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from N o h  Rural Electric Cooperative Corporation to that request. Should you need 
anything further, please let me lmow. 
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JCJN 1 3  2012 
PUBLIC SERVICE 

G,oMlwIssIoN 
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MA 

APPLICATION OF NOLIN ) CASE NO. 2012-00192 
RURAL ELECTRIC COOPERATIVE ) 
CORPORATION FOR AN ORDER ) 
PURSUANT TO KRS 278.300 AND ) 
807 KAR 5:001, SECTION 11 AND 
RELATED SECTIONS AUTHORIZING) 
THE COOPERATIVE TO OBTAIN A ) 
LOAN IN THE AMOUNT OF 
$50,000,000.00 FROM THE NATIONAL) 
RURAL UTILITIES COOPERATIVE ) 

) 

) 

FINANCE CORPORATION ) 

NOLIN RURAL ELECTRIC COOPERATIVE 
CORPORATION’S RESPONSE TO COMMISSION STAFF’S 

FIRST REQUEST FOR INFORMATION 

1. Refer to paragraph 5.a. of the original application in which Nolin 
states that it takes in excess of 15 months to obtain Rural Utilities 
Service (“RUS”) loan approval. Explain N o h ’  s expectations for 
the length of the approval process with National Rural Utilities 
Cooperative Finance Corporation (“CFC”) and how that will 
benefit Nolin. 

Response: The time it takes National Rural Utilities Cooperative 
Finance Corporation (“CFC”) to receive a loan application and 
respond to that loan application is approximately thirty (30) days. 
However, since that loan application has to receive the approval of 
the Commission, then the length of time that it takes to receive that 



approval from the Kentucky Public Service Commission will be 
added to the loan application process time. Once that Commission 
approval has been obtained, CFC has indicated that it could have 
the funds available on the following day following the receipt of 
that approval. 

As to how this will benefit N o h  in reducing the amount of 
time that it currently takes to receive a loan from RUS, it helps 
N o h ’ s  cash flow situation; it saves from having to use short term 
borrowing and the short term interest rate costs which are higher 
than the rates paid for the longer term financing received from 
CFC; it assists N o h  in not having to plan so far in advance for the 
use of funds with the uncertainties involved in that. 

2. Refer to paragraph 5.b. of the original application. 
a. Fully describe why it has become difficult to work with 

RUS as it relates to the Fort Knox operations, and how 
refinancing with CFC will eliminate these difficulties. 

Response: For the past several years, because RUS does 
not consider income from N o h ’ s  Fort Knox operation in calculating 
the ratios that it requires to be kept in compliance with its loan 
documents, N o h  has had to obtain waivers from RUS to allow it not 
to be considered in default of its loan obligations. RUS has now 
decided to no longer issue those waivers. CFC, on the other hand, 
does allow N o h  to consider income from the Fort I h o x  operation 
in qualifying for its loan contract obligations and therefore, N o h  
will not have any difficulty in remaining in compliance with their 
loan covenants. 

b. At a meeting on December 20, 201 1 at the Commission’s 
offices, N o h  personnel described an issue RUS had with 
operating ratios being negatively impacted by the Fort Knox 
operations’ financing, and N o h ’ s  proposal to establish a 
separate entity to finance the Fort I h o x  operations. Explain 



whether the difficulties that N o h  is referring to in 
paragraph 5.b. are the same as were discussed at the 
December 20, 201 1 meeting. Provide an update on Nolin’s 
proposal to create a separate entity for the Fort Knox 
financing transactions. 

Response: Yes, those are the same difficulties with RUS as 
explained above. Nolin did establish a separate entity for handling 
the income from the Fort Knox operation, and was in the process 
of placing its Fort Knox operation under this entity when RTJS still 
proceeded to put conditions on the future funding of N o h  that 
would not be acceptable to N o h .  In addition, the uncertainty in 
having to work with RTJS each year on this problem made it 
difficult for N o h  to proceed with the requirements of the US 
Government at Fort Knox. 

On the other hand, the only requirement of CFC is that N o h  
maintain a Debt Service Coverage of 1.35 for the best two out of 
the most recent three years and as stated previously, N o h  is 
permitted to include income from the Fort Iolox operation in 
arriving at this calculation. In addition, CFC has put forth an 
attractive loan package to N o h  as outlined in the Application in 
this case which will make it beneficial to Nolin’s members in 
transferring all of its loans to CFC. 

3. Refer to paragraph 1.a. of the amended application. Has 
CFC guaranteed N o h  the interest rates indicated for the proposed 
loan if the transaction is closed by a date certain? If yes, what is 
that date? 

Response: Yes; Incidentally, since the filing of the Application in 
this case, N o h  was given an opportunity to “lock in” an interest 
rate that is even more beneficial than the interest rates filed with 
the original application. The interest rate on the original 
application offered by CFC was 3.28% per annum which led to an 



effective interest rate of 3.01%. As of June 5, 2012, the stated 
interest rate is now 3.20% which results in an effective interest rate 
of 2.93% per annuin. This new, lower interest rate results in a cash 
flow difference to N o h  over the life of these loans of 
$2,433,998.00 and a total interest savings of $499,296. (See 
Exhibit " 1 " attached.) That interest rate remains guaranteed for 
sixty (60) days after June 5, 2012. This interest rate would be 
applicable to approximately $29,000,000.00 of the loan funds, and 
as to the remaining loan funds, there will be a variable rate 
applicable to those loans. 

Due to the requirements of RUS regarding prepayment of 
outstanding RUS loans, there is a detailed prepayment procedure 
that has to be adhered to once the approval of the Coininission is 
obtained to close the CFC loans. That approval requires that a 
Closing Request be sent to RUS no less than thirty (30) business 
days before the payoff can occur. A Prepayment Agreement is 
also required to be entered into with RUS and then numerous 
documents concerning the prepayment must be forwarded to RUS 
at least fifteen (15) days prior to the closing date. In addition, the 
Board of Directors of N o h  has to adopt resolutions at a meeting 
attended by all of its directors (without exception), at which 
meeting, a resolution will be adopted authorizing the execution of 
the Prepayment Agreement with RUS. It is estimated that the 
timing for the handling of the Prepayment docuinents required by 
RUS and the holding of a Board meeting after the Cominission 
grants its approval for this loan will take approximately forty-five 
(45) to fifty (50) days. If you subtract that number of days from 
the sixty (60) days for which the current interest rate has been 
locked in for N o h ,  then Nolin would need to receive approval 
from the Coininission by approximately June 20 at the latest. 

4. Refer to item 11 of the original application. Nolin has 
requested expedited treatment of this application due to the 
volatility of interest rates and currently favorable interest 



rates available to N o h  and is requesting that the 
Commission grant approval in this matter by June 18, 201 2. 
In the event the Cominission approves the application, 
provide the latest date the approval of the refinancing is 
needed in order to close the transaction and secure a 
favorable interest rate. 

Response: See response to #3 above. 

5. Refer to Exhibit 1 of the original application which 
shows Federal Financing Bank (“FFB”) loans in the amount of 
$21,221,545.24 at an interest rate of 0.22 percent. Explain why 
N o h  proposes to refinance these loans rather than refinancing 
existing CFC loans with interest rates that are 3.2 percent or 
higher. 

Response: The Commission may not realize that the 
Federal Financing Bank loans are administered the same as the 
RUS loans by the same entity. Therefore, they have the same 
mortgage requirements as do the RUS loans and accordingly, cause 
N o h  the same frustration in trying to deal with the RUS loans. 
Therefore, in order for N o h  to get out from under the burdensome 
regulations of RUS due to the way they calculate their income 
ratios, it must also get out froin under the FFB loans. 

In regard to the second part of that question concerning the 
refinancing of existing CFC loans, the CFC loans that N o h  has 
that are at 3.2% or higher are loans that involve the Fort Knox 
operation and Fort b o x  actually reimburses the interest on those 
loans, plus an adder, which results in those loans not costing 
Nolin’s members any interest whatsoever. 

6. N o h  is requesting approval to borrow $50 million 
from CFC to refinance all of its existing RUS and FFB debt. If the 
outstanding RUS and FFB loans at the time of closing exceed $50 



million, explain how N o h  proposes to address the additional 
amount required to pay off the existing debt. If at the time of 
closing the outstanding RUS and FFB loans are less than $50 
million, explain how N o h  proposes to address the excess loan 
proceeds received. 

Response: In regard to the first part of this question, there 
will be no additional amount of debt in excess of $50,000,000.00, 
since N o h  is paying the debt in monthly and quarterly payments, 
which will result in the amount required to pay the existing debt to 
certainly be less than $50,000,000.00. In regard to the second pai-t 
of that question, there will be no excess loan proceeds received by 
N o h ,  because the amount of the loans being obtained from CFC, 
which are estimated to be approximately $50,000,000.00, will be 
something less than that, based on whatever the payoff is on the 
eventual closing date. It will certainly be an amount less than 
$50,000,000.00 as explained above, and the loan funds will be 
used “dollar for dollar” to pay off those existing loans. 

7. Refer to Exhibit 2 of the amended application. 
Provide an expanded exhibit that includes the current loan balances 
as of the most recent month available. 

Response: Revised Exhibit 2 is attached showing the 
current loan balances as of the most recent month. 

8. Refer to Exhibits 1 and 4 of the amended 
application. In the heading of both exhibits is an item labeled 
“Financing Amount” which shows an ainourit of $49,946,777.00. 
Explain why this amount is not $50,00O,000. 

Response: As explained in the response to question 6 
above, since the loan amount being borrowed is to be used “dollar 
for dollar” to pay off existing loans which are being reduced by 
monthly and quarterly payments while this case is proceeding, the 



actual amount of the loan is a “moving target” which will only be 
known on the day the loan funds are requested from CFC. 
However, they have agreed to loan an amount not to exceed 
$50,000,000.00. 

I, O.V. Sparks, as Vice President of Administration and 
Finance of N o h  Rural Electric Cooperative Corporation, hereby 
certify under oath hereby that these responses are true and accurate 
to the best of my knowledge, information and belief foimed after a 
reasonable inquiry. 

NOLIN RURAL ELECTRIC 
COOPERATIVE CORPORATION 

BY: 

Of Administration and Finance 



STATE OF KENTUCKY 
COUNTY OF HARDIN 

I, the undersigned, a Notary Public, do hereby certiQ that on 
this A/” day of T V ~ Q  , 20 12, personally appeared 
before me O.V. SPARKS, who being by ine first duly sworn, 
subscribed to and acknowledged that he is the Vice President 
Administration and Finance of Nolin Rural Electric Cooperative 
Corporation, a Kentucky corporation, that he signed the foregoing 
document as Vice President of Administration and Finance the 
corporation, and that the statements therein contained are true. 

At Large 

My coinmission expires / H  -/S- /3 

NOLIN RURAL ELECTRIC 
COOPERATIVE CORPORATION 

AT FOR NOLIN RURAL 
EL OOPERATIVE: 
CORPORATION 
JOHN J. SCOTT, P.S.C. 
108 E. POPLAR STR., P.O. BOX 389 
ELIZABETHTOWN, KV. 42702-0389 
(270) 765-2 179 



"RESPONSE EXHIBIT 
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LONG TERM DEBT 
Complete Schedule Showing Total Obligations 

As of May 31,2012 

Note 1 In: 
No 

-___la)  

FFB 
H0010 
H0035 
H0020 
H0025 
H0030 
H0035 
H0040 
H0045 

RUS 
1B230 
1B235 
18240 
18245 
1B250 
1B255 
1B256 
18257 
18260 
1B261 
1B262 
1B270 
18271 
1B272 

TOTAL 

7.1570% 
0.0220% 
0.0220% 
0.0220% 
0.0220% 
0.0220% 
0.0220% 
0.0220% 

5.~000% 

4.2500% 
5.0000% 

4.3700% 
0.3700% 
4.2500% 
0.3700% 
0.3700% 
4.9400% 
5.1900% 
4.4600% 
4.7800% 
4.6700% 
2.5700% 

Original Maturity Original Principal 

D; 1 ""6," 1 Balae;ce I Pr:ents 

(9 - .  

Feb-77 
Feb-78 

May-83 
Sep-92 
Jim-95 

May-98 
May-03 
Apr-12 

Aug-80 

Aug-08 

Dec-91 
Feb-99 
Sep-99 
Sep-99 
Oct-03 
013-03 
Oct-10 
Oct-IO 

Sep-92 
Sep-92 
Jill-95 
Jut-95 

May-97 
May-97 
May-97 
May-97 
Apr-12 
Apr-12 
Aug-12 
Aug-12 
Aug-12 
Aug-12 

Jan-12 
Ian-13 
Jul-15 

Apr-18 
Aug-27 
May-30 
Apr-33 
Apr-38 
Mar-47 
Jul-43 

Nov-26 
Jan-34 
Aug-34 
Aug-34 
Sep-38 
Sep-38 
Sep-45 
Sep-45 

Aug-27 
Aug-27 
Jim-30 
Jun-30 
Apr-32 
Apr-32 
Apr-32 
Apr-32 
Mar-47 
Mar-47 

Jut-47 
Jut-47 
Jul-47 
Jul-47 

375,000 
920,000 
924,000 
520,000 

1,031,633 
1,492,000 
1,977,000 

35,000,000 
24,000,000 
40,000,000 

2,000,000 
1,893,000 
2,583,000 
2,583,000 
4,000,000 
2,948,000 
7,000,000 
3,720,000 

1, 180,000 
1,180,000 
1,740,000 
1,740,000 
2,306,500 

286,000 

500 
4,000,000 
4,100,000 
1,967,000 
3,500,000 
5,500,000 
3,261,000 

2,020,000 

375,000 
864,605 
712,094 
3 19,784 
376,419 
344,366 
359,154 

18,433,741 
9,357,421 
5,979,484 

610,940 
514,834 
702,491 
702,492 
802,112 
591,157 
248,359 
139,976 

404,965 
404,965 
562,532 
556,412 
731,121 
79,551 

638,145 
156 

349,313 
348,971 
185,919 
212,162 
341,650 
263,990 

165,747,633 46,514,281 

Balance Interest 

Unadvanced Fiscal Period 

20,000,000 

20,000,000 

0 
55,395 

211,906 
200,216 
655,214 

1,147,634 
1,617,846 

16,566,259 
14,642,579 
14,020,516 

1,389,060 
1,378,166 
1,880,509 
1,880,508 
3,197,888 
2,356,843 
6,751,641 
3,580,024 

775,035 
775,035 

1,177,468 
1,183,588 
1,575,379 

206,449 
1,381,855 

344 
3,650,687 
3,751,029 
1,781,081 
3,287,838 
5,158,350 
2,997,010 

99,233,352 

200 
4,863 

13,322 
11,975 
30,239 
56,926 

114,545 
787,357 
496,028 
997,487 
43,918 * 

98,791 
733 

1,000 
1,000 
1,701 
1,254 
3,588 
1,907 

74,033 * 

39,062 
39,062 
50,248 
52,086 

5,960 
8,831 
5,228 

1 
156,857 
165,834 

72,272 
157,909 
242,059 
76,971 
79,920 * 

3,893,167 

* NOTE: Amount of interest on notes paid in full during the year. 

REVISED EXHIBIT 2 


