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Long Island Power Authority

February 1, 2022

To: Finance & Audit Committee
LIPA Board of Trustees

Re:  Quarterly Report on Interest Rate Exchange Agreements
Quarter Ended December 31, 2021

Dear Finance & Audit Committee Members:
The Long Island Power Authority (“the Authority”, “LIPA”) is filing this report pursuant
to reporting requirements outlined in the Comprehensive Guidelines for the Use of Interest Rate

Exchange Agreements, as approved by the Board of Trustees on March 29, 2017.

Description of the Interest Rate Exchange Agreements

As of December 31, 2021, LIPA had the following interest rate swap agreements
outstanding:

Notional . ]
Counterparty Type of Swap Outstanding Effective Maturity

Date Date

($000)

UBS AG Floating-to-Fixed $587,225 6/1/2003 12/1/2029
Citibank, N.A. Floating-to-Fixed $251,510 9/1/2022 9/1/2042
Wells Fargo Bank, N.A. Floating-to-Fixed $164,860 9/1/2022 9/1/2029
Wells Fargo Bank, N.A. Total Return $51,000 5/1/2020 6/29/2023
Wells Fargo Bank, N.A. Total Return $149,000 5/1/2020 6/29/2023

Asof December 31, 2021, the estimated total mark-to-market value of the transactions was
approximately negative $174 million (please see Appendix A). The mark-to-market value
excludes transaction costs and is calculated at prevailing mid-market rates. Therefore, it represents
the hypothetical amount that LIPA would owe to the counterparties if the transactions were
terminated on that date, absent transaction costs.

Counterparty Ratings

As of December 31, 2021, the Authority’s counterparties had the following ratings and
outlooks:
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Count ’ Moody’s S&P Fitch
ounterparty Rating Outlook Rating Outlook Rating Outlook
UBS Aa3 Stable A+ Stable AA- Stable
Citibank Aa3 Stable A+ Stable A+ Stable
Wells Fargo Aa2 Negative A+ Stable AA- Negative
Risks

The Authority is subject to certain risks under its interest rate swap transactions, including:

Counterparty Risk: the risk thata counterparty (or its guarantor) will fail to make a payment
or default under the swap agreement and LIPA will lose the benefit of the hedge. If a counterparty
were to default under its agreement when owing a termination payment to LIPA, LIPA may have
to pay another entity to assume the position of the defaulting counterparty. The swap agreements
contain various termination events and collateral posting provision to mitigate counterparty risk
for lower-rated entities (see Appendix B).

Termination Risk: the risk that a counterparty will terminate a swap with LIPA owing a
termination payment. Only LIPA is entitled to terminate these transactions from time-to-time for
any reason; the counterparties may only terminate upon the occurrence of certain events such as
payment defaults, other defaults which remain uncured for 30 days after notice, the bankruptcy or
insolvency of LIPA (or similar events), certain downgrades of LIPA’s and a swap insurer’s (if
any) credit rating, and events related to the underlying bonds. As of December 31, 2021, the credit
ratings of LIPA and its swap insurer were as follows:

Entity Moody’s S&P Fitch
Rating | Outlook | Rating | Outlook | Rating | Outlook
LIPA A2 Stable A Stable A Positive
Assured Guaranty Municipal Corp.! A2 Stable AA Stable - -

nsureron swap with UBS.

Collateral Posting Risk: the risk that LIPA will be required to post collateral to its
counterparties to secure a negative mark-to-market valuation. LIPA is only required to post
collateral should its ratings fall to certain levels (see Appendix B). As of December 31, 2021,
there was no collateral posted by either LIPA or its counterparties.

Basis Risk: the risk of'a mismatch in the variable rates paid and received by LIPA.

Under the floating-to-fixed swap with UBS, LIPA is subject to the risk that the variable-
rate received (69.47% 1M LIBOR) does not offset the payments on the underlying bonds. LIPA
has minimized this risk by issuing bonds based on the LIBOR index (including when accounting
for the Total Return Swaps), thus closely matching the floating rates.
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In December 2019, LIPA executed two forward-starting floating-to-fixed swaps with
Citibank and Wells Fargo in anticipation of refunding certain bonds in 2022. The floating rate
LIPA is set to receive on such swaps (70% 1M LIBOR, or any potential fallback upon the
discontinuation of LIBOR), may be different than the rate payable on any variable-rate refunding
bonds.

The Authority views basis risk as a limited form of variable-rate exposure, and therefore
takes Basis Risk into account when analyzing outstanding interest rate exposure, as shown in

Appendix C.

Risk of Discontinuation of LIBOR:

On March 5, 2021, ICE Benchmark Administration Limited (“IBA”) and the Financial
Conduct Authorities (“FCA”) announced that the LIBOR cessation date for most USD LIBOR
tenors, including 1 Month LIBOR, will be June 30, 2023.

On October 23, 2020, the International Swaps and Derivatives Association (“ISDA”)
published the Fallback Protocol, which could be used by parties to a derivative transaction to
amend existing transactions to make use of the fallback language.

That supplement (effective since January 25, 2021) provides fallback language by
amending the ISDA LIBOR definitions (including USD LIBOR) to include a fallback rate (USD
Compound SOFR) in case of LIBOR discontinuation. The Fallback Protocol provides a
mechanism to incorporate the fallback rate for legacy swaps that were executed prior to January
25,2021, which can be implemented via adherence to the Protocol or bilateral agreements. On
March 5, 2021, ICE Benchmark Administration Limited (“IBA”) and the Financial Conduct
Authority (“FCA”) announced that the LIBOR cessation date for most USD LIBOR tenors,
including 1-Month LIBOR, will be June 30, 2023. That announcement also triggered the fixing of
the USD LIBOR-SOFR fallback spread adjustment. All transactions will remain in LIBOR until
the LIBOR cessation datein 2023. The Authorityis considering adhering to the Fallback Protocol,
however, the Authority is also evaluating legislation the Governor signed into law in April 2021
that provides some alternative fallback for transactions governed by State law.

Interest Rate Exposure: As of December 31, 2021, LIPA’s net floating rate exposure is -14.34%
(from LIPA) as summarized in Appendix C.

/s/ Tamela Monroe
Tamela Monroe
Chief Financial Officer
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1))
2)

Information below provided by LIPA

2016B 362,740,000
2017 336,880,000
2018 428,000,000
2019 A 210,675,000
2019 B 284,250,000
2020 A 235,475,000
2020 B 250,000,000
2020 C 91,615,000
2021 Notes 250,000,000
2021 A 355,755,000
2021 B 175,000,000
2021 C 194,390,000

Sub-Total (LIPA)

4,497,159,249

Utility Debt Securitization Authority

UDSA Series 2013

1,489,031,000

UDSA Series 2015 989,095,000
UDSA Series 2016A 636,770,000
UDSA Series 2016B 244,675,000
UDSA Series 2017 343,785,000
Sub-Total (UDSA) 3,703,356,000
Sub-Total (LIPA & UDSA) 8,200,515,249

Floating Rate Bonds
2013 A RCA 2,000,000
2014 C Floating Rate Note 150,000,000
2015 A MMD FRN Rate (1) 200,000,000
2015 C Floating Rate Note 149,000,000
General Revenue Notes -1 100,000,000
General Revenue Notes -2 0
General Revenue Notes - 3 0
General Revenue Notes -4 150,000,000
General Revenue Notes - 5 85,000,000
General Revenue Notes - 6 85,000,000
Sub-Total $921,000,000

TOTAL BONDS ISSUED (a)

$9,121,515,249

Total Floating Rate Bonds

$921,000,000

Net Floating Rate Exposure of Swaps

Floating-to-Fixed (2)

(585,842,058)

Basis Swap (Floating)

(585,842,058)

Total Net Floating Rate Exposure of Swaps

Cash & Short-Term Inves tments Net of Restricted Funds 1,642,923,000
NET FLOATING RATE BONDS (b) ($1,307,765,058)
Net Floating Rate Exposure (b)/ (a) -14.34%

The 2015A Bonds have associated Total Return Swaps whereby LIPA receives the rate paid on the Bonds (MMD

Index plus a spread) and pays a rate of 69.4% 1-Month LIBOR plus a spread.

Swap with UBS treated as having floating rate exposure equal to the net differential between the floating receiver rate
on the swap and the floating rate obligation on LIBOR-based bonds.



