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El i zab e t 11 0 ’ Do m e  1 1 
Executive Director 
Public Service Commission of Kentucky 
21 1 Sower Boulevard 
F r aiilt fo r t , K en t uc lt y 4 0 6 0 2 

November 30, 2006 

NOV 3 02006 
PUBLIC SERVICE 
COMMISSION 

Re: The Application of Kentucky Utilities Company for an Order 
Authorizing the Issuance of Securities and the Assumption of 
Obligations - Crrse No. 2006-00390 

Dear Ms. O’Domiell: 

Enclosed please find an original and five ( 5 )  copies of the Response of 
Kentucky TJtilities Company to the Commission Staffs First Data Request 
dated November 20, 2006 in the above-referenced docket. 

Should you have any questions concerning the enclosed, please do not hesitate 
to contact me. 

Sincerely, 

Kentucky Util i t ies Company 
State Regulation and Rates 
220 West Main Street 
PO Box 32010 
Louisville, Kentucky 40232 
www.eon-us.com 

Rick E. Lovekamp 
Manager - Regulatory Affairs 
T 502-627-3780 
F 502-627-3213 
rick. I ove ka m p @eo n-u s .com 

Rick E. Loveltainp 

cc: Parties of Record 

http://www.eon-us.com
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KENTUCKY UTILITIES COMPANY 

CASE NO. 2006-00390 

Q-1 

A- 1 

Response to First Data Request of Commission Staff 
Dated November 20,2006 

Question No. 1 

Witness: Daniel K. Arbough 

KU’s Application, Exhibit 5 , presents a financial analysis of the proposal to 
refinance $54 rnillioii of tax-exempt secured bonds by issuing tax-exempt 
unsecured debt. Provide a revised financial analysis that reflects both the 
proposed $54 million refinancing and the anticipated issuance of $1 billion of 
debt over the next 5 years, assuming KU issues 30-year secured bonds at the 
interest rate differential discussed in KU’s response to the Commission’s October 
19,2006 Order, Item No. 6. 

As requested above, a revised financial analysis is attached. 

The analysis suggests that there would be a possible iiet cost to the Company of 
$0.5 million. However, the assumption that KU issues only 30-year secured 
bonds for all iiew debt is unreasonable. KU’s response to the Commission’s 
October 19, 2006 Order, Itern No. 6 provided two estimates using prices for ten- 
year unsecured bonds arid thirty-year unsecured bonds for purposes of evaluating 
whether the Best Rate Method would produce a lower interest rate when 
compared to issuing debt secured by first mortgage lien. While the selection of 
the ten-year and thirty-year tenns was based on KTJ’s experience, the issuance of 
only 30-year secured bonds for all of IW’s debt requirements is not consistent 
with KU’s historical practice and is riot a prudent business practice. Historically, 
out of the nine I W  loans obtained froin Fidelia, only one had a maturity of 30 
years; and the other loans range in maturities of 2 to 10 years.’ It is the 
Company’s business practice when issuing debt to finance capital needs to utilize 
a range of maturities aiid term structures that are reflective of current operating 
aiid market conditions and anticipated cash flow requirements. Thus the 
possibility of the $0.5 inillion cost to the Company is only a remote contingency. 
Please note that the thirty year rates quoted in the response to the Comniission’s 
October 19, 2006, Itern No. 6 are high for E.ON AG because 30 year bonds are 

I While KU has issued many 30-year tax exenipt bonds to take advantage of this low cost funding source 
for the maximum tenor allowed, these evidences of indebtedness are not comparable to the debt at issue in 
this proceeding. 

Prior to the LG&E/IW merger, taxable first mortgage bonds were issued for a variety of maturities ranging 
from 10 to 30 years. The Fidelia debt however is the only recent benchmark available because there has 
not been any other taxable debt issued publicly since the L,G&E/KLJ merger. 
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quite uncommon in Europe. As a result, the rate includes a premium to entice 
investors into a longer tenn maturity. The analysis reflects the highest possible 
cost assuming KU obtains 30 year loans for the entire anticipated $1 billion of 
debt. However, as discussed above, the assumption that KU would obtain only 30 
year term loans is not reasonable. Given KU's business practice of using a 
prudent mix of maturities and the significant administrative benefits realized from 
the transaction, the net cost should be lower and the overall transaction should not 
be detrimental to the public interest. 

KTJ acknowledges that the Conxnission's approval of this application has no 
implications for raternaking purposes. 
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KJ3NTUCKY UTILITIES COMPANY 

CASE NO. 2006-00390 

Response to First Data Request of Commission Staff 
Dated November 20,2006 

Question No. 2 

Witness: Daniel I(. Arbough 

Q-2. KTJ’s Application, page 8, states that, “The Carroll County 1994 Series A Bonds 
are currently redeemable at 100% of par. . . .” However, KTJ’s response to the 
Commission’s October 19, 2006 Order, Item No. 4, includes drafts of a loan 
agreement and indenture of trust, both of which provide on page 2 that, “[Tlhe 
Refunded 1994 Series A Bonds are by their terms currently subject to redemption 
at the option of the Issuer in whole or part on any date, at the price of 102% of the 
principal amount thereof. . . .” Explain in detail the apparent discrepancy between 
the statements in KU’s application and those in the 2006 loan agreement and 
indenture of trust. 

A-2. The 2006 loan agreement and indenture of trust in connection with the Carroll 
County 1994 Series A Bonds in response to the Commission’s October 19, 2006 
Order, Item No. 4 were discussion drafts based on prior issuances. The final 
agreements will reflect the Carroll County 1994 Series A Bonds are currently 
redeemable at 100% of par, plus accrued interest to the date of redemption. 


