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Ms. Elizabeth O’Donnell

Executive Director

Kentucky Public Service Commission Y

211 Sower Boulevard QEQQEVED
Frankfort, Kentucky 40602 FEB 2 1 2007

PUBLIC SERVICE
" COMMISSION

Kentucky Utilities Company
State Regulation and Rates
220 West Main Street

PO Box 32010

Louisville, Kentucky 40232
www.eon-us.com

Rick E. Lovekamp
Manager - Regulatory Affairs

T 502-627-3780
February 20, 2007 F 502-627-3213
rick.lovekamp @eon-us.com
RE: Kentucky Utilities Company for an Order Authorizing the Issuance
of Securities and the Assumption of Obligations
(Case No. 2006-00390)

Dear Ms. O’Donnell:

Pursuant to Ordering Paragraph No. 7 of the Commission’s Order in the
aforementioned proceeding, Kentucky Utilities Company (“KU”) hereby files
an original and three (3) copies of information related to an issuance under said
Order.

On February 7, 2007, KU borrowed $53 million from Fidelia Corporation in
accordance with the order issued February 6, 2007 in the above-referenced
case. The details of the loan are shown below:

Borrower: Kentucky Utilities Company
Lender: Fidelia Corporation
Amount: $53 million

Maturity Date: February 7, 2022

Interest Rate: 5.69%

Price Paid: 100%

Proceeds: $53 million

Commissions Paid: None

Legal Costs: None

Security for Loan:  None
Interest Payments:  August 7 and February 7 commencing
August 7, 2007

The proceeds of the loan were used to fund capital projects described in the
application.
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Ms. Elizabeth O’Donnell
February 20, 2007

The interest rate was set using the lowest rate quoted to KU at 0.87% above the
yield on the ten-year treasury bond (4.82%). The supporting price indications
from the investment banks are attached along with a copy of a page from
Bloomberg showing the yield on the treasury bond. The lowest rate quoted to
KU by the investment banks was lower than the average bid quoted to E.ON
A.G. Once again, the supporting price indications are attached. The bids are
summarized in the table below:

KU E.ONAG

Pricing Pricing
Low bid above ten-year treasury 0.87%
Ten-year treasury rate 4.82%
All-in cost 5.69%
Average bid above ten-year treasury 1.01%
Ten-year treasury rate 4.82%
All-in cost 5.78%

The 87 basis point spread is comparable with recent ten-year and thirty-year
debt issuances from other energy companies with a similar credit rating. (See
table below along with attached support documentation).

Issuer Moody's / S&P | Maturity Spread
Alabama Power Co. A2/A 02/01/2017 | + 72 bps
Alabama Gas Corp. Al /BBB+ 01/15/2037 | + 113 bps
Northern Natural Gas A3 /A 02/15/2037 | + 95 bps

Please confirm your receipt of this information by placing the File Stamp of
your Office on the enclosed additional copy and returning it in the envelope
provided.

Should you have any questions regarding this transaction or this information,
please contact me at (502)627-3780 or Don Harris at (502)627-2021.

Sincerely,
o X >
Rick E. Lovekamp

cc: Dan Arbough
Kendrick Riggs — Stoll - Keenon - Ogden
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8 AS erecw FOWC maintained its 5.255 ta a >
The Fed hald a more upbeat growth o J[ll’m’)l‘ citing that the housing mnlwt &g shawn tentative signs of stabilization and recent ecanomic
indicators have suggested somawhat firmer growth
Fed appeared marginally more relaxed oo inflation retterating thal risks remain due te tightness in the labor market, however wflation
readings have “improved modestly " and are expected to continue to moderate nver time
The Fed commentary caused treasury vields to pause from thelr twamanth upaard trend, with the 10-p0 UST eading the week down 4bp

B Ther futures markel now seedichs & single 250p rate cut over the next 18 months
JPmorgan rezgarch maintains the view that the Fed will begin rafsing rates in late 2007, with target Fed funds reaching 5.75% by year end

a JPMorgan's forecast Tar G107 real GDP growth holds a1 2.5% cvrlag 1o the continued weakaess in housing and manufacturing, and less help

for consumer spending {rom falting fuel prices

-y

5 Q46 real GOP growth of 3,58 exceeded expoctations indicating that the sconomy continaed Lo expand at a solid pace through the werst
of the decling in hOL unq activity
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Fardd fondy rate 5% 9.09% 3.15%

Jom LIBGR §.AU% Go45% §.50%

Tyr UST 4 B0% 4.90% 5.10%

Swr UST 4. 10% 4.75% 4.30%
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® frvestnent grade new e sepply totated $Ebn last week, bringing YT0 supply 10 approximately S72bn, which is on par with January 2065
However, corporate secter supply has been noticeable light (368% lower Yoir) - Scaretly of corporate sector supply has led ta well
oversubscrbed orderbooks and lowo: few fssue premiv

# JPMorgan acted as Sole Structuring Adviser for Capital One's (Raa2f8BB-) $300mm fixed rate Capital Efficient Notes {“CENts") offering,

priceng at 6.745% (T+175bps); structure included a 7% year final matority with a 30-vear schieduied maturity and a pac call option in vear 25,
proveiding 25 years of "Basket D equity credit from Maody's
Atlracted 125 lnvestors generaling an orderbook of ever 53.6bn, allowing the offering o priced 3 bps inside of existing CENLS. Rarrow
structural premium of A0kp {vs 80bp on pravious effaring) reflects current strength of hybrid market
a JPMorgan acted as Jolnt Bookrunner for CenterPoint: CenterPoint Energy, Inc {Ba1/88B-} issued S250mm 10-year unsecured noles:
CenterPoint Energy Resources Corp {Baa3/BEB) issuad $150mm -vear unsecursd nates
The offerings guickly became multiple Umes aversubse enabling the offerings to price through secandary market trading lev s

4t tzhter on the month

s o0 hold wilhy declining inflation risks drove spreads tightsr
Lack of corporaie sector supply provided strong techrical backdrop for soread performance

g Corperate carmings for Qb 3006 appear oixed with 51% of S4P 500 companies e reported Q4 earnings; YoY eamings growth is 8,27%, lower

1 the double-dight growth rate experienced in each of the previcus 13 quarters

Pace of earnings growth is maderating, and more campanies are struggling to meet expectations amid @ maturing economy, high

commcdity prices and snoreasing competition

fr

@ JUL) frestmant grade spread indes clo
Strong econcimic groveth while the

® Risk pramiums throughout the markets have declined - the IPNargan Emerging Yarels and High vield indices are trading at record tights
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The Hovember trade repors showeed that the deficit was lower than consensus expectations: exports shawed an 11
shawed a 9% decling in the guarter

sild weather across thie countey this winter kas provided a modest beost to construction activity and has depressed energy prices with
crude il mow $1070b1 below it Decomber avers
Last Friday retail sales surprised on the upside
faliing energy prices and surging eouitios

ain while dmports

2 conzensus astimats of

%, reflacting conzumer strength dersved from

This recont upbeat perfarmanse, lower fuat grices end rising equitles are improving prospects far 1007 growth

u The jPMorgan forecast for AQ00 real GOP growth veas rewised up to 3003 quarter over quarter (from 2.5%)

@ Tie Us Treasury market remained generally unchangad for most of last week on bght economic data flov, however treasuries sold off by Sbp
Y g ¥ g g Y bR

follpwing a surprize benchmark rate hike by the Sank of Zngland

British pelicy makers cited inflaticn risks as the driver of the hilke saying that the risks “now appear mare 1o the Lpside”

Treasury yields have steadily increased since December (1 Bhp increase in 0ve Treasury yield}

Tiis wees, market participants wit he f rnanke testimony

Faed Funds rate

Im LIBOR 5.36% 5.40% 3.45% 5.50%

2yr UST 4.78% 4.80% & 4%, §.18%

Syr UST 4668  470% 473 L30% e
18y¢ WET 4.68% 4.65% & 70% 4.80%

yr UST 4.76% 4.70% 4. 70% 2.75% : : : 1

10 105 curve 10 bpx 3bps Flay 5 Lpy ;

Sursigan fomrcasls 3t 00 LAULOIT, 1oreeate Ate R0 uartarsensd Japss Hay.5 Sep-97 Jan-00  May-02 Sep-04 Jan-07

he 2007 VTD tota
53bn of the 533 Jhn figure has heen corporate issunnce, with only 3 utility ssuers testing the market:
PN L0-vaar Mote at T+936p

o over the ¢

Hpwever, only a Listae over

Sputhwestern Electric Pawer (Baat FBBEL, an AEF apeating comparny, i
The Southam Company (A1 A} e SECIMM I at T+60bp
Alabama Gas Corp (AT/BLB ) issuad $450M 30-year Sonds ot T+113bp

oy has been multi-faceted:

:

2 Theimpact of the lack of corparate g
Aorobuet secondary market, with spreads romalning very well bid

spreads finished Ihp tighter last wael

High grade corporate bond
Market technicals are very supporlive of appartunistic ssuance
pricing benefi
M markel ros

Ivstors are searching for supsply, which has abviou

Given the inverted yield curve and ungertain Fed, the
assel Beap equivalent fixed -raves

wkng very strong, with issuers currently pricing FRIN's through the

Aomarked aptich inoreve Ity fromn nvestors for particular credits

increased activity in the CDS market, with fnvestors positioning themselves for future anticipated supply

Date “fvsugr Ratipgs Size  Coupon Maturity L " .

1787 SQUTHWISTERN £LEC POWER Beaf/EBE 230 - 5.550  OL/13/2017° ‘ %2004 - B:2005 #2006
173 TCEC] BANK LIMITED Baalltb. fia FEH LG ARL G4

% ICICE BANE LIMITED Braddbif. 730 5.793 el 134

Y SR BANK LIMITED Roasd /BB~ 758 635 403072022 174.3

i FRIGE PROPERTY FUHDING H3A 200 3,405 FTEL 014 HEE

19 FRIME PROPERTY FUMDING LR e 3,625 1901309017 20

gk SHAPGN IHC A1 A 156 FRH DISI2PE340 IML+1D

s EHARGH NG AP 31 3500 8101 5:'20‘1? -5

# B ™ P4 4 " J. "y E

:; 0 )54,Ainﬁ}JJ1 GAS CORP : %1‘1 SE8- 44 “ﬁ‘QDL !]11.151:‘33 Jan Apr Jul Oct
YA SDUTHERKE CO ; AIFA. 500 3,300 $14158/20%
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s Last week, Fhiih t Flesser, repuled to be one of the more hawkish FOMC members, axpressed a growing concern abeut inflation
risk. Plossers inflation concerry were more or lass echoe:
above 2 would be "unacceptania”

4 Fad Chairman Bernanke witl daliver his semiannual Monetary Policy Repert betore Congress on Wednesday
¢ dPMergan doas nat expect him 1o signal a moeve toword a neutral policy stance, but instead to refterate the FOMC's coacern on tight
resgurcs ubilization kaving the potential to sustain infiationary pressures
# U5 Treasuries rallied wilh the whyear Treasury yield falling 4bp and closing the week at 4.76% and the 30-year Treasury falling Sbp to 4.57%
g The -, W, and Iyear refunding auclons took place 1ast week and were wolhreceived, caming 1-2 bp through the market
s The 53%bn in 10year aguivalents was surprisingly well dig

C9-Feb-07 Q07 2Q07 ot

e S Bt LNV 1 = 30-year
= Fed funds rote 5.25% 5.25% 5.15% 3.15% ,
T imoLson 536%  5.40%  5.4%% 540X 595K ny Vi i
: 3 ok

2yt UST 4.%1% ER B0% . 5,45 ; g V. e, 1o . :

Iyr UsTY 4.91% U5 4 9},,‘ 5 i % N "5'5;‘&;\ "'*"Ih',}\{“;u\,f’“'mﬁ‘wﬁ' ,4 %{‘
L Syr usT 47EY 4TI% AMEE A50% 5.15% %‘ﬁ& ?F‘Wﬂ%' ;

L3 o
" 10yr UST 4.78% 4.65% 4,70% 4.80% 5.10% mf"ﬁw i
W
b= | 3opr usT 4LE6% 4TUE ATGY 4TS 5008 g | ‘ ‘ . i) 1 ,
s 105! 308 curve &hps 5 bps Flat, -3 hos <30 bpy .
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- ¥ investment grade new Bsul supply totaled reughly 520bn tast week, bringing YTD supply 1o $B3bn

After starting cut the year at very tight Jevels already, FRNs continue to see significant Lightening panicularly as thay extond out the

- B As was the case for much of last year, floating rate notes continue to previde relative value over comparatle fixad-rate corporate bonds
= .
< maturity curve anrd down the credit curve

LA with demand for FRNs remaining streng, supply has followed and YT volumes are on par with last year's record pace

}_ B PMorgan continues to be an active participant 1n the pew issue calendar, serving as bookruaner on some of the most notakle afferings:

1 o CHT (A2/A) ssued 52bn across $TIImm of Syr FRNs at 3mSLa25 bp, $5C0mm of Syr fixed rate at T+bs bp and $T50nm of 10yr fixed rate at
L T+93 bp, pricicg with a migimal fnew Bsus Shan

o

The offering received overwhelming demand, with the final orderbook showing $5.5bn in orders irom over 170 ECOOUNLS,
- Ambac Financial Group {Aa3dA+) priced $400mm of Basket D "CENts™ type hybrids, which featdred a 30 ye scheduled maturity and an 80
1 yr final matueity, at T+135 bps - implying a +23bp subordination premlum to senlar unsecured levels, the tightast one seen 5o far
The nrderhook want s towikhio 15 minutes of announcement after receiving over $3hn of interest from 150 accounts
8 There was Jusl one news isug in the utility and pipeline space & the majority of suers semain in eamings blackout periad
Hortherr Hatural Gas {A3/A1, a subsiliary of Midamerican Energy, issued a $150MM 30-year bond at T+@54p
g Oespite hgh grade corporate bond spreads finishing last week unchanged, soreads are tighter across every sector thus far in 2007
Investa

currently see value i iovestment grade konds versus other asset classes, which are Lrading close Lo or 22 all- time tights {e.g.

- high yield, emarging markets)
= w o \ith 75% of SEPSOD companies having regor arvings per share growth currently stands at 11.4% {consensus was §
= e
“‘ Date Jssuer Ratings ~ Size ‘Coupor — Maturily - Soread
A A A A T T Py 500 5.F00  DR/AGS00T 80 10 - M 2004 ®20605. 2006
6 LT GROUP INC AIfA 730 FEH GR713F2012 XahLe2b 8 II
L R CIT GROYP INC AZIA SO0 BAGD 031371011 66 6 ;
. HS CIT GROUP INC 214 730 5650 DA1aS2017 W |
0 6 GEMERAL ZLEC CAF LORP ARBAAA SO FRN DQ/NS/I0IT Rl 4 ;
— Ut GENERAL SLEC Car CORP AsBAAAG 1500 5LO0 WZAISSINT 46 7 4] s % 1
~ 526 AHHEUSER-BUSCH €O5 HC s204 W0 5500 OMOUI0IT E) i % gg;
Tl uib KTETINC AOA TSR 6375 A2/1861056 - 0 :
§ONT O AMBAL FRIANCIAL GROUP NG KadfA 400 RIS WO 1B
1T HORTHESH NATURAL GAS A S0 UBE00 054037 s Oct

Sorrr Sesuctbes 3 7
Shalng tedisated abIY I0F Pene feaates dererir: Sentloes Dala Loen .JPMorgaﬁ LN




KU Intercompany Loan with Fidella ($§53MM)

Spread Comparison - February 7, 2007

KU E.ON AG
Lehman Brothers 0.87%
Wachovia 1.13%
Merrill Lynch 0.98%
Deutsche Bank 1.00%
Goldman Sachs 0.96%
ABMNAMIO 1.07%
Lowest Rate - KU, Avg. Rate - E.ON AG 0.87% 1.01%
10-Year US Treasury Rate at Pricing 4.82%

All-in Rate

5.69%
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Anderson, Rhonda

From:
Sent:
To:

Cc:
Subject:

Heintzen, Licba [Lioba Heintzen@eon.com]
Muonday, February 05, 2007 3:58 AM
Horne, Eilictt

Arbough, Dan

WG Refinanzigrungs-Spread
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FW: Indicative pricing USD private placement Pag

W

Anderson, Rhonda

From: Heintzen, Lioba [Lioba Heintren @eon.eom]

[
Sent: Monday, February G5, 2007 3:56 Al
To: Horng, Elliott

Cc: Arbough, Dan

Subject: WG Indicative pricing USD private placement

Von: Schrage, Godefroy [mallto:Godefroy. Schrago@gs.com]
Gesendet: Freitag, 2. Februar 2007 15:48

An: Heintzen, Licba

Cc: Hofmann, Jens (I8, PBC/0L1); Meckel, Jans; Mercier, Thomas
Betreff: F\W: Indicative pricing USD private placemmt

Dear Ms. Heintzen,
Further to yvour request o Thomas Mercier on an indicative pricing for a 550m private placement.
We would see all-in costs in the UST+88bp srea.
bl ==
Please let us know, if yau have any questions

Best regards,

Galdman Sachs International

Peteroaraugn Court | 133 Fleet Shect | Landor EC44 288
44 (N2 TTTS Ifﬁﬁﬂg Crirged, +82 {020 7774 9486
Roedde 1‘]}1,,[‘3 77V4

E-mrdrd. gocefroy schragofigs.com

Godefroy Schrago

Irvastment Banking Divigion

R R R A o e o s ol ol e e s sk ook

ik kR Important Notice
b s e 5 e o e e ot s R S s e ok o o o o ol S o

This e-mail may contain infbmmlion that is confidential, privileged or otherwise protected from disclosure. If you
are not an intended recipient of this c-mail, do nat duplicate or redistribute it by any means. Please delete it and
any attachments and notily the sender that you have received it in emor, Unintended recipients are prohibited
from taking action on the basis ol information m this e-mail.

E-mail mesgsages may contain computer viruses or other defects, may not be accurately replicated on other
systems, or may be mtercepted, deleted or interfered with without the knowledge ‘1’" the sender or the intended
recipient. If you are not comfortable with the risks associated with e-mail messages, vou may decide not to use -
mail o cmmmmcam. with Goldman Sachs.

Croldman Sachs reserves the right, to the extent and under circumstances permitted by applicable law, to retain,

Lo YT



Anderson, Rhonda

From:
Sent:
To:

Cc:
Subject:

Heinizen, Licba {Lioba.b
Manday, February 05, 2
Horne, Eiliolt

Arbough, Dan

WG Spread

eintz rfi’)eon.com]
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