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Director Rates
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RE: Application of Louisville Gas and Electric Company For An Order
Approving the Establishment ofa 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 Staffs Requests for Infonnation
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.

Sincerely,

Christopher M. Garrett
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In the Matter of:

APPLICATION OF LOUISVILLE GAS AND ELECTRIC ) CASE NO.
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VERIFICATION

COMMONWEALTH OF KENTUCKY )
) SS:

COUNTY OF JEFFERSON )

The undersigned, Daniel K. Arbough, being duly sworn, deposes and says that

he is Treasurer for Louisville Gas and Eleetric 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.

Daniel K. Arbough

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

and State, this _^^^day of 2016.

My Commission Expires:

JUDY SCHOOLER
Notary Public, Stateat Large, KY
ity commission expires July 11,2018
Notary ID #512743

Notary Public
(SEAL)



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

Q-1. When was the $128 million bond issued?

A-1. 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.
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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

Q-2. 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.

A-2. 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 bolder for the full life ofthe bond.
Although the interest paid on the bonds is exempt fi^om 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 ifand 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 diseussed
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 ehart, the 68% of LIBOR swap rates are consistently
lower than the BMA swap rates.

Lastly, based upon a review of the available files, Attaehment 1 and Attachment 2
represent relevant and available information that the Company utilized to evaluate
and analyze the 2003 swap exeeution authorized by the Commission in Case No.
2003-00299.
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% Treasury BBRBI BMA

1-Yr Average 4.87% 5.15% 1.14%

S-Yr Average 5.50% 5.51% 2.61%

10-Yr Avemge 6.00% 5.74% 3.00%

15.07% 14.32% 7.09%

Low 4.18% 4.78% 0.70%

Historical Review of Interest Rates
As of October 3, 2003

%

16%

14%
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0%

Current Rates

1.04%

—JJ Kenny'" Short-Term Ftolling Average'̂ '30-Year US Treasury - BBRBI BMA"

N"*" ~ Attachment i to Response to Question No. 2
1 30-year Treeei^Historical Data Since September 21.1979. ^ t rt
2 The Bond Buyer Revonua Bond Index Is the arrthmetlc average of the yields to maturity for 25 A1 rated, 30 year revenue bonds. BBRBI began in 1979. ragC 1 OT 1
3 The Bond Market Association Municipal Swap Index (formerly the PSA liKlex) tracks non-AMT, weekly-reset bonds and begwi in 1969. ArboUSh
4. JJ Kenny Index began 1962.

6. The Short Term Average bthe average of BMAratee from aspectno date until today. The JJKenny Index rates are used for the Short Term Average for the time period before the 2
Inception of BMA.



Municipal Rates and Swap Levels As of 10116103

Tax-Exempt Rates
BMA BMA 68% LIBOR

"AAA" Fixed Fixed . . Fixed
Maturity G.O. Yields Receiver Payer Payer

1 1.03 1.29 1:35 1.07
2 1.35 1.92 1.98 1.59

3 1.68 2.39 2;47 2.03

4 Z11 2.78 2.86 2.38
5 Z49 3.05 3.15 2.66

6 2.82 3.29 3.39 2.88

7 3.17 3.47 3.57 3.05

8 3.44 3.61 3;73 3.19

9 3.67 3.72 3.86 3.31
10 3.80 3.83 3.97 3.42

11 3.92 3.92 4.08: 3.52

12 4.04 4.00 4.18 3.60
13 4.15 4.07 4.27 3.66
14 4.26 4.13 4.33 3.71

15 4.36 4.19. 4.39 3.76

16 4.45 4.23 4.43 3.79

17 4.54 4.28 4.48 3.83

18 4.63 4.31 4.51 3.85

19 4.71 4.34 4.54 3.87

20 4.78 4.36 4.56 3.89

25 4.92 4.44 4.64 3.94

30 , , 4.96 . 4.47 4.67 3.94

Floating-to-nxed
Swap Structure

Fixed Rate

Debt

Selected Municipal lndex Data

BMA 1M LIBOR RBI

Reset Day Wednesday, Thursday

CUrrentWeek 0.93 1.12 5.34

Week's Change , 0.01 0.00 0.00

YTD Average 1.02 1.23 5.15

Annual Average 1.11 1.30 5.16

3-Yr Average 1.91 2.68 5.36

5-Yr Average 2.58 3.87 5.52

Fixed

Payer
BMA

GOLDMAN

SACHS

BMA

Fixed

Rate

Fixed

Receivar

Floating
' Rate

Floating
Rate Debt

Fixed-to-Floating
Swap Structure

4.60V.

JJK LIBOR CP Treasury Yields

3-month 6-month 30-day 2-year 3-year S^year 7-year 10-year 30-vear

0.93 1.16 1.21 1.01 i.93 2.39 3.40 3.82 4.46 5.30

Long-Term interest Rates

— 30-Year Treasury
— Revenue Bond Index

30-Year BMA Fixed Pay£

t A
S ss

^ <5

Short-Term Interest Raties

l-Morrlh LIBOR

i.eD%

1.40%

1.20%

BMA hdex

9.60%

This informatibn regarding currOTt market value Is provided for your information only. It is based on a good-faith estimate of the price atapproximately the time indicated and
may not represent aprice at which e«her apurchase or sale can be executed with Goldman Sachs or any of its affiliates. Attachment 2to Response to 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. 3

Responding Witness: Daniel K. Arbough

Q-3. Provide in Excel spreadsheet format, the LG&E Bond Payoff compared to a
Proposed Bank Direct Purchase for the $25 million bond.

A-3. See attachment being provided in Excel format on the enclosed CD.



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

Q-4. Provide a copy of the International Swap Dealers Association, Inc. ("ISDA")
Master Agreement entered into between LG&E and Bank of America.

A-4. The requested information is being provided on the enclosed CD.



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

Q-5. Provide a copy of the confirmation statement as referenced in the ISDA Master
Agreement entered into between LG&E and Bank of America.

A-5. See attached.
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?3iSoaih Wacixx Onvei. Sohe 9800

ChiogD. liihiok 60£<}fi
'M 31?-»4-2732
Ebx 3i2-23$-3^

Bank of America N. A.
TO; Loui£v!tlcOas and Elaelrie Company

220 Weal Main Sireet
LouIs»i)le,KYZtlit

ATfrt; Darslet Arbou^i
7EL: 502-ffi}7-4S65
FA>;; 502-52^-4742

FROM: Sankof America, NA
233 South Wackor Drive - Suite 280O
Chleago. Illinets 60S05
Tad Gray/ MattDotlabllia

Dale: 11DEC03

Our Rolerenco No. 3174027

Internal Tradtlna Noa 13074460

The purposeof thislellorasroemenlis to conlirrn theti^s and conditions oftheTransaction entered Irrio betweenLouisville Gas
ani Eiedric Companyand BankofAmerica, NA (eacha 'party* arid together "the paitlesr'} ontheTrade Dale spoclfled betow (the
TiansaeliorY). This letter agreement constitutes a "Conflimation" as retsmed toIntheISOAMasterAgreement specitledln
paragraph 1lietow (the "Agroemenr).

Thedefinitions endprovisions oontiuned Inthe200DISDA Detinltions, as putjlishod fay theInlornallonat Swaps andDerivaHves
Assorriatlon, Inc., (the"DefinHions^ areIncorporated hto thisConrumation. Intheeventolanyinconsistency belwocn the Detinillons
and this Conllmiatlon, this Confirmation will govern.

1. ThisConllrmallDn supplements, fomrsparlot. andis subJecMo, the ISDA Master Agreement datedas ol tONOVos, as amended
and supplemenled from l^o lo lima (the"Agrooment'̂ , betweenthe parlies. Alt proissions contmned in the Agreement govern this
Contlrmatlon exceptas expressly modltlsd betcv/.

In ffus Conltrmatlon 'Forty A" means BankotAmerica, NA and'Farty B'means Lmswitte GasandBeciric Company.

2. The terms of the psrtlculsrTransactionto vridch this Confirmationrolaiss are as follows:

Nolienal Amount;

Trade Date:

Elfocliva Date;

Termination Date:

Fixed Amounts:

Fixed Rate Payer:

Fixed RatePayer Payment
Dalss:

Fixed RalePayer Period
End Dates;

12-11-83 17 ! 19

USD 32,000,000.00

10DEC03

12DEC08

Mocrss

Parly B

The 1st at each Mcnth,
comrsencirrg 01.JANQ4 and sndirrg
01OCr33, subjectto adjustment
•naccordaroa wiiittlie McdiTicd FallovrirKi
Business DayConvention.

The 1st of eaci) .Month,
commencmg 014AN04and otxiing

RECEIVED FROMiRIshiFAX CHI32 p. 02



Attachment to Response to Question No. 5
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Hxod Rale:

FixedRate DayCouni
Fracfion;

Floating Amounts;

BosHig Rale Payer;

FloalhgRale Payer
Paymonl Dales;

RoaGng-Raie Payer Period
Bki Oalss:

Bostiig Rale forlnifial
Calculation Period:

Boallng Rate Opfisa'

Averaging:

Doslgnated Maturity:

Spread;

BoaUng Hale DayCount
Fraction;

Rosoi Dales:

Conipounding:

Buslnoes Days;

CalculalionAgenI;

Optional Early Tormlnatlon:

PI0CT33, sub[eci to ac^irsimenl
In accoidancewilli lire Modilled PoiloiKlng
Rim'ness DayConyerilion except tior the
final calculation period vibioh ^oll notbe adjuslod

s.$9Seo%

soraeo

ParlyA

The IsloloachMonlh,
commencttg OiJAIt04 and endirig 010CT33,
sublod to arfuslment Inaccordance withthe
Moused FOliouTng Business Day Convention.

Tlie Isl <ileach Mcr^b,
conimencmgOUANOd attd ending
OlOCrss, subject10adju^menl
(ItsccordancGwilh the ModTied Fo!lc«iing
DusinsssDayCoirveiitlim excepttor Iho
final calcrfiatlon perli>d vMchshallnol be adjusted.

0.79300%

68.00% ot UBO-UeOR-BBA

inapplie^s

1 Mo.nfit

None

ActualrSfiO

The firstday et each Calculalion Petmd

Inapplicable

NevuVoiic, London

PartyA

l<IolwIlhstandlng anyttikrg to fileconiraiyIn the Definitions or the AgreemenL fits parfieshereti/ agues to the loSowing Optional Earty
Termination provisions:

ForpurposesolHits OpIicrmI Early Termination provlslcn, Business Days shall meanNew York andLondon Busfiiess 0^.

Ellhor party sitall havetheright (but nottheoblgation} tolennlnate ihisTransadlon, etiecllve as ol120EC10 oritsuchdayIsnota
Bu^ness Day, on ihenextsucceeding Business Day (the'OpScnel Early Tomtlnafion Date'), byprovkfing theolherpartywith notice
olits exercise ot this tighlfive BusinessDa^ priorto fireOptional Early Tormlnallon Dato. Thisnoticeshall be irrevocableend may
be givenorally, fiteludins bytelephone. Suchnoticeshallbe lollowed bya wiillen ecnilrmailcn eonllnmfng the substanceofany
telephoific noticewithin one BusinessDayol Rial notice Faauieto provldo thatwritten conllrmallon will notalleolthe validily olthe
telephonic noitee.

Intho event elthsr partyelects to terminatefiris Transaction as provided above, the Calculalion Agerri shalldeterminethe Cash
Settlement AmountIngood lelth and In a commerciallyreasonable manner In accordance vrilhnormal market praellce In the releveni

12-11-83 17S28 RECEIVBD FROMiRiarhiFAX CHI 32 P> 88



Attachment to Response to Question No. 5
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fitarhol. Such clatormlnallon shellbo made onIheday IhelIs two Buslne^ Daysprior lo Ihe OpDonal EarlyTermlnallcin Dale. InIhe
absence ofmanlfosl errar,suchdeiermlnatlon shall final and conduslve evidence cl ihe Cash SelDemenl Ainoiint payableIn
reeled ofsuch Qjliona]Early Tetminsllon [)als. Pai^ AorParly6 {asdelermlned byIheCalculalion Agent} shallpay to Iheother
parly Ihe Cash Sotllsment Amount on Ihe Qpticnal Eaify Termination Dale. Once the Ca^ SetllemenIAmount has been ful^ and
firallypaid, thenall righls, dulleeand cbllgafions otIheparlkis underarrdwith reepecl loIhisTransaoUen shalltormlnale.

3. fieoording of Convereedons:

Eachparlyto thisTransac^n aekmwriedgae andagreeslo Ihetape reeoidngol
conveisaUons betweenthe parlies loiNeTiansadlohv/helherby one or otheror
bplh ot Ihe partiesorSieIragonis, and thaiany such tape recordings bo
submliledInevkfenceInany ProceerSnge natallng 10 the Agreementand/or this
Transaeltoa

4. Account Details;

AccountIcr paymenieto Patty A:

USD

NAME: BANKOFAMERICA, H.A.
CITY: NEW YORK
ABA/SORT; D2800B593

ACCT: 65S021S3a6
ATTN: RATE DERIVATIVE SETTLEMENTS
SWIFT; BOFAU93H

Account torpaymenis to PartyS:
PLEASE PROVIDE

5. Offices:

The Olllceel Party A forthis
Transaclkatis: Clrariotle, NO

Please send re set notices to fax no. (312-234-.3SD3}

TheOinceofParlyBlorthis
TransaoHonle: Kcnluehy, USA

CreditSupport Document: Asper Agreement (andCredit Support Annex IIapplicable).

12-11-83 17128 RECEIVED FROM:RishtFAX GHIS2 P. 84
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Please confirm lhaltheforegoing conreoliysole jorthfiie forms andeendiilons ofouragreenionl byreluming vialeleeopter an
executed copy olthisContliinallon toIho atlonlion olQlobai Derivative Opetaflonsat (laxna^312) 234-3S03).

Yours Sincerely,

Bank Ol jyijeric^^^

Oavewitte

AuihoiizedSignatory

Accepted and conlirmed asol thedate r«nsl,^len;

LouisKll(/i.^s arKt

By;_

Name: ^
TiUe: ToSft.loftir

Our Ifolei^anee H 3 i7<ioa7

12-n-sa 17 :ZS RECEIVED FROMtPtphtFAX CHI32 P. 85


