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a PPL company

Dr. Talina R. Mathews
Executive Director
Kentucky Public Service Commission

211 Sower Boulevard
Frankfort, Kentucky 40601

November 30, 2016

RE: Application of Louisville Gas and Electric Company For An Order
Approving the Establishment of a Regulatory Asset
Case No. 2016-00393

Dear Dr. Mathews:

Enclosed please find and accept for filing Louisville Gas and Electric
Company’s Responses to the Commission Staftf’s Requests for Information
made at the Informal Conference held on November 22, 2016 in the above

referenced matter.

Should you have any questions regarding the enclosed, please contact me at your
convenience.

Sincegely,

Christopher M. Garrett

RECEIVED
NOV 3 0 2016

PUBLIC SERVICE

COMMISSION

Louisville Gas and

Electric Company

State Regulation and Rates
220 West Main Street

PO Box 32010

Louisville, Kentucky 40232
www.lge-ku.com

Christopher M. Garrett
Director Rates

T 502-627-3328

F 502-627-3213
chris.garrett@|ge-ku.com



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF LOUISVILLE GAS AND ELECTRIC ) CASE NO.

COMPANY FOR AN ORDER APPROVING THE ) 2016-00393
ESTABLISHMENT OF A REGULATORY ASSET )
RESPONSE OF
. LOUISVILLE GAS AND ELECTRIC COMPANY
TO

INFORMATION REQUESTED AT THE INFORMAL CONFERENCE
HELD ON NOVEMBER 22, 2016

FILED: November 30, 2016



VERIFICATION
COMMONWEALTH OF KENTUCKY )
COUNTY OF JEFFERSON ; -
The undersigned, Daniel K. Arbough, being duly sworn, deposes and says that
he is Treasurer for Louisville Gas and Electric Company and an employee of LG&E and
KU Services Company, and that he has personal knowledge of the matters set forth in the

responses for which he is identified as the witness, and the answers contained therein are

true and correct to the best of his information, knowledge and belief.

/4

Daniel K. Ar'bough

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this Bﬂ%day of WW 2016.

Dy b oot tes  (SEAL)

Nofary Public &/ -

My Commission Expires:

JUDY SCHOOLER
Notary Public, State at Large, KY

s . 2018
Notary ID # 512743
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LOUISVILLE GAS AND ELECTRIC COMPANY

Response to Information Requested at the Informal Conference
Held on November 22, 2016

Case No. 2016-00393
Question No. 1
Responding Witness: Daniel K. Arbough
When was the $128 million bond issued?

The indenture for the bond is dated October 1, 2033 and the maturity date of the
bonds is October 1, 2033. However, the bonds were issued on November 20, 2003.



A-2.

Daniel K. Arbough
Question No. 2
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LOUISVILLE GAS AND ELECTRIC COMPANY

Response to Information Requested at the Informal Conference
Held on November 22, 2016

Case No. 2016-00393
Question No. 2
Responding Witness: Daniel K. Arbough

Why is it more attractive to issue variable rate bonds and utilize an interest rate
swap to fix the rate rather than issuing a fixed rate bond? Please provide any
analysis LG&E performed when it executed the swap in 2003.

During the meeting Mr. Arbough stated that issuing variable rate tax-exempt bonds
and utilizing an interest rate swap to fix the interest rate was more attractive than
issuing a fixed rate bond. This is an accurate statement for the tax-exempt market,
but not necessarily for the taxable market. There are two key reasons that swaps
provide a benefit in the tax-exempt market. First, long-term fixed rate tax-exempt
bonds have a tax risk that is assumed by the bond holder for the full life of the bond.
Although the interest paid on the bonds is exempt from the investor’s federal
income tax (and for some investors Kentucky state income tax as well), future
changes in tax law may eliminate that exemption. Investors charge a premium to
take that tax risk over the life of the bond. This often results in long-term tax-
exempt rates for AA or A rated issuers being very close to the taxable rate for the
same issuer. Using an interest rate swap results in Louisville Gas and Electric
Company (“LG&E”) bearing this tax risk because the interest rate swap payments
are not tax-exempt. However, LG&E is impacted only if and when the tax laws are
changed to eliminate the tax risk. The Company is willing to assume this risk
because a dramatic change to the tax code is viewed as unlikely and assuming the
risk provides significant value to the customer. Second, the interest rate swap
market is much larger than the tax-exempt bond market. A larger market with more
liquidity should result in better pricing for the Company.

Attachment 1 is a chart dated as of October 3, 2003 showing that the BBRBI (an
index of 25 A1 rated 30 year tax-exempt revenue bonds) was 5.20%. The interest
rate swaps done for the $128 million bond in December 2003 averaged 3.666%
which is more than 1.50% lower than the index rate. Attachment 2 is a document
from Goldman Sachs dated October 16, 2003. The table labeled “Tax-Exempt
Rates” shows a 68% LIBOR Fixed Payer swap was priced at 3.94%, and the BMA
Fixed Payer swap rate for 30 years was 4.67% whereas in the table labeled
“Selected Municipal Index Data” the RBI (same as BBRBI) rate was 5.34%. In
both cases the swap rates were well below the fixed rate bond index. The difference
between the 4.67% for a BMA swap and the 3.94% 68% of LIBOR swap is one
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indication of the premium charged by investors to assume the tax risk discussed
above. The BMA index is a tax-exempt index whereas the LIBOR rate is not. In
the chart entitled “Long-term Interest Rates” you will see that the 30 year BMA
Fixed Payer swap was consistently well below the Revenue Bond Index (RBI).
While not presented in the chart, the 68% of LIBOR swap rates are consistently
lower than the BMA swap rates.

Lastly, based upon a review of the available files, Attachment 1 and Attachment 2
represent relevant and available information that the Company utilized to evaluate

and analyze the 2003 swap execution authorized by the Commission in Case No.
2003-00299.



Historical Review of Interest Rates
As of October 3, 2003

Historical Averages

30-Yr
% Ti y _ BBRBI BMA
1-Yr Average 4.87%  515%  1.14%
5-Yr Average 550%  551%  2.61%
10-Yr Average 6.09%  5.74% _ 3.00%
High 15.07%  14.32%  7.89%
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Notes Attachment 1 to Response 0 Question No. 2
1. 30-year Treasury Historical Data since September 21, 1979. P 1 Of l
2. The Bond Buyer Revenue Bond Index is the arithmetic average of the yields to maturity for 25 A1 rated, 30 year revenue bonds. BBRBI began in 1979. age
3. The Bond Market Association Municipal Swap Index (formarly the PSA Index) tracks non-AMT, weekly-reset bonds and began in 1989. Arb()ugh
4. JJ Kenny Index began 1982.
6. The Short Term Average is the average of BMA rates from a specific date until today. The JJ Kenny Index rates are used for the Short Term Average for the time period before tha 2

inception of BMA.
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ThlS mformatxon regardlng current market value is prowded for your information only. It is based on a good—falth estlmate of the price at. approx1mate|y the tlme indicated and -
may not represent a price at which either a purchase or sale can be executed with Goldman Sachs or any of its affi llates Attachment 2 to Response to Questlon No. 2
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LOUISVILLE GAS AND ELECTRIC COMPANY

Response to Information Requested at the Informal Conference
Held on November 22, 2016

Case No. 2016-00393
Question No. 3
Responding Witness: Daniel K. Arbough

Provide in Excel spreadsheet format, the LG&E Bond Payoff compared to a
Proposed Bank Direct Purchase for the $25 million bond.

See attachment being provided in Excel format on the enclosed CD.
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LOUISVILLE GAS AND ELECTRIC COMPANY

Response to Information Requested at the Informal Conference
Held on November 22, 2016

Case No. 2016-00393
Question No. 4
Responding Witness: Daniel K. Arbough

Provide a copy of the International Swap Dealers. Association, Inc. (“ISDA”)
Master Agreement entered into between LG&E and Bank of America.

The requested information is being provided on the enclosed CD.
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LOUISVILLE GAS AND ELECTRIC COMPANY

Response to Information Requested at the Informal Conference
Held on November 22, 2016

Case No. 2016-00393
Question No. 5
Responding Witness: Daniel K. Arbough

Provide a copy of the confirmation statement as referenced in the ISDA Master
Agreement entered into between LG&E and Bank of America.

See attached.
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233 South Wickes Drive, Suite 300
Chicago. Ylais 60806

Tel 312-333-2732

Fan 312-235-3503

B_ank of AmericaN. A.

Louisvifle Gas and Eleside Company
220 Wes! Main Streat
l.ouisvilfe, iKY 213 11

ATIR: Darsigd Arbough
TEL: 502-627-4865
FAX: 502-527-4742

FROM: Bank of Amenca, MA.
233 Soulh Wacker Drive - Suile 2800
Chikago, Hiinois 60505
Tad Gray 7 Mail Dellabitia

Dato; 1{DECOS
Our Rolerence No. 3174027

Internal Traddng Nos, 13074480

The puiposa of this lefler agreement is fo eonlinm the lemms and conditions of the Transaclion entered info bsiwean Lovisville Gas
anrd Etecide Company and Bank of America, N.A. {sach a “party” and logelher "the perties) on the Trade Dats spocified below (lhe
“Transaction”). This lelter agreament constiiies a "Confirmatien” as referred 1o In tha ISDA Master Agreement specified tn

paragraph 1 helow (the "Agreement™).

Tha definitions and provisiens conlained In the 2000 ISDA Definitions, as publishad by the Inlernalonal Swaps and Derivalives
Asscciation, Inc., (the *Definflions”) are incorporated Into this Confismafion. In the evenl o) any inconsistency beiwoen the Delinilions
and thls Conlirmation, this Confirmation will govern,

1. This Conlirmatlon supplements, forms parl of, and is subjec fo, the ISDA Masler Agreemenl daled as of 18NOVD3 , as amended
and supplamenied from fimo 1o lima (the “Agreament?), belwean the parlies. All provisions contained in the Agreement govem this
Confirmatlon oxcep! as oxpressiy moditisd belovr.

In 1his Confirmation "Parly A" means Bank of America, N.A. ard "Party B* means Lowmilic Gas and Elackic Company.

2. The lerms of the particuler Transaction o which this Confirmation rolates are as follows:

Nolional Amount: Ush 22,000,000.00
Tradoe Dale: YODEC

Elfeciive Date: 12RECoY

Termination Dale: 01QCT33

Fixed Amounts:

Fixed Rate Payer: Perly B

Fized Rate Payer Paymoni

Dalgs: The st ol asch Morilh,

nommenciy 03.JAHSS ard srding
0100733, subject fa adivgment

ity aceovdarion with the Wedilind Fallowing
Business Day Convention,

Fized Raie Payer Pertod
End Dales The tsi of each Month,
commencing 01JAN04 and anding

12-11-88 17:19 RECEIVED FROM:RighiFAX CHIB2
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Attachment to Response to Question No. 5

CHI32 12/11/03 4:47 PAGE 3/5 RightFAX
010CT33, subjact lo adiusiment
Iy aceordance with the Modiled Foilowing
Business Day Corwenton pxcapl for thy
fingl calculation pariod whish shall not be acjusied,

Fixed Rate: 3.69500%

Fixed Rato Day Count

Fraclion: - 301360

Floaiing Amounts:

Floating Rate Payer: Parly &

Floating Rate Payer

Paymenl Dales; The Ist of each Monh,
commencivy 01JAND and widing 010G T3S,
subject 1o atfusiment in accordance with the
Modiied Foliowling Business Day Cenventlion.

Floatiy-Rawe Payer Pericd

Erwd Dalss: Thie 13t ol each Month,

Floating Rale for inifia}

commenciny 01JANO and ending

010CT33, subjaet 1o adivelmant

in atcorcance with thi ledilied Follewing
Buyiness Day Corvention sxcep! for lhe

tinal calcuiation parlod which sl nol ke adjusted.

Calcvlalion Period: 0.79500%

Floating Rate Opfion: 88.00% of USR-LIBOR-BAA
Averaging: Inapglicable

Daslgnated Malurity: 1 Mok

Spread: Nong

Floating Rate Day Count

Fraction: Adlyalraso

Ress! Dales: ne [irsi day of each Calculafion Period
Compounding: Inapplicable

Business Days; Hawork, Lordien
Calculalion Agent: PatyA

Optional Eatly Termination:

Nolwithstanding anything to the conlrary In Iha Definilions or the Agreament, Ine paities hareby agnas lo the following Optional Early
Termination provisions:

For purposes ol this Oplicnal Early Termination provision, Business Days shall mean New Yotk and Lonkion Business Days.

12-11-68

Elther parly shall have tha right (but nol the obligation) fo terminale this Transaciion, eftecliva as of 120EC10 or if such day Isnota
Business Day, on ihe next sucteeding Business Day {fhe "Opfional Early Termination Date”), by providing the ojher pariy with nofice
ol its exercise of this tighl five Businass Days prior to the Optionel Early Torminafion Date. This nolice shall be irevocable end may
ba given orally, Inciuding by talephone. Suchnolice shall be follcived by a wiflen confirmalon eanfimiing tho substancs of any
folephonic nolice within one Business Day of thal nofice. Faflure fo provide that enitlen confirmation wilf not atiect the validily of the

telephonic nolice.

In Ihe event either garly alecls to terminate 1his Transaclion as provided above, the Cateulalion Agen! shall determine the Cash
Setilement Amount in good (alth and In @ commerdially reasonable manner In accordance wilh normel market praelics in the yelevant

17:28 RECEIVED FROM:!RighiFAX CHI32
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Cow e Arbough
TN m .

markol, Such dojormination shell be made on the day thatIs fwo Business Days piior fo the Opllonal Early Termingilon Date. In the

absence of manliest error, sueh determination shall be final and conclusive evidenca of the Cash Selflernent Amount payable In

respecl of such Oplional Early Terminalion Date. Parly A or Parly 8 {as defermined by ihe Calculalion Ageni) shall pay lo the olher

parly the Cash Selilement Amount on the Opiional Early Terminafion Date. Onee iha Cash Setilemeni Amount has bezn fully and

finally paid, then all ighls, dutles and obligations of the parties undar and with respect 1o this Transastion shall torminate.

3. Recording of Convarastions:
Each party fo this Transaction acknowledgas and agrees 1o the fape recarding of
conversalions batwaenthe parlles lo this Transaclion whether by ons or athar or
baih of Ihe parfles or tielr agonls, and thal any such lapa recordings may be
submliled ih evidence In any Procesdings mlating 1o the Agreement and/or this
Transaction. :
4. Account Detalls:
Accounl lor payments 1o Party A:
usD
NAME: BANK OF AMERICA, N.A,
CITY: NEW YORK
ABASORT: 026008593
ACCT: 6550 219346
ATTH: RATE DERIVATIVE SETTLEMENTS
SWIFT: BOFAUSSHN
Accounl for payments lo Pariy B:
PLEASE PROVIDE
o . Offlces:
_ The Olfice of Party A for this
Transaclionis: Charlatte, NC
Plaase send resat nolicos to fax no. (312-234-3803)
The Office of Parly B lor thls
Transaotlionls: Kenluehy, USA
Credit SBupport Document: As per Agreement (and Credit Support Annax | applicable).
-~
12-11-83 17:28 RECEIVED FROM:RightFAX CHIB32 P.84
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L. Arbough
Pleasa contimm thal the foregoing conectly sels jorih the 1arms and eondillons of our agresment by refuming Via telecoplor an
oxeculed copy of this Conlimafion to tho atiention of Global Derivative Operafions at (Jax no{312) 234-3603).
Yaurs Sinceraly,
Bank of Affericgil.A.
DayéiVatter
Sentir Vioe President
Authorized Signalory
Accapted and confirmed as of the date rsyffitten:
. . / ,
Qur Raferance # 4174027
12-11-88 17:20 RECEIVED FROM:!RichiFAX CHIS2 P.85




