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Lexington-Fayette Urban County Government’s Responses
to First Information Request of Commission Staff
Case No. 2010-00036

WITNESS RESPONSIBLE:
Richard A. Baudino
Counsel

1. Refer to the Direct Testimony of Richard A. Baudino at 4. Provide a copy of the article
referenced in footnote 1.

Response:

Please refer to the attached page from the SBBI Yearbook.



apter 1

jhlights of the 2008 Markets
d the Past Decade

Events of 2008

In ane of the worst years since the Great Depression the
stock market declined significantly in 2008. Both large
company stocks and small company stocks declined
approximately 37% and experienced remarkable volatility.

The hond market was characterized by a flight to safety,
as investors pulled money out of carporate honds and pur-
chased US. Treasuries. On a month-end basis, long-term
governmant hond yields felt to levels not seen since June
1956, and intermadiate-term government bond vields fall to
tevels not seen since December 1948, The Consumer Price
index {a measure of inflation) increased 4.18 percent in the
first half of 2008, but declined 3.92 pescent in the second
half, the targest June to December decrease since 1930.

2008 was & very volatile year in securities markets and a
very tmultuous year for business in general. Figure 1.1
displays a tmefine of the major events of the year.
The purchase of Bear Stearns by JP Morgan made many
aware of the tremendous pressure the investment bank-
ing industry was facing; however. it wasn't untii Lehman
Brothers celiapsed later in the year that the true weakness

of the secior Decame evident to all. Perbaps even more
emblematic was the passage of the $700 billion Emergancy
Eronomic Stimulus plan by Congress in the midst of a plum-
metting stock market. Throughout the year, the government
of the Uriited States, as wel! as others around the glabe,
took unprecedented action to avoid a total breakdown of
financial markets.

Gross Domestic Prodact {GDP)

The United States Real Gross Domestic Product (GDPL
a measure of the market value of all geads and services
produced within the U.S., grew at an estimated 1.3 percant
in 2008, compared with 2.0 percent in 2087 The first half of
2008 was positive, the second half of 2008 was negative,
with Quarters one, two, three and four coming in at 0.9
pereent, 2.8 percent, -0.5 percent, and an gstimated -3.8
percent, respectively.

Singe 1970, there have been seven occurrences of lower
annual GOP since thar what was exparienced in 2008: 2001
(0.8 percent}, 1991 {-0.2 percent), 1982 (1.9 percent), 1980
(-0.2 pescent), 1875 -0.2 percent), 1874 (-0.5 percent), and
1970 (0.2 percent). On a guarterly basis since 1970, there
have heen five accurrences of lower GOP than what was
experienced in the fourth quarter of 2008, the most recent
being the first quarter of 1962 (-8.4 percent]. Overall, there
have bean 21 occurrences of negative GDP on a quanterly
basis since 15740
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Lexington-Fayette Urban County Government’s Responses
to First Information Request of Commission Staff
Case No. 2010-00036

WITNESS RESPONSIBLE:
Richard A. Baudino
Counsel

2. Refer to the Direct Testimony of Richard A. Baudino at 30 and Exhibit RAB-8.
a. Explain why it is appropriate to use five-year Treasury note yields in the CAPM analysis.

b. Explain why 30-year Treasury bond yields should not be considered in the CAPM analysis.

Response:
a. Mr. Baudino used the 5-year Treasury bond in order to more closely approximate a short-term
risk-free rate of return.

b. The 30-year Treasury bond may also be used in the CAPM analysis. There is not a significant
difference in the yields between the 20-year and 30-year Treasury bonds.



CERTIFICATION

This is to certify that I supervised the preparation of Lexington-Fayette Urban County
Government’s responses to First Information Requests of Commission Staff and that the responses are
true and accurate to the best of my knowledge, information and belief formed after reasonable inquiry.

David J. Barberie
July 8§, 2010
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