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Corporate Credit Rating

BBB/Stable/A-2

Profile Assessments

BUSINESS RISK EXCELLENT ) i s e o |
Vulnerable Excellent
FINANCIAL RISK AGGRESSIVE ) T e —— |
Highly leveraged Minimal

Rationale

Financial Riski/Aggressive

" Business Riski Excellant i

¢ Sole provider of electricity in its service territory

¢ Steady operating cash flow from regulated electric
operations

¢ "Credit-supportive" regulatory environment in
Kentucky

e Competitive rates and efficient operations

¢ Unregulated affiliate operations that are materially
riskier than regulated businesses

WWW.STANDARDANDPOORS.CONM/RAYINGSDIRECT

Based on ultimate parent PPL Corp. (PPL)
Acquisitive strategy and aggressive use of hybrid
securities

Aggressive financial policies

Cash flow erosion from lower power prices
Large capital expenditures

Discretionary cash flow to remain negative

Net cash flow to capital spending to remain less
than 100%

Continuing commitment to credit quality and
maintenance of balanced capital structure
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UtOOKIStAPIS

The stable rating outlook on Kentucky Utilities Co. (KU) reflects our expectation that management will focus on its
fully regulated utilities and will not expand unregulated operations beyond current levels. The outlook also reflects
our expectations that cash flow protection and debt leverage measures will remain robust for the rating.
Specifically, our baseline forecast includes funds from operations (FFO) to total debt of about 16%, debt to
EBITDA between 4x and 5x, and debt leverage to total capital of less than 60%, consistent with our expectations
for the 'BBB' rating. Given the company's mostly regulated focus, we expect that PPL will avoid any meaningful
rise in business risk by reaching constructive regulatory outcomes and limiting its unregulated operations to

existing levels.

Downside scenario
We could lower the ratings if PPL could not sustain consolidated financial measures of FFO to total debt of at least

12%, debt to EBITDA of less than 5x, and debt leverage of less than 62%. This could occur if market power prices

remained weak due to ongoing depressed demand.

Upside scenario

Although unlikely over the medium term, we could raise the ratings if the business profile further strengthened and
if financial measures exceeded our baseline forecast on a consistent basis, including FFO to total debt in excess of
20%, debt to EBITDA of less than 4x, and debt to total capital about 50%.

Standard & Poor's Base-Case Scenario

Our base case scenario for PPL results in EBITDA growth, rising capital spending, and steady debt leverage.

WWW.STANDARDANDPOORS.CONM/RATINGSDIRECT MAY 17,2013 3
1133698 | 301841678



Attachment #1 to Response to AG-1 Question No. 181
4 of 42

Arbough

¢ Economic conditions in the company's service
territories are improving, which will likely increase

2012A 2013E 2014E
FFO/Total debt 16.3% 15%-17% 15%-17%
Total debt/EBITDA 4.7x  4.3x-5.1x  4.4x-5.1x
Total debt/Total capital 61% 54%-57% 53%-56%

customer usage

¢ Asrequired under the mandatory convertible
securities issued to partly fund the acquisitions,
equity issuances will occur in 2013 and 2014 A--Actual. E—Estimate. *Standard & Poor's adjusted

o Successful issuance of common equity under high
equity content hybrid securities and equal amount
debt reduction with proceeds

¢ No material changes to PPL Energy Supply's
hedging strategy

e Capital spending and dividend payouts that result in debt (negative $250 mil.), and accrued interest not in
negative discretionary cash flow, indicating external reported debt ($325 mil.). EBITDA adjustments

consolidated financial measures for PPL include

adjustments to debt for operating leases ($387 mil.),
pension-related items ($1.55 bil.), equity-like hybrids
(negative $2.1 bil), intermediate hybrids reported as

funding needs include operating leases ($35 mil.), pension-related
items ($20 mil.), and share-based compensation
expense ($49 mil.). FFO adjustments include operating
leases ($83 mil.), equity-like hybrids ($95 mil.),
pension-related items ($383 mil.), and capitalized
interest (negative $53 mil.). We do not expect these
adjustments, other than the equity-like hybrids, to
change materially in 2013 and 2014.

Business Risk; Excellent

Our assessment of KU's business risk profile as "excellent" incorporates the strengths of serving electric customers
scattered throughout Kentucky, including those in Lexington. Also, the utility's strengths include relatively predictable
utility operations with steady cash flows, constructive cost recovery, and relatively low rates stemming from low-cost
coal-fired generation. Although most of its plants burn coal, they meet current environmental requirements, and the
significant amount of capital spending needed for environmental compliance through 2015 should be recoverable

through rates.

The excellent business risk profile of PPL reflects a strategy based mostly on regulated utility operations. PPL's
numerous utilities serve 10 million electricity customers in the UK., Pennsylvania, and Kentucky and 320,000 natural
gas distribution customers in Kentucky. In addition, the company owns PPL Energy Supply LLC, an unregulated
generation subsidiary that has about 10,500 megawatts (MW) of capacity consisting of well-located, low-cost nuclear
and coal plants that are well hedged through 2013. We expect the merchant generation business to contribute less

than 25% of pro forma consolidated cash flows.

With operations across two states and in the UK, the company benefits significantly from country, geographical, and
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regulatory diversity, potentially minimizing the effect of economic conditions in one particular country or adverse
regulatory decisions. The customer base for the regulated utilities (both electric and gas) is primarily residential and
commercial customers in terms of revenues as well as sales, which provides stable cash flows. The diversity in markets
and regulation strengthens credit quality, but the cross-border regulatory jurisdictions require diligent monitoring of

regulatory relationships.

Financial Risk: Aggressive

We consider KU's financial risk profile "aggressive" based on parent PPL's adjusted consolidated financial measures,
including FFO to total debt of 16.3%, debt to EBITDA of 4.7x, and debt to total capital of 61%, all for the 12 months
ended Dec. 31, 2012, all in line with the rating. Also, we consider the company's financial policies to be aggressive,
largely due to growth through acquisitions that PPL partly financed with high equity content hybrid securities. Capital
spending and dividend payments translate to rising negative discretionary cash flow over the forecast period, requiring
management to maintain vigilant cost recovery to maintain cash flow measures. The negative discretionary cash flow
also points to external funding needs. Our base forecast of about 16% adjusted FFO to total debt, 4.7x debt to
EBITDA, and about 55% total debt to total capital continues to reflect steady utility cash flows and completion of the
convertible securities' equity issuances, Our rating on PPL reflects our view of a mostly regulated utility strategy that
will include continuous capital spending and timely cost recovery through various regulatory mechanisms. We expect

this to lead to steady cash flow measures and manageable debt leverage.

Liquidity: Adequate

KU's liquidity position reflects that of parent PPL, which is "adequate" under our liquidity methodology. We expect that
the company's liquidity sources over the next 12 months will exceed its uses by 1.2x. We do expect PPL, over the next
few years, to externally fund a portion of its liquidity needs for debt maturities and capital spending.

o Cash of$475 million in 2013 ¢ Debt maturities of $737 million in 2013
o Assumed credit facility availability of about $4 o Capital spending of $4.2 billionin 2013
billion in 2013 ¢ Shareholder distributions of roughly $880 million in
¢ FFO ofroughly $2.9 billionin 2013 2013
Covenants

PPL's credit agreements include a financial covenant requiring debt to total capitalization no greater than 65% for PPL
Energy Supply and 70% for the U.S. utilities, KU, PPL Electric Utilities Corp., and Louisville Gas & Electric Co. The
UK. utilities have a minimum EBITDA interest coverage of 3x and total net debt to regulated asset value of 85%. As of
Dec. 31, 2012, the company was in compliance with the covenants. Headroom could erode somewhat if debt rises

rapidly without adequate growth in equity during the capital spending phase.
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Recovery Analysis

We assign recovery ratings to first mortgage bonds (FMBs) issued by U.S. utilities, which can result inissue ratings
being notched above a corporate credit rating (CCR) on a utility depending on the rating category and the extent of
the collateral coverage. The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a
recovery rating as defined in our criteria (see "Collateral Coverage and Issue Notching Rules for '1+’ and ‘I’
Recovery Ratings on Senior Bonds Secured by Utility Real Property", published Feb. 14, 2013).

The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the US. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.

Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed a CCR on a utility by up to one notch in the 'A’
category, two notches in the 'BBB' category, and three notches in speculative-grade categories depending on the
calculated ratio.

KU's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating two notches
above the CCR.

Related Criteria And Research

2008 Corporate Criteria: Analytical Methodology, April 15, 2008

Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012

2008 Corporate Ratings Criteria: Ratios And Adjustments, April 15, 2008

Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

Collateral Coverage and Issue Notching Rules for '1+’ and '1’ Recovery Ratings on Senior Bonds Secured by Utility
Real Property, Feb. 14, 2013

2008 Corporate Criteria: Rating Each Issue, April 15, 2008

2008 Corporate Criteria: Commercial Paper, April 15, 2008

Corporate Criteria: Assessing U.S. Utility Regulatory Environments, Nov. 7, 2007

Corporate Criteria; Standard & Poor's Methodology For Imputing Debt For U.S. Utilities' Power Purchase
Agreements, May 7, 2007

Parent/Subsidiary Links; General Principles; Subsidiaries/Joint Ventures/Nonrecourse Projects; Finance
Subsidiaries; Rating Link to Parent, Oct. 28, 2004
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Financial Risk
Busi . Minimal Modest Intermediate Significant Aggressive Highly
usiness Risk Leveraged
Excellent AAA7/AA+ AA A A- BBB ==
Strong AA A A- BBB BB BB-
Satisfactory A- BBB+ BBB BB+ BB- B+
Fair -- BBB- BB+ BB BB- B
Weak = = BB BB- B+ B-
Vulnerable - = o B+ B B-or below

Note: These rating outcomes are shown for guidance purposes only. The ratingsindicated in each cell of the matrix are the midpoints of the likely
rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix
outcome. Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the matrix does not address the lowest rungs of
the credit spectrum (i.e., the 'CCC' category and lower). Other rating outcomes that are more than one notch off the matrix may occur for
companies that have liquidity that we judge as "less than adequate" or "weak" under our criteria, or companies with "satisfactory” or better business
risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-retated entities (GRESs), the indicated
rating would apply to the standalone credit profile, before giving any credit for potential government support.
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Copyright © 2013 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates {collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as weil as their directors, ofticers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timetiness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or othenwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an “as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses {including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions {desciibed below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and s not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such, While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authoiities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jumisdiction for certain
regulatory purposes, S&P reseives the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and ceitain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and vanw.ratingsdirect.com and wy/w.globalcreditportal.com (subsciiption) and www.spcapitaliq.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.
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INVESTORS SERVICE
Credit Opinion: Kentucky Utilities Co.

Globhal Credit Research -08Dec2013
Lexington, Kentucky, United States

Ratings
Category Moody's Rating
OuliBBk Rating(s) Un.der
Review
Issuer Rating *Baal
First Mortgage Bonds *A2
Senior Secured Shelf *(P)A2
Sr Unsec Bank Credit Facility *Baa1
Commercial Paper P-2

Ult Parent: PPL Corporation
Outlook

Rating(s) Under

Review
Issuer Rating *Baal
Pref. Shelf *(P)Ba2

Parent: LG&E and KU Energy
LLC

Outlook

Rating(s) Under

Review
Issuer Rating *Baa2
Senior Unsecured *Baa2

* Placed under review for possible upgrade on November 8, 2013

Contacts
Analyst Phone
Toby Shea/New York City 212.553.1779

William L. Hess/New York City
Opinion

Rating Drivers

212.553.3837

- Supportive regulatory environment
- Large capital expenditure program
- High coal concentration

- Strong and stable financial metrics
Corporate Profile

Kentucky Utilities (IKU: Baa1l Issuer Rating) is a regulated public utility engaged in the generation, transmission
and distribution of electricity. KU provides electric service to approximately 510,000 customers in Kentucky and
29,000 customers in Virginia. Its service territory covers approximately 4,800 square miles.

KU is a wholly-owned subsidiary of LG&E and KU Energy LLC (L.KE: Baa2 Issuer Rating). KU and its affiliate,
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Louisville Gas and Electric Company (LG&E: Baa1 Issuer Rating), are the two main operating entities of LKE. LIKE
in turn is wholly owned by PPL Corporation (PPL: Baa3 Issuer Rating), a diversified energy holding company
headquartered in Allentown, PA,

SUMMARY RATING RATIONALE

KU's Baa1 Issuer Rating reflects its sound financial performance and the credit supportive regulatory environment
in which it operates, offset in part by a large capital expenditure program and, to a lesser extent, a lack of fuel and

geographic diversity.
DETAILED RATING CONSIDERATIONS
SUPPORTIVE REGULATION PROVIDES FOR TIMELY COST RECOVERY

We consider the Kentucky Public Service Commission (KPSC) to be supportive of long term credit quality and
note that it has approved various tracker mechanisms that provide for timely cost recovery outside of a rate case.
KU's tracker mechanisms include a Fuel Adjustment Clause (FAC), an Environmental Cost Recovery Surcharge
(ECR) and a Demand-Side Management Cost Recovery Mechanism (DSM). KU does not have a decoupling
mechanism in place, which subjects IKU's net revenue to weather volatilities. The lack of a decoupling mechanism
is less of anissue for non-weather related demand fluctuations because KU has the DSM and expects to have
modest load growth in 2014.

In December 2012, the KPSC approved KU's settlement regarding the rate case filed in June 2012 which
requested a base rate increase of $82 million for electricity (6.5%), to take effect in January, 2013. The settlement
granted KU an increase in electric base rates of $51 million with an authorized ROE of 10.25%. The rate case
progressed without being unusually controversial or contentious; we consider the decision a constructive resuilt.
Due to the high level of planned capital expenditures, KU is likely to file for another rate case in 2014.

LARGE PLANNED CAPITAL EXPENDITURES

Capital expenditures for KU are expected to remain at elevated levels from 2013-2017. Total capital expenditures
are expected to be $3.1 billion, with $1.2 billion related to environmental. The total estimated amount represents
about 56% of its net book value of property, plant and equipment, which stands at about $5.5 billion at the end of
the third quarter 2013.

The disallowance risk associated with large capital expenditures is meaningfully moderated by Kentucky's
supportive regulatory environment as detailed above. KPSC is also authorized to grant return on construction
work in progress (CWIP) in rate case proceedings. Moreover, the ECR virtually eliminates regulatory lag for
investments associated with complying with the Clean Air Act and coal combustion waste and byproduct
environmental requirements. The terms of the ECR allows KU to receive the return of and a return on the
investment starting two months after making the investment. This is highly favorable compared to the traditional
process where regulatory lag could last a few years due to the length of the construction period plus the rate case
proceeding.

HIGH COAL CONCENTRATION

KU's current fuel mix is heavily biased towards coal. Of its 4.8 GW of generating capacity, 3.4 GW (69%) is coal-
fired and it provides almost all (95%) of generation. The remaining 31% of the generating capacity is comprised
mainly of gas- or oil- fired facilities that are utilized as peakers.

The fuel concentration, though a credit negative, is acceptable for its rating levels because Kentucky is very
supportive of the coal industry. Kentucky is one of the leading coal producing states and the coal industry is very
important to the local economy. The support is evidenced by the passage of the ECR, which provides the
company with highly favorable terms for its investments in coal-related environmental expenditures.

KU's fuel mix may also improve in the future as KU, along with LG&E, is building a 640-MW gas-fired combined
cycle plant at Cane Run and plans to build a 700-MW gas-fired combined-cycle plant at KU's Green River
generating site. The Cane Run gas plantis under construction and due to be completed by the end of 2015. Cane
Run will replace some of the less economic coal plants totaling 234 MW at Tyrone and Green River thatare being
closed. The construction of the Green River gas plant has been announced but not yet approved. If approved, it is
expected to be in service by end of 2018 to accommodate expected load growth.

The operating status of E.W. Brown unit 1 & 2, which accounts for 172 MW of coal generation capacity, was in
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question due to environmental compliance concerns. However, the company now believes that it can continue to
operate the plant for a few more years without a major environmental retrofit.

HEALTHY FINANCIAL PROFILE

KU's financial metrics have been strong for its rating. As of September 30, 2013, the ratio of consolidated cash
flow before changes in working capital (CFO pre W/C) to debt was 26% for the last twelve months and averaged
24% for the past three years. Debt to capitalization was 36% for the last twelve months and averaged 37% for the
past three years. KU's financial metrics may decline somewhat over the next few years due to the expiration of
bonus depreciation after 2013 and the large capital expenditure program. However, we expect KU's financial
metrics to remain supportive of its rating levels based on the company's targeted capital structure of 52% equity,
which is calculated net of goodwill and fully loaded with rating agency adjustments. KU's goodwill amounted to
$607 million at the end of September 2013 and in comparison the total equity, including the goodwill, was $2,963
million.

Liquidity Profile

KU has adequate liquidity. As of September 30, 2013, after accounting for all commercial paper backup and letter
of credits issued, KU has $260 million available under its $400 million revolving facility. For the past twelve months
ending September 2013, KU had a negative free cash flow of $267 million which is likely to be sizeable in the
coming years given its large capital expenditure program. KU's next long-term debt maturity is a $250 million first
mortgage bond issuance due November 2015.

LKE manages the liquidity of its Kentucky utility operations on a consolidated basis. KU has a $400 miflion stand-
alone revolving credit facility and LG&E, it sister affiliate, has a $500 million stand-alone credit facility. Both
facilities expire in November 2017. In October 2013, LKE, KU's parent company, entered into a $75 million
syndicated credit facility that expires in October 2018. Each facility contains a financial covenant requiring the
companies' debt to total capitalization not to exceed 70%. All entities were in compliance as of September 30,
2013.

Rating Outlook

The review for upgrade reflects ourimproved view of US utility regulatory relations and credit-supportiveness
generally, as exemplified in Kentucky with regulatory outcomes including a strong suite of recovery mechanisms.
The continued above-average performance in KU's financial metrics over the near-termdriven in part by the credit
supportive environment is also a consideration.

What Could Change the Rating - Up
KU could be upgraded by one notch following the review process currently underway.
What Could Change the Rating - Down

KU's ratings could be downgraded should the company experience an unfavorable rate case outcome or if
unanticipated changes were made to the regulatory compact that currently provides for timely recovery of costs
and this were to lead to the company's ratios of CFO pre-WC to debt and retained cash flow to debt dropping
below 20% and 15%, respectively, for an extended period of time.

Rating Factors

Kentucky Utilities Co.

Regulated Electric and Gas Utilities Industry [1](2] LT™M Moody’s
09/30/2013 1218

month
Forward
View* As
of
November
2013

Factor 1: Regulatory Framework (25%) Measure |Score Measure |Score
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a) Regulatory Framework Baa Baa
Factor 2: Ability To Recover Costs And Eam Retums (25%)
a) Ability To Recover Costs And Earn Returns A A
Factor 3: Diversification (10%)
a) Market Position (5%) Baa Baa
b) Generation and Fuel Diversity (5%) B B
Factor 4: Financial Strength, Lisuidity And Key Financial Metrics (40%)
a) Liquidity (10%) Baa Baa
b) CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 7.6x Aa 7.5-7.8x | Aa
c) CFO pre-WC / Debt (3 Year Avg) (7.5%) 24.4% A 22-25% | A
d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%) 19.3% A 17-20% | A
e) Debt/Capitalization (3 Year Avg) (7.5%) 36.9% A 36-38% | A
Rating:
a) Indicated Rating from Grid A3 A3
b) Actual Rating Assigned Baa1 A3

* THIS REPRESENTS MOODY'S FORWARD VIEW, NOT THE
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT
DOES NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

(1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 09/30/2013(LTM); Source: Moody's
Financial Metrics

MooDy’s

INVESTORS SERVICE

© 2013 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights
reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL. MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.



Attachment #1 to Response to AG-1 Question No. 181
13 of 42
Arbough

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY'S
from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as
well as other factors, however, allinformation contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient
quality and from sources Moody's considers to be reliable, including, when appropriate, independent third-party
sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or validate
information received in the rating process. Under no circumstances shall MOODY'S have any liability to any
person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error
(negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY"'S or any of
its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use,
any such information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as, statements of opinion
and not statements of fact or recommendations to purchase, sell or hold any securities. Each user of the
information contained herein must make its own study and evaluation of each security it may consider purchasing,
holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually

Shareholder Affliation Policy."

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Ply Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you representto MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients" within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for retail clients to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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Summary:

Kentucky Utilities Co.

BUSINESS RISK EXCELLENT > Ii e T I
Vulnerable Excellent
FINANCIAL RISK SIGNIFICANT ) T D el |
Highly leveraged Minimal

Initial Analytical Outcome ("Anchor") And Rating Result

Our 'BBB' issuer credit rating (ICR) on Kentucky Utilities Co. (KU) is derived from:

e Our anchor of 'a-', based on our "excellent" business risk and "significant" financial risk profile assessments for the
company.

¢ Modifiers that have no impact on the rating outcome.

o The stand-alone credit profile (SACP) of 'a-' for KU, reflecting its business risk and financial risk profiles; two
notches stronger than that of the group credit profile (GCP) for ultimate parent company PPL Corp. (PPL), which is
currently 'bbb'. Under our group rating methodology, we consider KU to be a core subsidiary of the PPL group and
therefore, the ICR on KU is equal to the PPL GCP.

Rationale

o Sole provider of electricity in its service territory e Large capital expenditures
o Steady operating cash flow from regulated electric e Discretionary cash flow to remain negative
operations e Net cash flow to capital spending to remain less
¢ Credit-supportive regulatory environment in than 100%
Kentucky e Continuing commitment to credit quality and
o Competitive rates and efficient operations maintenance of balanced capital structure
WWW.STANDARDANDPOORS.COM APRIL 22, 2014 2
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RoitlookiStable:

The stable rating outlook on PPL and KU reflects our expectation that management will focus on its fully regulated
utilities and will not increase unregulated operations beyond current levels. The outlook also reflects our
expectations that cash flow protection and debt leverage measures will be appropriate for the rating. Specifically,
our baseline forecast includes funds from operations (FFO) to total debt of between 14% and 15% and cash flow
from operations (CFO) to debt of between 14% and 15%, consistent with our expectations for the 'BBB' rating.
Given the company's mostly regulated focus, we expect that PPL will avoid any meaningful rise in business risk by
reaching constructive regulatory outcomes and limiting its unregulated operations to existing levels.

Downside scenario
We could lower the ratings if PPL cannot sustain consolidated financial measures of FFO to total debt above 13%
or CFO to debt above 11%. This could occur if market power prices remain weak due to ongoing depressed

demand or if the company does not maintain a balanced capital structure.

Upside scenario
Although unlikely over the medium term, we could raise the ratings if the business profile materially strengthens

and if financial measures exceed our baseline forecast including FFO to total debt in excess of 20%.

Standard & Poor's Base-Case Scenario

e T
¢ Economic conditions in the company's service In our base case, we expect KU's key adjusted
territory are improving, which will likely increase financial measures to approximate historical

customer usage

o Regulatory outcomes in Kentucky and Virginia
provide the necessary cost recovery through base . . .
rates and rate surcharges "significant" category under our medial volatility

« Capital spending and dividend payouts that result in ~ Penchmarks. We forecast debt to EBITDA to be
negative discretionary cash flow, indicating external ~ roughly 4.2x, placing it near the middle of the
funding needs significant category under the benchmarks. CFO to

performance during the next few years. We expect
FFO to debt to be about 17%, which is in the

debt has been robust and is forecasted to be about
17%, near the upper end of the "significant" band. We
expect discretionary cash flow to remain negative over
the next few years, reflecting capital spending and
dividend payments to parent company PPL. Beyond
our base-case forecast, we expect to see financial
measures similar to these levels.

WWW.STANDARDANDPOORS.COM APRIL 22, 2014 3

© Standard & Poor's, All rights reserved. No reprint er dissernination witheul Standaid & Peot’s permissien. See Terms of Use/Disclaimer on the last pagei300889 | 3006.12892



Attachment #1 to Responsc to AG-1 Question No. 181
17 0f 42

Arbough

Business Risk: Excellent

Webaseour assessment of KU's business risk profile on the company's "strong" competitive position, "very low"
industry risk derived from the regulated utility industry, and the "very low" country risk of the U.S. where the utility
operates. KU's competitive position reflects the strength of a vertically integrated electric utility that serves customers
scattered throughout Kentucky, including those in Lexington. Also, the utility's strengths include relatively predictable
utility operations with steady cash flows, constructive cost recovery, and relatively low rates stemming from low-cost
coal-fired generation. Although most of its plants burn coal, they meet current environmental requirements, and the
significant amount of capital spending needed for environmental compliance through 2015 should be recoverable

through rates.

Financial Risk: Significant

Based on the medial volatility financial ratio benchmarks, our assessment of KU's financial risk profile is "significant".
This reflects the vertically-integrated electric utility model and the recurring cash flow from providing electricity. As a
utility, capital spending is ongoing for maintenance purposes and for new projects. Recovery of these costs through
rates has generally been supportive. We forecast weaker financial measures from increased construction spending.
Since we expect discretionary cash flow to remain negative, additional debt funding will be necessary. Measures could
improve if spending is lower than expected, cost recovery is higher than expected, or equity funding is greater. Steady
cost recovery through the regulatory process will be required to maintain cash flow coverages. For 12 months ended
Dec. 31, 2013, FFO to debt was about 20%, CFO to debt was 21%, and debt to EBITDA was 3.9x. Our baseline
forecast includes FFO to debt of roughly 17.3%, CFO to debt of about 17%, and debt to EBITDA over 4.1x.

Liquidity: Adequate

KU's liquidity reflects that of PPL, which we consider "adequate”, as our criteria defines the term. The company's
liquidity sources are likely to cover its uses by more than 1.1x in the next 12 months. We expect PPL to meet cash
outflows even with a 10% decline in EBITDA.

There are sizeable debt maturities in the next three years, but we expect the company to refinance these given its

satisfactory standing in the credit markets.

o FFO of roughly $2.7 billion in 2014 o Debt maturities of about $300 million in 2014
¢ Common equity issuance of $977.5 million related o Capital spending of $3.9 billion in 2014
to mandatory convertible securities ¢ Dividends of roughly $960 million in 2014

o Credit facility availability of about $6 billion in 2014

WWW.STANDARDANDPOORS.COIVM APRIL 22,2014 4
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Other Moditiers

Modifiers have no impact on the rating outcome.

Group Influence

The SACP of'a-' for KU reflects its business risk and financial risk profiles; two notches stronger than that of the GCP
for PPL, which is currently 'bbb'. Under our group rating methodology, we consider KU to be core subsidiary of the
PPL group and therefore, the ICR for KU is equal to the PPL GCP.

Ratings Score Snapshot
Corporate Credit Rating: BBB/Stable/A-2
Business risk: Excellent

¢ Country risk: Very low
e Industry risk: Very low
o Competitive position; Strong

Financial risk: Significant

e Cash flow/leverage: Significant
Anchor: 'a-'

Modifiers

¢ Diversification/portfolio effect: Neutral (no impact)

o (Capital structure: Neutral (no impact)

e Liquidity: Adequate (no impact)

¢ Financial policy: Neutral (no impact)

¢ Management and governance: Satisfactory (no impact)
¢ Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: 'a-'
Group credit profile: 'bbb'

Entity status within group: Core subsidiary

Recovery Analysis

o We assign recovery ratings to first-mortgage bonds (FMBs) issued by U.S. utilities, which can result in issue ratings
being notched above an ICR on a utility depending on the rating category and the extent of the collateral coverage.

WWW.SI'"ANDARDANDPOORS.COM APRIL 22, 2014 5
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The FMBsissuedby U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a recovery rating as
defined in our criteria.

¢ The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.

¢ Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed an ICR on a utility by up to one notch in the
'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories depending on the
calculated ratio.

¢ KU's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of'1+' and an issue rating two notches
above the ICR.

Related Criteria And Research

Related Criteria

o Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Jan. 2, 2014

o Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

¢ General Criteria: Group Rating Methodology, Nov. 19, 2013

¢ General Criteria: Methodology: Industry Risk, Nov. 19, 2013

o Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

e C(riteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19,2013

¢ General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And
Sovereign Issuers, May 7, 2013

¢ Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For '1+’ And '}’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013

¢ General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012

e General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

e 2008 Corporate Criteria: Rating Each Issue, April 15, 2008

¢ 2008 Corporate Criteria: Commercial Paper, April 15, 2008
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Copyright © 2014 by Standard & Poor's Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc.All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,
without the prior written permission of S&P. The Content shall not be used for any unlawfil or unauthorized purposes. S&P, its affiliates, and any
third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy,
completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions, regardless of the cause, for the
results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
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SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost
profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact or recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to
update the Content followi'ng publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P’s
opinions and analyses do not address the suitability of any security. S&P doesnotact as a fiduciary or an investment advisor. While S&P has
obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent
verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivi'ty of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or undervriters of securities or from
obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
vnww.standardandpoors.com (fiee of charge), and ww.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed
through other means, including via S&P publications and third-party redistributors. Additional intormation about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
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Rating

Ratings On Four Kentucky Utilities Co.-Related
Joint-Supported Bond Issues Affirmed And Placed
On CreditWatch Positive

Primary Credit Analyst:
Alexander J Gombach, New York (1) 212-438-2882; alexander.gombach@standardandpoors.com

Secondary Contact:
Mindy Xu, New York (1) 212-438-2879; mindy.xu@standardandpoors.com

Research Contributor:
Jugal B Aswani, CRISIL Global Analytical Center, an S&P affiliate, Mumbai

NEW YORK (Standard & Poor's) June 18, 2014--Standard & Poor's Ratings Services
today affirmed its 'AA+/A-1+' ratings on four joint-supported Kentucky
Utilities Co.-related bond issues and placed them on CreditWatch with positive

implications (see list).

Today's rating actions reflect the June 10, 2014, affirmations of our long-
and short-term issuer credit ratings on Kentucky Utilities Co. ('BBB/Watch
Pos/A-2') and subsequent placement on CreditWatch positive.

The long- and short-term components of our ratings are based on the joint
credit and liquidity support provided by Sumitomo Mitsui Banking Corp.
('A+/A-1'"), the letter of credit (LOC) provider, and Kentucky Utilities Co.,
the obligor, assuming a low correlation level between the LOC provider and
obligor. The long-term components of our ratings address the likelihood that
bondholders will receive interest and principal payments when due if they do
not exercise the put option. The short-term components of our ratings address
the likelihood that bondholders will receive interest and principal payments
if they exercise the put option.

In view of the bonds' structures, changes to our ratings on the bonds can
result from, among other things, changes to our rating on the LOC provider or
obligor, the expiration or termination of the LOCs, or amendments to the

WWW.STANDARDANDPOORS.CONM/RATINGSDIRECT JUNE 18, 2014 1
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STANDARD & POOR'S 17G-7 DISCLOSURE REPORT
SEC Rule 17g-7 requires an NRSRO, for any report accompanying a credit rating
relating to an asset-backed security as defined in the Rule, to include a
description of the representations, warranties and enforcement mechanisms
available to investors and a description of how they differ from the
representations, warranties and enforcement mechanisms in issuances of similar
securities. The Rule applies to in-scope securities initially rated (including
preliminary ratings) on or after Sept. 26, 2011.
If applicable, the Standard & Poor's 17g-7 Disclosure Report included in this
credit rating report is available at
http://standardandpoorsdisclosure-17g7.com
RELATED CRITERIA AND RESEARCH
Related Criteria
¢ Methodology And Assumptions: Approach To Evaluating Letter Of .
Credit-Supported Debt, July 6, 2009 ’
e Joint-Support Criteria Update, April 22, 2009
Related Research
¢ PPL, Corp. And Subsidiaries 'BBB' Issuer Credit Rating On CreditWatch
Positive On Spin-Off Plan, June 10, 2014
RATINGS AFFIRMED AND PLACED ON CREDITWATCH POSITIVE
Transaction CUSIP Rating
Jito) From

County of Carroll, Ky.
US$54 million environmental facilities revenue refunding bnds series 2006B due
10/01/2034

14483RAP2 AA+/WatchPos/A-1+ AA+/A-1+
US$50 million environmental facilities revenue bonds series 2004A due
10/01/2034

14483RAM9 AA+/WatchPos/A-1+ AA+/A-1+
US$77.947 million environmental facilities revenue bonds series 2008A due
02/01/2032

14483RAN7 AA+/WatchPos/A-1+ AA+/A-1+
County of Mercer, Ky.
US$12.9 million solid waste disposal facility revenue bonds series 2000A due
05/01/2023

587829AC6 AA+/VlatchPos/A-1+ AA+/A-1+
WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 18, 2014 2
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Copyright © 2014 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retiieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) donot guarantee the accuracy, completeness, timeliness or availability ofthe Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party forany direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses {including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security, S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perfor an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction {or certain
regulatory puiposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Partiesdisclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suff'ered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic informiation received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P’s public ratings and analyses are made available onits Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and wwy.globalcreditportal.com (subscription) and www.spcapitaliq.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at wwav.standardandpoors.com/usratingsfees.
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CORPORATE CREDIT RATING

BBB/Watch Pos/A-2

U BUSiness RiskUEXcellent)

o Sole provider of electricity in its service territory e Large capital expenditures

Steady operating cash flow from regulated electr
operations

Credit-supportive regulatory environment in
Kentucky

Competitive rates and efficient operations

WWW.STANDARDANDPOORS.COM
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ic ¢ Discretionary cash flow to remain negative
o Net cash flow to capital spending to remain less
than 100%
¢ Continuing commitment to credit quality and
maintenance of balanced capital structure

JULY 18, 2014 2

andard & Poor’s permission. See Terms of Use/Disclaimer on the last pagel3:17638 | 300642892



Attachment #1 to Response to AG-1 Question No. 181
27 0f42

Arbough

Standard & Poor's Ratings Services' ratings on Kentucky Utilities Co. (KU) are on CreditWatch with positive
implications, reflecting the CreditWatch placement of parent PPL Corp. ratings. The positive CreditWatch
placement reflects the potential for higher ratings on PPL and its subsidiaries on the successful spin-off of its

merchant generation business. We expect the ratings will remain on CreditWatch placement until the transaction
closes and we will provide periodic updates. Material changes to the projected financial measures in our base case
and cash flow generation capability of the pro forma group could affect the ultimate financial risk profile

assessment.

Upside scenario

Upon the close of the transaction, we could raise the issuer credit ratings (ICRs) and issue ratings on PPL Corp,,
LG&E and KU Energy LLC, Louisville Gas & Electric Co., Kentucky Utilities Co., and PPL Electric Utilities Corp.
by up to two notches depending on the credit measures of the consolidated PPL group after the spin-off of the

merchant business.

Standard & Poor's Base-Case Scenario

Key Metrios
¢ Economic conditions in the company's service In our base case, we expect KU's key adjusted
territory are improving, which will likely increase financial measures to be in line with its historical
eusipmeHN sage performance during the next few years. We expect

¢ Regulatory outcomes in Kentucky and Virginia
provide the necessary costrecovery through base
rates and rate surcharges
¢ Capital spending and dividend payouts that result in
negative discretionary cash flow, indicating external ~ be roughly 4.2x, placing it near the middle of the
funding needs significant category under the benchmarks. Cash from
operations (CFO) to debt has been robust and we

forecast it to be about 17%, near the upper end of the

funds from operations (FFO) to debt to be about 17%,
which is in the "significant" category under our medial
volatility benchmarks. We forecast debt to EBITDA to

"significant" band. We expect discretionary cash flow
to remain negative over the next few years, reflecting
capital spending and dividend payments to parent
company PPL. Beyond our base case forecast, we
expect to see financial measures similar to these

levels.
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Business Risk: Excellent

We asses KU's business risk profile as "excellent" based on the company's "strong" competitive position, "very low"
industry risk derived from the regulated utility industry, and the "very low" country risk of the U.S. where the utility
operates. KU's competitive position reflects the strength of a vertically integrated electric utility that serves customers
scattered throughout Kentucky, including those in Lexington. Also, the utility's strengths include relatively predictable
utility operations with steady cash flows, constructive cost recovery, and relatively low rates stemming from low-cost
coal-fired generation. Although most of its plants burn coal, they meet current environmental requirements, and the

significant amount of capital spending needed for environmental compliance through 2015 should be recoverable

through rates.

Financial Risk: Significant

Based on the medial volatility financial ratio benchmarks, our assessment of KU's financial risk profile is "significant".
This reflects the vertically integrated electric utility model and the recurring cash flow from providing electricity. As a
utility, capital spending is ongoing for maintenance purposes and for new projects. Recovery of these costs through
rates has generally been supportive. We forecast weaker financial measures from increased construction spending.
Since we expect discretionary cash flow to remain negative, additional debt funding will be necessary. Measures could
improve if spending is lower than expected, cost recovery is higher than expected, or equity funding is greater, For 12
months ended Dec. 31, 2013, FFO to debt was about 20%, CFO to debt was 21%, and debt to EBITDA was 3.9x. Our
baseline forecast includes FFO to debt of roughly 17.3%, CFO to debt of about 17%, and debt to EBITDA over 4.1x.

Liquidity: Adequate

KU's liquidity reflects that of PPL, which we consider "adequate", as our criteria defines the term. The company's
liquidity sources are likely to cover its uses by more than 1.1x in the next 12 months. We expect PPL to meet cash

outflows even with a 10% decline in EBITDA.

There are sizeable debt maturities during the next three years, but we expect the company to refinance these given its

satisfactory standing in the credit markets.

o FFO ofroughly $2.7 billion in 2014 o Debt maturities of about $300 million in 2014
¢ Common equity issuance of $977.5 million related o Capital spending of $3.9 billionin 2014
to mandatory convertible securities ¢ Dividends of roughly $960 million in 2014

o Credit facility availability of about $6 billion in 2014
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Other Modifiers

Modifiers have no impact on the rating outcome.

Group Influence

The stand-alone credit profile of 'a-' for KU reflects our view of its business and financial risk profiles and is two
notches stronger than the group credit profile of PPL, which is currently 'bbb'. Under our group rating methodology,
we consider KU to be a core subsidiary of the PPL group reflecting our view that the company is highly unlikely to be
sold and has strong long-term commitment from senior management. Moreover, there are no meaningful insulation
measures in place, and therefore, the ICR for KU is equal to the PPL GCP,

Ratings Score Snapshot

Corporate Credit Rating
BBB/Watch Pos/A-2
Business risk: Excellent
e Country risk: Very low
e Industry risk: Very low
e Competitive position: Strong
Financial risk: Significant
e Cash flow/Leverage: Significant
Anchor: a-
Modifiers
e Diversification/Portfolio effect: Neutral (no impact)
e Capital structure: Neutral (no impact)
e Liquidity: Adequate (no impact)
e Financial policy: Neutral (no impact)
e Management and governance: Satisfactory (no impact)
e Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a-
e Group credit profile: bbb
e Entity status within group: Core (-2 notches from SACP)
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Recovery Analysis

We assign recovery ratings to first-mortgage bonds (FMBs) issued by U.S. utilities, which can result in issue ratings
being notched above an ICR on a utility depending on the rating category and the extent of the collateral coverage.
The FMBs issued by U.S. utilities are a form of "secured utility bond" (SUB) that qualify for a recovery rating as
defined in our criteria.

The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in
utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the
creditor class and the durable value of utility rate-based assets during and after a reorganization given the essential
service provided and the high replacement cost) will persist in the future.

Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative to the amount of FMBs outstanding. FMB ratings can exceed an ICR on a utility by up to one notch in the
'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories depending on the
calculated ratio,

KU's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently
acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating two notches
above the ICR.

Related Criteria And Research

Related Criteria

Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Jan. 2, 2014

Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

General Criteria: Group Rating Methodology, Nov. 19, 2013

General Criteria: Methodology: Industry Risk, Nov. 19, 2013

Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And
Sovereign Issuers, May 7, 2013

Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For ‘1+’ And ‘I’ Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013

General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012

General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

2008 Corporate Criteria: Rating Each Issue, April 15, 2008

2008 Corporate Criteria: Commercial Paper, April 15, 2008

WWW.STANDARDANDPOORS.COIV JULY 18, 2014 6

© Standard & Poor's. Allrights reserved. Norepn ntor disserination withowt Standard & Poor's permigsion. See ‘I'erms of Use/Disclaimer on the last pagd347630 | 300642892



S BUSne AR EInancIal RIERIMatix

Attachment #1 to Response to AG-1 Question No. 181

31 of 42
Arbough

Financial Risk Profile

Business Risk Profile Minimal Modest Intermediate Significant Aggressive Highly leveraged
Excellent aaa/aa+ aa at/a a- bbb bbb-/bb+
Strong aa/aa- at/a a-/bbb+ bbb bb+ bb
Satisfactory a/a- bbb+ bbb/ bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-
Vulnerable bb- bb- bb-/b+ b+ b b-
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Copyright © 2014 by Standard & Poor's Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, [nc.All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form» by any means, or stored in a database or retrieval system,
without the prior written permission of S&P. The Content shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any
third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy,
completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions, regardless of the cause, for the
results obtained from the use of the Content, or for the security or maintenance of any datainput by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULARPURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS
OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. [n no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost
profits and op portunity costs) in connection v/ith any use of the Content even if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact or recommendations to purchase, hold, or sell any securities or to make any investment decisions, S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on andis not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P's
opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment advisor. While S&P has
obtained information from sources it believes to be reliable, S&P does not perforni an audit and undertakes no duty of due diligence or independent
verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from
obligors. S&P reserves the right to disseminate its opinions and analyses. S&P’s public ratings and analyses are made available on its Web sites,
wwiw.standardandpoors.com (free of charge), and www.ratingsdirect.com and ww.globalcredit portal.com (subscription), and may be distributed
through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
ww.standardandpoors.com/usratingsfees.
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MooDy’s

INVESTORS SERVICE

Rating Update: MOODY'S AFFIRMS Aa1 ON KENTUCKY UTILITIES COMPANY'S
LOC-BACKED REV. BONDS SER. 2000 A, 2004 A, 2006 B AND 2008 A

Global Credit Research - 14 Feb 2014

$194.8M debt affected. Long-term ratings based on joint support from KU and LOC provider,
Sumitomo Mitsui Banking Corporation

Mercer (County of) KY
Fully Supported
KY

Opinion

NEW YORK, Feb 14, 2014 -- Moody's Investors Service has affirmed the Aa1 long-term joint support letter of
credit backed ratings of the County of Mercer, Kentucky Solid Waste Disposal Facility Revenue Bonds 2000
Series A (Kentucky Utilities Company Project), the County of Carroll, Kentucky Environmental Facilties Revenue
Bonds, 2004 Series A and 2008 Series A (Kentucky Utilities Company Project), and the County of Carroll,
Kentucky Environmental Facilities Revenue Refunding Bonds 2006 Series B (Kentucky Utilities Company Project)
(collectively the Bonds). The short-term VMIG 1 rating assigned to the Bonds remains unchanged.

SUMMARY RATING RATIONALE

Moody's reviewed the long-term joint support rating of the Bonds following Moody's upgrade of Kentucky Ultilities
Company (KU) to A3 from Baa1 on January 31, 2014. For more information on Moody's rating of KU see the rating
update report dated January 31, 2014. Each Series of Bonds is supported by a separate letter of credit provided
by Sumitomo Mitsui Banking Corporation (the Bank). The long-term rating of the Bonds continues to be based on
joint default analysis (JDA) which reflects Moody's approach to rating jointly supported transactions. The JDA
ratings are based upon the long-term rating of the Bank as provider of the letter of credit, the ratingof the
underlying obligor and the structure and legal protections of the transaction which provide for timely debt service
payments to investors.

Moody's currently rates the Bank's long-term and short-term obligations Aa3 and P-1, respectively.
DETAILED CREDIT DISCUSSION

Since a loss to investors would occur only if the Bank and KU default in payment, Moody's has assigned the long-
term rating based on the joint probability of default by both parties. In determining the joint probability of defauilt,
Moody's considers the level of default dependence between the Bank and the obligor. In this case, Moody's has
determined that there is a low level of default dependence, and based on such determination, the joint probability of
default results in credit risk consistent with a JDA rating of Aa1.

WHAT COULD CHANGE THE RATING-UP

The long-term JDA rating of the Bonds could be upgraded if Moody's were to upgrade either the long-term rating of
the Bank or KU.

WHAT COULD CHANGE THE RATING-DOWN

The long-term JDA rating of the Bonds could be downgraded if Moody's were to downgrade the long-term rating of
the Bank or KU, or if the level of default dependence, as determined by Moody's, between the Bank and KU were
to increase.

PRINCIPAL METHODOLOGY USED

The principal methodology used in this rating was Rating Transactions Based on the Credit Substitution Approach:
Letter of Credit backed, Insured and Guaranteed Debts published in March, 2013. Please see the Credit Policy
page on www.moodys.com for a copy of this methodology.
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REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

For any affected securities or rated entities receiving directcredit support from the primary entity(ies) of this rating
action, and whose ratings may change as a result of this rating action, the associated regulatory disclosures will
be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, if applicable to
jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.

Analysts

Michael J Loughlin
Analyst

Public Finance Group
Moody's Investors Service

Thomas Vincent Jacobs
Senior Credit Officer
Public Finance Group
Moody's Investors Service

Contacts

Journalists: (212) 553-0376
Research Clients: (212) 553-1653

Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

USA

Mooby’s

INVESTORS SERVICE

© 2014 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and
affiliates (collectively, "MOODY'S"). All rights reserved.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATION") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDITRATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, ORHOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

Allinformation contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliabte including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannotin every instance independently verify or validate information received in the rating process or in preparing
the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employces, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
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use any such information, evenif MOODY'S or any ofits directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the partof, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S INANY FORM OR MANNER
WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCQ"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you representto MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients"” within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients, It would be dangerous for "retail clients” to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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MoobDyY’s
INVESTORS SERVICE

Credit Opinion: Kentucky Utilities Co.

Global Credit Research -08 Dec 2014
Lexington, Kentucky, United States

Ratings

Category Moody's Rating
Outlook Stable
Issuer Rating A3
First Mortgage Bonds A1
Senior Secured Shelf (P)A1
Sr Unsec Bank Credit Facility A3
Commercial Paper P-2
Uit Parent: PPL Corporation

Outlook Positive
Issuer Rating Baa3
Pref. Shelf (P)Ba2
Parent: LG&E and KU Energy LLC

Outlook Positive
Issuer Rating Baa2
Senior Unsecured Baa2
Contacts

Analyst Phone
Toby Shea/New York City 212.553.1779
William L. Hess/New York City 212.563.3837

Opinion

Rating Drivers

- Supportive regulatory environment
- Large capital expenditure program
- High coal concentration

- Strong and stable financial metrics
Corporate Profile

Kentucky Utilities (KU: A3 stable) is a regulated public utility engaged in the generation, transmission and
distribution of electricity. KU provides electric service to approximately 514,000 customers in Kentucky and
29,000 customers in Virginia. Its service territory covers approximately 4,800 square miles.

KU is a wholly-owned subsidiary of LG&E and I<U Energy LLC (LKE: Baa1 stable). KU and its affiliate, Louisville
Gas and Electric Company (LG&E: A3 stable), are the two main operating entities of LKE. LKE, in turn, is wholly
owned by PPL Corporation (PPL: Baa3 positive), a diversified energy holding company headquartered in
Allentown, PA.

SUMMARY RATING RATIONALE

KU's A3 issuer rating reflects its sound financial performance and the credit supportive regulatory environment in
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which it operates, offset in part by a large capital expenditure program and, to a lesser extent, a lack of fuel and
geographic diversity.

DETAILED RATING CONSIDERATIONS
SUPPORTIVE REGULATION PROVIDES FOR TIMELY COST RECOVERY

We consider the Kentucky Public Service Commission (KPSC) to be supportive of long term credit quality and
note that it has approved various tracker mechanisms that provide fortimely cost recovery outside of a rate case.
KU's tracker mechanisms include a Fuel Adjustment Clause (FAC), an Environmental Cost Recovery Surcharge
(ECR) and a Demand-Side Management Cost Recovery Mechanism (DSM). KU does not have a decoupling
mechanism in place, which subjects IKU's net revenue to weather volatilities. The lack of a decoupling mechanism
is less of an issue for non-weather related demand fluctuations because KU has the DSM and expects to have
modest load growth in 2015.

In December 2012, the KPSC approved KU's settlement regarding the rate case filed in June 2012 which
requested a base rate increase of $82 million for electricity (6.5%), to take effect in January, 2013. The settlement
granted KU an increase in electric base rates of $51 million with an authorized ROE of 10.25%. The rate case
progressed without being unusually controversial or contentious; we consider the decision a constructive result.
Due to the high level of planned capital expenditures, LG&E and KU filed a rate case in November of 2014,
requesting increases in annual base electricity rates of approximately $30 million at LG&E and approximately $153
million at KU along with an increase in annual base gas rates of approximately $14 million at LG&E. The proposed
base rate increases would result in electricity rate increases of 2,.7% at LG&E and 9.6% at KU and a gas rate
increase of 4.2% at LG&E. All would become effective in July 2015.

LARGE PLANNED CAPITAL EXPENDITURES

Capital expenditures for KU are expected to remain at elevated levels from 2014-2018. Total capital expenditures
are expected to be $2.7 billion, with $1 billion related to environmental. The total estimated amount represents
about 44% of its net book value of property, plant and equipment, which stoods at about $6.1 billion at the end of
the third quarter 2014.

The disallowance risk associated with large capital expenditures is meaningfully moderated by Kentucky's
supportive regulatory environment as detailed above. KPSC is also authorized to grant return on construction
work in progress (CWIP) in rate case proceedings. Moreover, the ECR virtually eliminates regulatory lag for
investments associated with complying with the Clean Air Act and coal combustion waste and byproduct
environmental requirements. The terms of the ECR allows KU to receive the return of and a return on the
investment starting two months after making the investment. This is highly favorable compared to the traditional
process where regulatory lag could last a few years due to the length of the construction period plus the rate case
proceeding.

HIGH COAL CONCENTRATION

KKU's current fuel mix is heavily biased towards coal. Of its 4.7 GW of generating capacity, 3.2 GW (67%) is coal-
fired which provides almost all (98%) of the electricity generation. The remaining 33% of the generating capacity is
comprised mainly of gas- or oil- fired facilities that are utilized as peakers.

The fuel concentration, though a credit negative, is acceptable for its rating levels because Kentucky is very
supportive of the coal industry. Kentucky is one of the leading coal producing states and the coal industry is very
important to the local economy. This supportis evidenced by the passage of the ECR, which provides the
company with highly favorable terms for its investments in coal-related environmental expenditures.

KU's fuel concentration mix may also improve in the future as KU, along with LG&E, is building a 640-MW gas-
fired combined cycle plant at Cane Run. The Cane Run gas plantis under construction and due to be completed
by the end of 2015. Cane Run will replace some of the less economic coal plants totaling 234 MW at Tyrone and
Green River, as well as the 563 MW retirement of Cane Run coal plant in 2015. KU and LG&E had also planned to
build a 700-MW gas-fired combined-cycle plant at KU's Green River generating site but the companies withdrew
that proposal in August 2014 as a result of municipal contract terminations at KU.

HEALTHY FINANCIAL PROFILE

iKU's financial metrics have been strong for its rating. As of September 30, 2014, the ratio of consolidated cash
flow before changes in working capital (CFO pre W/C) to debt was 26% for the last twelve months and for the



Attachment #1 to Response to AG-1 Question No. 181
39 0f 42
Arbough

average of the past three years. Debt to capitalization was 36% for thelast twelve months and for the average
over the pastthree years. KU's financial metrics may decline somewhat over the next few years due to the
expiration of bonus depreciation after 2013 and the large capital expenditure program. However, we expect KU's
financial metrics to remain supportive of its rating levels based on the company's targeted capital structure of 52%
equity, which is calculated net of goodwill and fully loaded with rating agency adjustments. KU's goodwill amounted
to $607 million at the end of September 2014 and in comparison total equity, including the goodwil, was $3,170
mitlion.

Liquidity Profile

KU has adequate liquidity. As of September 30, 2014, after accounting for all commercial paper backup and letter
of credits issued, KU had $270 million available under its $400 milion revolving facility. For the past twelve months
ending September 2014, KU had a negative free cash flow of $352 million which is likely to be more sizeable in the
coming years given its large capital expenditure program. KU's next long-term debt maturity is a $250 million first
mortgage bond issuance due November 2015.

LKE manages the liquidity ofits Kentucky utility operations on a consolidated basis. KU has a $400 million stand-
alone revolving credit facility and LG&E, it sister affiliate, has a $500 million stand-alone credit facility. Both
facilities expirein July 2019. LKE, KU's parent company, also has a $75 million syndicated credit facility that
expires in October 2018. Each facility contains a financial covenant requiring the companies' debt to total
capitalization not to exceed 70%. All entities were in compliance as of September 30, 2014.

Rating Outlook
KU's stable outlook reflects its supportive regulatory environment and solid financial performance.
What Could Change the Rating - Up

The potential for upgrade is low due to the large upcoming capital expenditure programs. However, upward
pressure could result should the company receive more favorable regulatory recovery mechanisms for non-
environmental related capital expenditures and maintain its CFO Pre WC/debt ratios at 26% or above.

What Could Change the Rating - Down

KU's ratings could be downgraded should the company experience an unfavorable rate case outcome or if
unanticipated changes were made to the regulatory compact that currently provides for timely recovery of costs
and this were to lead to the company's ratios of CFO pre-WC to debt and retained cash flow to debt dropping
below 20% and 15%, respectively, for an extended period of time.

Rating Factors

Kentucky Utilities Co.

Regulated Electric and Gas Utilities Industry | Current LTM {3)Moody's 12-18 Month Forward

Grid [1][2) 9/30/2014 ViewAs of December 2014

Factor 1 : Regulatory Framework (25%) Measure | Score Measure Score
a) Legislative and Judicial Underpinnings of A A A A
the Regulatory Framework

b) Consistency and Predictability of A A A A
Regulation

Factor 2 : Ability to Recover Costs and Earn

Retums (25%)

a) Timeliness of Recovery of Operating and Baa Baa Baa Baa
Capital Costs

b) Sufficiency of Rates and Returns A A A A
Factor 3 : Diversification (10%)

a) Market Position Baa Baa Baa Baa
b) Generation and Fuel Diversity Baa Baa Baa Baa
Factor 4 : Financial Strength (40%)
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a) CFO pre-WC + Interest/ Interest (3 Year|8.2x Aaa 6x-8x Aa
AvQ)
b) CFO pre-WC / Debt (3 Year Avg) 25.7% A 22%-26% A
¢) CFO pre-WC - Dividends / Debt (3 Year |19.8% A 16%-19% A
Avg)
d) Debt / Capitalization (3 Year Avg) 36.3% A 35%-40% A
Rating:
Grid-Indicated Rating Before Notching A2 A2
Adjustment
HoldCo Structural Subordination Notching
a) Indicated Rating from Grid A2 A2
b) Actual Rating Assigned A3 A3

[1] All ratios are based on 'Adjusted’ financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. (2] As of latest 9/30/2014; Source: Moody's Financial Metrics {3] This represents Moody's

forward view; not the view of the issuer; and unless noted in the text, does notincorporate significant acquisitions

and divestitures.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on http://www.moodys.com for the most updated credit rating
action information and rating history.
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