RECEIVED

DEC 19 2008
an &-gpy company PUBLIC SERVICE
COMMISSION
Ms. Stephanie L. Stumbo Kentucky Utilities Company
Executive Director State Regulation and Rates

Kentucky Public Service Commission 220 West Main Street
PO Box 32010

211 Sower Boulevard Louisville, Kentucky 40232
PO. Box 615 WWW.80n-us.com

Frankfort, Kentucky 40602-0615
Rick E. Lovekamp

Manager - Regulatory Affairs
T 502-627-3780

December 19, 2008 F 502-627-3213
rick.lovekamp @eon-us.com
RE: The application of Kentucky Utilities Company for an Order
Authorizing the Issuance of Securities and the Assumption of
Obligations (Case No. 2007-00548)

Dear Ms. Stumbo:

Pursuant to Ordering Paragraph No. 8 of the Commission’s Order in the
aforementioned proceeding, Kentucky Utilities Company (“KU”) hereby files
an original and three (3) copies of information related to an issuance under said
Order.

On December 15, 2008, KU borrowed $75 million from Fidelia Corporation in
accordance with the order issued February 13, 2008 in the above-referenced
case. The details of the loan are shown below:

Borrower: Kentucky Utilities Company
Lender: Fidelia Corporation
Amount: $75 million

Maturity Date: December 17, 2018

Interest Rate: 7.035%

Price Paid: 100%

Proceeds: $75 million

Commissions Paid: None

Legal Costs: None

Security for Loan:  None
Interest Payments:  June 15 and December 15 of each year
commencing June 15, 2009

The proceeds of the loan were used to fund capital projects described in the
application.
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Ms. Stephanie L. Stumbo
December 19, 2008

The interest rate was set using the lowest rate quoted to KU at 4.34% above the
yield on the ten-year treasury bond (2.695%). The supporting price indications
from the investment banks are attached along with a copy of pages from
Bloomberg showing the yield on the treasury bond. The lowest rate quoted to
KU by the investment banks was lower than the average bid quoted to E. ON
A.G. Once again, the supporting price indications are attached. The bids are
summarized in the table below:

KU Pricing | E.ON AG Pricing
Low bid above ten-year treasury 4.34%
Ten-year treasury rate 2.695%
All-in cost 7.035%
Average bid above ten-year treasury 5.25%
Ten-year treasury rate 2.695%
All-in cost 7.945%

The 434 basis point spread for this ten year borrowing is comparable to that of
recent ten-year issuances from other energy companies with similar and slightly
lower credit ratings. (See table below along with attached support

documentation).
Moody's /

Issuer S&P Maturity Spread
Consolidated Edison Co. Al/A- 12/1/2018 | + 450 bps
Oklahoma Gas & Electric A2/ BBB+ | 1/15/2019 | +459 bps
Wisconsin Gas Light A2/AA- 12/5/2018 | +475 bps

Please confirm your receipt of this information by placing the File Stamp of
your Office on the enclosed additional copy and returning it in the envelope
provided. Should you have any questions regarding this transaction or this

information, please contact me or Don Harris at (502) 627-2021.

Sincerely,

S o= lp—

Rick E. Lovekamp
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Indicative First Mortgage Bond Pricing for Kentucky Ulilities

Ratings (Moody's/S&P): A1(stabie)/A(stable}
As of December 10, 2008

10 NCIL

Benchmark 3.750% Nov '8
Benchmark Yield 2.68%

Reoffer Spread +425.bp area -
Reoffer Yield %
Offeﬁng Price | 100.000%
Underwriting Commission 0.650%
Proceeds fo the Company - 99.350%
§AII-In Cost of Funds 7.02% 1
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New Issue Pricing Indications
Kentucky Utilities

First Mortgage Bonds (A1/A)

140 Year
{ssue Size (VY §73
Coupon Type Fixed
Reset/Payment NA/Semi
Call Provision Make-Whole

Benchmark Treasury

3.750% due 11/13

Benchmark Treasury Yield 2.653%
Reoffer Spreid' T +459bpsAre.‘s
Reoffer Yield Cgassns
Underwriting Fees 3.650%
All-in Yicld . :7.'24_6%‘ ol
Au-_s'r{ ‘sgrgﬁa - T + 459 b

INTEREST RATE SWAP ECONOMICS
Reaffer Spread to 3M LIBOR L+ 417 bps Area

All-ins Spread to 3M LIBOR B L+ 426 bps Arca

Pricteg sidicnttions as of Decewher 10, 2608, Agsastes i stoie vigne sctilemend date of Decenber 15, 2088, nwntl scferest soornwang from Decewsber 15, 2008, All wields are
gnded on o eennannnl baste,




Financing Considerations
Indicative New Issue Pricing

Kentucky Utilities
First Mortgage Bonds
ATIA

6-Year B-Yaar 10-Year 36-Year
Roference Treasury Yield 1.583% 1.880% 2631% 3.038%
Reootfer Spread T+ 4625 bps T+ 450 - 4825hps T+437.5 - 450 bps T+ 475 bps
Reoiier Yield 5.208% £.380% - BE05% TO05% - 7431% 7.413%
Gross Spread G.525% 0.625% 0.650% 0.875%
All-in Yietf £.338% B8.482% «  B.608% 7.098% . 7.224% 7.486%
Afl-in Fixod Rate Spread T+'4?5,§§s Teas0 - 4 : - T+44T - 458 bps ) .T+445bps
Swap Spread 111 et} o . kin} NA
Swapped vs. 3-Month LIBOR L+ 352 bps L+ 352 . [+ 407 420 bps NIA

gy L+ 352 P az bps ... . NA

Alldn-Swapped vs, ML

Bank of America 25~



USD Senior Public Market Indications

EON €DS i
Jyrs 131
5yrs 12
Tyrs 104
Wves . 7

T Brisas Indicative as of
Wednasday 109 Dacembar

18y Fixed
Loolovm e Nowot8)

Benchmark 3.125% Aug 2012

Faturity

4A7Ghp Area

T T30yrFixed
o Nov3a)

5.0% May 2038
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Senior Bond Pncmg Update

Morgan Stanley, 10 Dec 2008

E_ON Pricing Indications
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Pricing indications {10 Decembar 2008)
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U.S. Debt Capital Markets update i, =~ feerhednieid 212 8343506
December 5. 2008 Steve Leamer, Asspr (212} B34-4084

Ut]l]’[y & Pipeline sectors Stephanie Wai, Analyst (212} 8343117
For distribution to issuer clients only

v ast week, FOMC Chairman Bernanke signaled & policy shift towards quantitative easing, as the Fed may purchase Treasury securities in order
to combat a deepening recession
Further decisions on policy initiatives are Likely to come al the December 15-16 FOMC meeting, as continued Fed Funds easing is timited
J P Morgan forecasts the Fed adopting a zero interest rate policy, cutting the Fed funds target to 0% by January 2009
® A committee of sronomists at the National Bureau for Economic Research (NBER) of fictally declared the economy in a recession since
December 2007, making the current contraction the longest since 1982
The commitiee judged the recession on four key monthly economic indicators including employment, Industrial outpul and sales. rather
than the traditional measure of two consgcutive quarterly declines in gross domestic product
v Concerns around the depth of the recession worsened as change in nonfarm payroiis surprised to the dewnside at -533K vs market
expectations of 335K, marking the largest monthly drop since 1974
The unemployment rate also climbed to 6.7 from 6.5% fast month
w  The auto industry continues 1o ask Congress fer a rescue package, likely adding to the government's support of troubled sectors
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®  High grade bond spreads are untikely Lo rally meaningfully in the coming months, with investors continuing to be cash constralned
Traditionai high grade bond investors, insurance companies, financial companies, assel managers and forelgn investors, are not expected
to be aggressive buyers of bonds in the near term
w  The sustained Treasury rally continues to pressure credit spreads
B The outlock {or high grade bond vatuations balances tightening from histaric wides with a rapidly deteriorating economic environment and
worsening credit fundamentals
Few catalysts exist for spread tightening In 1H'09
Recenl economic data confirems depth of recession similar to that of the earty 1980's
Full effect of the economic downlurn expected to appear in weaker 4Q'08 corporate results
High grade bonds remain expensive vs. alternative asset ciasses
Looming supply overhang with & record ameunt of redemptions (36506n in 200%)
High grade credit spreads and yietds should begin to decline in 2ZH'09 as the massive scal and monetary interventions begin to work
Government investment via TARP, TLGPR, economic stimulus packages and other future government pregrams
u  Goldman Sachs, Morgan Stanley, J P Morgan, Bank of America, Citigroup, Wells Fargo, Royal Bank of 5cotland, and GE have all issued under
the FDIC's Temporary Liquidity Guarantee Program (TLGP) for a total of S48bn
n  Heading into year end, new issue markets have still not complietely opened to "BBB" issuers, with only 6 BBS Industrial issuers coming to
market since Lehman's chapter 31 filing
e As has heen the case recently, utility and pipeline sector issuance dominated Lhe market last week:
Wisconsin Pubtic Service (Aa3/A+) issued 5250mm 7-yr FMBs at a yleld of 6.375% (T+434 5bps}. This was the first utility sector 7-yr
issued since May. P Morgan was bookrunner
Consolidated Edison Company of NY (A1/A-} anncunced a benchmark sized fssuance of 10-yr notes Due to substantiat demand, ConEd
was able o price $600mm at T+450bps 3 P. Morgan was bookrunner
Potomac £lectric Power Company (Baa1/BBB~) issued 5250mm 3C-yr FMBs at a yield of 7 9% (T+462.7bps). This was the [irst 30-yr
utility issuance in 2 months, and due te significant demand for longer dated utility paper, Pepce was able to price through Initial guidance
1P Morgan was bookrunne:
Enterprise Products Operating {(Baa3/BBB-) priced 5300mm 5-yrs at a yield of 9.75%. This is tho first MLP issuance since July
Central lliinols Light Company {BaaZ/BBB+} an Ameren operating utility issucd 5150 FMBs at a yield of 8.675%
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Barclays Capital Weekly Utility DCM Update (December 5 - December 12)

Change (bps) (%} ) Change {bps) : Fed Funds
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Credi IDX 535.00 -7.0 -1.3% 5.76

OPPORTUNITY

~ Given W storically low traasuny vields. issuprs cin use reaswry locks to capture low rates for future debs issuance ssuers with Jdpconyng maturities in 2009 or with other
financing neads i the upceming yezr, can lotk-in rates befors their expecied nse  More specifically. by Q4 2009, Barclays forecasts treasury yialds 1o rise by 40 ~ 60 bps
acress 1t curve as a result of increased Treasury supply and an improvement in the economy . making this opportunity particudarly attractive Prease call the desk for
additional detatls

NEW ISSUE COMMEMTARY

+ Trying 1o access bguidity before year end issuars continue 10 be active i the primary market as inanaials and ublities domamated new issuance  Over the courte of the
weeh,. 18 companies priced $28 355nn supphy with $28 255n coming frem FOIC-Guarentesd notes

+ Ontaonday. Shellinternationa) Finance priged 32 75bn 30.year notes (Az21/AA+) ai T + 325 with & 6 375% coupen Proceeds will be used lor general corparale
pursoses  The efferig ropresents Shell's first issuance since 2007 and their inaugural 30 year transaction Barelays Caplial was a bookruaner on this offering

~ Also or Monday. Oklahoma Gas & Electtic priced $ 750mm 10-year Senior Unsecured Notes {A2/RER+) at 8 25%: {T + 459 2)

+ Wiscons in Electsic Power. the operating tubsichary of Wisconsm Electric. priced $250mm 7.year Nates (A1/A-} at 6 25% IT - 425) Net proceeds will be used 1o repay
shoit-ter'm debt and for working capitai and ether general cotporete purpests The new issue pricing represents o 75bp e issue cencession.

+ OnTuescay FPL Group Capltal priced S4Z0mm T-year Notes (AZ/A-) at 7.875% {7 - 586 7) The ransaction was uptized by S200mm. and Bnal pricing came 21 the wide
end of the guided range. équating to a correspording spread of =556 7 Net Proceeds will be used to repay & partion of commercial paper issued to furd investments by
the Company inindependent power projects including renowable power orojects

© nthe begh yiedd space B Paso (B23/B5-) ssued 3500 million in Seyear senior unsecured notes with a coupon of 12% (T+1362) yieleing 15.25% The proceeds were used
wrehinaccing cebt matrdng sextyeas The offering marks the first lugh-yield bond offering since Gotober in a sign thay certain nigh-yietd sssuers have agcess to capital

Onwednescay Menongabela Power o subsldiary of Allegheny Sneray. priced $300mm S-year First Morigage Bonds (Bas? /BBB+) with a coupon of 7 9535 4T -
6394bps) The offering reprasents Mo ongabela’s first offerrg since 2006

YAARKLT COMMENTARY

» Treasunes ralked 8212 bos tvs week with 2 flallering bias. as investors fied to the safety of covernment dabt anmd untenainty over the passage of auto baliout
legislat-en The 5« and 10.vear ralies 18 bps and 13 bps. rescectively
1631 tightened 9hps to 2655ps this week whila the Cradit index tightened 7bps 10 538bps  The Dow fell & paints on the week a5 the uncertainty surrounding auto

salvency and grim corparate earning lorecasts welghed oninvestor confidence  The possibility of a Big Three bankrupicy bad a ripple effect on stocks as shares of parts
makers. steel makets. and ol companies fel! sharply
The Producer Price Indecfel 239 {enp. .2 0% in Novembur on a record reduction In gasoline costs. a sign the recession s cutling demand for fuel Novernber Retail
Sales fell 1 836 (exp-2.0%) extending tha longast siring of dechnes since 1992 as siumps a1 auto dealers and service stations srumped galns a1 clectric and departmen)
stores Consumer Confidence came in higher than expected a1 59 1 (exp 54 9) and well sbove October s 55 3 reading
+ Today the Treasury offered to bail out the autornakers afier the Senate failed 10 anprove emargancy loans fast might. The Traasury's statement does not maention us ng
TARP money, but 2 White House spokeswpman stated that the Bush administiation has considered using the program io keep the aulo companies aficat.

DOMESTIC ISSUANCE THIS WEEK (excludes FDIC guoranteed issuance)

DATE ISSUER AMT RATINGS MTY CPN SPRD INDUSTRY
12210 Mononganala Power® 300 Bzad / BBE- 12495/2013 7950 639 Wiltees
12/ FFL Croup Capital 450 A ! A 12-35/72008 7875 -B9G 7 Litities
1279 EiPaso 304 Ba3d / HB- V241270003 12400 <1382 Energy
1200 Do Font : PG00 P ) YAVR 2004 5875 ~437 Busic Materals
1378 Shel International Finance 2750 AsY 7 AAs 12/1572038 6375 +325 Eneroy
1248 Wiscensin Electric Pewve 250 Al S A T2A2005 6 250 425 Utihigies
12/8  CoxCommumucations £00 Baal ¢ BBEB- 1715/2019 9378 075 Coramunizations
-«-—-4‘;) 12/8  Qkighoma Gas and Electric 250 A2/ BBD- 1715/19 & 150 LT Lutties
1E/6  Ceneral Dynzrics 1004 AN kZEYaT 4250 ~370 industrial

"Secwred Note Barclays led offer ngs itave Leer togivighted

Question of the Week: What 15 the mast popular Christmas Carol?
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