.

Contractual Obligations

At December 31, 2003, the estimated contractual cash
obligations of PPL were as follows:
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Contractual Cash 'Il:lf:: 1-3 3-5 Afte
Obligations Total 1 Year  Years Years _Ye
Long-term Debt (a} $ 8525 % 395 %2365 3§ 2350
Capital Lease Obligations 20 1 2 2
Operating Leases (b} 827 79 131 112
Purchase Obligations (c) 3.251 628 1.189 588

Other Long-term
Liabilities Reflected on
the Balance Sheet under

GAAP
Total Contractual Cash
Obligations $12623 $ 1.i03 % 3687 35 3.052 % 4.

(a}) Reflects principal maturities only, including matunties of consolidated lea
debt,

(bY Excludes amounts for the leases of the Sundance, University Park and Los
Mt. Bethel generation facilities as the lessors were consolidated effective
December 31, 2003 as a result of the adoption of FIN 46 for certain entitie
See "New Accounting Standards” for further discussion.

(c) The payments reflected herein are subject to change as certain purchase
obligations included are estimates based on projected obligated quantities
and/or projected pricing.under the contracts,

Credit Ratings

The following table summarizes the credit ratings of PPL and its
key financing subsidiaries at December 31, 2003:

Standard &
Moody's Poor's Fitch

PPL

Issuer Rating BBB BBB

Subordinated Debt Baal BBB-

Senior Unsecured Debt BBB

Short-term Debt

Outlook STABLE NEGATIVE NEG
PPL Energy Supply

Issuer Rating BBB

Senior Unsecured Notes Baa2 BBB BBB+

Outlook STABLE NEGATIVE NEGATIV
PPL Capital Funding

Senior Unsecured Debt Baal BBB- BBB

Subordinated Debt Bal BBB-

Medium -Term Notes Baa3 BBB- BEB

Qutlook STABLE NEGATIVE NEGATIV
PPL Capital Funding Trust [

PEPS Units* Bal BB+ BBB-
PPL Electric

Senior Unsecured/[ssuer

Rating Baal A-

First Mortgage Bonds Baal A- A-

Poliution Control Bonds** Aaa AAA

Senior Secured Bonds Baal A- A-

Preferred Stock Bal BBB BBB+

Qutlook STABLE NEGATIVE STABLE
PPL Transition Bond
Company

Transition Bonds Aaa AAA AAA
PPL Montana

Pass -Through Certificates Baal BBB- BBB

Poss.

Qutlook Downgrade NEGATIVE
WPDH Limited

Issuer Rating Paa2 BBB-

Senior Unsecured Debt Baa2 BBB-

Qutlook STABLE NEGATIVE Y



Standard &
Moody's Poor's Fitch
'PD LLP

[ssuer Rating BBB-

Senior Unsecured Debt Baa2 BBB- BBB

Capital Trust Securities* Baal 8B

Qutlogk STABLE NEGATIVE STABLE
WPD (South Wales)

[ssuecr Rating BBB+

Senior Unsecured Debt Baal BBB+ A-

Commercial Paper A-2 F2

Outlook STABLE NEGATIVE STABLE
WPD {South West)

[ssuer Rating Baal BBB+

Senior Unsecured Debt BBB+ A-

Commercial Paper P2 A-d F2

Qutlook STABLE NEGATIVE STABLE

*  These rust preferred securities were deconsolidated effective December 31,
2003 from the Balance Sheet. See Note 22 1o the Financial Statements for
additional information.

** Insured as to payment of principal and imerest.

Rating Agency Actions in 2003

In 2003, S&P, Moody's and Fitch reviewed the credit ratings on
the debt and preferred securities of PPL and its subsidiaries.
Based on their respective reviews, the rating agencies made
certain ratings revisions that are described below. Management
does not expect these ratings decisions to impact PPL and its
subsidiaries’ ability to raise new debt or equity capital or to have
a significant impact on the cost of any new capital or the cost of
maintaining their credit facilities.

Qe ratings of S&P, Moody's and Fitch are not a
ecommendation to buy, sell or hold any securities of PPL or its
subsidiaries. Such ratings may be subject to revisions or
withdrawal by the agencies at any time and should be evaluated

independently of each other and any other rating that may be
assigned to their securities.

PPL and Domestic Subsidiaries
S&P

In April 2003, S&P notified PPL, PPL Energy Supply and PPL.
Electric that it:

e affirmed both the 'A-' ratings on PPL. Electric's first
mortgage bonds and senior secured bonds and the 'BBB'
corporate credit ratings for PPL and PPL Energy Supply;

¢ lowered the rating on PPL Capital Funding's senior
unsecured debt to 'BBB-' from 'BBB";

» placed PPL Electric on negative outlook. S&P indicated
that PPL and PPL. Energy Supply remain on negative
outlook; and

s affirmed the 'A-2' commercial paper ratings of PPL Energy
Supply and PPL Electric.

P indicated that the rating revision on PPL. Capital Funding's
nior unsecured debt is based on the addition of debt at PPL
Energy Supply, which it noted is expected to increase further in
the future. PPL Energy Supply provides significant cash flows

to PPL Capital Funding to support PPL Capital Funding's cash

requirements. S&P also indicated that the negative outlook for
PPL and its subsidiaries reflects its view of weak credit metrics
due to low wholesale energy prices.

In December 2003, S&P downgraded PPL Montana's 8.903%
Pass Through Certificates due 2020 1o BBB- from BBB. S&P
indicated that its outlook for these securities remains negative.

S&P indicated that its downgrade reflects certain risks that it
believes PPL Montana faces, including counterparty credit risk
resulting from the Chapter 11 bankruptcy filing of
NorthWestern, which is PPL. Montana's Jargest customer. S&P
noted, however, that the bankruptcy court has approved
NorthWestern's request to affirm the power sales agreements
with PPL Montana and that NorthWestern has strong incentives
to maintain this status. See Note |4 for more detailed
information regarding NorthWestern's bankruptcy filing.

Moody's

In May 2003, Moody's downgraded the credit ratings on the
debt and preferred securities of PPL, PPL Electric and PPL
Energy Supply. The ratings downgraded include:

*  PPL Electric's first mortgage bonds and senior secured
bonds, to 'Baal’ from 'A3";

e PPL Energy Supply's senior unsecured notes, to 'Baa2' from
‘Baal";

» PPL Capital Funding's senior unsecured debt, to 'Baa3’
from 'Baa2'; and

*  PPL's senior unsecured debt that ts not currently
outstanding but that may be issued under PPL's shelf
registration statement on file with the SEC, to 'Baa3’ from
‘Baa?'.

The Moody's ratings outlook is stable for each of PPL, PPL
Electric, PPL Energy Supply and PPL Capital Funding. Neither
PPL Electric's nor PPL Energy Supply's short-tetm debt ratings
was impacted by Moody's long-term debt review.

Moody's stated that the downgrades reflect its concerns about
PPL's high debt levels, PPL Energy Supply's modest exposure to
merchant generation risk, the continued weakness in the
wholesale power market and the associated financial impact on
PPL Energy Supply, and concerns regarding the amount of cash
flow to be generated from PPL Energy Supply's non-regulated
domestic operations and the free cash flow available from its
regulated international assets. However, Moody's also indicated
that the full requirements contract between PPL Electric and
PPL EnergyPlus, which previously was approved by the PUC
and which extends through December 2009, mitigates PPL
Electric's supply and price risk and provides a predictable
stream of cash flows to PPL Energy Supply during such time
period. Moody's also noted that PPL's management had
implemented a number of initiatives to strengthen its current
credit quality and reduce its debt levels, such as the issuance of
over §1 billion of common stock and mandatorily convertible
securities over the last few years, a sizeable reduction in planned



capital expenditures, the cancellation of projects under
development, workforce reductions and write-downs of certain
investments.

In September 2003, Moody's announced that it was placing PPL
Montana's 8.903% Pass-Through Certificates due 2020 under
review for possible downgrade. These securities currently are
rated 'Baa3’ by Moody's. Moody's stated that its review is
prompted by its concerns about the credit profile of PPL
Montana's largest customer, NorthWestern, and lower cash flow
generation than was forecasted at the time the securities were
issued in 2000. See Note 14 to the Financial Statements for
additional information on NorthWestern's current situation.
Management does not expect any action by Moody's based on
this review to limit PPL Montana's ability to fund its short-term
liquidity needs. PPL Montana has no plans to raise new long-
term debt. Any ratings downgrade by Moody's would have an
insignificant impact on PPL Montana's cost of maintaining the
credit facility that it has in place with its affiliate. In addition,
management does not expect any ratings downgrade by Moody's
based on this review to have any adverse impact on the credit
ratings of PPL or PPL Energy Supply.

Fitch

In May 2003, Fitch notified PPL, PPL Energy Supply and PPL
Capital Funding that it:

e downgraded PPI. Capital Funding's senior unsecured debt
to 'BBB' from 'BBB+";

+ downgraded PPL's senior unsecured debt that is not
currently outstanding but that may be issued under PPL's
shelf registration statement on file with the SEC, to ‘BBB'
from 'BBB+;

» affirmed both the 'BBB+ rating of PPL Energy Supply's
senior unsecured debt, and the 'F2' rating of its commercial
paper; and

e placed each of PPL, PPL Capital Funding and PPL Energy
Supply on negative outlook.

Fitch indicated that the revised ratings for PPL and PPL Capital
Funding reflect the structural subordination of the obligations of
PPL to those of its subsidiaries and Fitch's expectations of lower
cash flow from PPL Electric until early 2005. Fitch indicated
that the change in outlook for these companies results from the
increase during 2002 in PPL's generation asset portfolio that is
dependent on merchant generation, continued weakness in U.S,
merchant energy markets and exposure to international
distribution assets primarily in Latin America and the U.K.
However, Fitch noted that PPL Energy Supply derives
significant earnings and cash flow from long-term supply
contracts, including the full requirements contract between PPL
Electric and PPL EnergyPlus, that on average account for about
70% of PPL Energy Supply's gross margin over the next five
years.
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WPD and Subsidiaries

In February 2003, Moody's ¢onfirmed the ratings of WPDH
Limited at '‘Baa2’ and WPD (South West) and WPD (South
Wales) at 'Baal’, and downgraded WPD LLP from 'Baal;.
'Baa2' and SIUK Capital Trust I from ‘Baa2' to 'Baa3’. T
outlook on: all ratings was stable. In March 2003, S&P assigne«
its 'BBB+' senior unsecured debt rating to the £200 million
bonds issued by WPD (South West). At the same time, the
'BBB+ and 'A-2' corporate credit ratings on SIUK Limited wen
withdrawn as a result of the acquisition of its debt by WPD
LLP. S&P assigned its 'BBB' long-term and 'A-2' short-term
corporate credit ratings to WPD LLP, in line with the ratings on
the rest of the WPD group.

Following a review of holding companies of U.K. regulated
utilities, in July 2003 S&P downgraded the long-term ratings
from 'BBB' 1o 'BBB-' and short-term ratings from 'A-2' to 'A-3'
for both WPDH Limited and WPD LLP, and retained a negative
outlook. At the same time, S&P reaffirmed the credit ratings fo
WPD (South West) and WPD (South Wales) at 'BBB+. S&P
stated that this is in line with S&P U.K.'s recently announced
implementation of a new methodology related to U.K. electric
distribution holding companies, whereby electric distribution
operating companies rated in the 'BBB' category will have the
parent holding company (WPDH Limited) notched down by twi
categories from the operating company rating level. WPD's
management does not expect the placement of WPD on negative
outlook to limit its ability to fund its short-term liquidity needs
or access to new long-term debt or to impact materially th

of any new long-term debt. '

Subsequent Events

In February 2004, PPL successfully remarketed an aggregate
liquidation amount of $257 million of the PPL Capital Funding
Trust | trust preferred securities that were a component of the
PEPS Units. The trust preferred securities were remarketed at a
price of 107.284% of their aggregate stated liquidation amount,
resulting in a yield to maturity of 3.912% based on the reset
distribution rate of 7.29% per annum. Under the terms of the
PEPS Units, holders were entitled to surrender their trust
preferred securities for remarketing in order to settle the
purchase contract component of the PEPS Units. Holders of an
aggregate liquidation amount of $218 million of the trust
preferred securities elected not to participate in the remarketing,
Those holders will retain their trust preferred securities at a
distribution rate of 7.29% per annum. Both the trust preferred
securities that were remarketed and those that were not
remarketed will mature in May 2006.

Additionally in February 2004, PPL Capital Funding issued
$201 million of senior unsecured notes guaranteed by PPL. The
senior notes bear interest at a rate of 4.33% per year that is
payable semiannually on March | and September 1 of each year
from September 1, 2004 through the maturity date of Mar
2009. The senior notes are not redeemable by PPL or PP}
Capital Funding, and the holders will not be entitled to require
PPL or PPL Capital Funding to repurchase the senior notes




before maturity. The senior notes were sold in an SEC Rule
144 A private offering to qualified institutional buyers in
exchange for $185 million aggregate liquidation amount of the
st preferred securities of PPL Capital Funding Trust i, which
've surrendered for cancellation, and for a payment of
00,000 in cash. Except for the receipt of $400,000 in cash,
neither PPL nor PPL Capital Funding received any cash
proceeds from the sale of the senior notes. Pursuant to a
registration rights agreement with the initial purchasers, PPL
and PPL Capital Funding intend to consummate an exchange
offer for the notes to register them with the SEC for resale.

Also in February 2004, notice was provided to the holders of the
trust preferred securities that PPL has elected to liquidate PPL
Capital Funding Trust 1 and cause the distribution of the
underlying PPL Capital Funding 7.29% subordinated notes due
2006 to the holders of the trust preferred securities. The
liquidation date is expected to occur on or about March 23,
2004. From and after the liquidation date, the trust preferred
securities will no longer be deemed to be outstanding and the
underlying PPL Capital Funding 7.29% subordinated notes will
be held by the former holders of the trust preferred securities.

Finally, in February 2004, PPL announced an increase to its
quarterly common stock dividend, payable April |, 2004, to 41
cents per share (equivalent to $1.64 per annum). Future
dividends, declared at the discretion of the Beard of Directors,
will be dependent upon future earnings, cash flows, financial
requirements and other factors.

-Balance Sheet Arrangements

PPL, PPL Energy Supply and PPL, Electric provide guarantees for
certain affiliate financing arrangements that enable certain
transactions. Some of the guarantees contain financial and other
covenants that, if not met, would limit or restrict the affiliates'
access to funds under these financing arrangements, require early
maturity of such arrangements or limit PPL's ability to enter into
certain transactions. At this time, PPL believes that these covenants
will not limit access to the relevant funding sources.

PPL has entered into certain guarantee agreements that are
within the scope of 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
[nterpretation No. 34." See Note 14 to the Financial Statements
for a discussion on guarantees,

Risk Management - Energy Marketing & Trading and
Other

Market Risk
ackground
arket 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:
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+ commodity 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;

e 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

e  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.
(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. [n 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 below 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 materially from
those presented. These disclosures are not precise indicators of
expected future losses, but only indicators of reasonably
possible losses.

Contract Valuation

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



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

¢ 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.

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 might have to accept the "bid"
price if PPL wanted to close an open sales position or PPL
might have to accept the "ask" price if PPL wanted to close
an open purchase position.

Accounting and Reporting

PPL. 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 Instruments and Hedging
Activities,” and 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
meodified 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 adopted SFAS 149 as of July 1, 2003. The
adoption of SFAS 149 did not have a significant impact on PPL.
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PPL adopted the final provisions of EITF 02-3 during the fourt]
quarter of 2002. As such, PPL now reflects its net realized and
unrealized gains and losses associated with all derivatives that
are held for trading purposes in the "Net energy trading
margins" line on the Statement of Income. Non-derivati
contracts that met the definition of energy trading activiti¥
defined by EITF 98-10, "Accounting for Energy Trading an
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 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 the
adoption of EITF 03-11.

PPL's short-term derivative contracts are recorded as "Price risl
management assets" and "Price risk management liabilities" on
the Balance Sheet. Long-term derivative contracts are inciuded
in "Regulatory and Other Noncurrent Assets - Other" and
"Deferred Credits and Other Noncurrent Liabilities - Other."

Accounting Designation

Energy contracts that do not qualify as derivatives receiva.
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 b;
PPL's risk control group on a daily basis. The followingisa
summary of the guidelines that have been provided to the
traders who are responsible for contract designation for
derivative energy contracts due to the adoption of SFAS 149:

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

e  Physical electricity-only transactions can receive cash flow
hedge treatment if all of the qualifications under SFAS 133
are met. Any unrealized gains or losses on transactions
receiving 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 o

e  Physical electricity purchases that increase PPL's long
position and any energy sale or purchase judged a "market



call" are considered speculative, with unrealized gains or
losses recorded immediately through earnings.

Financial transactions, which can be setiled 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 1o 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.

»  Physical and financial transactions for gas and oil to meet
fuel and retail requirements can receive cash flow hedge
treatment if they lock-in the price PPL will pay in the spot
market. Any unrealized gains or losses on transactions
receiving 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.

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

ddition to energy-related transactions, PPL enters into
ancial interest rate and foreign currency swap contracts to

hedge interest expense associated with both existing and
anticipated debt issuances. PPL also enters into foreign
currency swap contracts to hedge the fair value of firm
commitments denominated in foreign currency and net
investments in foreign operations. As with energy transactions,
the circumstances and intent existing at the time of the
transaction determine a contract's accounting designation, which
is subsequently verified by PPL's risk control group on a daily
basis. The following is a summary of certain guidelines that
have been provided to the Treasury Department, which is
responsible for contract designation:

o  Transactions to lock-in an interest rate prior to a debt
issuance are considered cash flow hedges. Any unrealized
gains or losses on transactions receiving cash flow hedge
treatment are recorded in other comprehensive income and
are amortized as a component of interest expense over the
life of the debt.

e Transactions entered into to hedge fluctuations in the vatue
of existing debt are considered fair value hedges with no
earnings impact until the debt is terminated because the
hedged debt is also marked to market.

Transactions entered into to hedge the value of a net
investment of foreign operations are considered net
investment hedges. To the extent that the derivatives are
highly effective at hedging the value of the net investment,

37

gains and losses are recorded in other comprehensive
income/loss and will not be recorded in earnings until the
investment is disposed of.

s  Transactions which do not qualify for hedge accounting
trearment are marked to market through earnings.

Commodity Price Risk

Commeodity price risk is one of PPL's most significant risks due
to the level of investment that PPL maintains in its generation
assets, coupled with the volatility of prices for energy and
energy-related products. Several factors influence price levels
and volatilities. These factors inciude, but are not limited 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'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 owns or controls, the majority of PPL's energy transactions
qualify for accrual or hedge accounting.

Within PPL's hedge portfolio, the decision to enter into energy
contracts hinges on the expected value of PPL's generation. To
address this risk, PPL takes a conservative approach in
determining the number of MWhs that are available to be sold
forward. In this regard, PPL reduces the maximum potential
output that a plant may produce by three factors - 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 is 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 of production will not
allow them to economically run during all hours.

PPL's non-trading portfolio also includes full requirements
energy contracts. The net obligation 1o serve these contracts
changes minute by minute. PPL analyzes historical on-peak and
off-peak usage pafterns, as well as spot prices and weather
patterns, to determine a monthly level of a block of electricity
that best fits the usage patterns in order to minimize earnings
volatility. On a forward basis, PPL 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's commodity derivative contracts that qualify for hedge
accounting treatment mature at various times through 2010.



The following chart sets forth PPL's net fair market value of
these contracts as of December 31, 2003:

Gains/{Losses)

Fair value of contracts outstanding at the beginning of
the year 5 63
Contracts realized or otherwise settled during the year (67)
Fair value of new contracts at inception
Other changes in fair values 90
Fair value of contracts outstanding at the end of the year  § 86

E————3

During 2003, PPL realized or otherwise settled net gains of
approximately $67 million related to contracts entered into prior
to January 1, 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 $90
million, represents 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's
commodity 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 Value of Contracts at Period-End
G ains/(L osses)

Maturity Maturity
Less Than  Maturity Maturity inExcess  Total Fair
| Year 1-3Years 3S5Years of5Years Value
Source of Fair Value
Prices actively quoted $ 7 %5 1 $ 8
Prices provided by
other external sources 47 32 % ({}] 78
Prices based on
models and other
valuation methods
Fair valueg of
contracts outsianding
at the end of the
period 3 54 % 33 % () b3 86

The "Prices actively quoted" category includes the fair value of
exchange-traded natural gas futures contracts quoted on the
New York Mercantile Exchange (NYMEX). The NYMEX has
currently quoted prices through 2010.

The "Prices provided by other external sources” category
includes PPL's forward positions and options in natural gas and
power and natural gas basis swaps at points for which over-the-
counter (OTC) broker quotes are available. The fair value 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
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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 sourc
and then modeled to monthly prices as appropriate.

Because of PPL's efforts to hedge the value of the energy from
its generation assets, PPL has open contractual positions. If
PPL were unable to deliver firm capacity and energy under its
agreements, under certain circumstances it would be required tc
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 sigpificant. Extreme weather
conditions, unplanned power plant cutages, transmission
disruptions, non-performance by counterparties (or their
counterparties) with which it has power contracts and other
factors could affect PPL's ability to meet its firrn capacity or
energy obligations, or cause significant increases in the market
price of repiacement capacity and energy. Although PPL
attempts to mitigate these risks, there can be no assurance that ii
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 no
experience counterparty non-performance in the future.

As of December 31, 2003, PPL 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 514
million, which is equal to the estimated decrease at
December 31, 2002. However, the change in the value of ¢
non-trading portfolio would have been substantially offset by an
increase in the value of the underlying commodity, the
electricity generated, because these contracts serve to reduce the
market risk inherent in the generation of electricity.
Additionally, the value of PPL's unsold generation would be
improved. Because PPL's electricity portfolio is generally in a
net sales position, the adverse movement in prices is usually an
increase in prices. Conversely, because PPL's commodity fuels
portfolio is generally in a net purchase position, the adverse
movement int prices is usually a decrease in prices. If both of
these scenarios happened, the implied margins for the unsold
generation would increase,

PPL also executes energy contracts to take advantage of market
opportunitics. As a result, PPL may at times 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 activities are shown in the Statement
of Income as "Net energy trading margins.”

PPL's trading contracts mature at various times through 2005,
The following chart sets forth PPL's net fair market value of

trading contracts as of December 31, 2003.



. Guins/(1 gsses)
Fair value of contracis outstanding at the beginning of

the year 3 (6}
tracts realized or otherwise settled during the year 21
value of new contracts at inception {

ther changes in fair values 13)
Fair value of contracts outstanding at the end of the year $ 3
———

During 2003, PPL realized or otherwise settled net losses of
approximately $21 million related to contracts entered into prior
to January 1, 2003. This amount does not reflect intra-year
contracts that were entered into and settled during the period.

The fair value of new contracts at inception is usually zero,
because they are entered into at current market prices.
However, when PPL enters into an option contract, a premium
ts paid or received. PPL paid $1 million, net, during 2003 for
these option contracts.

"Other changes in fair values," a loss of approximately $13
million, represent changes in the market value of contracts
outstanding at the end of 2003.

As of December 31, 2003, the net loss on PPL's trading
activities expected to be recognized in earnings during the next
three months is approximately $2 million.

he following chart segregates estimated fair values of PPL's
ing portfolio at December 31, 2003 based on whether the
r values are determined by quoted market prices or other
more subjective means.

Fair Value of Contracts at Period-End
Gains/{Losses)

Maturity
Less Than
I Year

Maturity
in Excess  Total Fair
of 5 Years Yalue

Maturity
{-3 Years

Maturity
3-5 Years

Source of Fair Value
Prices actively quoted

Prices provided by
other extemnal sources

Prices based on
models and other
valuation methods 3 3 $ 3

Fair vaiue of

contracts outstanding

at the eng of the

period b3 3 5 3

The "Prices actively quoted” category includes the fair value of
exchange-traded natural gas futures contracts quoted on the
NYMEX. The NYMEX has currently quoted prices through
2010,

The "Prices provided by other external sources" category
includes PPL's, forward positions and options in natural gas and
‘wer and natural gas basis swaps at points for which OTC
oker quotes are available. The fair value of electricity
positions recorded above use the midpoint of the bid/ask spreads

obtained through OTC brokers. On average, OTC quotes for
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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
internaily 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. Additionaily, this category includes "strip”
transactions whose prices are obtained from external sources
and then modeled to monthly prices as appropriate.

As of December 31, 2003, PPL 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 trading portfolio by $3 million compared to a
decrease of $7 million at December 31, 2002,

In accordance with its marketing strategy, PPL does not
completely hedge its generation output or fue) requirements.
PPL estimates that for its entire portfolio, including all
generation and physical and financial energy positions, a 10%
adverse change in power prices across all geographic zones and
time periods will decrease expected 2004 gross margins by
about $3 million. Similarly, a 10% adverse movement in all
fossil fuel prices will decrease 2004 gross margins by $15
million,

Interest Rate Risk

PPL and its subsidiaries have issued debt to finance their
operations. PPL utilizes various financial derivative products to
adjust the mix of fixed and floating interest rates in its debt
portfolio, adjust the duration of its debt portfolio and lock in
U.S. Treasury rates (and interest rate spreads over treasuries) in
anticipation of future financing, when appropriate. Risk limits
under the risk management program are designed to balance risk
exposure to volatility in interest expense and changes in the fair
value of PPL’s debt portfolio due to changes in the absolute

level of interest rates.

At December 31, 2003, PPL's potential annual expaosure to
increased interest expense, based on a 10% increase in interest
rates, was estimated at $2 million, compared to a $3 million
increase at December 31, 2002.

PPL is also exposed to changes in the fair value of its U.S. and
international debt portfolios. At December 31, 2003, PPL
estimated that its potential exposure to a change in the fair value
of its debt portfolio, through a 10% adverse movement in
interest rates, was $168 million, compared to $219 million at
December 31, 2002.

PPL utilizes various risk management instruments to reduce its
exposure to adverse interest rate movements for future
anticipated financing. While PPL is exposed to changes in the
fair value of these instruments, they are designed such that an
economic loss in value should generally be offset by interest
rale savings at the time the future anticipated financing is



completed. At December 31, 2003, PPL estimated that its
potential exposure to a change in the fair value of these
instruments, through a 10% adverse movement in interest rates,
was approximately $6 million, compared to an $18 million
exposure at December 31, 2002.

Foreign Currency Risk

PPL is exposed to foreign currency risk, primarily through
investments in affiliates in Latin America and Europe. In
addition, PPL. may make purchases of equipment in currencies
other than U.S, dollars.

PPL has adopted a foreign currency risk management program
designed to hedge certain foreign currency exposures, including
firm commitments, recognized assets or liabilities and net
investrnents. In addition, PPL enters into financial instruments
to protect against foreign currency translation risk.

PPL holds contracts for the forward purchase of 26 million
euros to pay for certain equipment of PPL Susquehanna in 2004.
The estimated vatue of these forward purchases as of

December 31, 2003, being the amount PPL would receive to
terminate them, was $1 million.

PPL executed forward sale transactions for £25 million to hedge a
portion of its net investment in WPDH Limited. The estimated
value of these agreements as of December 31, 2003 was $4 million,
being the amount PPL would pay to terminate the transactions.

PPL executed forward sale transactions for 3.1 billion Chilean
pesos to hedge a portion of its net investment in its subsidiary
that owns CGE. The estimated value of these agreements as of
December 31, 2003 was $! million, being the amount PPL
would pay to terminate the transactions.

To protect expected income in Chilean pesos, PPL entered into
average rate options for 2.4 billion Chilean pesos. At December 31,
2003, the market value of these positions, representing the amount
PPL would pay to terminate them, was insignificant.

WPDH Limited executed cross-currency swaps totaling $1.5
billion to hedge the interest payments and value of its U.S.
doltar-denominated bonds. The estimated value of this position
on December 31, 2003, being the amount PPL would pay to
terminate them, including accrued interest, was $84 miilion.

On the Statement of Income, gains and loses associated with
hedges of interest payments denominated in foreign currencies
are reflected in "Interest Expense.” (Gains and fosses associated
with the purchase of equipment are reflected in "Depreciation.”
Gains and losses associated with net investment hedges remain
in "Accumulated other comprehensive loss" on the Balance
Sheet until the investment is disposed.

Nuclear Decommissioning Fund - Securities Price Risk

In connection with certain NRC requirements, PPL
Susquehanna maintains trust funds to fund certain costs of

40

decommissioning the Susquehanna station. As of December 3|
2003, these funds were invested primarily in domestic equity
securities and fixed-rate, fixed-income securities and are
reflected at fair value on PPL's Balance Sheet. The mix of
securities is designed to provide retums to be used to fun
Susquehanna's decommissioning and to compensate for
inflationary increases in decommissioning costs. However, ihe
equity securities included in the trusts are exposed to price
fluctuation in equity markets, and the values of fixed-rate, fixec
income securities are exposed to changes in interest rates. PPL
Susquehanna actively monitors the investment performance anc
pericdically reviews asset allocation in accordance with its
nuclear decommissioning trust policy statement. At December
31, 2003, a hypothetical 10% increase in interest rates and a
10% decrease in equity prices would have resulted in an
estimated $24 million reduction in the fair value of the trust
assets, as compared to a $16 million reduction at December 31,
2002.

PPL Electric's 1998 restructuring settlement agreement provide:
for the collection of authorized nuclear decommissioning costs
through the CTC. Additionally, PPL Electric is permitted to
seek recovery from customers of up to 36% of certain increases
in these costs. Under the power supply agreements between
PPL Electric and PPL EnergyPlus, these revenues are passed or
to PPL EnergyPlus. Similarly, these revenues are passed on to
PPL Susquehanna under a power supply agreement between
PPL EnergyPlus and PPL Susquehanna. These revenues are

used to fund the trusts.

Credit risk relates to the risk of loss that PPL would incur as a
result of non-performance by counterparties of their contractual
obligations. PPL maintains credit policies and procedures with
respect to counterparties (including requirements that
counterparties maintain certain credit ratings criteria) and
requires other assurances in the form of credit support or
collateral in certain circumstances in order to limit counterparty
credit risk. However, PPL has concentrations of suppliers and
customers among electric utilities, natural gas distribution
companies and other energy marketing and trading companies.
These concentrations of counterparties may impact PPL'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 records certain non-
performance reserves to reflect the probability that a
counterparty with contracts that are out of the money (from the
counterparty's standpoint) will default in its performance, in
which case PPL would have to sell into a lower-priced market o
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 also records
reserves to reflect the probability that a counterparty will not
make payments for deliveries PPL has made but not yet bj
These reserves are reflected in "Unbilled revenues” on th
Balance Sheet. PPL has also established a reserve with res
to certain sales to the California 1SO for which PPL has not yet

Credit Risk




been paid, as well as a reserve related to PPL's exposure as a

result of the Enron bankruptcy, which are reflected in "Accounts

receivable” on the Balance Sheet. See Notes 14 and 17 to the
inancial Statements,

ated Party Transactions

PPL is not aware of any material ownership interests or
operating responsibility by senior management of PPL, PPL
Energy Supply, PPL Electric or PPL Montana in outside
partnerships, including leasing transactions with variable
interest entities, or other entities doing business with PPL.

For additional information on related party accounting
transactions, see Note 15 to the Financial Statements.

Capital Expenditure Requirements
The schedule below shows PPL's current capital expenditure

projections for the years 2004-2008 and actual spending for the
year 2003:

Actual Projected

2003 2004 2005 2006 2007 2008
Construction expenditures {a) (b)
Generating facilities(c) $ 300 § 167 § 193 %8 161 5§ 194 3 180

Transmission and
distribution facilities 467 427 416 436 473 476

Environmental 21 5 12 32 74 102
ther 47 39 28 23 16 16
otal Construction
Expenditures 835 638 649 652 757 774
Nuclear fuel 53 56 59 62 63 64
Total Capital
Expenditures $ 838 § 694 § 708 3% 7i4 3 820 § 838

{a) Construction expenditures inctude AFUDC and capitalized interest, which are
expecled to be less than $12 million in each of the years 2004-2008.

(b) This'information excludes any investments by PPL Global for new projects.

(¢) Expenditures for generating facilities in 2003 include $116 million for
facilities under synthetic lease agreements that had been reflected off-batance
sheet prior to December 31, 2003. Projecied capital expenditures on these
facilities are also included for the years 2004 through 2008.

PPL's capital expenditure projections for the years 2004-2008
total about $3.8 billion. Capital expenditure pians are revised
periadically to reflect changes in market, and asset regulatory
conditions. PPL alsg leases vehicles, personal computers and
other equipment, as described in Note 10 to the Financial

Statements. See Note 14 for additional information regarding
potential capital expenditures for environmental projects.

Acquisitions, Development and Divestitures

From time-to-time, PPL and its subsidiaries are involved in
negotiations with third parties regarding acquisitions, joint
ventures and other arrangements which may or may not result in
e finitive agreements, See Note 9 to the Financial Statements
.information regarding recent acquisitions and development
tivities.
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At December 31, 2003, PPL Global had investments in foreign
facilities, including consolidated investments in WPD, Emel,
EC and others. See Note 3 to the Financial Statements for
information on unconsolidated investments accounted for under
the equity method.

PPL Global is exploring potential sale opportunities for its
interest in CGE, within the context of an on-going review of its
international minority ownership investments.

At December 31, 2003. PPL had domestic generation projects
under development which witl provide 663 MW of additional
generation.

PPL is continuously reexamining development projects based on
market conditions and other factors to determine whether to
proceed with these projects, sell them, cancel them, expand
them, execute tolling agreements or pursue other apportunities.

Environmental Matters

See Note 14 to the Financial Statements for a discussion of
environmental matters,

Competition

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

New Accounting Standards

FIN 46 and FIN 46(R)

In January 2003, the FASB issued Interpretation No. 46,
"Consolidation of Variable Interest Entities, an Interpretation of
ARB No. 51." FIN 46 clarifies that variable interest entities, as
defined therein, that do not disperse risks among the parties
involved should be consolidated by the entity that is determined
to be the primary beneficiary, FIN 46 aiso requires certain
disclosures to be made by the primary beneficiary and by an
enterprise that holds a significant variable interest in a variable
interest entity but is not the primary beneficiary. FIN 46 applies
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
entities in which an enterprise holds a variable interest that was
acquired before February 1, 2003, FIN 46 was originally
required 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 1, 2003 until 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 repiaces 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 peried that ends afier
March 135, 2004 and (ii) FIN 46 or FIN 46(R) shouid be applied
to entities that are considered to be SPEs no later than the end of
the first reporting period that ends after December 15, 2003,

As permitted by FIN 46(R), PPL 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 deferred the application of FIN 46 for other
entities and plans to adopt FIN 46(R) for all entities on March
31, 2004.

PPL is in the process of evaluating entities in which it holds a
variable interest in accordance with FIN 46(R). PPL is currently
not aware of any variable interest entities that are not
consolidated as of December 31, 2003 but which it will be
required to-consolidate in accordance with FIN 46(R) effective
March 31, 2004. As it continues to evaluate the impact of
applying FIN 46(R), PPL may identify additional entities that it
would need 10 consolidate.

Additional Entities Consolidated

The lessors under the operating leases for the Sundance,
University Park and Lower Mt. Bethel generation facilities are
variable interest entities that are considered to be SPEs. PPL is
the primary beneficiary of these entities. Consequently, PPL
was required to consolidate the financial statements of the
lessors effective December 31, 2003. Upon initial
consolidation, PPL recognized $1.1 billion of additional assets
and liabilities on its balance sheet and a charge of $27 million,
after-tax, as a cumulative effect of 2 change in accounting
principle. The additional assets consist principally of the
generation facilities, and the additional liabilities consist
principally of the lease financing. See Note 22 to the Financial
Statements for a discussion of the leases.

Entities Deconsolidated

Effective December 31, 2003, PPL deconsolidated PPL Capital
Funding Trust [ and SIUK Capital Trust I. These trusts are
considered to be SPEs and were deconsolidated because PPL is
not the primary beneficiary of the trusts under current
interpretations of FIN 46. Therefore, the "Company-obligated
Mandatorily Redeemable Preferred Securities of Subsidiary
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Trusts Holding Solely Company Debentures" amounting to
$661 million, which would have been recorded as a component
of long-term debt in 2003 in accerdance with SFAS 150,
"Accounting for Certain Financial [nstruments with
Characteristics of Both Liabilities and Equity," if the trus
consolidated, are not reflected in PPL's Balance Sheet at
December 31, 2003. Instead, the subordinated debt securings
that support the trust preferred securities are reflected - in "Long:
term Debt with Affiliate Trusts” 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 I, and WPD
LLP, in the case of SIUK Capital Trust [. As a result of
deconsolidating the trusts, the subordinated debt securities are
no tonger eliminated in the consolidated financial statements.
As of December 31, 2003, $68] million is reflected as "Long-
term Debt with Affitiate Trusts" in PPL's Balance Sheet.

The effect on the Balance Sheet as a result of deconsolidating
the trusts was an increase in both total assets and total iabilities
of 321 million. 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

See the Statement of Company-obligated Mandatorily .
Redeemable Securities contained in the Financial Stateme |
a discussion of the trusts and their preferred securities, as well
as the subordinated debt securities issued to the trusts.

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

adoption.

Application of Critical Accounting Policies

PPL's financial condition and resuits 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, and require estimates or other judgments of
matters inherently uncertain. Changes 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 followi
disclosures regarding the application of these critical accoum.
policies with the Audit Committee.



1) Price Risk Management

See "Risk Management - Energy Marketing & Trading and
her" in Financial Condition.

Pension and Other Postretirement Benefits

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. Under these accounting standards,
assumptions are made regarding the valuation of benefit
obligations and the performance of plan assets. Delayed
recognition of differences between actual results and expected
or estimated resuits is a guiding principle of these standards.
This 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
benefit under the plans. The primary assumptions are as
follows:

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

e  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 long-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.

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

In selecting discount rates, PPL considers fixed-income security
yield rates. At December 31, 2003, PPL decreased the discount
rate for its domestic plans from 6.75% to 6.25% as a result of
decreased fixed-income security returns. For its international
plans, PPL decreased the discount rate for its international plans
from 5.75% to 5.50% at December 31, 2003,

In selecting an expected return on plan assets, PPL considers tax
implications, past performance and economic forecasts for the
types of investments held by the plan. At December 31, 2003,
PPL's expected return on plan assets remained at 9.0% for its
domestic pension plans and 7.8% for its other postretirement
plans. For its international plans, PPL maintained a weighted
average of 8.30% as the expected return on plan assets at
December 31, 2003.

.(Selecting a rate of compensation increase, PPL considers past
perience in light of movements in inflation rates. At
December 31, 2003, PPL's rate of compensation increase
remained at 4.0% for its domestic plans. For its international

43

plans, PPL’s rate of compensation increase remained at 3.75% at
December 31, 2003.

In selecting health care cost trend rates, PPL considers past
performance and forecasts of health care costs. At

December 31, 2003, PPL's health care cost trend rates were 11%
for 2004, gradually declining to 5.0% for 2010.

A variance in the assumptions listed above could have a
significant impact on 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). The following
chart reflects the sensitivities associated with a change in certain
assumptions. While the chart below reflects either an increase
or decrease in each assumption, the inverse of this change would
impact the projected benefit obligation, accrued pension and
other postretirement benefit liabilities, reported anpual net
periodic pension and other postretirement benefit cost and OCl
by a similar amount in the opposite direction. Each sensitivity
below reflects an evaluation of the change based solely on a
change in that assumption,

Increase/(Decrease)
Impact an

Actuarial Change in Impact on Liabilities Impacton Impact on
Assumption  _Assymption  Obligation {a) Cost OCI
Discount
Rate (0.25)% % 160 3 6 3 6 % 89
Expecled
Retum an
Plan Assets (0.25)% N/A 10 10
Rate of
Compensation
Increase 0.25% 20 4 4
Health Care
Cost Trend
Rate {b) 1.0% 33 5 5 N/A

(a) Excludes the impact of additional minimum liability.
(b} Only impacts other postretirement benefits.

At December 31, 2003, PPL had recognized accrued pension
and other postretirement benefit liabilities totaling $463 million,
included in "Deferred Credits and Other Noncurrent Liabilities.-
Other” on the Balance Sheet. At December 31, 2003, PPL had
recognized $4 million of prepaid posiretirement benefit costs
included in "Prepayments" on the Balance Sheet. PPL's total
projected obligation for these benefits was approximately $4.8
billion, which was affset by $4.0 billion of assets held in various
trusts. However, these amounts are not fully reflected in the
current financial statements due to the delayed recognition
criteria of the accounting standards for these obligations.

In 2003, PPL recognized net periodic pension and other
postretirement costs charged to operating expenses of §1

million. This amount represents a $62 million decrease from the
credit recognized during 2002. This decrease was primarily due
to the decrease in the discount rate at December 31, 2002.

As a result of the decrease in the assumed discount rate at
December 31, 2003, PPL was required to increase its recognized



additional minimum pension liability. Recording the change in
the additional minimum liability resulted in a $10 million
increase to the pension related charge to OCI, net of taxes.
translation adjustment and unrecognized prior service costs,
with no effect on net income. This charge increased the
pension-related balance in OCI, which is a reduction to
shareowners equity, to $3 16 million at December 31, 2003. The
charges to OCI will reverse in future periods if the fair value of
trust assets exceeds the accumuiated benefit obligation.

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

3) Asset Impairment

PPL and its subsidiaries review long-lived assets for impairment
when events or circumstances indicate carrying amounts may
not be recoverable. Assets subject to this review, for which
impairments have been recorded tn 2003 or prior years, include
intemational equity investments, new generation assets,
consolidated international energy projects and goodwill.

PPL performs impairment analyses for tangible long-lived assets
in accordance with SFAS 144, "Accounting for the Impairment
or Disposal of Long-Lived Assets." For long-lived assets to be
held and used, SFAS 144 requires companies to (a) recognize an
impairment loss only if the carrying amount is not recoverable
from undiscounted cash flows and (b) measure an impairment
loss as the difference between the carrying amount and fair
value of the asset.

In determining asset impairments, management must make
significant judgments and estimates to calculate the fair value of
an investment. Fair value is developed through consideration of
several valuation methods including comparison to market
multiples, comparison to similar recent sales transactions,
comparison to replacement cost and discounted cash flow.
Discounted cash flow is calculated by estimating future cash
flow streams, applying appropriate discount rates to determine
the present value of the cash flow streams, and then assessing
the probability of the various cash flow scenarios. The
impairment is then recorded based on the excess of the carrying
value of the investment over fair value. Changes in assumptions
and estimates included within the impairment reviews could
result in significantly different results than those identified and
recorded in the financial statements.

Durtng 2003, PPL and its subsidiaries evaluated certain gas-
fired generation assets for impairment, as events and
circumstances indicated that the carrying value of these
investments may not be recoverable. PPL did not record an
impairment of its new gas-fired generation assets in 2003. For
these impairment analyses, the most significant assumption was
the estimate of future cash flows. PPL estimates future cash
flow using information from its corporate business plan adjusted
for any recent sales or purchase commitments. Key factors that
impact cash flows include projected prices for electricity and
gas as well as firm sales and purchase commitments. A 10%
decrease in estimated future cash flows for certain in-service
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gas-fired generation assets would have resulted in an
impairment charge.

PPL performs impairment analyses of goodwill in accordance
with SFAS 142, "Goodwill and Other Intangible Assets.”)

142 requires an annual impairment test of goodwill and o
intangible assets that are not subject to amortization.

PPL completed its annual goodwill impairment test in the fourt}
quarter of 2003. This test did not result in an impairment.
PPL's most significant assumptions surrounding the goodwill
impairment test relate to the determination of fair value. PPL
determined fair value based upon discounted cash flows. A
decrease in the forecasted cash flows of 10% or an increase of
the discount rates by 25 basis points would have resulted in
impairment.

4) Leasing

PPL applies the provisions of SFAS 13, "Accounting for
Leases," to all leasing transactions. In addition, PPL applies the
provisions of numerous other accounting pronouncements
issued by the FASB and the EITF that provide specific guidance
and additional requirements related to accounting for various
leasing arrangements. In general, there are two types of leases
from a [essee'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 ’
of the leased assets and the estimated useful life, in determIig
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 a capital lease, thus significantly impacting the amounts to be
recognized in the financial statements.

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 lessee
previously owned the leased assets); synthetic leases (leases that
qualify for operating lease treatment for book accounting
purposes and financing treatment for tax accounting purposes);
and lessee involvement in the construction of leased assets.

At December 31, 2003, PPL subsidiaries participated in one
significant sale/leaseback transaction which has been accounted
for as an operating lease. As discussed in Note 22 to the
Financial Statements, the lessors under certain synthetic
operating leases previously accounted for off-balance sheet were
consolidated 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.



Sale/leasehack

_In July 2000, PPL Montana sold its interest in the Colstrip
erating plant to owner lessors who are leasing the assets
k to PPL Montana under four 36-year operating leases. This
ansaction is accounted for as an operating lease in accordance
with current rules related 10 sale/leaseback arrangements. 1f for
any reason.this transaction did not meet the requirements for
off-balance sheet operating lease treatment as a sale/leaseback,
PPL would have approximately $315 million of additional
assets and liabilities recorded on its balance sheet at
December 31, 2003 and would have recorded additional
expeénses currently estimated at $9 million, after-tax, in 2003.

See Note 10 to the Financial Staiements for additional
information related to operating leases.

5) Loss Contingencies

PPL periodically records the estimated impacts of various
conditions, situations or circumstances involving uncertain
outcomes. These events are called "contingencies,” and PPL's
accounting for such events is prescribed by SFAS 5,
"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.”

r loss contingencies, the loss must be accrued if (1}

ormation 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 foss contingency involves considerable
judgment on the part of management. The accounting aspects of
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

PPL uses its internal expertise and outside experts (such as
lawyers, tax specialists and engineers), as necessary, to help
estimate the probability that a loss has been incurred and the
amount (or range) of the ioss. PPL continuously assesses
potential loss contingencies for environmental remediation,
litigation claims, regulatory penalties and other events,

.PL has identified certain events which could give rise to a loss,
ut which do not meet the conditions for accruai under SFAS 5.
SFAS 5.requires disclosure, but not a recording, of potential
losses when it is "reasonably possible” that a loss has been
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incurred. FASB defines "reasonably possible” as cases in which
"the chance of the future event or events occurring is more than
remote but less than likely.” See Note 14 to the Financial
Statements for disclosure of potentiai loss contingencies, most
of which have not met the criteria for accrual under SFAS 3.

Reducing Recorded Loss Contingencies

When a loss contingency is recorded, PPL identifies, where
applicable, the triggering events for subsequently reducing the loss
contingency. The triggering events genérally occur when the
contingency has been resolved and the actual toss is incurred, or
when the risk of loss has diminished or been eliminated. The
following are some of the triggering events which provide for the
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 NUG purchase
commitments, which is described below. This loss
contingency is being reduced over the lives of the NUG
purchase contracts.

» 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 collection
procedures have been exhausted.

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

On-Going Assessment of Recorded Loss Contingencies

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

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 recarded loss contingency - require significant judgment by
PPL's management.

The largest loss contingency on PPL's balance sheet, and the loss
contingency that changed most significantly in 2003, was for above-
market NUG purchase commitments. This loss contingency reflects
the estimated difference between the above-market contract terms
under the purchase commitments, and the fair value of electricity.
This loss contingency was originally recorded at $854 million in
1998, when PPL Electric's generation business was deregulated.
Under regulatory accounting, PPL. Electric recorded the above-
market cost of the purchases from NUGs as part of its purchased
power costs on an as-incurred basis, since these costs were



recovered in regulated rates. When the generation business was
deregulated, the loss contingency associated with the commitment
to make above-market NUG purchases was recorded, This loss
contingency for the above-market portion of NUG purchase
commitments was recorded because it was probable that the loss
had been incurred and the estimate of future energy prices could be
reasonably determined, using the then forward prices of electricity
and capacity. This loss contingency was transferred to PPL
EnergyPlus in the July 1, 2000 corporate realignment. The above-
market loss contingency was $352 million at December 31, 2003,

When the loss contingency related to NUG purchases was
recorded in 1998, PPL Electric 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 lives of the NUG contracts. All but one of
the NUG contracts expire by 2009, with the last one ending in
2014. PPL EnergyPlus reduces the above-market NUG liability
based on the aforementioned schedule. As PPL EnergyPlus
reduces the liability for the above-market NUG purchases, it
offsets the actual cost of NUG purchases, thereby bringing the
net power purchase expense more in line with market prices.

PPL EnergyPlus assessed the remaining $352 million above-market
liability at December 31, 2003, comparing the projected electricity
purchases under the terms of the NUG contracts, with the purchases
assurning projected market prices for the energy. This assessment was
based on projected PIM market prices, including capacity, through
2014, The assessment also used sensitivities around the market prices,
adjusting such prices upwards and downwards by 10%.

The assessment is dependent on the market prices of energy and
the estimated output levels of the NUGs. Market prices of energy
are dependent on many variables, including growth in electricity
demand in PJM, available generation, and changes in regulatory
and economic conditions. Accordingly, market price sensitivities
were used in the assessment. If estimated market prices were
adjusted upwards by 10% in each of the years from 2004 through
2014, the contingency for the above-market NUG purchase
commitments would be approximately $296 million. Conversely,
if estimated market prices were adjusted downwards by 10%
during the remaining term of the NUG contracts, the contingency
for the above-market NUG purchase commitments would be
approximately $386 mitlion. The recorded above-market liability
of $352 million a1 December 31, 2003 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. However,
PPL's management believes that the current recorded NUG
above-market liability was fairly stated at December 31, 2003,

6) Asset Retirement Obligations

in 2001, the FASB issued SFAS 143, "Accounting for Asset
Retirement Obligations,” which addresses the accounting for
obligations associated with the retirement of tangible long-lived
assets. SFAS 143 requires legal obligations associated with the
retirement of long-lived assets to be recognized as a liability in
the financial statements. The initial obligation should be
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measured at the estimated fair value. An equivalent amount
should be recorded as an increase in the value of the capitalized
asset and allocated to expense over the useful life of the asset.
Until the obligation is settled, the liability should be increas
through the recognition of accretion expense in the inco
statement, for changes in the obligation due to the passag
time. SFAS 143 is effective for fiscal years beginning after ~
June 15, 2002,

In determining asset retirement obligations, management must
make significant judgments and estimates to calculate fair value
Fair value is developed through consideration of estimated
retirement costs in today's dollars, inflated to the anticipated
retirement date and then discounted back to the date the asset
retirement obligation was incurred. Changes in assumptions an
estimates included within the calculations of asset retirement
obligations could result in significantly different results than
those identified and recorded in the financial statements.

PPL adopted SFAS 143 effective January 1, 2003. Initial
adoption of the new rules resulted in an increase in net PP&E of
$32 million, reversal of previously recorded liabilities of $304
million, recognition of asset retirement obligations of $229
million, recognition of a deferred tax liability of $44 million anc
a cumulative effect of adoption that increased net income by
$63 million. At December 31, 2003, PPL had asset retirement
obligations totaling $242 million recorded on the Balance Sheet.
PPL's most significant assumptions surrounding asset retiremeni
obligations are the forecasted retirement cost, discount rate and
inflation rate. A variance in the forecasted retirement cos
discount rate or inflation rate could have a significant im;.
the ARO liability and the cumulative effect gain. "

The following chart reflects the sensitivities associated with a
change in these assumptions upon initial adoption. Each
sensitivity below reflects an evaluation of the change based
solely on a change in that assumption ealy.

Impact on

Change in Cumulative Impact on
Assumption Effect ARO Liability
Retirement Cost 10%/(10)% $(10)/810 $22/%(22)
Discount Rate 0.25%/(0.25)% $10/3(11) $(23)/526
Inflation Rate 0.25%/(0.25)% (1281 $27/3(24)

Other Information

PPL's Audit Committee has approved the independent auditor to
provide audit and audit-related services and other services
permitted by the Sarbanes-Oxley Act of 2002 and SEC rules.
The audit and audit-refated services include services in
connection with statutory and regulatory filings, reviews of
offering documents and registration statements, employee
benefit plan a2udits and internal control reviews.



PPL ENERGY SUPPLY, LLC
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

‘ Overview

PPL Energy Supply is an energy company with headquarters in
Allentown, PA. See Item 1, "Business - Background,” for a
description of PPL Energy Supply's domestic and international
businesses. See Exhibit 99 in Item 15 for a listing of its
principal subsidiaries. Through its subsidiaries, PPL Energy
Supply is primarily engaged in the generation and marketing of
electricity in two key markets - the northeastern and western
11.S. - and in the delivery of electricity in the U.K. and Latin
America. PPL Energy Supply's strategy for its electricity
generation and marketing business is to match energy supply
with load, or customer demand, under long-term and
intermediate-term contracts with creditworthy counterparties.
PPL Energy Supply's strategy for its international electricity
delivery businesses is to own and operate these businesses at the
highest level of quality and reliability and at the most efficient
cost.

PPL. Energy Supply faces several risks in its generation
business. The principal risks are electricity wholesale price risk,
fuel supply and price risk, power plant performance and
counterparty credit risk. PPL Energy Supply attempts to
manage these risks through various means. For instance, PPL
Energy Supply operates a portfolio of generation assets that is
diversified as to geography, fuel source, cost structure and

erating characteristics. PPL Energy Supply is focused on the
operating efficiency and maintaining the availability of these
power plants. In addition, PPL Energy Supply has in place and
continues to pursue long-term and intermediate-term contracts
for energy sales and fuel supply, and other means, to mitigate
the risks associated with adverse changes in the difference, or
margin, between the cost to produce electricity and the price at
which PPL Energy Supply sells it. PPL Energy Suppiy's
contractual commitments for energy sales are primarily satisfied
through its-own generation assets - i.e., PPL Energy Supply
primarily markets and trades around its physical portfolio of
.generating assets through integrated generation, marketing and
trading functions. Finally, PPL Energy Supply attempts to
reduce its exposure to the various risks it faces through its risk
management program, which, among other things, includes an
evaluation of market risks and the creditworthiness of all
counterparties. )

PPL Energy Supply's international electricity delivery
businesses are rate-regulated. Accordingly, these businesses are
subject to regulatory risks in terms of the costs that they may
recover and the investment returns that they may collect in
customer rates. The principal challenge that PPL Energy
Supply faces in its international electricity delivery businesses is
to maintain high standards of customer service and reliability in

.cosl—effective manner. PPL Energy Supply faces certain

inancial risks by conducting international operations, such as
fluctuations in currency exchange rates. PPL Energy Supply

attempts to manage these financial risks through its risk
management program.

A key challenge for PPL Energy Supply's business as a whole is
to maintain a strong credit profile. In the past few years,
investars, analysts and rating agencies that follow companies in
the energy industry have been particularly focused on. the credit
quality and liquidity position of energy companies. PPL Energy
Supply is focused on strengthening its balance sheet and
improving its liquidity position, thereby improving its credit
profile.

The purpose of "Management's Discussion and Analysis of
Financial Condition and Results of Operations” is to provide
information concerning PPL Energy Supply's past and expected
future performance in implementing the strategies and managing
the risks and challenges outlined above. Specifically:

»  "Results of Operations" provides an overview of PPL,
Energy Supply's operating results in 2003, 2002 and 2001,
starting with a review of earnings. The earnings.review
inciudes a listing of certain unusual items that had
significant impacts in these years, and it also includes a
description of key factors that management expects may
impact future eamings. "Results of Operations” also
includes an explanation of changes during this three-year
period in significant income statement components, such as
energy margins, utility revenues, operation and
maintenance expenses, interest expense, income taxes and
cumulative effects of accounting changes.

s "Financial Condition - Liquidity" provides an analysis of
PPL Energy Supply's liquidity position and credit profile,
including its sources of cash (including bank credit facilities
and sources of operating cash flow) and uses of cash
(including contractual commitments and capital expenditure
requirernents) and the key risks and uncertainties that
impact PPL Energy Supply's past and future liquidity
position and financial condition. This subsection also
includes an explanation of recent rating agency decisions
affecting PPL Energy Supply, as well as a listing of PPL
Energy Supply's current credit ratings.

e "Financial Condition - Risk Management - Energy
Marketing & Trading and Other" includes an explanation of
PPL Energy Supply's risk management program relating to
market risk (i.e., commodity price, interest rate and foreign
currency exchange risk) and credit risk (i.e., counterparty
credit risk).

s "New Accounting Standards" provides a description of
accounting standards that impact PPL Energy Supply's
Financial Statements and that were implemented in 2003 or
are pending adoption.



s "Application of Critical Accounting Policies" provides an
overview of the accounting policies that are particularly
important to the results of operations and financial
condition of PPL Energy Supply and that require PPL
Energy Supply's management.to make significant estimates,
assumptions and other judgments. Although PPL Energy
Supply's management believes that these estimates,
assumptions and other judgments are appropriate, they
relate to matters that are inherently uncertain. Accordingly,
changes in the estimates, assumptions and other judgments
applied to these accounting policies could have a significant
impact on PPL Energy Supply's results of operations and
financial condition, as reflected in PPL Energy Supply's
Financial Statements.

The information provided in "Management's Discussion and
Analysis of Financial Condition and Results of Operations”
should be read in conjunction with PPL Energy Supply's
Financial Statements and the Notes thereto.

Terms and abbreviations appearing herein are explained in the
glossary. Dollars are in millions, except per share data, unless

otherwise noted.

Results of Operations

Eamings in 2003 and 2002 were impacted by the acquisition of
a controlling interest in WPD on September 6, 2002, and the
resulting consolidation, as described in Note 9 to the Financial
Statements. Therefore, the comparison of reported income
statement line items between 2002 and 2001 is not meaningful
without eliminating the impact of the WPD consolidation. The
following table shows the 2002 Statement of Income as
reported, the adjustments to eliminate the impact of the WPD
consolidation (by reflecting WPD on the equity method), and as
adjusted to exclude the WPD consolidation. The following
discussion, that explains significant annual changes in principal
items on the Statement of Income compares 2003 to 2002,
unadjusted, and compares 2002, as adjusted, to 2001.

PPL Energy Supply, LLC and Subsidiaries
Consolidated Statement of Income
Adjusted to Eliminate WPD Coasolidation
2002

As As
Reported Adjustment Adjusted

Operating Revenues

Wholesale energy marketing $ 1,036 $ 1,036
Wholesale energy marketing to

affiliates 1,434 1434
Utility 980 $ 579 401
Unregulated retail electric and gas 132 182
Net energy trading margins 19 19
Energy related businesses 555 {60} 615
Total 4,206 519 3.687

2002

As As
Reported Adjustment Adjusted

Operating Expenses

Operation

Fuel 502

Energy purchases 708

Energy purchases from

affiliates 171 17

Other operation and

maintenance 8i2 42 77
Depreciation 265 112 15
Taxes, other than income 78 42 3
Energy related businesses 522 29 49
Other charges

Write-down of international

energy projects 113 11

Workforce reduction 41 . 4

Write-down.of generation

assets 44 4
Total 3.236 225 3.03
Operating Income 950 294 &5
Other Income - net 44 20 2
Interest Expense 207 127 8
Interesi Expense with Affiliate 3 j
Income Taxes 266 105 16
Minority Interest 78 73

Distributions on Preferred
Securities 9 9

Loss from Discontinued
Operations 2

Cumulative Effect of a Change in
Accounting Principle (150} {151

Net Income $ 279 % $ 27"

The comparability of certain items on the Statement of Income
has also been impacted by PPL Global's investment in CEMAR.
The consolidated results of CEMAR are included for periods
during which PPL had a controlling interest, from January I,
2001 to August 2002. See Note 9 to the Financial Statements
for more information.

WPD's results, as consolidated in PPL Energy Supply's
Statement of Income, are impacted by changes in foreign
currency exchange rates. For the twelve months ended
December 31, 2003, as compared to the same period in 2002,
changes in foreign exchange rates increased WPD's portion of
revenue and expense line items by about 9%.



Earnings

Net income was as follows:

2003 2002 2001
. b 727 % 279 % 174

The after-tax changes in net income were primarily due to:

2003 vs. 2002 2002 vs. 2001

Domestic:
Wholesale energy margins 3 68 8 (&N
Net energy trading margins (€] (1)
Unregulated retail energy margins ()] (33}
Regulated retail energy marging (43) 59
Realized eamings on
decommissioning trust fund 12
Trademark license fees from affiliate 08y (5)
Operation and maintenance expenses (28} (20)
Synfuel tax credit 2 10
Mechanical contracior earmings 4)
QOther {10) 5
Total Domestic Q7 (30)
International:

U.K. operations:

Benefit of complete ownership

of WPD (see.Note 9) 29 1l
Impact of changes in foreign
currency exchange rates 14 |
Other l i
.atin Amicrica 8 (24)
Other 3 61
Total International 63 50
Unusual items 410 135
3 448 $ 105

The changes in net income from year to year were, in part,
attributable to several unusual items with significant earnings
impacts, including accounting changes, discontinued operations
and infrequently occurring items. The after-tax impacts of these
unusual items are shown below.

Impact on'Net Income
2003 2002 2001

Accounting changes:
Asset retirement obligation (Note 21)  § 63

Consolidation of variable interest
entities (Note 22) 27

Goodwill impairment (Note 18) $ (150)
Pensions (Note {2) 3 3
Discontinued operations (Note 9) {20)

CEMAR-related net tax benefit
{Note 5) 31

Workforce reduction (Note 20) {24)

Write-down of generation assets (Note 9) 26)

&MAR operating losses (Note 9) {23}
"EMAR impairment (Note 9) (98) 217}

Cancellation of generation projects
{Note 9) (83)

Impact on Net Income

2003 2002 2001
WPD impairment (Note 9) {117)
Tax benefit - Teesside (Note 9) 8
Enron impact on trading (Note 17) (8)
Enron impact - write-down investment in
Teesside (Notc 9) {213
Total $ 97 $ (313 §  (448)

The year to year changes in earnings components, including
margins by activity and income statement line items, are
discussed in the balance of the discussion in "Results of
Cperations.”

PPL Energy Supply's future earnings could be, or will be,
impacted by a number of key factors, including the foliowing:

e  Based upon current electricity and natural gas price levels,
there is a risk that PPL Energy Supply may be unable to
recover its investment in new gas-fired generation facilities.
Under GAAP, PPL Energy Supply does not believe that
there is an impairment charge to be recorded for these
facilities at this time. PPL Energy Supply is unable to
predict the ultimate eamings impact of this issue, based
upon future energy price levels, applicable accounting rules
and other factors, but such impact may be material. (See
"Application of Critical Accounting Policies - Asset
Impairment” for additional information.)

s  PPL Energy Supply is unable to predict whether future
impairments of goodwill may be required for its domestic
and international investments. While no goodwill
impairments were required based on the annual review
performed in the fourth quarter of 2003, future impairments
may occur due to determinations of fair value exceeding the
cartying value of these investments. See "Application of
Critical Accounting Policies - Asset [mpaitment” for
additional information,

s  Eamings in 2004 and beyond will be impacted by the
consolidation of variable interest entities (as discussed in
Note 22 to the Financial Statements).

s Earnings in 2005 and beyond may be impacted by a rate
review of the delivery business of WPD (Scuth West) and
WPD (South Wales). WPD cannot predict the ultimate
outcome of the rate review.

s PPL Energy Supply operates a synfuel facility and receives
tax credits pursuant to Section 29 of the Internal Revenue
Code based on its sale of synfuel to unaffiliated third-party
purchasers. See Note 14 to the Financial Statements for a
discussion of the iRS review of synfuel production
procedures, and the projected annual earnings attributable
to PPL Energy Supply 's synfuel operations.

s  Future earnings may also be impacted by the ultimate
exiting of the CEMAR investment (see Note 9 to the
Financial Statements for additional information) or other
investments.



Domestic Gross Energy Margins

The following table provides changes in income statement line
items that comprise domestic gross energy margins:

2003 vs. 2002 2002 vs. 2001
Wholesale energy marketing revenues $ 178 % 9
Wholesale energy marketing to affiliates 17 103
Unregulated retail electric and gas
revenues 30 (174)
Net energy trading margins N (18)
Other revenue adjustments (a} 23 |
Total revenues 181 {79)
Fuel 35 2
Energy purchases 110 (26)
Energy purchases from affiliates () (23}
Other cost adjustments {a) 22 65
Total cost of sales 156 i8
Domeslic gross energy marging 3 25 % (97}

(a) Adjusted to exclude the impact of any revenues and costs not associated
with domestic energy margins, in particular, revenues and energy costs
related to the international operations of PPL Global. Also adjusted to
include gains on sales of emission allowances, which are reflected in "Other
operation and maintenance” expenses on the Statement of Income. and the

reduction of the reserve for Enron receivabies, as described in Note 17 to the

Financial Statements.

Changes in Domestic Gross Energy Margins By Activity

Gross margin calculations are dependent on the allocation of
fuel and purchased power costs to the activities listed below.
That allocation is based on monthly MWh consumption levels
compared to monthly MWh supply costs. Any costs specific to
an activity are charged to that activity.

2003 vs. 2002 2002 vs. 2001
Wholesale - Eastem U.S. 5 67 $ (64)
Wholesale - Westem U.S. 49 (71)
Net energy wading M (18)
Unregulated retail o) (55%
Regulated retail (74) it
Domestic gross energy margins b 25 % {97)

Wholesale - Eastern U.S.

Eastern U:S. wholesale margins were higher in 2003 compared
to 2002 primarily due to higher volumes, which increased by
47%. The higher volumes were primarily driven by market
opportunities to optimize the value of generating assets and by
higher spot prices that allowed PPL Energy Supply to increase
the utilization of its higher cost generating units including 699
MW of new generation that began commercial operation in mid-
2002. In PJM, where the majority of PPL Energy Supply 's
Eastern wholesale activity occurs, average on-peak spot market
real time prices rose 34% in 2003 compared to 2002. Partially
offsetting the increase in wholesale energy margins in 2003
compared to 2002, was the buyout of a NUG contract in
February 2002, which reduced power purchases by $25 million.
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Eastern wholesale margins were lower in 2002 compared to
2001, despite a buyout of a NUG contract in February 2002 tha
reduced purchased power costs by $25 million. The decline in
margins was primarily attributable to the decline in wholes
prices for energy and capacity. PJM on-peak prices aver:
$6/MWH less, a decline of 14%, for 2002 compared to 2
Additionally, because new generating capability came on-line
within PJM in 2002, the prices for the PIM menthly auctions fc
unforced capacity credits fell from an average of $100/MW-
month in 2001 to an average of $38/MW-month in 2002.
However, higher volumes of energy sales partially offset the
decline in prices, as wholesale transactions in 2002 increased b
about 33% over 2001 due to better generating unit availability.

Wholesala - Western U.S.

Western U.S. wholesale margins consist of margins in the
Northwest and in the Southwest.

In the Northwest, margins were $31 million higher in 2003
compared fo 2002, primarily due to higher wholesale prices.
Average wholesale prices for 2003 were $6/MWh higher than
prices in 2002. A favorable settlement of $3 million with
Energy West Resources Inc. in June 2003 also positively
impacted margins in 2003. Margins were $74 million lower in
2002 compared to 2001, primarily due to a decrease in average
realized wholesale prices by $15/MWh, partially offset by a 7%
increase in volumes.

compared to 2002, primarily due to the inception of new
agreements in Arizona and due to an increase of average
wholesale prices in 2003 by $16/MWh compared to 2002.
Margins were $9 miliion lower in 2002 compared to 2001,
primarily due to a decrease in average wholesale prices by
$40/MWh. These lower prices were offset by increased sales,
which were three times higher than the prior period, as a result
of the Griffith Energy and Sundance facilities coming en-line in
2002.

In the Southwest, margins were $3 million higher in 2003.

The above explanation is exclusive of $9 million related to the
2003 partial reversal of a reserve against Enron receivables, and
a 2001 charge of $12 million for the Enron bankruptcy, both.of
which affected gross margins. These items are discussed in
further detail in Note 17 to the Financial Statements.

Net Energy Trading

PPL Energy Supply enters into certain contractual arrangements
that meet the criteria of energy trading derivatives as defined by
EITF 02-3, "Issues [nvolved in Accounting for Derivative
Contracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities.” These
physical and financial contracts cover trading activity associated
with electricity, gas and oil. The $7 million decrease in 2003
compared to 2002 was primarily due to realized electric s
losses in 2003. The $18 million decrease in 2002 compar
2001 was primarily due to unrealized, mark-to-market gains in
2001 and lower energy margins in 2002. The physical volumes




associated with energy trading were 9,100 GWh and 12.6 Befin
2003; 10,700 GWh and 12.4 Bef in 2002; and 7,700 GWh and
22.4 Befin 2001. The amount of energy trading margins from

ealized mark-to-market transactions was not significant in
‘3, 2002 and 2001.

Unregulated Retail

Unregulated retail margins declined in 2003 compared to 2002
primarily due to significantly lower electric retail prices in the
Western 1J.5. Western U.S. retail contract prices decreased
about 19% in 2003 compared to 2002. The decline in 2002
compared to 2001 was primarily due to lower revenues resulting
from the expiration of contracts which were not renewed in the
Eastern U.S. and due to significantly lower retail prices in the
Western U.S., somewhat offset by an increase in the number of
customers in the Western U.S.

Requlated Retail

Regulated retail margins in the Eastern U.S. for 2003 decreased
by 9% compared to 2002, due to higher supply costs resulting
from higher purchased power prices. Purchased power prices
were higher because of increased gas and oil prices and an
abnormally cold winter. Regulated retail margins for 2002 were
17% higher than in 2001. Higher sales volumes and higher
average prices, caused by changes in usage among customer
classes, provided the improved margins. In addition, lower
upply costs in 2002, due to lower fuel costs and increased
erating unit availability, further improved margins.

Utility Revenues

The increase (decrease) in utility revenues was attributable to
the following:

2003 vs. 2002 2002 vs, 2001

Intemnational;
Retzil electric delivery (PPL Global)

UK $ 35

El Salvader 13 % 4

Bolivia 1 2

Chile 18 4

Brazil (113) {17)
5 (46) $ {7)

The decrease for both periods was primarily due to the
deconsolidation of CEMAR. (See Note 9 to the Financial
Statements for additional information.)

The decrease for 2003 compared with 2002 was partially offset
by:

o higher WPD revenues in the U.K. primarily due to the
change in foreign currency exchange rates from period to

. period;

s  higher revenues in El Salvador primarily due to higher
volumes and higher pass-through energy costs, partially
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offset by a 6% tariff reduction effective January 1, 2003,
and

e  higher revenues in Chile primarily due to higher volumes
and the consolidation of TransEmel. (See Note 9 to the
Financial Statements for additional information.)

The decrease for 2002 compared with 2001 was partially offset
by higher sales volumes in Chile and E! Salvador.

Energy Related Businesses

Energy related businesses contributed $16 million less to
operating income in 2003 compared with 2002. The decrease
resulted primarily from:

e  $7 million of credits recorded on development projects in
2002, due largely to a favorable settlement on the
cancellation of a generation project in Washington state;

¢ a$5 million operating loss on some Hyder properties in the
first quarter of 2003, which were subsequently sold in April
2003 and

= an $8 million decrease in Latin America revenues from
lower material and construction project sales (In 2002, a
Bolivian subsidiary participated in the construction of a
1.500 kilometer transmission line in rural areas.); partially
offset by

+  a $3 million improvement in contributions from mechanical
contracting subsidiaries due to enhanced project controls
that were implemented to minimize project overruns, offset
by a continuing decline in construction markets in 2003.

Energy related businesses (when adjusted to include WFPD on an
equity basis) contributed $3 million less to operating income in
2002 compared with 2001. This was primarily due to:

= a$14 million benefit recorded in 200! from an equity
interest in Griffith Energy related to margins on forward
electricity contracts, executed prior to commercial
operation;

¢ a 59 million decline from the mechanical. contracting and
engineering subsidiaries, primarily due to cost overruns
experienced at iwo major projects; and

e  $4 million of pre-tax operating losses from synfuel projects;
partially offset by

e a$23 million decrease in PPL Global's expenses due to
lower spending on development projects, including a
favorable settlement on the cancellation of a generation
project in Washington state,

Although operating income from synfuel operations declined in
2002 compared to 2001, the synfuel projects contributed $7
million more to net income after the recording of tax credits.

Other Operation and Maintenance

The increase (decrease} in other operation and maintenance
expenses was primarily due to:



2003 vs. 2002 2002 vs. 2001

Decrease in domestic and international

pension income 37 % 7

Higher trademark license fees from-a
PPL subsidiary (sce Note 15} 30 8

Additional expenses of new penerating
facilities 28 27

Increase in WPD expenses due to

increases in regulatory accounting

adjustments. and resolution of purchase

accounting contingencies in the second

quarter of 2002 related to the Hyder

acquisition 18

Increase in foreign cumrency exchange
rates 10

Accretion expense as a result of
applying SFAS 143 (see Note 21) 18

Increased operating expenses in
domestic business lines and other 20 ]

Outage costs associated with the rbine
replacement at the Susquehanna station 7

Increase in other postretirement benefit
expense 5 2

Change to account for CEMAR on the

cost-method (38) 9
Insurance settlements - property damage

and environmental (26)

Estimated reduction in salaries and

benefits as a resuit of the workforce

reduction initiated in 2002 (15) (6)
Gains on sales of emission allowances (17) (2)

Decrease in PPL Global's administrative
and general expenses (10)

Decrease in the Clean Air Act
contingency relating to generating
facilities (8)

Vacation liability adjustment in 2002 in
conjunction with the workforce
reduction (6) 6

3 63 3 24

The $37 million decrease in net pension income was attributable
to decreased asset values at the end of 2002 and reductions in
the discount rate assumptions for PPL and PPL Energy Supply
domestic and international pension plans, which were the result
of weakness in the financial markets during 2002. The 2002
year-end asset values and discount rates were used to measure
net pension income for 2003, Through December 31, 2003,
PPL Energy Supply recorded and was allocated $39 million of
net pension income.

Although financial markets have improved and PPL and PPL
Energy Supply domestic and international pension plans have
experienced significant asset gains in 2003, interest rates on
fixed-income obligations have continued to fall, requiring a
further reduction in the discount rate assumption as of
December 31, 2003. The reduction in the discount rate
assumption has a significant impact on the measurement of plan
obligations and net pension cost, which will result in PPL and
PPL Energy Supply recognizing lower levels of net pension
income in 2004. See Note 12 to the Financial Statements for
details of the funded status of PPL's pension plans.
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Depreciation

Depreciation expense decreased by $16 miilion in 2002
compared with 2001. Depreciation on plant additions accounte
for a $15 million increase. Other impacts on depreciatio
as follows:

¢ 514 million decrease due to extension of the Susquehanna
station's depreciable life, in conjunction with the announce
plan to seek an extension of its NRC operating licenses;

* 310 miilion decrease due to no longer recording goodwill
amortization due to adoption of SFAS 142 (see Note 18);
and

® 37 million decrease due to PPL Global's write-down of
CEMAR assets in 2001, resulting in no depreciation being
recorded on these assets in 2002.

Taxes, Other Than Income

Taxes, other than income, increased by $11 miilion in 2003
compared with 2002, due to higher taxes related to increases in
the basis on which capital stock is calculated and higher real
estate taxes in 2003.

Other Charges

Other charges of $198 million in 2002 consisted of the write-
down of PPL Global's investment in CEMAR and several
smaller impairment charges on other international investments
(see Note 9 to the Financial Statements), the write-down
generation assets (see Note 9) and a charge for a workfor‘
reduction program (see Note 20).

Other charges of $486 million in 2001 consisted of the write-
down of international energy projects and the cancellation of
generation projects (See Note 9).

Other Income - net

See Note 16 to the Financial Statements for details of other
income and deductions.

Interest Expense

Interest expense decreased by $11 million in 2003 compared to
2002 primarily due to:

e a $34 million decrease in long-term debt interest from the
deconsolidation of CEMAR in August 2002; and

e  a$20 million decrease in short-term debt interest expense;
offset by

e an $11 million write-off of unamortized swap costs on
WPD debt restructuring in 2003;

¢ a3$7 million increase in long-term debt interest due to the
issuance of $400 million 2.625% Convertible Senior Notes



¢ 55 million of interest on preferred securities of SIUK
Capital Trust | due to reclassifications from adopting SFAS
150, "Accounting for Certain Financial Instruments with
) Characteristics of Both Liabilities and Equity” (see Note 22
. to the Financial Statements for additional information);
2 $13 million decrease in capitalized interest; and
* a §7 million increase in amortization expense and other.

Interest expense increased by $36 million in 2002 compared
with 2001 primarily due to:

e a §52 million increase in long-term debt interest due to a
fiall year of interest in 2002 from the issuances of $500
million of senior unsecured notes in 2001 and debt issued
by PPL Global's consolidated subsidiaries; and

s 2§87 million decrease in capitalized interest; offset by

e a $23 million decrease in short-term debt interest from a
decrease in short-term borrowings from affiliates.

Income Taxes

Income tax expense decreased by $8t million in 2003 compared
with 2002. This decrease was due to:

»  a $31 million reduction related to deferred income tax
valuation allowances recorded on impairment charges on
PPL Energy Supply's investment in Brazil recorded during
2002;

s an $84 million reduction in income taxes related to the tax

benefit recognized in 2003 on foreign investment losses

. included in the 2002 federal income tax return; and

» 3 $2 million decrease related {o additional federal synfuel
tax credits recognized; offset by

*  higher pre-tax domestic book income, resulting in a $39
million increase in income taxes.

Income tax expense decreased by $113 million in 2002
compared with 2001. This decrease was due to:

s lower pre-tax domestic book income, resulting in a $35
million reduction in income taxes;

* lower impairment charges on PPL Energy Supply's
investment in Brazil resulting in a $30 million decrease in
the amount of deferred income tax valuation allowances
recorded;

¢ g $27 million.reduction in income taxes due to losses
recognized on foreign investments; and

* a 310 million decrease related to additional federal synfuel
tax credits recognized.

Discontinued Operations

PPL Energy Supply reported a loss of $20 million in connection

with the approval of a plan of sale of PPL Giobal's investment in
Latin American telecommunications company. See

‘isoominued Operations” in Note 9 to the Financial Statements
r additional information.
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Cumufative Effects of Changes in Accounting
Principles

In 2003, PPL Energy Supply recorded a charge of $27 million,
after-tax, as a cumulative effect of a change in accounting
principle in connection with the adoption of FIN 46,
*Consolidation of Variable Interest Entities, an [nterpretation of
ARB No. 51," for certain entities. See "New Accounting
Standards" for further discussion.

PPL Energy Supply adopted SFAS 143, "Accounting for Asset
Retirement Obligations," effective January 1, 2003. SFAS 143
addresses the accounting for obligations associated with the
retirement of tangible long-lived assets. it requires legal
obligations associated with the retirement of long-lived assets to
be recognized as a liability in the financial statements.
Appiication of the new rules resulted in a cumulative effect of
adoption that increased net income by $63 million in 2003. See
Note 2] to the Financia| Statements for additional information.

PPL Energy Supply adopted SFAS 142, "Goodwill and Other
Intangible Assets,” on January 1, 2002. SFAS 142 requires an
annual impairment test of goodwill and other intangible assets
that are not subject to amortization. PPL Energy Supply
conducted a transition impairment analysis in the first quarter of
2002 and recorded a transition goodwill impairment charge of
3150 million. See Note 18 to the Financial Statements for
additional information.

In 2001, PPL. changed its method of amortizing unrecognized
gains or losses in the annual pension expense or income
determined under SFAS 87, "Employers' Accounting for
Pensions.” This change resulted in an allocation to PPL Energy
Supply of a cumulative-effect credit of $3 million. See Note 12
to the Financial Statements for additional information.

Financial Condition

Liquidity

PPL Energy Supply is focused on maintaining a strong fiquidity
position and strengthening its balance sheet, thereby improving
its credit profile. PPL Energy Supply believes that its cash on
hand, operating cash flows, access to debt capital inarkets and
borrowing capacity, taken as a whole, provide sufficient
resources to fund its ongoing operating requirements, future
security maturities and estimated future capital expenditures.
PPL Energy Supply currently expects cash on hand at the end of
2004 to be approximately $200 million, with about $1.2 billion
in syndicated credit facilities. However, PPL Energy Supply's
cash flows from operations and its access to cost effective bank
and capital markets are subject to risks and uncertainties,
including but not limited to, the following:

s changes in market prices for electricity;

» changes in commodity prices that may increase the cost of
producing power or decrease the amount PPL. Energy
Supply receives from selling power;



¢ price and credit risks associated with selling and marketing
products in the wholesale power markets;

» ineffectiveness of trading, marketing and risk management
policies and programs used to mitigate PPL Energy
Supply's risk exposure to adverse energy and fuel prices,
interest rates, foreign currency exchange rates and
counterparty credit;

s unusual or extreme weather that may damage its
international transmission and distribution facilities or
effect energy sales to customers;

» reliance on transmission and distribution facilities that PPL
Energy Supply does not own or control to deliver its
electricity;

e unavailability of generating units (due to unscheduled or
longer-than-anticipated generation outages) and the
resulting loss of revenues and additional costs of
replacement electricity;

¢ ability to recover, and timeliness and adequacy of recovery
of, costs associated with international electricity delivery
businesses; and

¢ adowngrade in PPL Energy Supply's or its rated
subsidiaries’ credit ratings that could negatively affect their
ability to access capital and increase the cost of maintaining
credit facilities and any new debt.

At December 31, 2003, PPL Energy Supply bad $227 million in
cash and cash-equivalents and $56 million of short-term debt, as
compared to $149 million in cash and cash equivalents and $928
million of short-term debt at December 31, 2002, and $815
million in cash and cash equivalents and $118 million of short-
term debt at December 31, 2001. The changes in cash and cash
equivalents resulted from the following:

2003 - 2002 2001
Net Cash Provided by Operating
Activities k) 10 % 651 $ 619
Net Cash Provided by (Used in)
Investing Activities 204 (1,144) 278
Net Cash Used in Financing
Activities (1,043) (173) (209)
Effect of Exchange Rates on Cash
& Cash Equivalents 7 2 (3)
Increase {Decrease) in Cash &
Cash Equivalents 5 78 % (666) 3 685

Net Cash Provided by Operating Activities

Net cash provided by operating activities increased by 40%, or
$259 million, in 2003 versus 2002, reflecting higher net income
adjusted for non-cash items and lower cash income taxes. In
addition, 2002 included cash outlays of $152 million for the
cancellation of generation projects and $50 million for the
termination of a NUG contract. The higher net income in 2003
was principally driven by complete ownership in WPD, higher
wholesale energy margins, lower interest expense and savings
from a workforce reduction program in the U.S. that
commenced in 2002.

Important elements supporting the stability of PPL Energy
Supply's cash provided by operating activities are the long-term
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and intermediate-term commitments from wholesale and retail
customers and long-term fuel supply contracis PPL Energy
Supply has in place. In 2003, PPL EnergyPlus entered into
several new wholesale agreements to provide capacity and/or
electricity to utilities in New Jersey, Arizona and Connec
These agreements supplement previously existing long-te
contracts with PPL Electric, NorthWestern and the Long [sland
Power Authority (see Note 14 to the Financial Statements for
additional information). PPL Energy Supply estimates that, on
average, approximately 80% of its expected annual generation
output for the period 2004 through 2008 is committed under
long-term and intermediate-term energy supply contracts. PPL
EnergyPlus also enters into contracts under which it agrees to
sell and purchase electricity, natural gas, oil and coal. These
contracts often require cash collateral or other credit
enhancement, or reductions or terminations of a portion or the
entire contract through cash settlement in the event of a
downgrade of PPL Energy Supply or the respective subsidiary's
credit ratings or adverse changes in market prices. For example
in addition to limiting its trading ability, if PPL Energy Supply
or its respective subsidiary's ratings were lowered to below
"investment grade” and energy prices increased by 10%, PPL
Energy Supply estimates that, based on its December 31, 2003
position, it would have to post collateral of approximately $490
million as compared to $421 million at December 31, 2002.
PPL Energy Supply has in place risk management programs
that, among other things, are designed te monitor and manage
its exposure to volatility of cash flows related to changes in
energy prices, interest rates, foreign currency exchange rates,

counterparty credit quality and the operational performan'

its generating units.

Net cash provided by operating activities in 2002 was $651
million, compared to $619 million in 2001. The $32 million
increase in cash provided by operations was due to the net effec
of increases in net income adjusted to a cash basis (i.e., adding
back non-cash items such as depreciation, write-downs of
projects and assets, change in accounting principle, etc.),
partially offset by $152 miilion of turbine cancellation payments
made in 2002, a $50 million payment to terminate a NUG
contract also made in 2002, and an $89 million decrease in
dividends received from unconsolidated affiliates.

Net Cash Provided by (Used in) Investing Activities

Net cash provided by investing activities in 2003 was 5204
million, compared to net cash used in investing activities of $1.1
billion in 2002. The primary reasons for the $1.3 billion
increase in net cash provided by investing activities was
reduced investment in generation assets and electric energy
projects, the acquisition of controlling interest in WPD in 2002,
and a repayment of a loan from an affiliate. The primary use of
cash for investing activities is capital and investment
expenditures, which are summarized by category in the table in
“Capital Expenditure Requirements.” In 2004, PPL Energy

Supply expects to be able to fund all of its capital expendi
with cash provided by operating activities.



Net cash used in investing activities in 2002 was $).1 billion,

‘ H Hian in 2 Letters of
cqmpared to net cash prowdeq o‘f $2.78 mllllqn in 2001. The Committed Credit Available

primary reasons for the $1.4 billion increase in cash used in Capacity  Borrowed Issued (c) Capacity (¢)’
vesting activities was due to the acquisition of the controlling PPL Energy Supply

rest in WPD in 2002 and a repayment of the loan from a Credit Facilities (3}~ § 1.100 5 87 8 1013
on-consolidated affiliate in 2001. WPD (South West)

Bank Facilities (b) 435 % 48 387

Total $ 1.535 § 48 % 87 % 1.400

Net Cash Used in Financing Activities

Net cash used in financing activities was $1.0 billion in 2003,
compared to $175 million in 2002. The increase primarily
reflected the repayment of short-term debt, retirement of long-
term debt, distributions to PPL to support dividends to PPL's
shareholders, and maturities and interest payments on PPL
Capital Funding's debt. In 2003, PPL Energy Supply had net
retitements of debt of $120 million compared with net issuances
of $378 million in 2002. Net distributions to Member were
$907 million in 2003 compared with $550 million in 2002,

PPL Energy Supply's debt financing activity in 2003 was as
follows:

Additions Pavments Net
PPL Energy Supply
Conventible Notes $ 400 $ 400
PPL Energy Supply
Commercial Paper {net change) $ (374 (374)
WPD (South West) (USD
equivalent) 402 (409) N
PDH Limited (USD
ivalent) (33} (53)
tin America Companies
(USD equivalent) ) 4)
Paymenis on amounts advanced
from trustee in synthetic lease
agreement and other (82) (82)
Total 3 302 § (922) $ (120)

Debt issued during 2003 had stated interest rates ranging from
2.62% to 5.87% and maturities from 2023 through 2027. See
Note 8 to the Financial Statements for more detailed information
regarding PPL Energy Supply's borrowings.

In July 2003, PPL Energy Supply determined that, based on its
current cash position and anticipated cash flows, it would not
need to access the commercial paper markets through at least
the end of 2003. As a result, PPL Energy Supply requested
Standard & Poor's Ratings Services (S&P), Moody's Investors
Service, Inc. (Moody's) and Fitch Ratings (Fitch) to withdraw
their ratings for its currently inactive commercial paper
program, which the rating agencies did effective as of July 9,
2003. This decision has not limited the ability of PPL Energy
Supply to fund its short-term liquidity needs. PPL Energy
Supply currently does not have any commercial paper
outstanding, and it does not anticipate a need to access the
commercial paper market in 2004.

December 31, 2003, PPL Energy Supply's total committed
borrowing capacity and the use of this borrowing capacity were
as follows:
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{a) PPL Energy Supply's credit facitities allow for borrowings at LIBOR-based
rates plus a spread. depending upon the company's public debt rating. PPL
Energy Supply also has the capability to issue up to $800 million of letters
of credit under its facilities, which issuance reduces available borrowing
capacity.

These credit facilities contain financial covenants requiring debt to Lotal
capitalization not greater than 65% and an interest coverage ratio of not less
than 2.0 times consolidated carnings before income taxes. depreciation and
amontization. At December 31, 2003 and 2002. PPL Energy Supply's
consolidaled dcbt to total capitalization percentages. as calculated in
accordance with its credit facilities, were 36% and 35%. At December 31,
2003 and 2002. PPL Energy Supply's interesi coverage ratios. as calculated
in accordance with its credit facilities, were 6.3 and 7.4, The credit
agreements also contain cenain representations and warranties that must be
made for PPL Energy Supply to borrow under them, including, but not
limited to, a material adverse change clause that relates to PPL Energy
Supply’s ability 10 perform its obligations under the credit agreements and
related loan documents.

(b) WPD (South West)'s credit facilities allow for borrowings at LIBOR -based
rales plus a spread. depending upon the company's public debt rating,

These credit facilities contain financial covenants that require it 1o maintain
an interest coverage ratio of not [ess than 3.0 times consolidated eamings
before income taxes. depreciation and amortization, and the regulatory asset
base must be £150 million greater than total gross debt. in each case as
calculated in accordance with the credit facilities. At December 31, 2003
and 2002. WPD (South West)'s interesi coverage ratio. as calculated in
accordance with its credit lines, was 6.7 and 10.3. At December 31,2003
and 2002, WPD (South West)'s regulatory asset base exceeded its total gross
debt by £457 million and £491 million.

(¢) PPL Energy Supply and WPD (South West) have a reimbursement
obligation to the extent any letters of credit are drawn upon. The letters of
credit issued as of December 31, 2003 expire in 2004,

These credit agreements contain various other covenants.
Failure to meet those covenants beyond applicable grace periods
could result in acceleration of due dates of borrowings and/or
termination of the agreements. PPL Energy Supply monitors
the covenants on a regular basis. At December 31, 2003, PPL
Energy Supply was in compliance with those covenants. At this
time, PPL Energy Supply believes that these covenants and
other borrowing conditions will not limit access to these funding
sources. PPL Energy Supply intends to reduce its syndicated
credit facilities to $800 million in the first quarter 2004 because
of lower development and acquisition requirements related to its
supply business. WPD (South West) intends to renew and
extend all of its syndicated credit facilities in 2004,

Net cash used in financing activities was $175 million in 2002
compared to $209 million in 2001.



Operating Leases

PPL Energy Supply and its subsidiaries also have available
funding sources that are provided through operating leases, PPL
Energy Supply's subsidiaries lease vehicles, office space, land,
buildings, personal computers and other equipment under
master operating lease arrangements. These leasing structures
provide PPL Energy Supply with additional operating and
financing flexibility. The operating leases contain covenants
that are typical for these agreements, such as maintaining
insurance, maintaining corporate existence and timely payment
of rent and other fees. Failure to meet these covenants could
limit or restrict access to these funds or require early payment of
obligations. At this time, PPL Energy Supply believes that
these covenants will not limit access to these funding sources or
cause acceleration or termination of the leases.

PPL Energy Supply, through its subsidiary PPL Montana, leases
a 50% interest in Colstrip Units 1 and 2 and a 30% interest in
Unit 3, under four 36-year non-cancelable operating leases.
These operating leases are not recorded on PPL Energy Supply's
Balance Sheet, which is in accordance with applicable
accounting guidance. The leases place certain restrictions on
PPL Montana’s ability to incur additional debt, sell assets and
declare dividends. At this time, PPL Energy Supply believes
that these restrictions will not limit access to these funding
sources or cause acceleration or termination of the leases. See
Note 8 to the Financial Statements for a discussion of dividend
restrictions related to PPL Global subsidiaries.

See Note 10 to the Financial Staternents for further discussion of
the operating leases.

Contractua! Obligations

At December 31, 2003, the estimated contractual cash
obligations of PPL Energy Supply were as follows:

Less
Than 1-3 3-5
Total 1 Year Years Years

$ 4243 % 6 $ 612

After 5
Years

$ 2,557

Contractual Cash
Obligations

Long-term Debt (a) $ 1,068

Capital Lease
Obligations

Operating Leases (b) 775 63 11 101 498

Purchase

Obligations (c) 3.166 605 1.158 575 828

Other Long-term
Liabilities Reflected on
the Batance Sheet
under GAAP

Total Contractual Cash
Obligations

$ 8184 $ 67 3 1881 3§ 1.744 § 3.883

(a) Reflects principal maturities only, including maturities of consolidated lease
debt.

(b) Excludes amounts for the leases of the Sundance, University Park and
Lower Mt, Bethel generation faciities as the lessors were consolidated
effective December 31, 2003 as a result of the. adoption of FIN 46 for certain
entities. See "New Accounting Standards” for further discussion.

(¢} The paymenis reflected herein are subject to change as certain purchase
obligations included are estimates based on projected obligated quantities
andfor projected pricing under the contracts.
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Credit Ratings

The following table summarizes the credit ratings of PPL

Energy Supply and its financing subsidiaries at December 31
2003: .

Standard &
Moody's Poor's Fitch

PPL Energy Supply

Issuer Rating BBB

Senior Unsecured Notes Baa2 BBB BBB+

Qutlook STABLE NEGATIVE NEGATIV
PPL Montana

Pass -Through Centificates Baal BBB- BBB

Outlook Poss. NEGATIVE

Downgrade

WPDH Limited

Issuer Rating Baa2 BBB-

Senior Unsecured Debt Baa2 BBB- BBB

Outlook STABLE NEGATIVE STABLE
WPD LLP

Issuer Rating BBEB-

Senior Unsecured Deb Baa2 BBB- BBB

Capital Trust Securities* Baal BB

Outlock STABLE NEGATIVE STABLE
WPD (South Wales)

Issuer Rating BBB+

Senior Unsecured Debt Baal BBB+ A-

Commercial Paper A-2 F2

Qutlook STABLE NEGATIVE STABLE
WPD (South West)

Issuer Rating Baal BBB+

Senior Unsecured Debt BBB+ A-

Commercial Paper P-2 A-2 F2

QOutlook STABLE NEGATIVE STABLE

2003 from the Balance Sheet. See Note 22 to the Financial Statem

*  These trust preferred securities were deconsclidated effective Dece.
additional information.

Rating Agency Actions in 2003

In 2003, S&P, Moody's and Fitch reviewed the credit ratings on
the debt of PPL Energy Supply and its subsidiaries. Based on
their respective reviews, the rating agencies made certain ratings
revisions that are described below. Management does not
expect these ratings decisions to impact PPL Energy Supply and
its subsidiaries' ability to raise new debt or equity capital or to
have a significant impact on the cost of any new capital or the
cost of maintaining their credit facilities.

The ratings of S&P, Moedy's and Fitch are not a
recommendation to buy, sell or hold any securities of PPL
Energy Supply or its subsidiaries. Such ratings may be subject
to revisions or withdrawal by the agencies at any time and
should be evaluated independently of each other and any other
rating that may be assigned to their securities.

PPL Energy Supply

S&pP

In April 2003, S&P notified PPL Energy Supply that it affj
the 'BBB' corporate credit rating for PPL Energy Suppiy

'A-2' commercial paper rating of PPL Energy Supply. S&P
indicated that PPL Energy Supply remains on negative outlook




based on S&P's view of weak debt-protection measures due to
low wholesale energy prices.

December 2003, S&P downgraded PPL Montana's 8.903%

s Through Certificates due 2020 to BBB- from BBB. 5&P
icated that its outlook for these securities remains negative.
S&P indicated that its downgrade reflects certain risks that it
believes PPL Montana faces, including counterparty credit risk
resulting from the Chapter 11 bankruptcy filing of
NorthWestern, which is PPL Montana's largest customer. S&P
noted, however, that the bankruptcy court has approved
NorthWestern's request to affirm the power sales agreements
with PPL Montana and that NorthWestern has strong incentives
to maintain this status. See Note 14 to the Financial Statements
for more detailed information regarding NorthWestern's
bankruptcy filing.

Moody's

In May 2003, Moody's downgraded the credit ratings on PPL

Energy Supply's senior unsecured notes, to 'Baa2’' from 'Baal'.
The Moody's ratings outlook is stable for PPL Energy Supply.
PPL Energy Supply's short-term debt rating was not impacted
by Moody's long-term debt review.

Moody's stated that the downgrades reflect its concerns about
PPL Energy Supply's modest exposure to merchant generation
risk, the continued weakness in the wholesale power market and
the associated financial impact on PPL Energy Supply, and

cerns regarding the amount of cash flow to be generated

m PPL. Energy Supply's domestic operations and the free
cash flow available from its regulated international assets.
However, Moody's also indicated that the full requirements
contract between PPL Electric and PPL EnergyPlus, which
previously was approved by the PUC and which extends
through December 2009, provides a predictable stream of cash
flows to PPL Energy Supply during such time period. Moody's
also viewed favorably certain actions taken by PPL Energy
Supply, including a sizeable reduction in planned capital
expenditures, the cancellation of projects under development,
workforce reductions and write-downs of certain investments,

in September 2003, Moody's announced that it was placing PPL
Montana's 8,903% Pass-Through Certificates due 2020 under
review for possible downgrade. These securities currently are
rated 'Baa3’ by Moody's. Moody's stated that its review is
prompted by its concerns about the credit profile of PPL
Montana's largest customer, NorthWestern, and lower cash flow
generation than was forecasted at the time the securities were
issued in 2000. See Note 14 to the Financial Statements for
additienal information on NorthWestern's current situation.
Management does not expect any action by Moody's based on
this review to limit PPL Montana's ability to fund its short-term
liquidity needs. PPL Montana has no plans to raise new long-
erm debt. Any ratings downgrade by Moody's would have an
.signiﬁcant impact on PPL Montana's cost of maintaining the
edit facility that it has in place with its affiliate. In addition,
management does not expect any ratings downgrade by Moody's
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based on this review to have any adverse impact on the credit
ratings of PPL Energy Supply.

Fitch

In May 2003, Fitch notified PPL Energy Supply that it affirmed
the 'BBB+ rating of PPL Energy Supply's senior unsecured debt
and the 'F2' rating of its commercial paper, and that it placed
PPL Energy Supply on negative outlook.

Fitch indicated that the change in outlook for PPL Energy
Supply results from the increase during 2002 in PPL Energy
Supply's generation asset portfolio that is dependent on
merchant generation, continued weakness in U.S. merchant
energy markets and exposure to international distribution assets
primarily in Latin America and the U.K. However, Fitch noted
that PPL Energy Supply derives significant earnings and cash
flow from long-term supply contracts, including the full
requirements contract between PPL Electric and PPL
EnergyPlus, that on average account for about 70% of PPL
Energy Supply's gross margin over the next five years.

WPD and Subsidiaries

In February 2003, Moody's confirmed the ratings of WPDH
Limited at 'Baa2' and WPD (South West) and WPD (South
Wales) at 'Baal’, and downgraded WPD LLP from 'Baal’ to
'‘Baa2’ and SIUK Capital Trust | from 'Baa2' to 'Baa3’. The
outlook on all ratings was stable. In March 2003, S&P assigned
its 'BBB+' senior unsecured debt rating to the £200 million
bonds issued by WPD (South West). At the same time, the
'BBB+ and 'A-2' corporate credit ratings on SIUK Limited were
withdrawn as a result of the acquisition of its debt by WPD
LLP. S&P assigned its 'BBB' long-term and 'A-2" short-term
corporate credit ratings to WPD LLP, in line with the ratings on
the rest of the WPD group.

Following a review of holding companies of U.K., regulated
utilities, in July 2003 S&P downgraded the long-term ratings
from 'BBB' to 'BBB-' and short-term ratings from ‘A-2' to 'A-3'
for both WPDH Limited and WPD LLP, and retained a negative
outlook. At the same time, S&P reaffirmed the credit ratings for
WPD (South West) and WPD (South Wales) at 'BBB+'. S&P
stated that this is in line with S&P U.K.'s recently announced
implementation of a new methodology related to U.K. electric
distribution holding companies, whereby electric distribution
operating companies rated in the 'BBB' category will have the
parent holding company (WPDH Limited) notched down by two
categories from the operating company rating ievel. WPD's
management does not expect the placement of WPD on negative
outlook to limit its ability to fund its short-term liquidity needs
or access to new long-term debt or to impact the cost of any new
long-term debt.

Off-Balance Sheet Arrangements
PPL Energy Supply provides guarantees for certain affiliate

financing arrangements that enable certain transactions. Some
of the guarantees contain financial and other covenants that, if




not met, would limit or restrict the affiliates' access to funds
under these financing arrangements, require early maturity of
such arrangements or limit PPL Energy Supply’s ability to enter
into certain transactions. At this time, PPL Energy Supply
believes that these covenants will not limit access to the relevant
funding sources.

PPL Energy Supply has entered into cenain guarantee
agreements that are within the scope of FIN 45, "Guarantot’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 14 to the
Financial Statements for a discussion on guarantees.

Risk Management - Energy Marketing & Trading and
Other

Market Risk
Background

Market risk is the potential loss PPL Energy Supply may incur
as a result of price changes associated with a particular financial
or commodity instrument. PPL Energy Supply is exposed to
market risk from:

s commodity 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;

«  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
Energy Supply’'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 Energy Supply's
nuclear decommissioning fund.

PPL Energy Supply has a risk management policy approved by
PPL's Board of Directors to 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.
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The forward-locking information presented below 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 materially fr
those presented. These disclosures are not precise indic
expected future losses, but only indicators of reasonably
possible losses. B

L
Contract Valuation

PPL Energy Supply utilizes forward contracts, futures contract:
options, swaps and tolling agreements as part of its risk
management strategy to minimize unanticipated fluctuations in
earnings caused by commodity price, interest rate and foreign
currency 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 mic
point bid/ask spreads obtained from brokers, or an independent
valuation by an external source, such as a bank. However,
market prices for energy or energy-related contracts may not be
readily determinable because of market illiquidity. If no active
trading market exists, contracts are valued using internally
developed models, which are then reviewed by an independent,
internal group. Although PPL Energy Supply 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 Energy Supply
discounts the forward values using LIBOR. Additionaliy
Energy Supply reduces derivative assets' carrying values q
recognize differences in counterparty credit quality and polCHIL
illiquidity in the market:

e  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 Energy Supply.

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

Accounting and Reporting

PPL Energy Supply 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
Instruments and Hedging Activities," and interpreted by DIG
issues (together, "SFAS 133"), EITF 02-3, "Issues Involv
Accounting for Derivative Contracts Held for Trading Pur
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
FASE Statement No. 133 and Not 'Held for Trading Purposes'
as Defined in Issue No. 02-3," to account for and report on

tracts entered into to manage market risk. SFAS 133 requires

t all derivative instruments be recorded at fair value on the

ance 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

| yetexist. PPL Energy Supply adopted SFAS 149 as of July 1,
2003. The adoption of SFAS 149 did not have a significant
impact on PPL Energy Supply.

L Energy Supply adopted the final provisions of EITF 02-3

‘ Fring the fourth quarter of 2002. As such, PPL Energy Supply

now refiects its net realized and unrealized gains and losses

associated with all derivatives that are held for trading purposes
 inthe "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 has adopted the final provisions of EITF
03-1 | prospectively as of October 1, 2003. As a resuit 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 the
adoption of EITF 03-11.

PPL Energy Supply's short-term derivative contracts are
recorded as "Price risk management assets” and "Price risk
_amanagement liabilities" on the Balance Sheet. Long-term
.rivative contracts are included in "Other Noncurrent Assets -
her” and "Deferred Credits and Other Noncurrent Liabilities -
Other."

Accounting Designation

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 by
PPL Energy Supply's risk control group on a daily basis. The
following is a summary of the guidelines that have been
provided to the traders who are responsible for contract
designation for derivative energy contracts due to the adoption
of SFAS 149

e  Any wholesale and retail contracts to sell or buy electricity
and the related capacity that are expected to be delivered
from PPL's generation or that are approved by the RMC 10
fulfill a strategic element of PPL's overall marketing
strategy are considered "normal.” These transactions are
not recorded in the financial statements and have no
earnings impact until delivery.

s Physical electricity-only transactions can receive cash flow
hedge treatment if all of the qualifications under SFAS 133
are met. Any unrealized gains or losses on-transactions
receiving 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.

e  Physical electricity purchases that increase PPL Energy
Supply’s long position and any energy sale or purchase
Judged a "market call" are considered speculative, with
unrealized gains or losses recorded immediately through
earnings.

e 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 Energy
Supply 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  Physical and financial transactions for gas and oil to meet
fuel and retail requirements-can receive cash flow hedge
treatment if they lock-in the price PPL Energy Supply will
pay in the spot market. Any unrealized gains or fosses on
transactions receiving 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,

«  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.

In addition to energy-related transactions, PPL Energy Supply
enters into foreign currency swap contracts to hedge the fair
value of firm commitments denominated in foreign currency
and net investments in foreign operations. As with energy
transactions, the circumstances and intent existing at the time of
the trapsaction-determine a contract’s accounting designation,
which is subsequently verified by PPL Energy Supply's risk
control group on a daily basis. The following is a summary of
certain guidelines that have been provided to the Treasury
Department, which is responsible for contract designation;

s  Transactions to lock-in an interest rate prior to a debt
issuance are considered cash flow hedges. Any unrealized
gains or losses on transactions receiving cash flow hedge
treatment are recorded in other comprehensive income and
are amortized as a component of interest expense over the
life of the debt.

e  Transactions entered into to hedge fluctuations in the value
of existing debrt are considered fair value hedges with no
earnings impact unti] the debt is terminated because the
hedged debt is also marked to market.

+  Transactions entered.into to hedge the value-of a net
investment of foreign operations are considered net
investment hedges., To the extent that the derivatives are
highly effective at hedging the value of the net investment,
gains and losses are recorded in other comprehensive
income/loss and will not be recorded in earnings until the
investment is disposed of.

»  Transactions which do not.qualify for hedge accounting
treatment are marked to market through earnings.

Commodity Price Risk

Commodity price risk is one of PPL Energy Supply's most
significant risks due to the level of investment that PPL Energy
Supply maintains in its generation assets, coupled with the
volatility of prices for energy and energy-related products.
Several factors influence price levels and volatilities. These
factors include, but are not limited to, seasonal changes in
demand, weather conditions, available generating assets within
tegions, transportation availability and reliability within and
between regions, market liquidity, and the nature and extent of
current and poténtial federal and state regniations. To hedge the
impact of market price fluctuations on PPL Energy Supply'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. Energy Supply owns or controls, the majority of PPL
Energy Supply's energy transactions qualify for accrual or hedge
accounting.
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Within PPL Energy Supply's hedge portfolio, the decision to
enter into energy contracts hinges on the expected value of PPL
Energy Supply's generation. To address this risk, PPL Energy
Supply takes a conservative approach in determining the
number of MWhs that are available to be sold forward.
regard, PPL Energy Supply reduces the maximum poten
output that a plant may produce by three factors - planned
maintenance, unplanned outages and economic conditions. T.ie
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 of production will not
allow them to economically run during all hours.

PPL Energy Supply's non-trading portfolio also includes full
requirements energy contracts. The net obligation to serve these
contracts changes minute by minute. PPL Energy Supply
analyzes historical on-peak and off-peak usage patterns, as well
as spot prices and weather patterns, to determine a monthly leve
of a block of electricity that best fits the usage patterns in order
to minimize earnings volatility. On a forward basis, PPL
Energy Supply reserves a block amouat 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
ioad growth, regional economic drivers and seasonality.

PPL Energy Supply's commodity derivative contracts thaQ
qualify for hedge accounting treatment mature at various ti

through 2010. The following chart sets forth PPL Energy
Supply’s net fair market value of these contracts as of December
31, 2003.

. Gains/(Losses}

Fair value of contracts outstanding at the beginning of
the year $ 58
Contracts realized or otherwise settled during the year (64)
Fair value of new contracts at inception
Other changes in fair values 92
Fair value of contracts cutstanding at the end of the year  § 86

N _——

During 2003, PPL Energy Supply realized or otherwise settled
net gains of approximately $64 million related to contracts
entered into prior to January 1, 2003. This amount does not
reflect infra-quarter contracts that were entered into and settled
during the period.

"Other changes in fair values,” a gain of approximately $92
million, represents changes in the market value that occurred
during 2003 for contracts that were outstanding at the end of
2003.

The foliowing chart segregates estimated fair values of PP,
Energy Supply's. commodity derivative:contracts that qual
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 Value of Contracts at Period-End
Gains/(Losses)

Maturity Maturity
Less Than  Maturity  Maturity  inExcess  Total Fair
! Year -3 Years 3-SYears of5Years Value
Source of Fair Value
Prices actively quoted $ 7 % 1 $ 8
Prices provided by
other ¢xternal sources 47 32 8 m 78
Prices based on
models and other
valuation methods
Fair value of
contracts outstanding
at the end of the
period 3 54 3 33 3 () b 86

The "Prices actively quoted” category includes the fair value of
exchange-traded natural gas futures contracts quoted on the
New York Mercantile Exchange (NYMEX). The NYMEX has
currently quoted prices through 2010.

The "Prices provided by other external sources" category
includes PPL Energy Supply'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 value of electricity positions recorded above use the
iidpaint of the bid/ask spreads obtained through QOTC brokers.

average, OTC quotes for forwards and swaps of natural gas
d 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 Energy Supply's efforts to hedge the value of
the energy from its generation assets, PPL Energy Supply has
open contractual positions. If PPL. Energy Supply 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
nergy Supply's ability to meet its firm capacity or energy
‘Iigations, or cause significant increases in the market price of
eplacement capacity and energy. Although PPL Energy Supply
attempts to mitigate these risks, there can be no assurance that it
will be able 1o fully meet its firm obligations, that it will not be
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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 Energy Supply 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 $146 million, which is equal to the estimated
decrease at December 31, 2002. However, the change in the
value of the non-trading portfolio would have been substantially
offset by an increase in the value of the underlying commaodity,
the electricity generated, because these contracts serve to reduce
the market risk inherent in the generation of electricity.
Additionally, the value of PPL Energy Supply's unsold
generation would be improved. Because PPL Energy Supply's
electricity portfolio is generally in a net sales position, the
adverse movement in prices is usually an increase in prices.
Conversely. because PPL Energy Supply's commodity fuels
portfolio is generally in a net purchase position, the adverse
movement in prices is usually a decrease in prices, If both of
these scenarios happened, the implied margins for the unsold
generation would increase.

PPL. Energy Supply also executes energy contracts to take
advantage of market opportunities. As a result, PPL Energy
Supply may at times create a net open pasition 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
activities are shown in the Statement of Income as "Net energy
trading margins."

PPL Energy Supply's trading contracts mature at various times
through 2005. The following chart sets forth PPL Energy
Supply's net fair market value of trading contracts as of
December 31, 2003:

Gains/(Losses)
Fair value of contracts outstanding at the beginning of
the year L (6}
Contracts realized or otherwise setiled during the year 2]

Fair value of new contracts at inception 1

Other changes in fair values (13)
Fair value of contracts outstanding ai the end of the year  § 3

During 2002, PPL Energy Supply realized or otherwise settled
net losses of approximately $21 million related to contracts
entered into prior to January 1, 2003, This amount does not
reflect intra-year contracts that were entered into and settled
during the period.

The fair value of new contracts at inception is usually zero,
because they are entered into at current market prices.
However, when PPL Energy Supply enters into an option
contract, a premium is paid or received. PPL Energy Supply
paid $1 million, net, during 2003 for these option contracts.



"Other changes in fair values," a loss of approximately $13
million, represent changes in the market value of contracts
outstanding at the end of 2003.

As of December 31, 2003, the net gain on PPL Energy Supply's
trading activities expected to be recognized in earnings during
the next three months is approximately $2 million.

The following chart segregates estimated fair values of PPL
Energy Supply's trading portfolio at December 31, 2003 based
on whether the fair values are determined by quoted market
prices or other more subjective means.

Fair Value of Contracts at Period-End
Gains/{Losses)

Maturity
Less Than
1 year

Maturity
in Excess  Total Fair
of 5 Years Value

Maturity
1-3 years

Matutity
3-5 vears

Source of Fair Value
Prices actively quoted

Prices provided by
other external sources

Prices based on
madels and other
valuation methods 3 3 $ 3

Fair value of

contracts outstanding

at the end of the

period by 3 3 3

The "Prices actively quoted” category includes the fair value of
exchange-traded natural gas futures contracts quoted on the
NYMEX. The NYMEX has currently quoted prices through
2010.

The "Prices provided by other external sources” category
includes PPL Energy Supply's forward positions and options in
natura| gas and power and natural gas basis swaps at points for
which OTC broker quotes are available. The fair value of
electricify positions recorded above use the midpeint 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.

As of December 31, 2003, PPL Energy Supply estimated that a
10% adverse movement in market prices across all geographic
areas and time periods would have decreased the value of the
commeodity contracts in its trading portfolio by $3 million
compared to a decrease of $7 million at December 31, 2002.

In accordance with its marketing strategy, PPL Energy Supply
does not completely hedge its generation output or fuel

62

requirements. PPL Energy Supply estimates that for its entire
portfolie, including all generation and physical and financial
energy positions, a 10% adverse change in power prices across
all geographic zones and time periods will decrease expec
2004 gross margins by about $3 million. Similarly, a 10
adverse movement in all fossil fuel prices will decrease 2
gross margins by $15 million.

Interest Rate Risk

PPL Energy Supply and its subsidiaries have issued debt to
finance their operations. PPL manages interest rate risk for PPI
Energy Supply by using financial derivative products to adjust
the mix of fixed and floating interest rates in its debt portfolio,
adjusting the duration of its debt portfolio and locking in U.S.
Treasury rates (and interest rate spreads over treasuries) in
anticipation of future financing, when appropriate. Risk limits
under the risk management program are designed to balance risl
exposure to volatility in interest expense and changes in the fair
value of PPL Enetgy Supply's debt portfolio due to changes in
the absolute level of interest rates.

At December 31, 2003, PPL Energy Supply's potential annual
exposure to increased interest expense, based on a 10% increase
in interest rates was insignificant, compared to $1 million at
December 31, 2002,

PPL Energy Supply is also exposed to changes in the fair value
of its debt portfolio. At December 31, 2003, PPL Energy

Supply estimated that its potential exposure to a change i’
to

fair value of its debt portfolio, through a 10% adverse
movement in interest rates, was $125 million, compared
million at December 31, 2002.

PPL and PPL Energy Supply utilize various risk management
instruments to reduce PPL Energy Supply's exposure to adverse
interest rate movements for future anticipated financings. While
PPL. Energy Supply is exposed to changes in the fair value of
these instruments, they are designed such that any economic
loss in value should be offset by interest rate savings at the time
the future anticipated financing is completed. At December 31,
2003, PPL Energy Supply estimated that its potential exposure
to a change in the fair value of these instruments, through a 10%
adverse movement in interest rates, was §1 million. At
December 31, 2002, PPL Energy Supply had not entered into
any such instruments.

Foreign Currency Risk

PPL Energy Supply is exposed to foreign currency risk,
primarily through investments in affiliates in Latin America and
Europe. In addition, PPL. Energy Supply may make purchases
of equipment in currencies other than U.S. dollars.

PPL has adopted a foreign currency risk management program
designed to hedge certain foreign currency exposures, inc

firm commitments, recognized assets or liabilities and net
investments. In addition, PPL enters into financial instruments
to protect against foreign currency translation risk.




PPL holds contracts for the forward purchase of 26 million
euros to pay for certain equipment of PPL Susquehanna in 2004.
The estimated value of these forward purchases as of
ecember 31, 2003, being the amount PPL would receive to
inate them, was $1 million.

PPL executed forward sale transactions for £25 million to hedge
a portion of its net investment in WPDH Limited. The
estimated value of these agreements as of December 31, 2003
was $4 million, being the amount PPL would pay to terminate
the transactions.

PPL executed forward sale transactions for 3.1 billion Chilean
pesos to hedge a portion of its net investment in its subsidiary
that owns CGE. The estimated value of these agreements as of
December 31, 2003 was $1 million, being the amount PPL
would pay to terminate the transactions.

To protect expected income in Chilean pesos, PPL entered into
average rate options for 2.4 billion Chilean pesos. At
December 31, 2003, the market value of these positions,
representing the amount PPL would pay to terminate them, was
insignificant.

WPDH Limited executed cross-currency swaps totaling $1.5
billion to hedge the interest payments and value of its U.S.
dollar-denominated bonds. The estimated value of this position
on December 31, 2003, being the amount PPL Energy Supply
would pay to terminate them, including accrued interest, was

‘4 million.

n the Statément of Income, gains and loses associated with
hedges of interest payments are reflected in "Interest Expense."
Gains and losses associated with the purchase of equipment are
reflected in "Depreciation.” Gains and losses associated with
net investment hedges remain in accumulated other
comprehensive loss on the Balance Sheet until the investment is
disposed.

Nuclear Decommissioning Fund - Securities Price Risk

In connection with certain NRC requirements, PPL
Susquehanna maintains trust funds to fund certain costs of
decommissioning the Susquehanna station. As of December 31,
2003, these funds were invested primarily in domestic equity
securities and fixed-rate, fixed-income securities and are
reflected at fair value on PPL Energy Supply's Balance Sheet.
The mix of securities is designed to provide returns to be used to
fund Susquehanna's decommissioning and to compensate for
inflationary increases in decommissioning costs. However, the
equity securities included in the trusts are exposed to price
fluctuation in equity markets, and the values of fixed-rate, fixed-
income securities are exposed to changes in interest rates. PPL
Susquehanna actively monitors the investment performance and
periodically reviews asset allocation in accordance with its

clear decommissioning trust pelicy statement. At December

, 2003, a hypothetical 10% increase in interest rates and a

0% decrease in equity prices would have resulted in an
estimated $24 million reduction in the fair value of the trust

assets, as compared 10 a $16 million reduction at December 31,
2002.

PPL Electric's 1998 restructuring settlement agreement provides
for the collection of authorized nuclear decommissioning costs
through the CTC. Additionally, PPL Electric is permitted to
seek recovery from customers of up to 96% of certain increases
in these costs. Under the power supply agreements between
PPL Electric and PPL EnergyPlus, these revenues are passed on
to PPL EnergyPlus. Similarly, these revenues are passed on to
PPL Susquehanna under a power supply agreement between
PPL EnergyPlus and PPL Susquehanna. These revenues are
used to fund the trusts.

Credit Risk

Credit risk relates to the risk of loss that PPL Energy Supply
would incur as a result of non-performance by counterparties of
their contractual obligations. PPL Energy Supply maintains
credit policies and procedures with respect to counterparties
(including requirements that counterparties maintain certain
credit ratings criteria) and requires other assurances in the form
of credit support or collateral in certain circumstances in order
to limit counterparty credit risk. However, PPL Energy Supply
has concentrations of suppliers and customers among electric
utilities, natural gas distribution companies and other energy
marketing and trading companies. These concentrations of
counterparties may impact PPL Energy Supply'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 Energy Supply records certain
non-performance reserves to reflect the probability that a
counterparty with contracts that are out of the money (from the
counterparty's standpoint} will default in its performance, in
which case PPL Energy Supply would have to sell into a lower-
priced market or purchase frotn 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
Energy Supply also records reserves to reflect the probability
that a counterparty will not make payments for deliveries PPL
Energy Supply has made but not yet billed. These reserves are
reflected in "Unbilled revenues” on the Balance Sheet. PPL
Energy Supply has also established a reserve with respect to
certain sales to the California {SO for which PPL Energy Supply
has not yet been paid, as well as a reserve related to PPL Energy
Supply’s exposure as a result of the Enron bankruptcy, which
are reflected in "Accounts receivable” on the Balance Sheet.
See Notes 14 and 17 1o the Financial Statements.

Related Party Transactions

PPL Energy Supply is not aware of any material ownership
interests or operating responsibility by senior management of
PPL. Energy Supply or PPL Montana in outside partnerships,
including leasing transactions with variabie interest entities, or
other entities doing business with PPL Energy Supply.



For additional information on related party accounting
transactions, see Note 15 to the Financial Statements.

Capital Expenditure Requirements
The schedule below shows PPL Energy Supply's current capital

expenditure projections for the years 2004-2008 and actual
spending for the year 2003:

Actual Projected
2003 2004 2005 2006 2007 2008
Construction expenditures (a) (b}
Generating faciliies(c) $ 300 § 167 § 193 8 161 $ 194 § 180
Transmisston and
distribution facilities 226 249 221 220 244 253
Environmental 21 3 10 30 72 100
Other 12 20 2 2 2 2
Total Construction
Expenditures 559 439 426 413 512 535
Nuclear fuel 53 56 59 62 63 64
Total Capital

Expenditures $ 6123 495§ 4853 475 8§ 575 8 599

(a) Construction expenditures include capitalized interest, which is expected to be
less than $10 million in each of the years 2004-2008.

(o) This information extiudes any investmens by PPL Global for new projects.

(¢) Expenditures for generating facilities in 2003 include $116 million for

facilities under synthetic lease agreements that had been refiected off-balance

sheet prior to December 31, 2003. Projected capital expenditures on these

facilities are also included for the years 2004 through 2008,

PPL Energy Supply's capital expenditure projections for the
years 2004-2008 total about $2.6 billion. Capital expenditure
plans are revised periodically to reflect changes in market, and
asset regulatory conditions. PPL Energy Supply also leases
vehicles, personal computers and other equipment, as described
in Note 10 to the Financial Statements. See Note 14 for
additional information regarding potential capital expenditures
for environmental projects.

Acquisitions, Development and Divestitures

From time-to-time, PPL Energy Supply and its subsidiaries are
involved in negotiations with third parties regarding
acquisitions, joint ventures and other arrangements which may
or may not result in definitive agreements. See Note 9 to the
Financial Statements for information regarding recent
acquisitions and development activities.

At December 31, 2003, PPL Global had investments in foreign
facilities, including consolidated investments in WPD, Emel,
EC and others. See Note 3 to the Financial Statements for
information on unconsolidated investments accounted for under
the equity method.

PPL Global is exploring potential sale opportunities for its
interest in CGE, within the context of an on-going review of its
international minerity ownership investments.

At December 31, 2003, PPL Energy Supply had domestic
generation projects under development which will provide 663
MW of additional generation.
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PPL Energy Supply is continuously reexamining development
projects based on market conditions and other factors to
determine whether to proceed with these projects, sefl them,
cancei them, expand them, execute tolling agreements or pursu

other opportunities. .

See Note 14 to the Financial Statements for a discussion of
environmenta! matters.

Environmental Matters

Competition

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

New Accounting Standards
FIN 46 and FIN 46(R)

In January 2003, the FASB issued Interpretation No. 46,
"Consolidation of Variabie Interest Entities, an Interpretation of
ARB No. 51." FIN 46 clarifies that variable interest entities, as
defined therein, that do not disperse risks among the parties
involved should be consolidated by the entity that is determined
to be the primary beneficiary. FIN 46 also requires certain
disclosures to be made by the primary beneficiary and by an
enterprise that holds a significant variable interest in a variable
interest entity but is not the primary beneficiary. FIN 46 appliet
immediately to variable interest entities created after Januagg 31
2003 and to variable interest entities in which an enterpri‘
obtains an interest after January 31, 2003. For variable in
entities in which an enterprise holds a variable interest that was
acquired before February 1, 2003, FIN 46 was originally
required 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
variabie interest entities or potential variable interest entities
created before February 1, 2003 until 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 appty the provisions of FIN 46 or FIN
46{R) as follows: (i) FTN 46(R) shall be applied to all entig

no later than the end of the first reporting period that ends.
March 15, 2004 and (ii} FIN 46 or FIN 46(R) should be ap



to entities that are considered to be SPEs no later than the end of
the first reporting period that ends after December 15, 2003.

ctive December 31, 2003 for entities created before

ruary 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 deconsaolidation of a wholly-
owned trust. See below for further discussion. Also, as
permitted by FIN 46(R), PPL Energy Supply deferred the
application of FIN 46 for other entities and plans to adopt FIN
46(R) for all entities on March 31, 2004,

Qpermined by FIN 46(R), PPL Energy Supply adopted FIN 46

PPL Energy Supply is in the process of evaluating entities in
which it holds a variable interest in accordance with FIN 46(R).
PPL Energy Supply is currently not aware of any variable
interest entities that are not consolidated as of December 31,
2003 but which it will be required to consolidate in accordance
with FIN 46(R) effective March 31, 2004. As it continues to
evaluate the impact of applying FIN 46(R), PPL Energy Supply
may identify additional entities that it would need to
consolidate.

Additional Entities Consolidated

The lessors under the operating leases for the Sundance,
‘University Park and Lower Mt. Bethel generation facilities are
variable interest entities that are considered to be SPEs. PPL
rgy Supply is the primary beneficiary of these entities.
sequently, 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 additional assets and liabilities on its
balance sheet and a charge of $27 million, after-tax, as a
cumulative effect of a change in accounting principle. The
additional assets consist principally of the generation facilities,
and the additional liabilities consist principaily of the lease
financing. See Note 10 to the Financial Statements for a
discussion of the leases.

Entities Deconsolidated

Effective December 31, 2003, PPL Energy Supply
deconsolidated SIUK Capital Trust I. This trust is considered to
be an SPE and was deconsolidated because PPL Energy Supply
is not the primary beneficiary of the trust under current
interpretations of FIN 46. Therefore, the "Company-obligated
Mandatorily Redeemable Preferred Securities of Subsidiary
Trusts Holding Solely Company Debentures” amounting to $86
million, which would have been recorded as a component of
long-term debt in 2003 in accordance with SFAS 150,
"Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity," if the trust was

nsolidated, are not reflected in PPL Energy Supply's Balance
‘et at December 31, 2003. Instead, the subordinated debt

urities that support the trust preferred securities are reflected
in "Long-term Debt with Affiliate Trust" as of December 31,
2003. See below for further discussion.
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SIUK Capital Trust [ holds subordinated debt securities of WPD
LLP. As a result of deconsolidating the trust, the subordinated
debt securities are no longer eliminated in the consolidated
financial statements. As of December 31, 2003, $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 trust was an increase in both total assets and total liabilities
of $3 million. The increase in assets relates to the investment in
the common securities of the trust, which is 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 trust compared to the carrying value of the subordinated debt
securities of WPD LLP. The deconsolidation of the trust did not
impact the earnings of PPL Energy Supply.

See the Statement of Company-obligated Mandatorily
Redeemabie Securities contained in the Financial Statements for

a discussion of the trust and its preferred securities, as well as
the subordinated debt securities jssued to the trust.

Other

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

Application of Critical Accounting Policies

PPL Energy Supply'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 Energy
Supply. and require estimates or other judgments of matters
inherently uncertain. Changes 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” in Financial Condition.



2) Pension and Other Postretirement Benefits

As described in Note 12 to the Financial Statements, PPL Energy
Supply subsidiaries sponsor various pension and other
postretirement plans and participate in, and are allocated a
significant portion of the liability and net periodic pension cost of
the PPL Retirement Plan and the PPL Postretirement Benefit Plan.
PPL and PPL Energy Supply follow 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. Under these
accounting standards, assumptions are made regarding the
valuation of benefit obligations and the performance of plan assets.
Delayed recognition of differences between actual results and
expected or estimated results is a guiding principle of these
standards. This 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 benefit
under the plans. The primary assumptions are as follows:

» 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.

e 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 long-term returns on those asset
classes. These projected returns reduce the net benefit costs
the company will record currently.

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

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

In selecting discount rates, PPL and PPL Energy Supply
consider fixed-income security yield rates. At December 31,
2003, PPL and PPL Energy Supply decreased the discount rate
for their domestic plans from 6.75% to 6.25% as a result of
decreased fixed-income security returns. For its international
plans, PPL Energy Supply decreased the discount rate for its
international plans from 5.75% to 5.50% at December 31, 2003,

In selecting an expected return on plan assets, PPL and PPL
Energy Supply consider past performance and economic
forecasts for the types of investments held by the plan. At
December 31, 2003, PPL and PPL Energy Supply's expected
return on plan assets for their domestic pension plans remained
at 9.0%. For its interational plans, PPL Energy Supply
maintained a weighted average of 8.30% as the expected return
on plan assets at December 31, 2003,

In selecting a rate of compensation increase, PPL and PPL
Energy Supply consider tax implications, past experience in
light of movements in inflation rates. At December 31, 2003,
PPL and PPL Energy Supply's rates of compensation increase
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remained at 4.0% for their domestic plans. For its international
plans, PPL Energy Supply's rate of compensation increase
remained at 3.75% at December 31, 2003.

In selecting health care cost trend rates, PPL and PPL. En
Supply consider past performance and forecasts of hea]th'
costs. At December 31, 2003, PPL and PPL Energy Supply's
health care cost trend rates were 11% for 2004, gradually
declining to 5.0% for 2010.

A variance in the assumnptions listed above could have a significant
impact on projected benefit obligations, accrued pension and other
postretiremnent benefit liabilities, reported annual net periodic
pension and other postretirement benefit cost and other
comprehensive income (OCI). The following chart reflects the
sensitivities associated with a change in certain assumptions. Whil:
the chart below reflects either an increase or decrease in each
assumption, the inverse of this change would impact the projected
benefit obligation, accrued pension and other postretirement benefil
liabilities, reported annual net periodic pension and other
postretirement benefit cost and OCI by a similar amount in the
opposite direction. Each sensitivity below reflects an evaluation of
the change based solely on a change in that assumption.

Increase/{Decrease)
Impact on

Actuarial Change in Impacton  Liabilities Impacton Impact«
Assumption_ Assumption  Obligation {a) Cost 0Cl
Discount
Rate (0.25)% § li4 % 2 % 2 5 H
Expected
Retumn on
Plan Assets (0.25)% N/A 7 7
Rate of ’
Compensation
Increase 0.25% 10 2 2
Health Care
Cost Trend
Rate (b} 1.0% 11 1 i N/

(a) Excludes the impact of additional minimum liability
(b} Only impacts other postretirement benefits

At December 31, 2003, PPL Energy Supply had been allocated
and recognized accrued pension and other postretirement benefit
liabilities totaling $332 million, included in "Deferred Credits
and Other Noncurrent Liabilities - Other” on the Balance Sheet.
At December 31, 2003, PPL Energy Supply had been allocated
$1 million of prepaid postretirement benefit costs included in
"Prepayments" on the Balance Sheet.

In 2003, PPL Energy Supply was allocated and recognized net
periadic pension and other postretirement income credited to
operating expenses of $24 million. This amount represents a
$34 million decrease versus the credit recognized during 2002.
This decrease was primarily due to the decrease in the discount
rate at December 31, 2002,

As a result of the decrease in the assumed discount rate at

December 31, 2003, PPL Energy Supply was required to in’
its recognized additional minimum pension liability. Record?

the change in the additional minimum liability resulted ina $12



million increase to the pension-related charge to OCI, net of
taxes, translation adjustment and unrecognized prior service costs,
with no effect on net income. This charge increased the pension
[ated balance in OCI, which is a reduction to Member's Equity,
Q309 million at December 31, 2003. The charges to OCI will
verse 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) Asset Impairment

PPL Energy Supply and its subsidiaries review long-lived assets
for impairment when events or circumstances indicate carrying
amounts may not be recoverable. Assets subject to this review,
for which impairments have been recorded in 2003 or prior
years, include international equity investments, new generation
assets, consolidated international energy projects and goodwill,

PPL Energy Supply performs impairment analyses for tangible
long-lived assets in accordance with SFAS 144, "Accounting for
the lmpairment or Disposal of Long-Lived Assets." For long-
lived assets to be held and used, SFAS 144 requires companies
to (a) recognize an impairment loss only if the carrying amount
is not recoverable from undiscounted cash flows and (b)
measure an impairment loss as the difference between the
carrying amount and fair value of the asset.

determining asset impairments, management must make

nificantjudgments and estimates to calculate the fair value of
an investment, Fair value is developed through consideration of
several valuation methods including comparison to market
multiples, comparison to similar recent sales transactions,
comparison to replacement cost and discounted cash flow.
Discounted cash flow is calculated by estimating future cash
flow streams, applying appropriate discount rates to determine
the present values of the cash fiow streams, and then assessing
the probability of the various cash flow scenarios. The
impairment is then recorded based on the excess of the carrying
value of the investment over fair value. Changes in assumptions
and estimates included within the impairment reviews could
result in significantly different results than those identified.and
recorded in the financial statements.

During 2003, PPL. Energy Supply and its subsidiaries evaluated
gas-fired generation assets for impairment, as events and
circumstances indicated that the carrying value of these
investments may not be recoverable. PPL Energy Supply did
not record an impairment of its new gas-fired generation assets
in 2003. For these impairment analyses, the most significant
assumption was the estimate of future cash flows. PPL Energy
Supply estimates future cash flow using information from its
corporate business plan adjusted for any recent sales or purchase
commitments. Key factors that impact cash flows include

ojected prices for electricity and gas as well as firm sales and

urchase commitments. A 10% decrease in estimated future
cash flow for certain in-service gas-fired generation assets
would have resulted in an impairment charge.

67

PPL Energy Supply performs impairment anaiyses of goodwill
in accordance with SFAS 142, "Goodwill and Other Intangible
Assets." SFAS 142 requires an annual impairment test of
goodwili and other intangible assets that are not subject to
amortization.

PPL Energy Supply completed its annual goodwill impairment
test in the fourth quarter of 2003. This test did not result in an
impairment. PPL Energy Supply's most significant assumptions
surrounding the goodwill impairment test relate to the
determination of fair value. PPL Energy Supply determined fair
value based upon discounted cash flows, A decrease in the
forecasted cash flows of 10% or an increase of the discount rate
by 25 basis points would not have resulted in impairment,

4) Leasing

PPL Energy Supply applies the provisions of SFAS 13,
"Accounting for Leases," to all leasing transactions. In addition,
PPL Energy Supply applies the provisions of numerous other
accounting pronouncements issued by the FASB and the EITF
that provide specific guidance and additional requirements
related to accounting 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 varicus
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 a capital lease, thus significantly impacting the amounts to be
recognized in the financial statements.

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 lessee
previously owned the leased assets); synthetic leases (leases that
qualify for operating lease treatment for book accounting
purposes and financing treatment for tax accounting purposes);
and lessee involvement in the construction of leased assets.

At December 31, 2003, PPL Energy Supply subsidiaries
participated in one significant sale/leaseback transaction which
has been accounted for as an operating lease. As discussed in
Note 22 to the Financial Statements, the lessors under certain
synthetic operating leases previously accounted for off-balance
sheet were consolidated 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.

Sale/Leaseback
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. This



transaction is accounted for as an operating lease in accordance
with current rules related to sale/leaseback arrangements. If for
any reason this transaction did not meet the requirements for
off-balance sheet operating lease treatment as a sale/leaseback,
PPL Energy Supply would have approximately $315 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,

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

5) Loss Contingencies

PPL Energy Supply periodically records the estimated impacts
of various conditions, situations or circumstances involving
uncertain outcomes. These events are called "contingencies,"
and PPL Energy Supply's accounting for such events is
prescribed by SFAS 5, "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.”

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
furure 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 of
ioss 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 Recerding of the Loss
Contingency

PPL Energy Supply uses its internal expertise and outside
experts (such as lawyers, tax specialists and engineers), as
necessary, to help estimate the probability that a loss has been
incurred and the amount (or range) of the loss. PPL Energy
Supply continuously assesses potential loss contingencies for
environmental remedtation, litigation claims, regulatory
penalties and other events.

PPL Energy Supply has identified certain events which could
give rise to a loss, but which do not meet the conditions for
accrual under SFAS 5. SFAS 5 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 future event or
events occurring is more than remote but less than likely." See
Note 14 to the Financial Statements for disclosure of potential
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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 Energy Supply
identifies, where applicable, the triggering events for subsequently
reducing the loss contingency. The triggering events generally
occur when the contingency has been resolved and the actual loss |
incurred, or when the risk of loss has diminished or been
eliminated. The following are some of the triggering events which
provide for the reduction of certain recorded loss contingencies:

» Certain loss contingencies are systematically reduced base«
on the expiration of contract terms. An example of this is
the recorded liability for above-market NUG purchase
commitiments, which is described below. This loss
contingency is being reduced over the lives of the NUG
purchase contracts.

¢  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 collection
procedures have been exhausted.

» Environmental loss contingencies are reduced when PPL

Energy Supply makes payments for environmental .

remediation.
On-Going Assessment of Recorded Loss Contingencies

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

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 Energy Supply's management.

The largest loss contingency on PPL Energy Supply's balance
sheet, and the loss contingency that changed most significantly
in 2003, was for above-market NUG purchase commitments.
This loss contingency reflects the estimated difference between
the above-market contract terms under the purchase
commitments, and the fair value of electricity. This loss
contingency was originally recorded at $854 million in 1998,
when PPL Electric's generation business was deregulated.
Under regulatory accounting, PPL Electric recorded the alg
market cost of the purchases from NUGs as part of its purc
power costs on an as-incurred basis, since these costs were



recovered in regulated rates. When the generation business was
deregulated, the loss contingency associated with the
commitment to make above-market NUG purchases was
orded. This loss contingency for the above-market portion of

‘G purchase commitments was recorded because it was

obabte that the loss had been incurred and the estimate of
future energy prices could be reasonably determined, using the
then forward prices of electricity and capacity. This loss
contingency was transferred to PPL EnergyPlus in the July 1,
2000 corporate realignment. The above-market loss
contingency was $352 million at December 31, 2003,

When the loss contingency refated to NUG purchases was
recorded in 1998, PPL Electric established the triggering events
for when the loss contingency would be reduced. A scheduie
was established to reduce the liability based on projected
purchases over the lives of the NUG contracts. All but one of
the NUG contracts expire by 2009, with the last one ending in
2014, PPL EnergyPlus reduces the above-market NUG liability
based on the aforementioned schedule. As PPL EnergyPlus
reduces the liability for the above-market NUG purchases, it
offsets the actual cost of NUG purchases, thereby bringing the
net power purchase expense more in line with market prices.

PPL. EnergyPlus assessed the remaining $352 million above-
market liability at December 31, 2003, comparing the projected
electricity purchases under the terms of the NUG contracts, with
the purchases assuming projected market prices for the energy,
This assessment was based on projected PIM market prices,

Eluding capacity, through 204, The assessment also used

sitivities around the market prices, adjusting such prices

upwards and downwards by 10%.

The assessment is dependent on the market prices of energy and
the estimated output levels of the NUGs. Market prices of
energy are dependent on many variables, including growth in
electricity demand in PJM, available generation, and changes in
regulatory and economic conditions. Accordingly, market price
sensitivities were used in the assessment. 1f estimated market
prices were adjusted upwards by 10% in each of the years from
2004 through 2014, the contingency for the above-market NUG
purchase commitments would be approximately $296 million.
Conversely, if estimated market prices were adjusted
downwards by 10% during the remaining term of the NUG
contracts, the contingency for the above-market NUG purchase
commitments would be approximately $386 million. The
recotded above-market liability of $352 million at December 31,
2003 falls within the range caicuiated in the year-end
assessment. As noted above, it is very difficuit to estimate
future electricity prices, which are dependent on many variables
and-subject to significant volatility. However, PPL Energy
Supply's management believes that the current recorded NUG
above-market liability was fairly stated at December 31, 2003.

6) Asset Retirement Obligations

.200], the FASB issued SFAS 143, "Accounting for Asset
Retirement Obligations,” which addresses the accounting for
obligations associated with the retirement of tangible long-lived
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assets. SFAS 143 requires legal obligations associated with the
retirement of long-lived assets to be recognized as a liability in the
financial statements. The initial obligation should be measured at
the estimated fair value. An equivalent amount should be recorded
as an increase in the value of the capitalized asset and allocated to
expense over the useful life of the asset. Until the obligation is
settled, the liability should be increased, through the recognition of
accretion expense in the income statement, for changes in the
obligation due to the passage of time. SFAS i43 is effective for
fiscal years beginning after June 15, 2002.

In determining asset retirement obligations, management must
make significant judgments and estimates to calculate fair value.
Fair value is developed through consideration of estimated
retirement costs in today's doliars, inflated to the anticipated
retirement date and then discounted back to the date the asset
retirement obligation was incurred, Changes in assumptions and
estimates included within the calculations of asset retirement
obligations could result in significantly different results than
those identified and recorded in the financial statements.

PPL Energy Supply adopted SFAS 143 effective January 1, 2003.
Initial adoption of the new rules resulted in an increase in net PP&E
of $32 million, reversal of previously recorded liabilities of $304
million, recognition of asset retirement obligations of $229 million,
recognition of a deferred tax liabiiity of $44 miilion and-a cumulative
effect of adoption that increased net income by $63 million. At
December 31, 2003, PPL Energy Supply had asset retirement
obligations totaling $242 million recorded on the Balance Sheet.

PPL Energy Supply's most significant assumptions surrounding asset
retirement obligations are the forecasted retirement cost, discount rate
and inflation rate. A variance in the forecasted retirement cost,
discount rate or inflation rate could have a significant impact on the
ARO Hliability and the cumulative effect gain.

The following chart reflects the sensitivities associated with a
change in these assumptions upon initial adoption. Each
sensitivity below reflects an evaluation of the change based
solely on a change in that assumption only.

Impact on
Change in Cumulative Impact an
Assumption Effect ARO Liability
Retirement Cost 10%/4(10)% $(10Y/510 $22/$(22)
Discount Rate 0.25%/(0.25)% $10/8(11) $(23)/%26
Inflation Rate 0.25%/(0.25)% $(12)/%11 $27/%(24)
Other Information

PPL’s Audit Committee has approved the independent auditor to
provide audit and audit-related services and other services
permitted by the Sarbanes-Oxley Act of 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.



PPL ELECTRIC UTILITIES CORPORATION
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

PPL Electric provides electricity delivery service in eastern and
central Pennsylvania. Its headquarters are in Allentown,
Pennsylvania. See Item 1, "Business - Background,” for a
description of PPL Electric's business. PPL Electric's strategy
and principal challenge is to own and operate its electricity
delivery business at the highest level of quality and reliability
and at the most efficient cost.

PPL Electric's electricity delivery business is rate-regulated.
Accordingly, PPL Electric is subject to regulatory risks in terms
of the costs that it may recover and the investment returns that it
may <ollect in customers' rates.

An important challenge for PPL Electric is to maintain a strong
credit profile. In the past few years, investors, analysts and
rating agencies that follow companies in the energy industry
have been particularly focused on the credit quality and liquidity
position of these companies. PPL Electric is focused on
strengthening its balance sheet and improving its liquidity
position, thereby improving its credit profile.

The purpose of "Management's Discussion and Analysis of
Financial Condition and Results of Operations” is to provide
information concerning PPL Electric's past and expected future
performance in implementing the strategy and challenges
outlined above. Specifically:

« "Results of Operations” provides an overview of PPL
Electric's operating results in 2003, 2002 and 2001, starting
with a review of earnings. The earnings review identifies
certain unusual items that had impacts in these years, and it
also references the delivery rate increase that PPL Electric
expects to file with the PUC in the spring of 2004. "Results
of Operations" also includes an explanation of changes
during this three-year period in significant income
statement components, such as operating revenues,
operation and maintenance expenses, financing costs,
income taxes and cumulative effects of accounting changes.

s "Financial Condition - Liquidity" provides an analysis of
PPL Electric's liquidity position and credit profile,
including its sources of cash (including bank credit facilities
and sources of operating cash flow) and uses of cash
(including contractual commitments and capital expenditure
requirements) and the key risks and uncertainties that
impact PPL Electric's past and future liquidity position and
financial condition. This subsection also includes an
explanation of recent rating agency decisions affecting PPL
Electric, as well as a listing of PPL Electric's current credit
ratings.

s "Financial Condition - Risk Management" includes an
explanation of PPL Electric's risk management activities
regarding commodity price risk and interest rate risk.
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e "Application of Critical Accounting Policies” provi
overview of the accounting policies that are particul
important to the results of operations and financial =
condition of PPL Electric and that require PPL. Electric's
management to make significant estimates, assumptions
and other judgments. Although PPL Electric's managemen
believes that these estimates, assumptions and other
Jjudgments are appropriate, they relate to matters that are
inherently uncertain. Accordingly, changes in the
estimates, assumptions and other judgments applied to thes
accounting policies could have a significant impact on PPL
Electric's results of operations and financial condition, as
reflected in PPL Electric's Financial Statements.

The information provided in "Management's Discussion and
Analysis of Financial Condition and Results of Operations”

should be read in conjunction with PPL Electric's Financial

Statements and the Notes thereto.

Terms and abbreviations appearing herein are explained in the
glossary. Dollars are in millions unless otherwise noted.

Results of Operations

The following discussion explains significant changes in

principal items on the Statement of Income comparing 20
2002, and 2002 to 2001.

Earnings

Income avatlable to PPL was:

2003 2002 2001
3 25 3 39 3 119

The after-tax changes in income available to PPL were primarily
due to:

2003 vs. 2002 1002 vs. 2001

Delivery revenues (net of CTCATC
amontization and interest expense on
transition bonds) 3 17 § (10
Operation and maintenance expenses (15) (18
PJM ancillary expenses (6) (29
Depreciation expense (5) 2
Retail electric to affiliate revenues (9) 2
Financing costs (excluding transition
bond interest expense) (6) (2
Other {4) 3
Unusual items 14 (24

3 (14) % (80

The changes in income available to PPL from year to yea:.'
in part, atiribuiable 1o several unusual items with significan
eamnings impacts, including an accounting change and an



infrequently occurring item. The after-tax impacts of these
unusual items are shown below:

2003 2002 2001
rkforce reduction (Note 20) $ 5) (19}
ounting method change -
ensions (Note 12) h) 5
Total g (5) % (i19) § 5

The year to year changes in earnings compenents are discussed
in the balance of the discussion in "Results of Operations."

PPL Electric expects to file a request for a distribution rate
increase with the PUC in March 2004, If approved, the new
rates will go into effect in January 2003, when PPL Electric's
distribution rate cap expires. In addition, beginning January 1,
2005, PPL Electric expects to fully recover from its retail
customers the charges that it pays to PJM for transmission-
related services. See "ltem 1. Business-Background-Delivery
Segment" for more information regarding PPL Electric's
transmission and distribution rate cap.

Operating Revenues

Retail Electric (Including to Affiliate)

The increase (decrease) in revenues from retail electric
operations was attributable to the following:

2003 vs. 2002 2002 vs. 2001
‘lcctric delivery ;3 48 % m
PLR clectric generation supply 22 102
Delivery and PLR supply 1o PPL
Generalion {15) 3
Other (1)
$ 55 % 93

The increase in operating revenues from retail electric
operations for 2003, compared with the same period in 2002,
was primarily due to:

s higher delivery revenues resulting from a 1.1% increase in
delivery sales. The increase in sales volume was due in part
to colder winter weather in the first quarter of 2003; and

s higher PLR revenues due to higher energy and capacity
rates in 2003 compared with 2002; partially offset by

s |lower sales to PPL Generation, PPL Generation's power
plants began self-supplying their station use in April 2003,
rather than taking supply from PPL Electric.

The increase in operating revenues from retail electric

operations from 2002 compared with 2001 was primarily due to

higher revenues from providing electric generation supply as a

PLR. Since December 2001, about 50% to 60% of kWh load in
L Electric's service territory that had been served by alternate

‘:pliers under the Customer Choice Act had retumned to PPL
ectric as the supplier.
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Wholesale Electric

PPL Electric wholesale revenues are derived from sales to
municipalities. The $5 million decrease in wholesale electric
revenues in 2002 compared with 2001 was due to the expiration
of certain municipal contracts in February 2002.

Wholesale Electric to Affiliate

PPL Electric has a contract to sell to PPL EnergyPlus the
electricity that PPL Electric purchases under contracts with
NUGs. The termination of one NUG contract in April 2003 and
another in February 2002 caused PPL Electric to purchase $8
million less NUG energy in 2003 compared to 2002 and $16
million less in 2002 compared with 2001. PPL Electric
therefore had less electricity to sell to PPL EnergyPlus.

Energy Purchases

Effective January 1, 2002, PPL Electric began incurring the
costs of certain ancillary services, such as area regulation and
operating reserves, in connection with its power supply contract
with PPL EnergyPlus. Energy purchases increased by $31
million in 2002 compared with 2001, including $48 million in
ancillary service costs. These costs were primarily offset by a
$16 million decrease in NUG purchases due to the termination
of an energy purchase contract with a NUG in February 2002.

Energy Purchases from Affiliate

Energy purchases from affiliate increased by $13 million in
2003 compared with 2002. This increase reflects higher prices
for energy purchased under the power supply coniracts with
PPL EnergyPlus needed to support PLR load.

Energy purchases from affiliate increased by $106 million in
2002 compared with 2001. This increase reflects higher
purchases under power supply contracts with PPL EnergyPlus
needed to support a higher PLR load, due to the return of
customers to PPL Electric as their PLR. See Note 15 to the
Financial Statements for a discussion of the power supply
contracts.

Other Operation and Maintenance

The increase (decrease) in other operation and maintenance
expenses was primarily due to:



2003 vs. 2002 2002 vs. 2001
Decrease in pension income % 13 8 7
Lower net rent allocations to
other PPL affiliates in 2003 and
2002 6 4
[ncrease in other postretirement
benefit expensc 7 3
Increases in expenses in
responding to customers’
service calis 2 5
Additional costs from winter
storms 6

Work performed to assure
reliability of the T&D system 2 3

Environmental accrual for a
former manufactured gas plant

Television advertising

Increase in property damage
provisions, based on an aging
of those accounts receivable 1

Estimated reduction in salaries

and benefits as a result of the

workforce reduction initiated in

2002 (8) {4)

Vacation liability adjustment in
2002 in conjunction with the

workforce reduction (7} 7
Other - net 6
% 26 % 31l

The %13 million decrease in net pension income was attributable
to decreased asset values at the end of 2002 and reductions in
the discount rate assumptions for PPL's domestic pension pians,
which was the result of weakness in the financial markets during
2002. The 2002 year-end asset values and discount rates were
used to measure net pension income for 2003. Through
December 31, 2003, PPL Electric was allocated $4 million of
net pension income, based on its participation in PPL's primary
domestic pension plan.

Although financial markets have improved and PPL domestic
pension plans have experienced significant asset gains in 2003,
interesi rates on fixed-income obligations have continued to fall
requiring a further reduction in the discount rate assumption as
of December 31, 2003. The reduction in the discount rate
assumption has a significant impact on the measurement of plan
obligations and net pension cast, which will result in the
allocation of a pension charge to PPL Electric in 2004. See
Note 12 to the Financial Statements for details of the funded
status of PPL’s pension plans.

Depreciation
Depreciation increased by $9 million in 2003 compared with

2002, primarily due to plant and software additions, including
the Automated Meter Reading project.
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Taxes, Other Than Income

Taxes, other than income, increased by §11 million in 2003
compared with 2002 due to the settlement of prior years’ capital
stock tax refund claims of $8 million in 2002, and higher jg
related to an increase in the basis on which capital stock
calculated in 2003.

\
Taxes, other than income, increased by $37 million in 2002 /
compared with 2001, primarily due to a $45 million increase in
gross receipts tax, partially offset by a $10 million decrease in
capital stock tax.

The gross receipts tax increase in 2002 was due to an increase ir
the revenue-neutral reconciliation (RNR) tax component of the
effective Pennsylvania gross receipts tax rate in January 2002,
The RNR, which adjusts the base gross receipts tax rate of
4.4%, was enacted as part of the Customer Choice Act as a tax
revenue replacement component to recoup losses to the
Commonwealth of Pennsylvania or return benefits to customers
that may result from the restructuring of the electric industry.
This increase was partially offset by the settlement of prior
years' capital stock tax refund claims and a lower capital stock
tax rate in 2002.

Workforce Reduction

See Note 20 to the Financial Statements for information on the

charges recorded in 2003 and 2002,

See Note 16 to the Financial Statements for details of other
income and deductions.

Other Income - net

Financing Costs

Interest expense on long-term debt decreased by $7 million in
2003 compared to 2002. This decrease was the net impact of
retirements of mortgage bonds, Pollution Control Bonds and
Transition Bonds, partially offset by the issuance of $100
million of Senior Secured Bonds and $90 million of Pollution
Control Bonds.

Lower interest on long-term debt accounted for the $12 million
decrease in interest expense in 2002 compared with 2001. This
decrease was the net impact of retirements of mortgage bonds
and Transition Bonds, partially offset by the issuance of $800
million of Senior Secured Bonds in August 2001.

Dividends on preferred securities decreased by 313 million from
2002 to 2003 and by $10 million from 2001 to 2002, These
decreases were due to retirements and redemptions of preferred
securities and preferred stock.

Income Taxes

Income tax expense did not change for 2003 compared wi.
2002. This was due to lower pre-tax book income, resulting in



$5 million reduction in income taxes, offset by a $3 million
increase in income tax expense related to the filing of PPL
Electric's income tax returns.

OOme tax expense decreased by $47 million in 2002 compared
th 2001. This change was primarily due to a decrease in pre-
tax book income.

Cumulative Effect of a Change in Accounting Principle

In 2001, PPL changed its method of amortizing unrecognized
gains or losses in the annual pension expense or income
determined under SFAS 87, "Employers’ Accounting for
Pensions." This change resulted in an allocation to PPL Electric
of a cumulative-effect credit of $5 million. See Note 12 to the
Financia! Statements for additional information.

Financial Condition

Liquidity

PPL Electric is focused on maintaining a strong liquidity
position and strengthening its balance sheet, thereby improving
its credit profile, PPL Electric believes that its cash on hand,
operating cash flows, access to debt capital markets and
borrowing capacity, taken as a whole, provide sufficient
reseurces to fund its ongoing operating requirements, future
security maturities and estimated future capital expenditures.
PPL. Electric currently expects cash on hand at the end of 2004

be approximately $110 million, with about $200 million in
deicated credit facilities and up to $150 million in short-term

ebt capacity related to an asset-backed commercial paper

program in which it plans to participate starting in early 2004.
However, PPL. Electric's cash flows from operations and its
access to cost effective bank and capital markets are subject to
risks and uncertainties, including but not limited to, the
following:

e uynusual or extreme weather that may damage PPL Electric's
transmission and distribution facilities or effect energy sales
to customers;

e  ability to recover, and timeliness and adequacy of recovery
of costs associated with regulated utility businesses; and

s adowngrade in PPL Electric's credit ratings that could
negatively affect its ability to access capital and increase
the cost of maintaining credit facilities and any new debt.

At December 31, 2003, PPL Electric had $162 million in cash
and cash equivalents and no short-term debt as compared to $29
million in cash and cash equivalents and $15 miilion of short-
term-debt at December 31, 2002, and $79 million in cash and
cash equivalents and no short-term debt at December 31, 2001.
The changes in short-term debt resulted primarily from the
repayments described befow under "Net Cash Provided by
(Used in) Financing Activities” and in Note 8 to the Financial
tatements. The changes in cash and cash equivalents resulted
om the following:
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2003 2002 2001

Net Cash Provided by Operating
Activities b 528 % 274 3 392

Net Cash Provided by (Used in)

investing Activities (145) 41 (432)
Net Cash Used in Financing

Activities (250) {363) (148)
Increase (Decrease) in Cash &

Cash Equivalents 3 133 % (50) $  (188)

Net Cash Provided by Operating Activities

Net cash provided by operating activities increased by 93%, or
$254 million, in 2003 versus 2002, reflecting working capital
improvements resulting from a decrease in accounts receivable
and an increase in accounts payable. The savings from a
workforce reduction program that was commenced in 2002 was
more than offset by rising transmission and distribution
operating costs.

An important element supporting the stability of PPL Electric's
cash from operations is its long-term energy purchase contracts
with PPL EnergyPlus. These contracts provide sufficient energy
for PPL Electric to meet its PLR obligation from 2003 through
2009, at the pre-determined capped rates it is entitled to charge
its customers during this period. These contracts require cash
collateral or other credit enhancement, or reductions or
terminations of a portion or the entire contract through cash
settlement in the event of a downgrade of PPL Electric or
adverse changes in market prices. For example, if PPL
Electric's ratings were lowered to below “investment grade" and
energy prices decreased by 10%, PPL Electric estimates that,
based on its December 31, 2003 and 2002 positions, it would
have to posi collateral of approximately $300 million for both
years. The maximum that PPL Electric would have to post
under these contracts is $300 million.

Net cash provided by operating activities in 2002 was $274
million, compared to $392 million in 2001. The decrease was
primarily the result of lower earnings and an increase in
accounts receivable. Cash provided by operating activitics was
lower in 2002, despite a $90 million up-front payment on the
PLR contract made in 2001.

Net Cash Provided by (Used in) Investing Activities

Net cash used in investing activities in 2003 was $145 million,
as compared to net cash provided by investing activities in 2002
of $41 million. The difference primarily was the result of a
lower loan repayment by an affiliate. The primary use of cash
for investing activities is capital and investment expenditures,
which are summarized by category in the table in "Capital
Expenditure Requirements.” In 2004, PPL Electric expects to
be able to fund all of its capital expenditures with cash from
operations.

Net cash provided by investing activities in 2002 was $41
million, as compared to net cash used in investing activities in
2001 of $432 million. The difference primarily was the result of



a loan repayment by an affiliate in 2002, versus net lending to
affiliates in 2001.

Net Cash Used in Financing Activities

Net cash used in financing activities was $250 million in 2003,
compared to $365 million in 2002, which reflects the repayment
of long-term debt. In 2003, the $250 million of cash used in
financing activities primarily consisted of net debt retirements
of $255 miilion, preferred stock retirements of $31 million, a
contribution from parent of $75 million and common and
preferred dividends paid of $32 million. In 2002, the $365
million primarily consisted of net debt retirements of $270
million, company-obligated mandatorily redeemable preferred
securities retirements of $250 million, a contribution from
parent of $240 million and common and preferred stock
dividends paid of $85 million.

PPL Electric's debt financing activity in 2003 was as follows:

Additigns Payments Net
PPL Electric First Mortgage
Bonds (FMB) 3 150 % (85) $ 15
PPL Electric FMB Pollution
Control Bonds S0 (90)
PPL Electric Commercial Paper
(net change} (15} (13}
PPL Transition Bond Company (255) (255)
Toal 3 190 % {445) % (253)

Debt issued during 2003 had stated interest rates ranging from
3.125% to 4.30% and maturities from 2008 through 2013. See
Note 8 to the Financial Statements for more detailed information
regarding PPL Electric's borrowings.

In July 2003, PPL Electric determined that, based on its current
cash position and anticipated cash flows, it would not need to
access the commercial paper markets through at least the end of
2003. As aresult, PPL Electric requested Standard & Poor's
Ratings Services {(S&P), Moody's [nvestors Service, Inc.
(Moody's) and Fitch Ratings (Fitch) to withdraw their ratings
for its currently inactive commercial paper program, which the
rating agencies did effective as of July 9, 2003. This decision
has not limited the ability of PPL Electric to fund its short-term
liquidity needs. PPL Electric currently does not have any
commercial paper outstanding, but it expects to restart its
commercial paper program in early 2004.

At December 31, 2003, PPL Electric’s total committed
borrowing capacity and the use of this borrowing capacity were
as follows:

Lettersof  Available
Committed Credit Capacity
Capacity Borrowed  Issued (b) (b)
PPL. Electric Credit
Facilities {a) 5 300 3 42 3 258
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{a} PPL Electric's credit facilities allow for borrowings at LIBOR-based rate:
plus a spread. depending upon the company's public debt rating. PPL
Electric also has the capability to issue up to $250 million of letters of cnt
under these facilities, which issuance reduces available borrowing capact

These credit facilities contain a financial covenant requiring debt
capitalization not greater than 70%. At December 31,2003 and
Electric's consolidated debt to total capitalization percentages, as
in accordance with its credit facilities, were 57% and 58%. PPL E[T¥IC
364-day credit facility also allows it 10 borrow up to the fuil amount of th
credit facility on the day of expiration for up 10 a one-year period. The cn
agreements also contain certain representations and warranties that must |
made for PPL Electric to borrow under them, including, but not fimited
material adverse change clause that relates solely to PPL Electric's abitity
perform its obligations under the credit agreements and related loan
documents.

(b} PPL Electric has a reimbursement obligation to the extent any letters of
credit are drawn upon. The letters of credit issued as of December 31, 20
expirc in 2004.

These credit agreements contain various other covenants.
Failure to meet those covenants beyond applicable grace period
could result in acceleration of due dates of borrowings and/or
termination of the agreements. PPL Electric monitors the '
covenants on a regular basis. At December 31, 2003, PPL
Electric was in compliance with those covenants. At this time
PPL Electric believes that these covenants and other borrowing
conditions will not limit access to these funding sources. PPL
Electric intends to reduce its total syndicated credit facilities to
$200 million in the first quarter of 2004. In early 2004, PPL
Electric also intends to participate in an Asset-Backed
Commercial Paper (ABCP) Program for up to $150 million that
would be secured by a portion of its accounts receivable. The
ABCP Program would provide a more reliable and stable source
of liquidity than an unsecured commercial paper program.

PPL Electric's 2001 Senior Secured Bond Indenture restri
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 to the Financial Statements for
additional information). PPL Electric does not, at this time,
expect that any of such limitations would significantly impact it:
ability to declare dividends.

Net cash used in financing activities was $365 million in 2002,
compared to $148 million in 2001. In 2002, the $365 million
primarily consisted of net debt retirements of $270 million,
company-obligated mandatorily redeemable preferred securities
retirements of $250 million, preferred and common dividend
payments of $85 million, offset by a contribution from PPL of
$240 million. In 2001, the $148 million primarily consisted of
net debt issuances of $276 million, preferred stock redemptions
of $15 million, repurchase of common stock from PPL of $280
mitlion and preferred and common dividends of $107 mitlion.

Operating Leases

PPL Electric has operating lease agreements to finance vehicles,
personal computers and other equipment. These leasing
structures provide PPL Electric with additional operating a
financing flexibility. The operating leases comntain covena
that are standard for these types of arrangements, such as
maintaining insurance, matntaining corporate existence and the




timely payment of rent and other fees. Failure to meet these
covenants could limit or restrict access to these leases or require
early payment of obligations. At this time, PPL Electric

lieves that these covenants will not limit access to these leases
‘ause acceleration or termination of the leases.

See Note 10 to the Financial Statements for a further discussion
of the operating leases.

Contractuai Obtligations

At December 31, 2003, the estimated contractual cash
obligations of PPL Electric were as follows:

Less
Contractual Cash Than 1-3 3.5 After§
Obligations Total 1 Year Years Years Years

Long-term Debt {a} $ 2943 % 289 % B8l10 % 995§ 849
Capital Lease Obiigations

Operating Leases 50 13 19 10 8
Purchase Obligations (b} 9,981 1,489 3,192 3466 1834

Other Long-term Liabilities
Reflected on the Balance
Sheet under GAAP

Total Contractual Cash
Obligations

$ 12974 $ L.791 3 4.021 $ 4471 § 2691

(a) Reflects maturities only. Includes $1.4 billion of wansition bonds issued
by PPL Transition Bond Company in 1999 to securitize a portion of PPL
Electric's stranded costs. This debt is non-recourse to PPL Electric.

(b) The payments reflected herein are subject to change as the purchase
obligation reflected is an estimate based on projected obligated quantities
and projected pricing under the contract.

Credit Ratings

The following table summarizes the credit ratings of PPL
Electric and its subsidiary, PPL Transition Bond Company,
LLC, at December 31, 2003:

Standard &
Moody's Poor's Fitch

PPL Electric

Senior Unsecured/Issuer

Rating Baal A-

First Mortgage Bonds Baal A- A-

Poltution Control Bonds* Aaa AAA

Senior Secured Bonds Baal A- A-

Preferred Stock Bal BBB BBB+

Outlook STABLE NEGATIVE STABLE
PPL, Trapsition Bond Company

Transition Bonds Aaa AAA AAA

* Insured as to payment of priacipal and interest.

Rating Agency Actions in 2003

In 2003, S&P, Moody's and Fitch reviewed the credit ratings on
the debt and preferred securities of PPL Electric. Based on their
respective reviews, the rating agencies made certain ratings
revisions that are described below. Management does not

pect these ratings decisions to impact PPL Electric's ability to
Qse new debt or equity capital or to have a significant impact

its cost of any new capital or the cost of maintaining its credit

facilities.
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The ratings of S&P, Moody's and Fitch are not a
recommendation to buy, sell or hold any securities of PPL
Electric or its subsidiary, PPL Transition Bond Company, LLC.
Such ratings may be subject to revisions or withdrawal by the
agencies at any time and should be evaluated independently of
each other and any other rating that may be assigned to their
securities.

S&P

In April 2003, S&P notified PPL Electric that it affirmed the 'A-'
ratings on PPL Electric's first mortgage bonds and senior
secured bonds and the 'A-2' commercial paper ratings of PPL
Electric, and that it placed PPL Electric on negative outlook.

Moody's

In May 2003, Moody's downgraded the credit ratings on PPL
Electric's first mortgage bonds and senior secured bonds, to
'Baal’ from 'A3'. Moody's ratings outiook was stable for PPL
Electric. PPL Electric's short-term debt rating was not impacted
by Moody's long-term debt review. Moody's indicated that the
full requirements contract between PPL Electric and PPL
EnergyPlus, which previously was approved by the PUC and
which extends through December 2009, mitigates PPL Electric's
supply and price risk.

Off-Balance Sheet Arrangements

PPL Electric has entered into certain guarantee agreements that
are within the scope of 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 14 to the Financial Statements
for a discussion on guarantees.

Risk Management
Market Risk
Commodity Price Risk - PLR Contracts

PPL Electric and PPL EnergyPius have power supply
agreements under which PPL EnergyPlus sells to PPL Electric
(under a predetermined pricing arrangement)} energy and
capacity to fulfill PPL Electric’s PLR obligation through 2009.
As a result, PPL Electric has shifted any electric price risk
relating to its PLR obligation to PPL EnergyPlus for 2003
through 2009. See Note 15 to the Financial Statements for
information on the PLR contracts.

Interest Rate Risk

PPL Electric has issued debt to finance its operations, which
increases its interesi rate risk. At December 31, 2003, PPL
Electric's potential annual exposure to increased interest
expense, based on a 10% increase in interest rates, was
insignificant.



PPL Electric is also exposed to changes in the fair value of its
debt portfolio. At December 31, 2003, PPL Electric estimated
that its potential exposure to a change in the fair value of its debt
portfolio, through a 10% adverse movement in interest rates,
was approximately $51 million, compared to $45 million at
December 31, 2002,

Related Party Transactions

PPL Electric is not aware of any material ownership interests or
operating responsibility by senior management of PPL Electric
in outside partnerships, including leasing transactions with
variable interest entities, or other entities doing business with
PPL Electric.

For additional inforrnation on related party accounting
transactions, see Note 15 to the Financial Statements.

Capital Expenditure Requirements
The schedule below shows PPL Electric's current capital

expenditure projections for the years 2004-2008 and actual
spending for the year 2003:

Actual Projected
2003 2004 2005 2006 2007 2008
Construction expenditures
Expenditures for
P&E $ 2328 168% 185 % 205% 219% 211

Construction expenditures include AFUDC which is expected to
be less than $2 million in each of the years 2004-2008.

PPL Electric's capital expenditure projections for the years
2004-2008 total $988 million. Capital expenditure plans are
revised periodically to reflect changes in market, and asset
regulatory conditions. PPL Electric also leases vehicles,
personal computers and other equipment, as described in Note
10 to the Financial Statements.

Environmental Matters

See Note 14 to the Financial Statements for a discussion of
environmental matters,

Competition

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

New Accounting Standards

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

PPL Electric's financial condition and results of operations are
impacted by the methods, assumptions and estimates used in.th
application of critical accounting policies. The tollowin
accounting poticies are particularly important to the fin
condition or results of operations of PPL Electric, and require
estimates or other judgments of matters inherently uncertain.
Changes in the estimates or other judgments inciuded 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 Financia
Statements.) PPL's senior management has reviewed these
critical accounting policies, and the estimates and assumptions
regarding them, with its Audit Commitiee. In addition, PPL's
senior management has reviewed the following disclosures
regarding the application of these critical accounting policies
with the Audit Committee.

1) Pension and Other Postretirement Benefits

As described in Note 12 to the Financial Statements, PPL
Electric participates in, and is aflocated a significant portion of
the liability and net periodic pension cost of the PPL Retiremen
Plan and the PPL Postretirement Benefit Plan. 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. Under these accounting standards, assumptions are
made regarding the valuation of benefit obligations and
performance of plan assets. Delayed recognition of diffe.
between actual results and expected or estimated results is
guiding principle of these standards. This delayed recognition
of actual results allows for a smoothed recognition of changes i
benefit obligations and plan performance over the working live:
of the employees who benefit under the plans. The primary
assumptions are as follows:

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

e 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 long-term returns on those asset
classes. These projected returns reduce the net benefit cost
the company will recerd currently.

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

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

In selecting discount rates, PPL considers fixed-income s
yield rates. At December 31, 2003, PPL decreased the disc




rate for its domestic plans from 6.75% to 6.25% as a result of
decreased fixed-income security returns.

selecting an expected return on plan assets, PPL considers
performance and economic forecasts for the types of
estments held by the plan. At December 31, 2003, PPL's
expected return on plan assets for its domestic pension plans
remained at 9.0%.

In selecting a rate of compensation increase, PPL considered
past experience in light of movements in inflation rates. At
December 31, 2003, PPL's rate of compensation increase
remained at 4.0% for its domestic plans.

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

A variance in the assumptions listed above could have a
significant impact on the accrued pension and other
postretirement benefit liabilities and reported annual net
periodic pension and other postretirement benefit cost allocated
to PPL Electric. The fotlowing chart reflects the sensitivities
associated with a change in certain assumptions. While the
chart below reflects either an increase or decrease in each
assumption, PPL and its actuaries expect that the inverse of this
change would impact the accrued pension and other
postretirement benefit liabilities and reported annual net

iodic pension and other postretirement benefit cost by a

ilar amount in the opposite direction. Each sensitivity below

flects an evaluation of the change based solely on a change in

that assumption.

Increase/(Decrease)
Chaange in Impact on Impact on
Actuarial Assumption Assumption Liabilities Cost
Discount Rate 025)% § 2 3 2
Expected Retumn on Plan
Assels (0.25)% 2 2
Rate of Compensation
Increase 0.25% 1 1
Health Care Cost Trend
Rate (a) 1.0% 2 2

(a) Only impacts other postretirement benefits,

At December 31, 2003, PPL Electric had been allocated accrued
pension liabilities totaling $74 million, included in "Deferred
Credits and Other Noncurrent Liabilities - Other” on the
‘Balance Sheet. At December 31, 2003, PPL Electric had been
allocated prepaid postretirement benefit costs totaling $2
million, included in "Prepayments” on the Balance Sheet.

In 2003, PPL Electric was allocated net periodic pension and
other postretirement costs charged to operating expense of $17
iilion. This amount represents a $21 million reduction in the
dit recognized during 2002. This reduction was primarily
ue to the decrease in the discount rate at December 31, 2002.
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Refer to Note 12 to the Financial Statements for additional
information regarding pension and other postretirement benefits.

2) Loss Contingencies

PPL Electric periadically records the estimated impacts of
various conditions, situations or circumstances involving
uncertain outcomnes. These events are called "contingencies,"
and PPL Electric’s accounting for such events is prescribed by
SFAS 5, "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 accur or faif to occur.”

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 likelihaod 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 of
lass 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

PPL Electric uses its internal expertise and outside experts (such
as lawyers, tax specialists and engineers), as necessary, to help
estimate the probability that a loss has been incurred and the
amount {or range) of the loss. PPL Electric continuously
assesses potential loss contingencies for environmental
remediation, litigation claims, regulatory penalties and other
events.

PPL Electric has identified certain events which could give rise
to a loss, but which do not meet the conditions for accrual under
SFAS 5. SFAS 5 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 future 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 Electric 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 when the risk of



loss has diminished or been eliminated. The following are some
of the triggering events which provide for the reduction of
certain recorded loss contingencies:

o  (Certain loss contingencies are systematically reduced based
on the expiration of contract terms. An example of this is
the recorded liability for above-market NUG purchase
commitments, which is described below. This loss
contingency was being reduced over the lives of the NUG
purchase contracts, prior to the transfer of this loss
contingency to PPL EnergyPlus.

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

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

e [Environmental oss contingencies are reduced when PPL
Electric makes payments for environmental remediation.

On-Going Assessment of Recorded Loss Contingencies

PPL Electric 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 various operational areas and other parties.

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 Electric's management.

The largest contingency currently on PPL's balance sheet is the
loss contingency for above-market NUG purchase
commitments, being the difference between the above-market
contract terms and the fair value of electricity. This loss
contingency was originally recorded at $854 million in 1998,
when PPL Electric's generation business was deregulated.

Under regulatory accounting, PPL Electric recorded the above-
market cost of the purchases from NUGs as part of its purchased
power costs on an as-incurred basis, since these costs were
recovered in regulated rates. When the generation business was
deregulated, the loss contingency associated with the
commitment to make above-market NUG purchases was
recorded. This loss contingency for the above-market portion of
NUG purchase commitments was recorded because it was
probable that the loss had been incurred and the estimate of
future energy prices could be reasonably determined, using the
then forward prices of electricity and capacity information. This
loss contingency was transferred to PPL EnergyPlus in the July
[, 2000 corporate realignment.
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When the loss contingency related to NUG purchases was
recorded in 1998, PPL Electric 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 lives of the NUG contracts. All but o

the NUG contracts expiré by 2009, with the last one endi'
2014,

Prior to the July 1, 2000 transfer, PPL. Electric reduced the
above-market NUG liability based on the aforementioned
schedule. As PPL Electric reduced the liability for the above-
market NUG purchases, it offset the actual cost of NUG
purchases, thereby bringing the net power purchase expense
more in line with market prices.

Other Information

PPL's Audit Committee has approved the independent auditor tc
provide audit and audit-related services and other services
permitted by the Sarbanes-Cxley Act of 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.

.




PPL MONTANA, LLC AND SUBSIDIARIES
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

ndition 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 Item 8. Terms and abbreviations
appearing here are explained in the glossary.

‘h:: following analysis of the results of operations and financial

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 will 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 million in 2003 compared
with 2002. The increase was primarily due to an increase in

olesale energy prices of $27 million and an increase in
lume sold of $21 million.

Operating Expenses

Operating 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 renial payments, and general and
administrative expenses. The increase was primarily due to
higher energy purchases of $11 million, related to the higher
power costs in the western U.S. and higher voiumes of $9
million.

Generation increased by 345 million kWh during 2003
compared with 2002. This increase was primarily the result of
inproved 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.
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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 financial or
commodity instrument. PPL Montana is exposed to market risk
from commeodity 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 to 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 below provides
estimates of what may occur in the future, assuming certain
adverse markert conditions, due to reliance on model
assumptions. Actual future results may differ materially 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
external source, such as a bank. However, market prices for
energy or energy-related contracts may not be readily
determinable because of market itliquidity. [f no active trading
market exists, contracts are valued using internally developed
models, which are then reviewed by an independent, internal
group. Aithough 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 Moniana 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.

o  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 1, 2003.
The adoption of SFAS 149 did not have a significant impact on
PPL. Montana.

PPL Montana adopted the final provisions of EITF 02-3 durin
the fourth quarter of 2002. As such, PPL Montana now reflect
its net realized and unrealized gains and losses associated with
all derivatives that are held for trading purposes in the "Net
energy frading margins” line on the Staternent of Incom
derivative contracis that met the definition of energy tra
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 perio
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 Moniana'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 Designation .
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 b
PPL Montana's risk control group on a daily basis. The
following is a summary of the guidelines that have been
provided to the traders who are responsible for contract
designation for derivative energy contracts due to the adoption
of SFAS 149:

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

*  Physical electricity-only transactions can receive cash flow
hedge reatment if all of the qualifications under SFAS 133
are met. Any unrealized gains or losses on transactions
receiving 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 o.



s  Physical electricity purchases that increase PPL Montana's
long position and any energy sale 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.

»  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.

Commodity Price Risk

Commodity 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-refated products. Several factors influence

ice, jevels and volatilities. These factors include, but are not

ited 1o, 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 qualify for
accrual or hedge accounting.

Within PPL Montana's hedge portfolio, the decision to enter into
energy coniracts hinges on the expected value of PPL Montana's
generation. To address this risk, PPL Montana takes 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 output that a plant may produce
by three factors - 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
at historically are not produced by a plant due to such factors
equipment breakage. Finally, the potential output of certain
plants (like peaking units) are reduced because their higher cost
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of production wili 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 monthiy 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 patierns and energy peaks. Anticipated usage
patterns and peaks are affected by expected load growth,
regional economic drivers and seasonality.

PPL Montana's commeodity 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 value of contracts outstanding at the beginning of
the year $ 11
Contracts realized or otherwise settled during the year 1
Fair value of new contracis at incepticn
Other changes in fair valucs 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 1, 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 commaodity derivative contracts that qualify for hedge
accounting treatrnent at December 31, 2003 based on whether
the fair values are determined by quoted market prices or other
more subjective means.



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

Maturity Maturity
Less Than  Maturity  Materity  in Excess  Total Fair
1 Year 1-3Years 3SYears of5 Years Value

Source of Fair Value
Prices actively quoted

Prices provided by
other external sources $ It % 12 3 i $ 22

Prices based on
models and other
valuation methods

Fair value of

contracts outstanding

at the end of the

period 3 11 8 i2 § () $ 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 modeis 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. [f 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 Montana atternpis 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 Montana 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 portfolic would have been substantiall;
offset by an increase in the value of the underlying commodity,
the electricity generated, because these contracts serve to
the market risk inherent in the generation of electricity.
Additionally, the value of PPL. Montana's unsoid 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 advantage
of market opportunities. As a result, PPL. Montana may at time
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 activities
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 10% adverse movement in
market prices across all geographic areas and time periods
would have decreased the value of the commodity contracts in
its trading portfolio by an insignificant amount at Decem
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 PFL Montana would
incur as a result of non-performance by counterparties of their
contractual obligations. PPL Montana maintains credit policies
and procedures with respect to counterparties (including
requirements that counterparties maintain certain credit ratings
criteria) and requires other assurances in the form of credit
support or collateral in certain circumstances 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
negatively, in that counterparties may be similarly affected by



