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Prior Meeting Summary

» Discussion on Pension Obligation Bonds
- What they are (Borrowing vs. Annual payments)
- Risk & Benefits
- Marketing and Funding (Structured approach over time)

» Rating Agency View of Kentucky’s Pension Funding

- The most important credit factor facing the Commonwealth

» Rating Agency Publications on POBs
- At best, neutral or negative without a comprehensive plan

July 31, 2015 — “Presentation to KTRS Funding Work Group”
(Morgan Stanley and the Office of Financing Management)




Market Overview

Equities are Trending Higher Again Volatility Has Moderated
S&P 500 Daily Change (%) VIX Volatility Index
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Market Indicators

TRy~ S equily markets have rended

higher over the last month

Dow Jones 16,272 17,730 9.00%

S&P 500 1,923 2078 8.10% — The Dow Jones and S&P 500
oil $44.74 $43.87 -1.90% gained 8-9% in the month of
Gold $1,114.20 $1,088.10 -2.30% October

HHIEL 7 i (LU e » We have continued to see global

volatility, but investors have shown
a renewed risk appetite




Bond Market

UST 10Y and 30Y Yields
As of November 9, 2015
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» Taxable borrowing rates remain near all-time lows

» Improving economic indicators, including November’s stronger than
expected employment number, continue to increase the likelihood of the
Federal Reserve increasing interest rates in December 2015

ST | cument | High | _low

10-Year 2.33% 5.25% 1.40%
30-Year 2.25% 5.35% 3.09%




Bond Market

US Investment Grade Issuance ($BN)
As of November 9, 2015
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US Municipal Issuance ($BN)
As of November 9, 2015
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» As rates have remained low, we have seen outsized supply in both the
corporate investment grade bond market as well as the municipal bond

market

» Municipal new issuance volume is up 28% year-over year while US

investment grade issuance is up 12%




Credit Ratings

Rating Agencies

— Moody’s Investors Service (Moody’s), Standard &
Poor’s (S&P), Fitch Ratings (Fitch), Kroll Bond Rating
Agency (Kroll)

“A municipal credit rating is the grade
an Independent rating agency assigns
to indicate the risk of default.”




Credit Ratings, Investment Grade
7 N O

Prime
Aal AA+ AA+
AA AA

High grade

Upper medium
grade

Lower medium
grade

* Commonwealth of Kentucky implied GO rating
** Commonwealth of Kentucky lease appropriation rating




Credit Ratings, General Fund

» GO (General Obligation) Implied Aa2/A+/AA-
» Lease Appropriation Aa3/A/A+

» Action taken from rating agencies over last 2 years:

— June 2014: Moody’s revised Kentucky GO Implied
AaZ2 rating outlook from negative to stable

— September 2015: S&P downgraded Kentucky GO
Implied rating from AA- with a negative outlook to
A+ with a stable outlook primarily to “chronic
underfunding” of pensions




Credit Ratings, Benchmarking

> Ranked 42nd

— Net Tax-Supported Debt (“NTSD”) as % of State Gross Domestic
Product (GDP)

» Ranked 40"
— NTSD Per Capita

> Ranked 42nd
— NTSD as % of Personal Income

Source: Moody’s 2014 Median Report




Credit Ratings, Conclusion

1. Holding other variables constant ratings correlate to
the cost of capital. Generally the higher the rating,
the lower the interest cost to taxpayers.

2. Ratings are an assessment, by an independent
agency, of the financial condition of a municipal
government.




Large Municipal Taxable Transactions

Municipal Taxable Transactions >$1 Billion
January 1, 2005 to Present
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+ Transaction
$2.2Bn State of $5.0Bn State of $3.7Bn State of $1.1Bn State of
Connecticut California Illinois Kansas

» Over the past 10 years, there have been 42 taxable municipal
transactions with par amounts greater than $1 billion

» While these transactions are not particularly common, they are
certainly not unprecedented, especially for state-level issuers

Source: SDC Platinum



Kansas Pension Bonds
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In 2015, the Kansas State
Legislature authorized the
issuance of $1 billion of pension
obligation revenue bonds

State of Kansas, KDFA
Taxable Revenue Bonds
$1,005,180,000
Moody’s: Aa3 (Stable)
S&P: AA- (Negative)
August 11-12, 2015

NEW ISSUE Ratings: Moody's: “Aa3” S&F: "A4
BOOK-ENTRY ONLY Sec “BOND RATINGS” hersin.

i the opinion o Gitmore & Bell, P, Bund Cousel to the Awthoriy, the inferest on the B -
gress incoma for federal income tax purposes. Durruant o K 5.4 P4-5305 and the Bond Resslution, the Authority
has declared that the interest on the Bonds is subject to all Karsas stats, counly and municipal fazes. See the
caption “TAX MATTERS."

$1,005,150,000
KEANSAS DEVELOFPMENT FINANCE AUTHORITY
Revenue Bonds
(State of Kansas—KPERS)
Series 2015H ( Taxable)

Dus: April 18, as set forth on.
Dated: Date of Delivery the inside cover page hereof

The Serses 2015H Bands referenced above (the “Bands”) axe Being fssued by the Kansas Devalepmen: Firarce
Avithorit A ¥ pawrsuant fo Bond Resalution Mo, 354, adogted by the Auhority on July 23, 2005 (the “Bar
Resoluricn”). The principal of redemprion preminm, i any, and inverest on the Bonds will be payable in lawfal maney of
by eheek or deaft
s therenl Whise 1 ol Risgastiar i of thie fille
asiness day) of the calendar month nex: preceding each interes: paymen: daze.
Interest die wish respect tothe Bands is papahle semianmeally on Apel 16 and October 16 of ach rear, t2 and including
the date of mamurity of redemgeion, whichaver i earfier, commencing on Octaber 15, 2015, The Bonds will consis of fally
4 bonds in the f $5,000 or any authorized inssgral multipls thereod, becoming dus on Aprl 15 of
2ach year s set forth on the inside cover hareat.

MATURITY SCHEDULE—SEE INSIDE COVER PAGE

The principal of, redemyption premium, if any, and inserest on the Bonds ars payabls salsly and anly from the revenaes
reckived and the imvestmen: eammings theseon (the “Revenags™) from the Scate of Kansas Deparrmers of Adminisration
("DOA") pursuan: 12 2 Pledge of Reverues Agreemen: dased 2s of August 1 2015 (the “Pladge Agrecment) dessribed
hersin berwsen the Authoricy and DOA. The Bonds will be secursd by a pledge of the Trast Estate described in the
Band Resclusion. The availahifiry of Bevenus, as described hersin, under the Fledge Agreement is subject 10 anrual
approprizsion by act of the Legislamre.

The Bonds ars subject to redemption pror 12 manwity, as descrbed hezsin, Ses the cagtion “THE BONDS—
Bedemprion” herein.

DOA is obligated under the Fledge Agrewmart 12 pay Revenues to the Anthorizy, which in the aggregate will be
sufficient to pay the principal of, wdemption pre if aiy, and intercst on the Boads DOA'S OBLIGATIONS TO PAY
REVENUES AND ANY OTHER OBLIGATION OF DOA UNDER THE FLEDGE AGREEMENT I8 SURJECT TO AND
DEFENDENT UPON ANNUAL APPROFRIATIONS BEING MADE BY THE LEGISLATURE FOR SUCH PURPOSE. Sce
the sapsian “SECURITY AND S0URCE OF PAYMENT FOR THE BONDS' harein.

THE BONDS ARE SPECLAL, LIMITED OBLIGATIONS OF THE AUTHORITY PAYABLE SOLELY FROM
THE TREUST ESTATE. D[0A'S OBLIGATION TO PAY REVENUES DOES NOT CONSTITUTE 4 DERT
OR LIABILITY OF THE STATE WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY
LIMITATION. IN NO EVENT SHALL THE BONDSE CONSTITUTE AN INDEETEDNESE OF THE STATE
OF KANSAS OR AN INDEBTEDNESS FOR WHICH THE FAITH AND CREDIT OR TAXING POWERS OF
THE STATE OF KANSAS ARE FLEDGED. THE BONDS DO NOT CONSTITUTE, NOR SHALL THEY BE
CONSTRUED TO BE, A GENERAL OBLIGATION OF THE STATE OF EANSAR DA THE AUTHORITY OR
ANY OTHER GOVERNMENTAL ENTITY. THE AUTHORITY HAS NO TAXING POWER.

This cover page contains information for quick reference only. Tt is not @ summary of the tronsaction. Freestors
wast vewd the entive Official S i to obtaie information eseendigl to the weakéng of an dnfoermed iveesie
dacision

Ths Bonds are offersd whan, as and ¥ issued and Seliversd by the Aushoricy subjecs o the recsips of the approving legal
opinian of Gilmare & Bell, P.C., Bond Counsel to the Antharity. Cerain legal masters will be passed upon for the Autheriny
by its counzel and disclosves counsel izl Bock ILF, and for DOA by its gencral caunse] and by fs disclesurs counsel
Bracewsll & Gibiand LLP, and for the Underariters by their counsel. Bryan Cave LLP. Tt is expectad that delivery of the

et b chefinitive fi of The Thepository Trast Cowpany in New York, New York, on
2 sbowr Anguss 30, D

EofA Merrill Iynch Wells Fargo Securides
Citigronp Hutchinson, Shockey, Exley & Co. Piper Jaffray Stifel
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Kansas Pension Bonds (cont.)

KFDA Series 2015H Debt Service Schedule ($MM)
70

60
. EEEEEEERERER
A HE

40
30
20
10

4]

HEN
IR
EEEN
EEEN
EEEN
EEEN
6

16 18 20 22 24 2
mm=  Principal mm Interest

» Credit — Aa3/AA (Moody’s and S&P)

“The state has reduced pension — The Bonds are secured by funds

cont_ribgtior_ls the next few years, appropriated annually by the State
an indication that these bonds Legislature

are being used to some extent
as budgetary relief”

— Moody’s, July 30, 2015

> Structure

— The State structured the financing with a
2045 final maturity and level debt service
payments of $64 million in each year

— The financing had an all-in borrowing cost
of 4.70%




Thank You



Morgan Stanley Bio and Disclaimers

»  Bill Mack, Executive Director, has served as Morgan Stanley’s Banking Coverage Officer for the past ten years.
In this role, Mr. Mack has led numerous underwritings for all of the Commonwealth’s major credits. Mr. Mack
received his J.D. from Loyola University Chicago and B.A. from the University of St. Thomas in St. Paul,
Minnesota.

» MSRB G-23 and Municipal Advisor Disclaimer

(a) 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 (€) 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.




Morgan Stanley Bio and Disclaimers

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.




Morgan Stanley Bio and Disclaimers

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.

© 2015 Morgan Stanley




