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Access to all capital and money
markets:

— Public finance

— Corporate finance

— Taxable fixed income
products

— Real estate

— Asset management

— Research

— Commodities

— Mortgage finance

— Individual investor services
— Mergers and acquisitions
— Foreign exchange
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Key Policy Considerations

Considerations to Address Current KTRS Pension Funding Status

» POBs can be an effective tool . Eva|uating retiree benefits
when used as part of a broader

plan to address pension
funding
— Generally more successful

when not merely a function of « Evaluating funding levels and potential revenue sources
Investment return vs.

borrowing cost ; ; .
— Impact of funding at actuarially required levels vs. statutory levels

» Evaluating risks and benefits of Pension Obligation Bonds

 Evaluating the impact of unfunded pension liabilities (and POBSs) on the
Commonwealth’s credit ratings and borrowing cost
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Pension Obligation Bond Overview

* Given current low taxable « APOB financing is the refunding of all or a portion of an unfunded obligation to

interest rate levels and the
relatively high investment
return assumptions of typical

pension funds, assumed

“savings” can be substantial

an issuer’s pension fund

— Anticipated “savings” given the actuarially assumed investment rate (7-8%)

« POBs are issued on a taxable — Based on current market conditions, a 30-year taxable offering is about 5%
basis

. Liability of the state or local — As US Treasury rates and/or credit spreads increase or decrease, the anticipated
government issuer, not of the “savings” change

pension system

Pension Funding Mechanics After POBs

Reinvest @
Investment Return
(7.50%)

$ Debt Service

$ Normal @5.0t06.0%
Pension Issuer of
System XYZ
$ UAAL — $ Bond Proceeds
Bond Proceeds
Benefit
Payments

Beneficiaries
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Pension Obligation Bond Considerations

« Credit related risks can be Risks Benefits
mitigated when the POB o ]
issuance is part of an overall « Underperformance of pension  Can provide incremental earnings
lan for sustained improvement . . i ’
N inded st P investments vs. interest rate on POBs ~ should the pension fund’s return be
greater than the interest cost of the
» Payment and budget flexibility risk POB
* Default risk « Immediately increases funded ratio

« Investment timing risk of the pension fund

» Can have a neutral credit impact

» Impact on the Commonwealth’s debt
when part of structural reforms

capacity

» Can provide liquidity so the fund
does not need to sell higher
performing assets to pay current
benefits

* Impact on the Commonwealth’s
credit if the financing is perceived as
a deficit borrowing by the rating
agencies
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Credit Spread }— Basegaonnn;:vedn

Total Financing Cost

Interest Rate }7 Market Based

* There are two components of
financing cost — general rates
and credit spreads

Both change positively and
negatively over time

Reforming the KTRS pension
funded status would improve
the Commonwealth’s overall

credit profile
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Municipal Credit Spreads

Relative Pricing to 30-Year “AAA” GO MMD Rates

30-Year “AA”,“A”, and “BBB” Spreads to “AAA” GO MMD
As of July 28, 2015
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US Treasury Yields

2005 - Present

* 10 Year Treasury UST 10Y and 30Y Yields
. As of July 28, 2015
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Treasury Forecast and Impact on Borrowing Cost
January 1, 2014 to Fiscal Year End 2016

» The general consensus among UST 10Y and 30Y Yields
economists is that the 10 and As of July 28, 2015
30 year US Treasury Bond (%)
yields will increase by about 50 4.5

basis points (0.50%) between
now and 6/30/2016

» A reasonable assumption for a
taxable borrowing cost is 5.0%
to 5.5%
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35
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Source Morgan Stanley
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Moody’s Investors Service

» Moody’s is generally the most aggressive
in viewing pension liabilities as long-
term debt

Pension liabilities are responsible for
10% of a state’s credit rating:

— Direct tax-supported debt is also
responsible for 10%

Concerned with pension liabilities as a
percentage of state revenues

To bring consistency to their analysis of

public pension systems, Moody’s makes
adjustments to as-reported data:

— The discount rate used for liabilities
will be adjusted for a high-grade long-
term taxable bond index

— Asset smoothing will be replaced with
reported market value

— The resulting adjusted net pension
liability will be amortized over 20
years on a level dollar basis

Morgan Stanley

STANDARD
&POOR’S

» S&P views pension obligations as long-
term liabilities that must be funded over
time and a state’s commitment to
funding is a key credit consideration

» Makes a distinction between tax
supported debt and a state’s pension debt

— S&P analyzes debt and unfunded
pension liabilities separately

» Concerned with a state’s:

— Funding ratio
— Level of ARC funding
—Unfunded liability per capita

— Ratio of pension debt to personal
income

» S&P expects pensions to remain a
significant public policy and funding
challenge for many state governments

— Also a continuing source of expanding
liabilities for most

General Rating Agency Views of Pension Liabilities

FitchRatings

* The Fitch methodology does not use a
scorecard and is more subjective

* Fitch is concerned with a state’s tax-
supported debt and pension debt as a
percent of personal income

— Tax-supported debt burdens generally
range from 0% - 9%
— Pension debt burdens range from
0% - 19%
Fitch also views current demographic
trends as challenging to pension plans,
raising plan liabilities and putting
pressure on cash flows:

— Declining government employment
—Rising retirements
— Longer lifespans in retirement

Fully paying an ARC is an important
measure of a government’s commitment
to addressing its pension liability over
the long-term
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Moody’s Investors Service

Aa2 Implied GO Rating (Stable)
(as of January 20, 2015)

» Combined adjusted net pension liability
(ANPL) under Moody’s methodology is
$39 billion

—Ranks as the third highest in the nation
on an ANPL basis

The Commonwealth recently passed
reforms to its general employees pension
plan, reducing benefits for new hires and
increasing state contributions

—Unfunded liabilities remain large
— ARC funding beginning in FY15
—Reform did not address KTRS

Lack of reform for KTRS means pension
contributions will continue to be below
the ARC and the unfunded liability will
continue to grow

Rating could improve with significant
increase in pension funding levels

Morgan Stanley

STANDARD
&POOR’S

AA- Implied GO Rating (Negative)
(as of January 26, 2015)

» S&P notes that sizable pension unfunded
liabilities further pressure the budgetary
imbalance that Kentucky is working to
correct

* |t is noted that the recent reforms to
KERS and SPRS are positive, including
full ARC funding

— S&P also notes that the reforms did not
address the sizable KTRS liabilities

* In absence of meaningful pension reform
for KTRS, S&P indicates it could lower
its rating

 Low funded ratios have in part led to
deterioration in Kentucky’s credit profile

Rating Agency Views of Kentucky’s Pension Funding

FitchRatings

AA- Implied GO Rating (Stable)
(as of January 20, 2015)

» The Commonwealth's combined debt
plus unfunded pension system liabilities
are amongst the highest for U.S. states

— Represented about 22% of personal
income, well above the median of 6.1%

Recently adopted pension reform

measures are a positive step, but
significant challenges remain

KTRS is continually underfunded:

— Kentucky’s contribution to KTRS has
been short of the full ARC for 7 of the
past 8 years

—FY14 contribution to KTRS was 68.4%
of the ARC, leaving a gap of roughly
$260 million, or 2.7% of annual
general fund revenues

* Fitch views the KTRS issues as a
challenging but not insurmountable
problem for the Commonwealth
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* POBs work best when success

is not merely a function of
investment return vs. borrowing
cost

Morgan Stanley

Conclusion
Use of POBs

» Contributing the full actuarially required contributions is the key to
any long term solution

» While positive earnings can potentially be a benefit, Pension
Obligation Bonds work best when they are part of an overall plan

— Provide liquidity temporarily while transitioning into full actuarial
contributions

— Combine with other benefit or funding reforms
* POBs can have a negative credit impact when used as a one-time

budgetary solution
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APPENDIX

MSRB G-23 and Municipal Advisor Disclaimer

(@) Morgan Stanley & Co. LLC (“Morgan Stanley”) is not recommending an action to
you; (b) Morgan Stanley is not acting as an advisor to you and does not owe a fiduciary
duty pursuant to Section 15B of the Exchange Act to you with respect to the information
and material contained in this communication; (c) Morgan Stanley is acting for its own
interests; (d) you should discuss any information and material contained in this
communication with any and all internal or external advisors and experts that you deem
appropriate before acting on this information or material; and (e) Morgan Stanley seeks to
serve as an underwriter on a future transaction and not as a financial advisor or municipal
advisor. The information provided is for discussion purposes only in anticipation of being
engaged to serve as underwriter. The primary role of an underwriter is to purchase
securities with a view to distribution in an arm’s-length commercial transaction with the
issuer. The underwriter has financial and other interests that differ from those of the issuer
and obligated persons.

Any non-historical interest rates used herein are hypothetical and take into consideration
conditions in today’s market and other factual information such as the issuer’s or obligated
person’s credit rating, geographic location and market sector. As such, these rates should
not be viewed as rates that Morgan Stanley guarantees to achieve for the transaction
should we be selected to act as underwriter. Any information about interest rates and terms
for SLGs is based on current publically available information and treasury or agency rates
for open-market escrows are based on current market interest rates for these types of
credits and should not be seen as costs or rates that Morgan Stanley guarantees to achieve
for the transaction should we be selected to act as underwriter.



APPENDIX

Disclaimer

This material was prepared by sales, trading, banking or other non-research personnel of one of the following: Morgan Stanley & Co. LLC, Morgan Stanley & Co. International plc, Morgan Stanley MUFG Securities
Co., Ltd., Morgan Stanley Capital Group Inc. and/or Morgan Stanley Asia Limited (together with their affiliates, hereinafter “Morgan Stanley”). Unless otherwise indicated, the views herein (if any) are the author’s
and may differ from those of the Morgan Stanley Research Department or others in the Firm. This information should be treated as confidential and is being delivered to sophisticated prospective investors in order to
assist them in determining whether they have an interest in the type of instruments described herein and is solely for internal use.

This material does not provide investment advice or offer tax, regulatory, accounting or legal advice. By submitting this document to you, Morgan Stanley is not advising you to take any particular action based on the
information, opinions or views contained in this document, and acceptance of such document will be deemed by you acceptance of these conclusions. You should consult with your own municipal, financial, accounting
and legal advisors regarding the information, opinions or views contained in this document. Unless stated otherwise, the material contained herein has not been based on a consideration of any individual client
circumstances and as such should not be considered to be a personal recommendation.  This material was not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties
that may be imposed on the taxpayer under U.S. federal tax laws. Each taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

This material has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security, commodity, futures contract or instrument or related derivative (hereinafter “instrument”) or
to participate in any trading strategy. Any such offer would be made only after a prospective participant had completed its own independent investigation of the instrument or trading strategy and received all information
it required to make its own investment decision, including, where applicable, a review of any prospectus, prospectus supplement, offering circular or memorandum describing such instrument or trading strategy. That
information would supersede this material and contain information not contained herein and to which prospective participants are referred. If this material is being distributed in connection with or in advance of the
issuance of asset backed securities, information herein regarding any assets backing any such securities supersedes all prior information regarding such assets. Unless otherwise specifically indicated, all information in
these materials with respect to any third party entity not affiliated with Morgan Stanley has been provided by, and is the sole responsibility of, such third party and has not been independently verified by Morgan Stanley
or its affiliates or any other independent third party. We have no obligation to tell you when information herein is stale or may change. We make no express or implied representation or warranty with respect to the
accuracy or completeness of this material, nor are we obligated to provide updated information on the instruments mentioned herein. Further, we disclaim any and all liability relating to this material.

To the extent any prices or price levels are noted, they are for informational purposes only and are not intended for use by third parties, and are indicative as of the date shown and are not a commitment by Morgan
Stanley to trade at any price.

This material may have been prepared by or in conjunction with Morgan Stanley trading desks that may deal as principal in or own or act as market maker or liquidity provider for the instruments or issuers mentioned
herein and may also seek to advise issuers of such instruments. Where you provide us with information relating to your order or proposed transaction (“Information™), we may use that Information to facilitate the
execution of your orders or transactions, in managing our market making, other counterparty facilitation activities or otherwise in carrying out our legitimate business (which may include, but is not limited to, hedging a
risk or otherwise limiting the risks to which we are exposed). Counterparty facilitation activities may include, without limitation, us taking a principal position in relation to providing counterparties with quotes or as
part of the ongoing management of inventories used to facilitate counterparties. Where we commit our capital in relation to either ongoing management of inventories used to facilitate clients, or in relation to providing
you with quotes we may make use of that information to enter into transactions that subsequently enable us to facilitate clients on terms that are competitive in the prevailing market conditions. Trading desk materials
are not independent of the proprietary interests of Morgan Stanley, which may conflict with your interests. Morgan Stanley may also perform or seek to perform investment banking services for the issuers of
instruments mentioned herein.

Any securities referred to in this material may not have been registered under the U.S. Securities Act of 1933, as amended, and, if not, may not be offered or sold absent an exemption therefrom. In relation to any
member state of the European Economic Area, a prospectus may not have been published pursuant to measures implementing the Prospectus Directive (2003/71/EC) and any securities referred to herein may not be
offered in circumstances that would require such publication. Recipients are required to comply with any legal or contractual restrictions on their purchase, holding, sale, exercise of rights or performance of obligations
under any instrument or otherwise applicable to any transaction. In addition, a secondary market may not exist for certain of the instruments referenced herein.

The securities, commodities, futures or other instruments (or related derivatives) discussed in this material may not be suitable or appropriate for all investors. This material has been prepared and issued by Morgan
Stanley for distribution to market professionals and institutional investor clients only. This material does not provide individually tailored investment advice or offer tax, regulatory, accounting or legal advice. Prior to
entering into any proposed transaction, recipients should determine, in consultation with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax,
regulatory and accounting characteristics and consequences, of the transaction. You should consider this material among other factors in making an investment decision.

Options and futures are not for everyone. Before purchasing or writing options, investors should understand the nature and extent of their rights and obligations and be aware of the risks involved, including the risks
pertaining to the business and financial condition of the issuer and the underlying instrument. For Morgan Stanley customers who are purchasing or writing exchange-traded options, please review the publication
‘Characteristics and Risks of Standardized Options,” which is available from your account representative.
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APPENDIX

Disclaimer

The value of and income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities, prices of instruments or securities, market indexes, operational
or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in instruments (or related derivatives) transactions. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any assumptions may have a material impact
on any projections or estimates. Other events not taken into account may occur and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify
the presentation and/or calculation of any projections or estimates, and Morgan Stanley does not represent that any such assumptions will reflect actual future events or that all assumptions have been considered or stated.
Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein. Some of the information
contained in this document may be aggregated data of transactions executed by Morgan Stanley that has been compiled so as not to identify the underlying transactions of any particular customer.

Notwithstanding anything herein to the contrary, Morgan Stanley and each recipient hereof agree that they (and their employees, representatives, and other agents) may disclose to any and all persons, without limitation of
any kind from the commencement of discussions, the U.S. federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including opinions or other tax analyses) that are
provided to it relating to the tax treatment and tax structure. For this purpose, "tax structure" is limited to facts relevant to the U.S. federal and state income tax treatment of the transaction and does not include
information relating to the identity of the parties, their affiliates, agents or advisors

This information is not intended to be provided to and may not be used by any person or entity in any jurisdiction where the provision or use thereof would be contrary to applicable laws, rules or regulations.

This communication is directed in the UK to those persons who are eligible counterparties or professional clients and must not be acted on or relied upon by retail clients (each as defined in the UK Financial Services
Authority’s rules).

This information is being disseminated in Hong Kong by Morgan Stanley Asia Limited and is intended for professional investors (as defined in the Securities and Futures Ordinance) and is not directed at the public of
Hong Kong.

This information is being disseminated in Singapore by Morgan Stanley Asia (Singapore) Pte. This information has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this
information and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of this security may not be circulated or distributed, nor may this security be offered or sold,
or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section 274 of the Securities and Futures Act,
Chapter 289 of Singapore (the “SFA”), (ii) to a relevant person pursuant to Section 275(1) of the SFA, or any person pursuant to Section 275(1A) of the SFA, and in accordance with the conditions, specified in Section
275 of the SFA or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. Any offering of this security in Singapore would be through Morgan Stanley Asia
(Singapore) Pte, an entity regulated by the Monetary Authority of Singapore.

This information is being disseminated in Japan by Morgan Stanley MUFG Securities Co., Ltd., Any securities referred to herein may not have been and/or will not be registered under the Financial Instruments Exchange
Law of Japan (Law No. 25 of 1948, as amended, hereinafter referred to as the “Financial Instruments Exchange Law of Japan™). Such securities may not be offered, sold or transferred, directly or indirectly, to or for the
benefit of any resident of Japan unless pursuant to an exemption from the registration requirements of, and otherwise in compliance with the Financial Instruments Exchange Law and other relevant laws and regulations of
Japan. As used in this paragraph, “resident of Japan” means any person resident in Japan, including any corporation or other entity organized or engaged in business under the laws of Japan. If you reside in Japan, please
contact Morgan Stanley MUFG Securities for further details at +613-5424-5000.

This information is distributed in Australia by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents, and
arranges for it to be provided to potential clients. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.

For additional information, research reports and important disclosures see https://secure.ms.com/servlet/cls. The trademarks and service marks contained herein are the property of their respective owners. Third-party
data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.

This material may not be redistributed without the prior written consent of Morgan Stanley.
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