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Ms. Sz_ira Kyle Kentucky Utilities Company
Chairman State Regulation and Rates
Tennessee Regulatory Authority 220 West Main Street
460 James Robertson Parkwa PO Box 32010

y Louisville, Kentucky 40232
Nashville, TN 37243-0505 www.eon-us.com

Rick E. Lovekamp
Manager - Regulatory Affairs
T 502-627-3780

VIA UPS OVERNIGHT DELIVERY F 502-627-3213

rick.lovekamp @eon-us.com

June 4, 2007

RE: Petition of Kentucky Utilities Company for an Order Authorizing the
Issuance of Securities and the Assumption of Obligations
Docket No. 07-00043

Dear Ms. Kyle:

Pursuant to Ordering Paragraph No. 3 of the Commission’s Order in the
aforementioned proceeding, Kentucky Utilities Company (“KU”) hereby files
an original and three (3) copies of all correspondence submitted to the
Kentucky Public Service Commission (“KPSC”) and the Virginia State
Corporation Commission (“VSCC) under said Order.

On February 27, 2007 KU filed responses to KPSC Staff Date Requests. Also,
on April 20, 2007, pursuant to the KPSC Order Authorizing the Issuance of
Securities and the Assumption of Obligations, a report setting forth the loan
provisions of $75,000,000 borrowing from Fidelia Corporation was provided.

Additionally, KU, d/b/a Old Dominion Power (“ODP”) filed pursuant to the
VSCC Order Authorizing the Issuance of Securities and the Assumption of
Obligations, a Preliminary Report of Action as stipulated in the order.
Preliminary Reports of Action are due 60 days after the end of each calendar
quarter with a Final Report of Action to be filed on or before March 31, 2008.



Attached are copies of all current correspondence submitted to the KPSC and
VSCC. Please confirm your receipt of this information by placing the File
Stamp of your Office on the enclosed additional copy. Should you have any
questions regarding this transaction or this information, please contact me or
Don Harris at (502)627-2021.

Sincerely,

NG ko

Rick E. Lovekamp

cc:  Eddie Roberson — Tennessee Regulatory Authority
Pat Miller — Tennessee Regulatory Authority
Dan Arbough
Kendrick Riggs — Stoll - Keenon - Ogden
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Elizabeth O’Donnell Kentucky Utilities Company

Executive Director State Regulation and Rates
220 West Main Street

Public Service Commission of Kentucky

| d PO Box 32010
211 Sower Boulevar Louisville, Kentucky 40232
Frankfort, Kentucky 40602 WWW.e0on-us.com

Rick E. Lovekamp

Manager - Regulatory Affairs
T 502-627-3780

F 502-627-3213

rick.lovekamp @eon-us.com

February 27, 2007

Re: The Application of Kentucky Utilities Company for an Order
Authorizing the Issuance of Securities and the Assumption of
Obligations — Case No. 2007-00024

Dear Ms. O’Donnell:

Enclosed for filing please find and accept for filing the original and five copies
of Kentucky Utilities Company’s Response to the Commision Staff’s First Data
Request dated February 16, 2007, in the aforementioned proceeding.

Should you have any questions conceming the enclosed, please do not hesitate
to contact me.

Sincerely,
Rick E. Lovekamp

cc:  Kendrick R. Riggs
John Wade Hendricks
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF KENTUCKY UTILITIES )

COMPANY FOR AN ORDER AUTHORIZING )

THE ISSUANCE OF SECURITIES AND THE ) CASE NO. 2007-00024
)

ASSUMPTION OF OBLIGATIONS

RESPONSE OF
KENTUCKY UTILITIES COMPANY
TO
FIRST DATA REQUEST OF COMMISSION STAFF
DATED FEBRUARY 16, 2007

FILED: FEBRUARY 28, 2007



A-l.

Response to Question No. 1
Page 1 of 2

Arbough
KENTUCKY UTILITIES COMPANY

Response to First Data Request of Commission Staff
Dated February 16, 2007

Case No. 2007-00024
Question No. 1
Witness: Daniel K. Arbough

Given the request for authorization to issue securities and assume obligations
equaling $295 million, cited on page 6 of the original application:

a. Provide a breakdown of the $295 million total amount for which authority is
requested that identifies each component expenditure with its associated cost.

b. Why does the $295 million amount for which authority is requested differ
from the sum of the projected costs, cited in the original application?

c. Is the reference to the estimated costs associated with the Ghent and Trimble
construction and the required contribution to the pension plan an indication
that the requested $295 million would be spent in those areas?

a. As noted in Kentucky Utilities Company (KU) Application, KU funds its
capital projects through numerous sources of capital, including the form of
debt that is the subject of KU’s Application. KU does not assign specific
financing to any particular project or use, and does not project finance capital
projects. Below is a summary of KU’s anticipated 2007 budget for capital
expenditures for its Distribution and Transmission Systems, and for the
pollution control facilities at the Ghent Generating Station and for
construction costs at Trimble County Unit No. 2.

KENTUCKY UTILITIES
2007 CAPITAL BUDGET for SELECTED EXPENDITURES
(in 000's)
Ghent Unit No. 2 SCR $ 25,000
Ghent Unit No. 2 and 3 FGD Systems $ 197,342
Trimble County 2 $ 247,387
Transmission $ 21,867
Distribution $ 57,801

b. For the reasons discussed in (a) above, the amount for which authority is
requested differs from the sum of the projected costs. The mix of debt and



Response to Quesﬁon No. 1
Page 2 of 2
Arbough

equity used to finance projects will be determined so as to allow KU to
maintain its strong investment-grade credit rating and to maintain its
operations and provide service to the public. In addition to debt, KU expects
to use both internally generated funds and equity contributions.

. The reference to the estimated costs associated with the Ghent and Trimble
construction and the required contribution to the pension plan were cited as
general reasons for KU’s need for additional debt financing, rather than
projects for which financing will be specifically incurred.
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Ms. Elizabeth O’Donnell Kentucky Utlilities Compan,
Executive Director State Regulation and Rates
Kentucky Public Service Commission 220 West Main Street

211 Sower Boulevard PO Box 32010

Louisville, Kentucky #0232
Frankfort, Kentucky 40602 WWW.eon-us.com

Rick E. Lovekamp
Manager - Regulatory Affair:
T 502-627-3780

Apl'il 20. 2007 F 502-627-3213
’ ) rick.lovekamp @eon-us.com
RE: The application of Kentucky Utilities Company for an Order
Authorizing the Issuance of Securities and the Assumption of
Obligations (Case No. 2007-00024)

Dear Ms. O’Donnell:

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

On March 30, 2007, KU borrowed $75 million from Fidelia Corporation in
accordance with the order issued March 19, 2007 in the above-referenced case.
The details of the loan are shown below:

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

Maturity Date: March 30, 2037

Interest Rate: 5.86%

Price Paid: 100%

Proceeds: $75 million

Commissions Paid: None

Legal Costs: None

Security for Loan:  None
Interest Payments:  March 30 and September 30 commencing
September 30, 2007

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

The interest rate was set using the lowest rate quoted to KU at 1.06% above the
yield on the thirty-year treasury bond (4.80%). 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.ON AG
Pricing Pricing
Low bid above thirty-year treasury 1.06%
Thirty-year treasury rate 4.80%
All-in cost 5.86%
Average bid above thirty-year treasury 1.21%
Thirty-year treasury rate 4.80%
All-in cost 6.01%

The 106 basis point spread is comparable with recent ten-year debt issuances
from other energy companies with a similar credit rating. (See table below
along with attached support documentation).

Moody's /
Issuer S&P Maturity Spread
Central Hudson Gas &
Electric A2/A 03/23/2037 | + 108 bps
Connecticut Light & Power | A3 /BBB+ | 03/01/2037 | + 110 bps
PECO Energy A2/A- 03/15/2037 | + 102 bps

Please confirm your receipt of this information by placing the File Stamp of
your Office on the enclosed additional copy and returning it in the envelope
provided. Should you have any questions regarding this transaction or this
information, please contact me or Don Harris at (502)627-2021.

Sincerely,

i b

Rick E. Lovekamp

¢c:  Dan Arbough
Kendrick Riggs ~ Stoll - Keenon - Ogden
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€d Suvada, Analyst

€conomic and Treasury market update

& Last week, equuty markets dropped, Treasury yieids fell. credit spreads widened, and volatilRy increased marginaity

1212) 8)4 3808
1212} 834- 4518
(212} 834-4871
(212} 834- 3084
1212) 834-33n

Sarah Chesun, VP-Hybnds(212) 834-2073

s The Treasury market caught a bid tast Tuesday &s worid eqQuity markets sold-aff on the back of renewed concerns araund the US

subprime market stemming from potentral bankruptcy of New Century Financial, the second langest subprime lender
» Economic data ponted to high inflation, leaving the Fed based towand fighting inflation risks

s Core CP\ ration was mgh n February, increasing 0.2%, the second strong reading this year Tollowing a series of lower prints n 2Q08

s Producer Prces were also strong m February, as the core PP mcreased 0.4%

 Retail sales were soft n February, riung anly 0.1%; excluding motor vehicies, retalt sales fell 0.1X. The weakness was apparent 1 several

categories, and there 15 some evidence that miserabie Fetruary weather may have depressed sales

s Industnat production rose a sotid 1.0X in Fedruary, as unusually cold weather doosted Utility output: Manufaclunng cutput rose 3

respactable O.4%

® Recently fixed income and equity markets have been highly correlated, with weakness In equities inducing rallies in the bond markets &

investors seek the relalive safety of Treasunies

s This renewed flight-to-quality trade list Tuesday, though 1ess pronounced than two weeks a0, resulted in Treasury yrelds faillng 3-8 bps

and the curve 4 bps steeper since thwe prior Friday
» With a light aconomic catendar statad for this week, Wednesday’s FOMC statement will Likely be the focus of the market

JPMorgan interest rate forecast (%)
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Investment grade primacy and secondary market update

» The new issue market priced $13bn of supply last week, Bringing Manch month-to-date supply to $56bn

s With the sustained low interest rate enviconment, investor demand for peldier Credits have outpaced higher rated issues and this trend rs

expected to cantinue

u IPNorgan was an active partoipant in last week's calendar, serving as bookrunner on some of the week's most notable otferngs
» PPL Capital Funding (3481/8B+) issued $300mm {upsized from 5400mm) $0nc10 step-up hybrid secuncies at T-220 bps. This transacton

marks the irst corporate hybnd since November 2006 (5ee case study for additional details)

« iPMorgan acted as Soig Structuring Advisor and Jownt Bookrunner on XL Capital Lid's (Baa2/8BB) S1bn, “Basket D perpetuai norcall *0

step-up preferred stock offerng, which priced at T-200 bps

« Canadian Natural Resources (8aal/B888) priced 51.25n of 3 10- and 30-year (upsized from §1.7%bn) at T- 118 and 7-158. The comzany

conducted a non-deal readshow in January and met with 30 accounts

®» Since the inttial equity freefall oo Tuesday, February 27, nvestment grade Credit sprexds have widened spproximately 10 bps, er anng aw of

e spread gains trom the ast Uree months’ raily

«  Although all credit asset classes have suffered, nigh grade seems to be bearing the brunt of the pamn due Lo 1ty heavy exposure to H1ranciat

imtitutions. In response, INvestors remain cawt:qus and secondary desks are kg
u 0 gt of the recent subprime news, there are Jrowing concems that leakage into the broader ABS/COQ markets may otcwr

s However, technxcal cemand far Cradit exprsure Cantoues 10 outwergh supply, Lorporate earmings romain strong, and :nvestars are stilt

‘lush wrth cash Creating 3n SDPCriunistic nsuing env ranment

® .Pmorgan believes that s serad of volat:ity 1 Ixely 3 Continue 3 1ong 38 there s 3 drvided opunion regarding the magnitde aod resy toog

“nancial srpact of 1he suopnNMe mortgege sroliem

« Byt perhaps most IMaCrtantly, JPMargan dses ot beneve that the subprme 155.e will D€ 50 great as Lo threaten tne wability of e
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For distribution to issuer clients only

ew Yark Peter Madonia, mD
wees onding Ansha Mehra, YP
var 23, 2007 Heather Towner, ¥P

Steve Leamer, Assoc
£d Suvada, Analyst

{212) 834.2308
1212) 434-49'8
(2°2)834- 3371
(272) 834-4C84
(22) 334-3311

Sarah Chessn, VP Hydcids (2324 834-4C73

Economic and Treasury market update

»  Last week's FOMC statement was more dovish than éxpected as the Fed maintamed rates st 5.25% and revealed the committee’s sinft
toward a more neutral state

« The Fead amitted the phrase “the extent and timing of any additional firrming” and replaced & with “/uture policy adhstments™ ‘wo uid
cepend on the outlock for inflation and growth

s inflation remains the focal pownt for the FOMEC with its predominant concem detng “that wiflation will fail to moderate as expected

8 The release of the Fed decon teggered an wimediste 4-5bp ralty in 10- and 30-yr denchrmark Treasury yields
« Overall, 10 and X0-yr benchmark ywelds finished Lthe week Top and 110p higher, respectively, with the irversion between the 23/ 10s
curve reversing and tne 3. J0s curve steepening 10bp

2 Markets revived ther expeciations and are prcing in 40bp of easing duning 2007

s _PMargan believes the market 15 overpricing A Fed ease as high frequency economsc data continues to highlight soixd yob growth and
stablization 1 the houting market and s neither equity nor Credit markets appear overly concerned about the potsibility of a recession
« February nonfarm payroll growth and January revisions were up over 45,000 jobs versus the consensus forecast. Aversge hourty earmings
recmained near five-year highs at 4. 1%, while hours waorked fell slightty

costs, core prces remaned at a 2.7% amnual growth rate

JPMorgan interest rate forecast (%)

———S.y0ar ~——10-year —— J0-year

a Both wholesale and consumer prices remamed elevated last month, While CPY rose siightly in February due to higher food and snergy

Historical treasury rates (%)
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Investment grade primary and secondary market update

8 lnvestment grade new issuance totaled over S20bn Last week, pushing March’s current monthly supply total to a heavy S80bn

= Floating rate notes and hnancial institutions sector supply comtinues to remain robust year -10-date; CoOrporate SsuUers remain opportunistic
and Momitor markel CoNGTicns gIven the recent volatiity as COrporate sector supply continues 1o de noticeadly i)ght {14% lower YoY)
5 5 Uity ‘svuers tanged e market for over $18n last week, I luding an extendibie offerng, three X0-yr tranches, and two 10-yr trarches
u  JPMorgan serscd as DOCsrunner Wyath's {A3/A) $2.5bn offering, which inciiced a S500MM 10-year and a 52Bn 30 year, pricing at +85bp
and »120bp, respeciiveiy. The offering was announced as $1.5bn of 30-year bonds; the bock grew at 3 steady pace and also recetved a
reverse sequiry *ar 3 3-year tranche, enabling the company t0 upstre the cffenng by $18n and add a 10-year tranche
* Prymary sugpiy s exJecled 10 remain robust as sPMONgan expects a very healthy calendar i coming weeks
® Although the ecuity maskats railed following the Fed”s palicymaking climb -down, the credit markets remained relatively muted ‘asc week
with Nigh grace carporate bona spreads finishing unchanged 1o just stightly wader
® _PMorgan bel:cves 1hat A cautiaus stance will be maintaned for investors in the vih gracde asset clais, as in the very ness ter m, spreads may
«crengthen macets.y at Macket JArtiCpants continue to price in a higher probability of an case i wterest rates...
. However. 1ne prospect of snterest rate policy uncertamty, real deceleralion 1 COrporate eamings and min sued 1medstor eatment
5.Qgest that there are cgmiicant rsky of spread wmdening
gn grade sred L survads ore also unlikely €0 enjoy & fuil retracement of the recert widening
sent Survey depictad ‘nvestors haying less weghting towards corporate sends a~¢ a “ogative sread Culiolx
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Sefected recent investment grade new issuance Utility and Pipeline new issue supply (S8n)
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Mr. Joel Peck, Clerk

Virginia State Corporation Commission

Document Control Center
1300 East Main Street
Tyler Building 1F
Richmond, Virginia 23218

VIA UPS OVERNIGHT DELIVERY

April 10, 2007

Old Dominion Power
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

F 502-627-3213

rick.lovekamp @eon-us.com

RE: Kentucky Utilities Company (Case No. PUE-2007-00007)
Preliminary Report of Action

Dear Mr. Peck:

Pursuant to the Commission’s Order, Ordering Paragraph No. 3, dated March 1,
2007, in the aforementioned proceeding, Kentucky Utilities Company, d/b/a
Old Dominion Power Company (“KU/ODP or “the Company”) hereby submits
a Preliminary Report of Action.

On March 30, 2007 KU/ODP borrowed $75 million from Fidelia Corporation in
accordance with the order issued March 1, 2007 in the above-referenced case.
The details of the loan are shown below:

Borrower:
Lender:

Amount:

Maturity Date:
Interest Rate:
Price Paid:
Proceeds:
Commissions Paid:
Legal Costs:
Security for Loan:
Interest Payments:

1j3

Kentucky Utilities Company
Fidelia Corporation

$75 million

March 30, 2037

5.86%

100%

$75 million

None

None

None

March- 30 and September
September 30, 2007

30 commencing



Mr. Joel Peck, Clerk
April 10, 2007

The proceeds of the loan were used to fund capital projects described in
application. KU elected to issue a thirty-year loan due to the slope of the yield
curve currently with long-term treasury rates within .30% of short-term rates.

The interest rate was set using the lowest rate quoted to KU at 1.06% above the

yield on the thirty-year treasury bond (4.80%).

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 Pricin E.ON AG Pricing |
Low bid above thirty-year treasury - 1.06%
Thirty-year treasury rate 4.80%
All-in cost 5.86%
" Average bid above thirty-year treasury 1.21%
Thirty-year treasury rate 4.80%
All-in cost 6.01%

The 106 basis point spread is comparable with recent thirty-year debt issuances
from other energy companies with a similar credit rating. (See table below
along with attached support documentation).

Moody's /
Issuer S&P Maturity Spread
Central Hudson Gas &
Electric A2/A 03/23/2037 | + 108 bps
Connecticut Light & Power A3 /BBB+ 03/01/2037 | +110 bps
PECO Energy - A2/A- 03/15/2037 | +102 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 enclosed
self-addressed, stamped envelope.
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Mr. Joel Peck, Clerk
April 10, 2007

Should you have any questions regarding the information filed herewith, please
contact me or Don Harris at (502) 627-2021.

Sincerely,
Rick E. Lovekamp

cc: Dan Arbough
Kendrick Riggs — Stoll - Keenon - Ogden
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Economic and Treasury market update

i

Ed Suvaca. Anatyst {212) 834-3311
Saran Chessin, VP- Hybrids {212) 834- 3073

Last week, squity markets dropped, Treasury yteids fell, credit spreads widened, and volatiRy increased marginaily

s The Treasury market caught a bid last Tuesdlly as wortd equity markets sold -off on the back of renewed concerns around the US
subpnme market s:emming from potentiat bankruptcy of New Century Financial, the second largest subgrime lender

Econamic data Do:nted to high inflation, leaving the Fed blased toward fNighting inflation risks

s Core (Pl nflatign was high w February, increasing 0.2X, the second strong reading this year followng a seres of ‘ower pants w aQ08

« Producer prces were also strong in February, as the core PP increased 0.4%

v Retail sales were soft n February, rising only 0.1%; excluding motor vehicles, retafl saies fell 0.1X. The ‘weakness was apparent in several
categores. and 1here 15 some evidence that miserable February weather may have depressed sales

« Industnal SracucTion rase a solid 1.0% in February, as unususlly cold weather boosted ity output: manufactunrg oulput rose a
respectable U. 53

Recently fixed income and equity markets have been highly correlated, with wealuness In equities inducing rall:es in the bond markets as

investors seek (he euative safety of Treasuries

s This renewed flign1 ta-quality trade last Tuesday, though less pronounced than two weeks ago, resulted 10 Treasury yrelds fadting 3-8 bps
and the Curve 4 bps steeper since the prior Friday

® With a light economic catendar slated for this week, Wednesday”s FOMC statoment will likely be the focus of the madket
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Investment grade primary and secondary market update

8 The new 1ssue market pnced 5211bn of supply tast week, bringing March monti-to-date supply to 556bn

Selected recent investment grade new lssuance
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« With the suslar-od iow intereal rate environment, investor demand for yweldier cradis have outpaced h:gher rated issues and ths trend 18
expected to cannrue

JPMorgan was an actve participant wt last week's calendar, serving as boolrunner on some of the week’s mast notable offerings

« PPL Capital Funding (B3a3/8B+) issued $500mm (upsized from $400mm) 40nc10 step-up hybrid securties a2 T-220 bps. This transact:on
marks the it corporate hybng since November 2006 (See case study for additional details)

. PMorgan acted as Sole Structuring Advisor and Joint Bookrunner an XL Capitat Ltd's (Baa2/8BB) S'tn, “Basket T perpetual non-cali 0
step-up preferred stock affering, which priced at T-200 bps

« Canadian Naturat Resources (3a2/BBB) priced $2.25n of 4 10- and 30-year (upszed from $1.75br) at T- 118 and T 158, The company
conducted a ncn-Jeal roadshow in January and met with 30 accounts

Sace the il acuty freefall on Tuesday, February 27, nvestment grade Cred®t spreads have widened spproxirately 1C bps, e anng all of

ine spread gains from tre sast three months’ ratly

» Although all crea't ayser classes have suffered, fagh grade seems to be Dearing the brunt of the pam due Lo 11y Feavy exposure 1o financial
MSULULIONS, 11 7Ca00NSE, 1vestons remamn cautious and secondary desks are ong

n 1ight of the recent LLBSrime news, there ane growing concerns that leakage 1nto the broader ABS/C0Q maruets may cceur

¢ However, techcal cemand for cradit exposure Continues 1o outwesgh supply, Corporate carnmgs rormain streng, and investors are stil
Aush with cash Zreat:ng an 20portunitic fisuing environment

_Macegan Selienes 1iar s senod of velatlity s irkely 1o continue as long as there s a drviCed ospwion rogarding U (megmtude ard resusting

fpancal Tepact 20 e s Jopnme mongage probleom

1 But pectaps Mast impertantly, JPMorgan does ot belteve That the subprime issue will 3¢ 50 great as 12 tnreaten the vabiity of the
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Ecoromic and Tredsury market Lpdate

. = Last week’s FOMC statement was more dovish than expected as the Fed maintained rates at 5.25X and revealed the committee’s shift
i[ toward a more neutral state
: o The Fed omitted the phrase “the mxtent and timing of any addrtional flerving™ and replaced # with “future policy adjuatments” would
H depend on the outiook for inflation and growth
! » Inflation remains the focal point for the FOMC with its predominant concern being “that inflation will fail to moderate as expected ™
[ 8 The release of tha Fed decision triggered an immediate 4-5bp rally in 10- and 30-yr benchmark Treasury yields
; » Overall, 10 and X0-yr benchmark yiekds finished the week 7bp and 11bp higher, respectively, with the inveruion between Lhe 23,108
! curve revecsing and the 23/ )03 curve steepemng 105p
: s Markets revised their expectations and are pricing n 40bp of easing during 2007
® JPMorgan beliaves the market § overpricing a Fed ease as high frequency economic data contimues to highlight solid Job growth and
stabdtization in the howsing market and as neither eguity nor credit markets appear Overly concerned about the possibiity of a recession
= February nonfarm payroll growth and January revinons were up over 45,000 jobs versus the consentus forecast. Average hourly eamings
remained near Tivie year highs at 4.1%, while hours warked fetl slightty
= Both wholesaie and consumaer prices remained elevated last month. While CPY rose slightly in February due to higher food and energy
costs, core prices remained at 2 2.7% annual growth rate

Historwcal treasury rates i)

JPMargan intercst rate forecast ()

| Dowee9? 2907 Q8T g0y
255

Fad funds et 5.29% s 3158 3.75% ' dyesr = 10yesr == 10-year
Im LIBOR 5.35% 3.40% 3 43X 4.00% 7
b ber usT < 40% 4.90% $ 10% 9.45% *
L Swr UST <K 4798 4.90% $.25% 3
o 0w UST 441K 475 4.8% 5 13% .
© Itwr usr 402% «.30% 4.85% 5.17%
P 2101 axve 1308 -15 ot -5 bow 1% bos 3
| wdfnidfacucxe  Ildgs Shay fias Ea. . 1% — - v T T
. JPuorgen Jorecest as of 11 11107 fececests are for quarter end Jon-93 May-93 Sep-9Y Feb00 Jon03 Nov-04 Mar-g7

i T4 S00% dosdy due Fed-41b
. Soray Sasmbony

investment grade primary and secondary market update

| ® lnvestment grade new tssuance totated over $20bn Last week, pushing March’s cLsTent monthly supply total to a heavy $80bn
»  Floating rate notes and financial institutions sector supply continues to remain roBust year -to-date; corporate SSUETS reMain oppPortunIstic
and monitor market conditions given the recent volarility as corporate sector supply continues to be noticeably light (14X iower Yon) -
a S ytilty issuers tapped the market for over 518a last week, i luding an extendibie offering, three 10-yr tranches, and two 10-yr tranches
o JPMorgan served as Dockrunner Wyeth's (A3/A) $2.5bn offering, which included a SS00MM 10-year and a 52Bn 30 year, pricing at -35bp
and +120bp, respectively. The offering was announced as $1.50n of 30-yesr bonds; the book grew at a steady pace and also received a
reverse wqulry for 8 10-year tranche, enabling the company to upsize the offering by S1Bn and add a 10-year tranche
= Primary spply s @xpected 1o remain robust as JPMOrgan expects 4 very healthy calendar in coming weeks
® Although the eguity markess railied following the Fed's policymaking climb-down, the credit markets remained relatively mured last week
with high grade corporate bond spreads finsng unchanged 1o just stightly wider
8 _PMmorgan believes that a cautious stance will be maintained for investors in the high grade asset class, as in the very near ter m, spreads may
screngthen madestly as market partcipants continue to price 1n a higher probablity of an ease in interest rates....
1 __However, the prospect of wrderest rate poiy uncertamty, real deceleration in corporate eamings and dimirished investor seatiment
109gest that there are ugnificant ntks of spread widenng
1 rhgn grade credit spreads are also urdthely to enjoy 3 full retracement of the recent widening
® The ~ecant .Puorgan Credit Client Sunvey depicted investors having less weighting towards corporate bonds and a nogative spwead out 20K
B Given ihe robusl new ssue calendar, investors are expected 10 3dd credi exposure through new nsLes rather than the secondary i~arket

Saiected recent investment grade new issuance Utility and Pipeline new issue supply (SBn)
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