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Jim Curtis (BPA) welcomed the participants and read the following objective for the liquidity meeting:  “Develop common understanding and agreement on optional uses of cash tools to meet defined ends so that a proposal or proposals for cash tool objectives and uses can be placed into the rate record for the Administrator’s consideration.”  He went over the meeting agenda, noting the session was not a rate case settlement discussion.   

BPA addressed the use of cash tools in its rate case rebuttal testimony, Terry Mundorf (WPAG) pointed out.  The testimony states that BPA will not use cash tools to lower the SN CRAC rate increase and specifically says BPA is not planning to use the $250 million note, he said.  BPA testimony doesn’t usually get put into the record unless management is cognizant of it, so I’m assuming staff didn’t do this on its own, Mundorf continued.  If this is the agency’s position, I’m wondering what I’m doing here, since my purpose is to see how we might use these tools to lower the SN CRAC, he said.  

Randy Roach at the end of the last meeting warned that people should not overreact to what staff submits in the rate case, Curtis responded.  I want to hear an affirmative statement that the testimony isn’t the management position on the use of cash tools, Mundorf replied.

“I couldn’t agree more with Terry,” Eric Johnson (PNGC Power) said.  I heard some encouraging things at the May 1 meeting, but the BPA rebuttal testimony is extremely troubling, he stated.  I’m wondering if this meeting is worthwhile; I would like BPA to signal its intention, Johnson indicated.

I would repeat what I said last week, Randy Roach (BPA) responded.  This is not a rate case meeting, but a meeting that considers some issues that have been brought up in the rate case, as well as issues of budget, finance, and management that are not part of the case, he explained.  We have given notice of this meeting, and notes of our discussion will be part of the ex parte file, Roach continued, adding that things in the ex parte file can’t be used as a basis for the Administrator’s decision in the rate case.  He went on to discuss whether there is now a sufficient basis in the rate case record for the BPA Administrator to make a choice about the liquidity issues.  The Administrator has not made up his mind about the use of liquidity tools, and at the end of the proceeding, he wants to have the flexibility to make that decision, Roach said.

I don’t think we came here with the idea of developing “a proposal” that will be used in the rate case, but we hope to get information into the record about the tools and their pros and cons, he continued.  I asked some of the rate case witnesses if they thought there was already sufficient information in the record for the Administrator to make those choices, and was told that in their view, there was, Roach said.  I was asking about that because in large groups it is difficult to reach consensus, and if there is not a consensus, I want to be sure there is sufficient information in the record for the Administrator to have the flexibility he wants, he stated.  The charge to you is to use what you know about the rate case to determine whether we are developing information here that is not in the record and whether we should work hard to see that is added, Roach explained.  Does that give you the assurance you need? he asked.

Yes, that’s an adequate answer, Mundorf responded, and Johnson agreed.

At the last meeting, Paul Murphy made an important distinction between seasonal liquidity tools versus the kinds of liquidity tools you could use to defer costs to later in the rate period or beyond the rate period, Curtis said.  Those are very different ways to use liquidity tools, and there may be tools that meet one of those ends better than it  others, he added.  I don’t expect we’ll come up with a single agreed-upon proposal, but the Administrator truly wants options to consider, Curtis said.  

After a round of introductions, Curtis asked for questions on the materials BPA provided as handouts.

Paul Murphy (Golden Northwest) asked for an update on BPA’s expected net revenues for the rate period.  We’ve posted a second-quarter review on the Web that shows material improvement in our situation for 2003, Curtis replied.  He pointed out that a settlement with Enron, cost reductions and revenue improvements, and reserve fund free-ups and interest savings as a result of the Energy Northwest (ENW) bond refinancing could shave as much as 6 percent from the 16 percent increase proposed in BPA’s initial SN CRAC rate case filing.  So we’re at roughly 10 percent? Murphy asked.  Yes, Curtis responded.

Murphy asked about the first proposed cash tool in Attachment D, “defer bond payments by rolling.”  If you made the payment and assumed there is life remaining in the underlying asset, couldn’t you reborrow the money? he asked.  Why would you not make the Treasury payment as opposed to making the payment and then exercising your statutory right to roll over bonds? Murphy inquired.  Curtis explained that BPA uses short-term bonds in anticipation of debt optimization, saying it is cheaper for ratepayers to do so.  These bonds have due dates of this year, and if we rolled them forward, we would not pay Treasury as much as we said we would, and that would cause the deferral, he said.  Murphy and others explored the topic further, asking about various scenarios and whether Treasury would view this as a deferral and impose an interest penalty.

Scott Brattebo (PacifiCorp) asked about the assumptions in a graph of BPA’s remaining borrowing authority and the updated capital numbers “with the entire debt optimization program” (Attachment B, page 3).  I think it’s important to mention that the debt optimization program is a one-year at a time program, John Cockburn  (ENW Executive Board) stated.  The Executive Board has to approve the bond sale each year, and what the future holds “is beyond our control,” he pointed out.  We’ve said in the past that the ENW Board, Congress, rating agencies, and insurance companies have an influence on the debt optimization program, Curtis agreed.

Rick Lovely (Grays Harbor) asked about BPA’s capital expenditure assumptions on the page 3 graph.  The graph assumes the full capital program, but we aren’t finished internally considering what the optimal program should be, Curtis replied.  Mundorf asked for clarification on Attachment E, lines 3 and 4, the options for use of a $250 million Treasury note to borrow.  Curtis said Treasury would have to agree to BPA using the existing note to push costs beyond 2006, and discussions are under way to change the provisions in an MOU with Treasury.  Both BPA and Treasury want to change the current agreement, but in different ways, he indicated.

Steve Weiss (NWEC/SOS) asked about the priority of payments listed on page 6 of Attachment B.  BPA staff said the list reflects the order in which payments are made, but Curtis pointed out there are circumstances under which the order can vary.

The discussion returned to the topic of rolling over $170 million in bonds.  After considerable back and forth over how such an action would be viewed by Treasury, the terms of the debt optimization agreement with ENW, and whether rolling over the bonds would amount to borrowing to pay expenses, Roach pointed out that the situation “is not black and white.”  Curtis suggested that rather than try to settle differences of opinion, the group turn its attention to submissions other parties had offered on using liquidity tools.

Liquidities Strategies

Howard Schwartz (WA CTED) explained the paper he submitted.  A major question is whether BPA’s overall long-term debt is fundable, he said.  Any use of liquidity tools now reduces borrowing authority in the future, but that may not be a problem if capital costs are reduced, Schwartz pointed out.   One of the issues then is the most appropriate length and mix of notes and/or bonds, he stated.    

The most important thing politically is to fulfill existing obligations, Schwartz said.  The issues surrounding those obligations are not black and white, and they are negotiable, he observed.  It is “a political, strategic issue” of how we proceed to get those obligations defined, and then it is a matter of using prudent financial management techniques to keep the rate increase at a reasonable level, Schwartz stated.  Another major question is how any new debt should be issued and how much is prudent, he said, adding that it is probably not a good idea to increase debt.  I don’t know what the right number is, but someone does, Schwartz added.

My final point is about equity, he said.  The use of tools that roll repayment forward results in shifting “who pays,” and that’s an issue for the rate case parties and customer groups to work out, Schwartz added.  If we assume that the allocation of costs and benefits agreed to in the Subscription ROD was reasonably right, then to the extent we have deviated from that agreement, it makes sense to take actions to go back in that direction, he concluded.  

Michael Early (Alcoa) explained a “customer coalition” paper on the use of liquidity tools.  We were struck by the aggregate size of the liquidity tools BPA has available, and we think that should be taken into consideration, he began.  We heard that BPA was willing to consider using cash tools on a planning basis, which could reduce the size of the SN CRAC, Early said.  In light of the Northwest economy, we saw that as a positive sign and hope to continue on that path, he added.  

We have identified our preferences for using the cash tools, beginning with the rollover of short-term bonds, Early said.  He explained the coalition’s enthusiasm for the approach, suggesting that current customers have already paid more for some of the long-term assets because “we’ve brought costs forward” by issuing shorter-term bonds.  It’s time to take advantage of the purposes for which this was done, Early said.  The purpose of the ENW refinancing was to create new borrowing authority, and our thought is, why not use the borrowing authority now to spread out the costs of this asset so people who benefit from this asset pay for it, he explained.  The Treasure would get all the money it expected plus more, Early stated. 

Our second recommendation, short-term Treasury borrowing, seems clearly to be within what BPA has done in the past, he said.  We sense BPA doesn’t want to go with our third recommendation, ENW debt optimization, so it is lower on the list, Early stated.  

At the end of the day, we’d like to know that some of these tools can be used to minimize the need for the rate increase, he said.  These are extraordinary times, and we are trying to balance the interests in the region, Early stated.  “It’s horrible out there” in the world, and we need to do things to take the pressure off, he concluded.

Is there anything here that is not in the rate case record? Roach asked.  I’d like to put in more, but if push comes to shove, the case could be made based on what’s in the record, Early explained.  

There is “something ” in the record, but I’m not sure there is enough for the Administrator to make a reasoned decision, Mundorf said.  I want the Administrator to be informed about these issues, not just have “a flag in the record that says rollover,” he added.  

Lovely pointed out that while ENW has been concerned about pushing debt out into the future, if Columbia Generating Station (CGS) is relicensed, which he called “high probability,” future ratepayers will also see benefits from the asset.  With short-term Treasury borrowing, you could bring the benefit of the refinancing to present-day customers, he said.  That amounts to about a $250 million positive addition to BPA’s bottom line, Lovely said.  I believe we should give serious consideration to doing that; it brings the benefit to present customers, without taking the $315 million (in debt optimization proceeds) and not paying it to Treasury, he stated.

Curtis asked about Early’s statement that current customers have prepaid some of the long-term asset early.  Customers have been paying on the shorter-lived instruments taken against a longer-term asset, Early responded.  Murphy asked if the life of the bonds affects the repayment study.  If these are three-year obligations on 15-year assets is the repayment amount different? he inquired.  No, Curtis responded.

Not all of the things we’d like to discuss are in the rate case record, John Saven (NRU) said in introducing his organization’s recommendations.  Some of the liquidity tools need to be explored further in this session to see if they are viable, he said.  In developing our proposal, we’ve looked at BPA’s financial situation as a three-year problem, but specifically a year-to-year problem; from our perspective, we want either no rate increase or for rates to go down, Saven indicated.  I hope we can come up with another $30 million to $40 million in liquidity tools that will get us through 2004 without the need for a rate increase, he said, adding that there is the possibility of needing to look at “bigger tools” for 2005 and 2006. 

Geoff Carr (NRU) said while the proposal is the staff’s position, it reflects the members’ desire to balance the short and long-term situation.  First, we have laid out the improved streamflow situation for BPA, he said, noting that NRU believes runoff is now up to 90 million acre-feet (MAF).   New analyses using the 90 MAF figure puts BPA’s reserves at $260 million at the end of 2003, which increases the probability of Treasury repayment in 2003 and 2004, Carr explained.  Things are improving, but we know there are still risks, he added.

We propose using “an appropriate tool” to address the situation, Carr continued.  “We don’t want to be whacking at the fly with a sledgehammer,” so we’ve laid out five tools in priority order, he stated.  Carr listed the NRU priorities as follows:  1) Pursue all remaining bond reserve fund free-ups; 2) Finance the cost of CGS fuel burn over the life of the burn, as opposed to paying it over three years; 3) Discuss with Treasury the feasibility of viewing repayment obligations as a rate period obligation, as opposed to year-by-year obligation; 4) Use of the $250 million Treasury line of credit; 5a) Limited use of ENW refinancing proceeds, with repayment in the rate period; and 5b) $170 million short-term bond rollover.  He noted that 5a and 5b “come at a cost,” and should be viewed as a last line of defense.  We need to analyze the costs and benefits of those tools carefully before we consider using them, Carr indicated.

Participants asked Carr to clarify the value of the reserve fund free-ups (about $25 million and depends on Lewis PUD and EWEB agreement) and CGS fuel expenses ($90 million currently amortized over three years).  ENW policy has been to have a two-year fuel inventory on hand to mitigate price swings, Cockburn  explained.  But the inventory has been reduced substantially to defer the next purchase, and some of the expense has already been pushed out to 2007, he said, adding that ENW has kept its fuel costs below the industry average.  There is also a cost associated with not having the inventory, since money can be made by loaning or leasing it out, Margaret Allen (ENW Executive Board) pointed out.

We are not interested in challenging ENW’s management of fuel inventory, but we thought this was an issue that should be explored, Saven stated.  “There’s no resistance here,” but there may be from BPA since they pay all of our bills, Cockburn  responded, noting that ENW staff has taken other actions to reduce costs in the rate period.  

It would be helpful to get a number on the potential savings associated with longer-term financing of CGS fuel costs, Murphy said.  Curtis indicated it would be difficult to get accurate numbers quickly, but that the general recommendation could be put forward in the rate case for the Administrator’s consideration.

Are there mechanisms that could bring some or all of the interest savings from the ENW bond-refinancing program to the present? Murphy asked.  If it’s doable, I think it is a good idea to keep alive, he added.  You’re suggesting we “front-end” the interest savings to reduce the SN CRAC, Curtis clarified.  You would have to assume that every future E-board, through the period of this program, would agree to authorize it, Allen cautioned. 

We’ve agreed on some debt refinancing performance measures with the ENW board, including that customers make more than the investment bankers in the transaction, Curtis said.  Some board members have reservations about loading interest savings in the front end of the period as was done in the 1980s, and their willingness to go along with debt optimization has been our agreement to levelize savings over a period of years, Curtis added.  

When the refinancing program started, there were huge front-end savings, $600 million to $800 million a year, Cockburn  explained.  Unfortunately for the region, BPA was in rate trouble at that time and instead of raising rates or managing other costs, the agency used a huge chunk of the money to pay its bills, he said.  There is some history that isn’t great about the way the savings have been used, and those on the E-Board “with a long memory” wanted an agreement about that with BPA, Cockburn  said.  The current administration at BPA keeps its commitments and doesn’t take the easy way out, but we don’t know about future BPA Administrators and “what kind of character and steel they have in their spine,” he added.

We see this as a short-term issue, and one idea is to defer the SN CRAC until the time when you’re sure you won’t make the Treasury payment, Scott Pollock (Grays Harbor PUD) suggested.  Rather than anticipating a potential shortfall, if in fact it is realized, the customers would be subject to an increase then; wait to see if it materializes, he recommended.  

I’m concerned that the $170 million in bonds and the $250 million Treasury note are already being counted to increase the probability of Treasury repayment to 50 percent, Weiss said.  By relaxing the TPP, we’ve already assumed we have these to fall back on, he indicated.  We have said we could retrigger the SN CRAC, but that takes time, and the interests I represent are concerned about that, Weiss stated.  We also have a new risk in that the Biological Opinion will have to be reconsidered, he continued.  There is a chance that BPA will have higher BiOp costs, and there is a good chance the agency will want to increase its conservation funding to meet the recommendations in the new Power Plan being developed by the Northwest Power and Conservation Council, Weiss said.  There are big risks out there, and if we use “the somewhat easy things” now, they won’t be there in the future, he added.  

Fish are at risk if conditions continue to deteriorate and BPA chooses to use the available emergency criteria to stop spill and flow, Weiss said.  If BPA will foreswear calling for an emergency on the river, we might be willing to consider these tools, he stated.  But when BPA has financial trouble, “fish get cut,” and as long as the risk falls on fish, we can’t accept using up these measures – they should be held in reserve, he concluded.

Lovely raised an idea he said was important to have in the record.  BPA has appropriations debt of $4.3 billion with a net interest rate of about 7 percent, he said.  In discussions with banking interests and other entities, there’s a strong likelihood customers could borrow to prepay their power costs for 20 years at a 4.5 percent interest rate and expense it over 20 years, Lovely explained.  This could result in up to $50 million per year in savings, he said, savings that could be built into 2005 and 2006.  There are also political benefits to be gained, Lovely added.  If the region takes on the federal debt, it would get Treasury and the Northeast/Midwest Coalition off our backs, he said.  

Kevin Clark (Seattle) pointed out that an analogous agreement exists between the City of Memphis and the Tennessee Valley Authority.  Clark noted that EWEB and Tacoma conservation bonds could also be customer financed to displace federal borrowing.  To what purpose of that, Curtis asked?  It would largely affect borrowing authority, Clark responded.  But the bond terms and cost could also be more favorable for the individual customers, and they could use tax-exempt bonds, he added.

Another issue that should be on our agenda is BPA’s view of the improved 2003 situation and whether near-term improvement should benefit customers immediately or be spread over the remaining years in the rate period, Clark said.  That’s a policy choice I think we should talk about, he added.  Is that different from the issue in the rate case about whether we should have a multi-year SN CRAC? Curtis asked.  My point is if you get a $100 million improvement in 2003, is that $100 million reflected in rates in the first year or is it $100 million spread over three years, Clark clarified.  

In the Record

Curtis suggested the group consider which of the tools are worth more study and what action is needed to get them into the rate case record.  I’d suggest we take the information we’ve developed here and refine it into one or more coherent approaches the Administrator could consider, he said. 

The rate case settlement discussion tomorrow won’t go very far unless some liquidity tools are on the table, Lon Peters (PGP) stated.  I understand that we’re here to make sure the record is complete, but I also think we need to talk about which liquidity tools, if any, we can consider as part of the settlement tomorrow, what their limitations are, and if in BPA’s point of view, any of them are completely off the table, he said.

It would be worth identifying the pros and cons of the tools we’ve discussed and that would help answer the question of which are on the table at the settlement discussion tomorrow, Mundorf suggested.

If the policy direction from management is that BPA won’t use any of the tools to lower the SN CRAC, the discussion won’t go anywhere tomorrow, Clark said.  If we come up with one of the tools that has a lot of pros and not many cons, I want to know if BPA is willing to use it or “are we just filling out a table” of pros and cons, he added.  

Roach pointed out that depending on other circumstances, perceptions about use of the tools can change, and he noted that staff and managers within BPA have differing views on the pros and cons of the tools.  I’d suggest for the rate case that we have a list of tools with pros and cons, and within that list, we identify priorities, he said.  The list could also serve a purpose in the settlement discussions, since there are many variables and potential for give and take, Roach indicated.  

I’d have a hard time having someone prescribe today a rote list of liquidity tools placed “in a lockstep order” to be used three or four years from now, Curtis said.  Circumstances will be different then, he stated.  There are circumstances for using each of the liquidity tools we’ve talked about, and my recommendation about their use depends on the other circumstances that are driving us to use them, Curtis explained.  There are different liquidity tools for different situations, he added.

Keith Knitter (Grant PUD) asked for clarification on the issue Clark raised about how an improvement in BPA’s finances would work as a liquidity tool.  The issue is when do you assign the value of a liquidity tool – do you count it all in the first year or use it over three years, Saven explained.  Depending on the tool, you could have a different answer, he added.  I have an interest in looking at “the more micro” liquidity tools, and if they’re available, plugging them in the first year to avoid a rate increase, Saven stated.

Clark said he had been thinking specifically about what would happen if BPA sees a marked improvement in its 2003 financial circumstances.  Would that revenue go toward setting rates for 2003 only or be spread over three years? he asked.  I see it as something different from whether you have a one-year or a three-year rate, Clark continued.  If there is “good news now,” the question is, should that be reflected immediately or spread over the remainder of the rate period, he explained.

What I hear you saying is, any good news for BPA’s performance in 2003 should be immediately incorporated into how the rates are set for 2004, Curtis clarified.  Right, Clark said.  But, Mundorf added, if a gain is going to come in over a period of years, it should not necessarily be taken all in the first year.    

The group decided to go forward with listing the pros and cons of the tools.  They began with the proposal submitted by NRU, and BPA staff made lists of the pros and cons identified by the participants.  Those lists are attached to this report.  Asterisks indicate there was disagreement among the participants about whether the item belongs on the list and in some cases, whether it is a pro or con.  The following summarizes the discussion that occurred as the lists were compiled.

Pros and Cons

Bond Fund Free-ups:  One of the first cons would be Lewis PUD and EWEB’s willingness to do this, Carr said.  There has to be a recognition that any time we free up reserves, we push the costs off to future ratepayers, Cockburn  pointed out.  The customers are faced with a unique set of circumstances, from market conditions to contracts negotiated with the IOUs, and I don’t have a philosophical problem with doing this, Saven responded.  We should look in depth at its merits, he added.  

Participants asked if Lewis PUD and EWEB had been asked about the free-ups and whether such action would affect their bond rating.  Saven said he had not talked about the idea with either utility, but felt it is an option to be investigated.  We could talk to the utilities about it, Curtis offered.  I don’t know the exact feasibility of doing this, but it could be explored, he stated.  I suspect that any reticence on the part of Lewis or EWEB to be helpful is that they would pay the costs of freeing up the reserves, Mundorf said.

One effect of this tool is we would have to pay for a surety bond, and when the bonds come due, the money would not be there to pay that portion of the interest, Curtis pointed out.  Murphy suggested the reserve fund is being paid for by current ratepayers and freeing it up would bring the benefits to those who are currently paying the bill.  There isn’t any cost to the reserve fund because the money is invested – you don’t lose any money, Cockburn  stated.  

Let’s be clear, this is another way to borrow against the future, Curtis said.  It’s not really, Clark disagreed.  The reserve is just insurance against “the unlikely event” they’ll miss a bond payment, and in this day of low interest rates, it seems like a prudent cash management move to borrow it, he indicated.  

In my banking days, “we had reserves and there were deep reserves,” Cockburn  noted.  These are deep reserves, and if they’re tapped, BPA won’t have anything left, he said.   

This doesn’t have any negative political consequences compared to some of the others, Weiss pointed out.  But it will endanger our bond rating since we are backing these bonds, Curtis said.  The bond rating agencies consider this pushing costs forward, he explained.  Not everyone would agree on the level of that risk given the order of magnitude here, Saven stated.  I don’t have much trepidation about the risk level, he said.

Financing CGS Fuel Costs.  There are two things here, the financing of fuel costs and the financing of other long-term or medium-term assets at CGS, Carr said.  The group agreed that for purposes of discussion and identifying the pros and cons, they would consider the value of this tool at $5 million to $10 million per year.

Allen reported that the IRS recently ruled ENW could use up to $187 million in tax-exempt financing, and so far, the agency had used $50 million to finance fuel storage.  That leaves us $137 million, she stated.  

Discuss Repayment Flexibility with Treasury.  Treasury and OMB have shown no interest in discussing this flexibility, Curtis indicated.  Would Treasury be more amenable if the other option were the $250 million note? Saven asked.  Curtis said BPA is in negotiations with the Treasury at the present time.  How Treasury would feel about “advanced amortization recognition” (the term used for the $467 million in advance payments BPA has made) versus our using the $250 million note would depend on the outcome or cessation of the current negotiations, he reported.  He indicated he thought Treasury would take a negative view of the use of the prepayments to avoid raising rates.

I think this has lower political risk than some of the other options, Weiss said.  I don’t think using any of these options, you would get Treasury to stand up “shoulder to shoulder” and say, ‘yes, they paid on time,” Curtis said.  Given the economic status of our region, if it were not for the Northeast/Midwest Coalition, I think you could get Treasury to stand up and say that, Lovely observed.  

Use of $250 Million Line of Credit.  It’s a big number, available, and low cost, participants said.  Is it available to pay operating expenses? Carr asked.  It’s not clear, Curtis responded.  I can’t imagine you don’t have $250 million in construction work in progress (CWIP) at any one time, Murphy said.  Curtis indicated he was not sure what all the ramifications would be of applying the note to cover CWIP.  

If we’re not sure if the line of credit can be used for operating expenses, what can it be used for? Schwartz asked.  It can be used certainly for the capital program.. 

A big pro on all of these “big ticket items” is if you decline to use them, the corresponding impact on the economy is going to be big, Early said.  Using them would have a big plus for righting the Northwest economy, he added.

This amount is all or partially spoken for in having relaxed the Treasury payment probability, Weiss stated.  I’d hate to use it and leave BPA open for one of the bad scenarios that could occur, he said.

If you use this line of credit for seasonal liquidity, it’s different than trying to use it to push rate impacts out into 2004 or 2007, Curtis said.  The end is important here, he added.  I think you could make a very good case that you are borrowing this to carry CWIP, Murphy said.  Yes, but if you borrow it and don’t change your rates to have the money when the bills come due, you’re stuck, Curtis responded.  If you use this for seasonal liquidity, where you can reasonably anticipate the cash flow to replenish it, that’s one thing; but it’s another if you use up this borrowing and don’t have the cash when the bills come due, Curtis concluded.

If you use this for inter-year versus intra-year purposes, would the ability to retrigger the SN CRAC mitigate the problem? Mundorf asked.  Other financial conditions may dramatically affect the wisdom of using this tool short or long term, Curtis responded.   Some see this bond as the ultimate backstop, but I see the SN CRAC as the ultimate backstop, Mundorf said.  “That’s a very slow backstop,” Curtis replied.  This line of credit is quick and readily available, he said.

In your testimony on the advanced amortization recognition, I saw something that indicated Treasury would be reluctant if you hadn’t already used other existing tools, Clark said.  Would it help with the advanced amortization if you used some of this line of credit? Clark said.  Curtis indicated that he would be surprised if Treasury agreed to the advanced amortization recognition.

As a general business matter, you shouldn’t plan to borrow for expenses, Roach stated.  In its last rate order, FERC said it views BPA as behind in its repayment and urged BPA to use a more business-like accepted method for calculating repayment, he continued.  There could also be a high political cost here, Roach added.  We deal with some people in Congress who think we are subsidized no matter what we tell them, and to borrow like this from Treasury to meet expenses could have a high political cost, he said.  It depends on how visible we are, Clark said.  This will be visible, Curtis stated.  There is a lot of attention on BPA right now and how it is managing its finances, he said.

We also have a limited ability to use the line of credit this year because of the ceiling on borrowing authority, Val Lefler pointed out.  The Congress has limited BPA on how much of its new borrowing authority could be used before the end of the fiscal year in the new borrowing authority legislation, Curtis stated.  

Do you see less political risk in this tool than in the other options related to using ENW refinancing proceeds? Saven asked.  There are a lot of different factors that influence how these would be perceived, Curtis said.  You have a multidimensional risk analysis to do here, he said.  

Bringing Refinancing Interest Savings Forward.  Is there a vehicle readily available to bring these savings into the current rate period? Carr asked.  I think we could do it fairly simply, Curtis replied.  With the new ENW serial debt that is being issued, couldn’t you simply restructure the payment schedule? Clark asked.  If you wanted to issue new bonds, you could; but absent issuing new bonds, you would withhold money from what you would otherwise pay Treasury, Curtis responded.

Clark reiterated his suggestion that the payment stream could be restructured.  You could do it if you wanted to move money forward, but again, “you are front-ending savings,” Curtis said.  And I don’t think you could do it, Claudia Andrews (BPA) stated.  The way you restructure is you don’t pay third party  principal for a period of time, and we aren’t paying principal now, she explained.  There is no principal due at this time, so we have no ability to shape that principal payment in later years – we’re already doing that, Andrews said.  No principal is due until 2013, Cockburn  pointed out.

After more discussion about whether and how BPA could restructure the payments, Curtis suggested the group move on to the pros and cons.  One of the pros of this solution is it is regional and doesn’t require going back to Washington, D.C., and inviting involvement in our affairs, Clark stated.  We are taking care of the problem in the region without leaning more on Treasury, he said.

We’ve never told BPA what to do with interest savings from bond refinancing, we’ve only said it should be principal for principal, Allen said.  What BPA does with the interest is up to BPA, but my concern is there is no way anyone on the board today can commit for future boards, Allen said.  What BPA does with the debt optimization proceeds has a lot to do with future boards’ favorable consideration of doing the kinds of things you are suggesting, Cockburn  stated. 

We’re only talking about accelerating the savings that we have “locked up,” Curtis clarified.  How much value could we get in this rate period? Carr asked.  It is $41 million total over the rate period, Curtis responded.  There was further discussion about distinguishing the interest savings as a liquidity tool separate from using ENW bond proceeds.    

I’d like to make it clear that when we’re talking about politics, my assumption is that we are at the center of a lot of notice on everybody’s part, and “we will continue to be,” Curtis stated.  There’s nothing we’re going to do that is going to escape the notice of the rating agencies, the Northwest parties, Treasury, or the Administration, he said.   I want to make it clear that “we’re open and above board” about all of this, and these arguments will be based on their face value and not on “who knows what,” Curtis clarified.

Mundorf asked for clarification about the agreement between ENW and BPA on the use of the refinancing proceeds and whether accelerating the interest savings would be acceptable under the agreement.  My concern is that boards in future years might not approve the debt optimization program, and you would have brought interest savings forward that were never going to be realized, Allen responded.  But the use of the interest savings is not proscribed in the agreement? Mundorf asked.  That’s correct, Allen said.  Carr indicated that would be an item for the “pro” list.

Add to the con list that Treasury and the bond rating agencies would be sensitive to this, Curtis suggested.  And BPA staff pointed out that there would be increased federal interest expense associated with holding the $41 million back from the Treasury payment. 

Limited Use of ENW Debt Optimization Proceeds.  The group agreed there is a lot of information about this tool in the rate case record, but Curtis pointed out that ENW is not a party to the case and, therefore, these meetings is their only opinion forum.  Cockburn  offered several cons regarding the use of refinancing proceeds, concluding with “it would jangle the chain of the Executive Board at ENW.”  Allen added that this option might also result in a higher-interest option than the $250 million line of credit.  About $1 billion in ENW debt carries a variable interest rate, according to Cockburn . 

FERC says BPA is behind in paying back the ENW debt, and this would exacerbate that problem, Allen said.  This is very obviously pushing costs to the future, Curtis said.  It’s not a good idea “to pay for groceries” with 15-year money, Cockburn  added.

A lot of the reason we’re here is that operating costs are overrunning revenues, and they are higher than anticipated when the rates were set, Clark stated.  This rate increase is about “paying for groceries” because of the revenue hole – we’re in this problem “because of the size of the grocery bill,” he stated.    

An important pro here is that we can tell Congress and others that we are maintaining our public purpose benefits, Weiss suggested.

We need to think about what happens if we don’t use any of these tools, Knitter said.  We need to consider the risk of not doing any of this, he added.  

There are two overriding considerations in all of this, Roach said.  One is that liquidity tools ought to be reserved and used to deal with emergencies, he stated.  There is a lot in the record about whether this is an emergency, with some parties saying, this is an emergency so use these tools, and others saying, this is not an emergency, hold the tools in reserve, Roach added.  

One of the cons to some of these tools is the threat to BPA’s bond rating, but many of us see more risk to the overall rating of the region, Lovely stated.  If the ratings in the region “go to heck,” BPA’s rating will go there too, he added.   We need to prevent “falling off that precipice” – it’s a very serious issue, and “a rate increase is an emergency to a lot of us,” Lovely said.

Another overriding issue is whether the liquidity tools should be available in case of an emergency, such that the Administrator does not lean on fish and wildlife, Roach said.  I agree with that, Weiss stated.  If we harm fish and wildlife, that’s long-term damage, and it’s worth moving some money to avoid that damage, he said.  

Are we working on something here that could go into the record? Curtis asked.  Something that identifies the liquidity tools and puts a dollar figure with each could be of use even without the pros and cons, Early suggested.

The Administrator should consider these tools to keep rates stable or lower, and he should look at the tools on a year-to-year basis, Saven said.  My organization would not support everything that is on the list of tools to get rid of the SN CRAC in its entirety, so we need to discuss whether there is an organizing principle around keeping rates stable or lower that we can work with, he added.

Mundorf expressed skepticism about whether the group could reach agreement on how this information on the tools should be used.  But we can characterize the tools, the amount they are worth, and then allow people an opportunity to say what they want to say about them either in oral argument or in brief testimony, he suggested.

I’m concerned about additional testimony and whether it could delay the rate case, Roach responded, kicking off a discussion about how to enter facts about the tools into the rate case without additional discovery and cross examination, and whether the facts should include pros and cons, which some people consider “debatable.”  The pros and cons give the Administrator something to work with and the parties something to argue, Roach said.  I’d ask the customers tomorrow what they want, Mundorf said:  put in the facts and  list of pros and cons, or put in the facts and then have customers argue the pros and cons.  

The ENW opinions that Cockburn  presented is new information that won’t otherwise be in the record, and “they are important for the Administrator to hear,” Weiss said.  One of the parties could move the ENW document into the rate case, Mundorf suggested.

People seem to support getting factual information into the rate case record, but whether they want to include the pros and cons is a question I’ll test with customers tomorrow, along with the type of opportunity they would like to have to comment on the tools, Mundorf said.  Depending on what I hear, I’ll get back to BPA about it, he added.  Mundorf suggested BPA compile the lists of pros and cons into a document.  Carr asked about getting better numbers for the value of the tools, and Curtis said BPA could take a shot at providing that information.   

Roll Over $170 million Short-Term Bond.  A con could be the interest rate penalty in the year you use this tool, Carr suggested.  This could be the only tool needed to get through the crisis, and I don’t see how it could be seen as a deferral of the Treasury payment, Murphy said.  When we wrote the description of this tool, we saw it as holding back $170 million in Treasury repayment, Curtis said.  People are trying to characterize it differently, but when we wrote it, it was about holding back payment to Treasury, he explained.

There was considerable debate about how this tool would work and how it would be interpreted and judged by Treasury – whether it would be viewed as borrowing to pay Treasury or as arbitrage.   

One issue I raised in my paper is that utilities in the region said they are going to borrow to smooth out a rate increase, Schwartz said.  Is there any reason BPA can’t do something like that? he asked.  All of these tools are ways of doing that, Curtis responded.  Can BPA issue bonds to hold down rates? Schwartz asked.  An argument could be made that it’s inconsistent with sound business practice, Roach stated.  

Customer Commitment to Pick Up Shortfall.  Lyn Williams (PGE) suggested adding the tool suggested by Scott Pollock:  a customer commitment to pick up the tab if a shortfall occurs.  What does it look like? Is it a year-end true-up? Curtis asked.  It probably needs to be more often than that, Williams said.  That’s essentially a backward-looking CRAC, but it needs to be used in conjunction with other liquidity tools, Murphy pointed out. 

This meeting was noticed as a discussion of liquidity issues, but this is getting into rate design, Roach pointed out.  I don’t agree, Lovely stated.  It’s a guarantee from customers to provide liquidity, he said.  This is more rate design than a liquidity tool, and I’d suggest we move on, Curtis stated.  I’d like to spend some time working with BPA on this – it offers a huge opportunity, Lovely responded.  I’d like a commitment on fleshing it out, he said.  There are some questions we’d want to pursue, Curtis answered.

Could this take the form of letters of credit from customers with the conditions stated therein as to when it could be used, Williams suggested.  So it would be customer-provided liquidity tied to their obligation to pay future rates, Curtis clarified.

Clark expressed skepticism about the mechanism, likening it to an “FB CRAC true-up.” It’s a rate design issue, he said.

Voluntary Prepayment of Customer Bills to Refinance Appropriations.  Do customers have an interest in this? Lovely asked.  It seems like a cost-reduction issue, not a liquidity tool, Murphy observed.  There is some potential here as a liquidity tool, given the interest rate BPA is able to make on idle cash, Clark said, adding that BPA could pay interest to those who voluntarily prepay.  A big question is how deep this market would be and how many people will want to do this, Carr said.  Does it reduce rates? Curtis asked.  It reduces a cash-driven rate like the SN CRAC, Clark responded.  It amounts to a prepayment of expenses, and PUDs in Washington aren’t allowed to do that, Knitter pointed out.  We looked at this “in the bad WPPSS days,” and there are limitations, Curtis agreed.  

Concluding the Meeting

Terry will talk to the other customers about policy statements, and we’ll type up the lists of pros and cons, and get those and the meeting notes out in draft to people, Curtis said.  

The pros and cons can be typed up and sent out tomorrow, Roach said.  If parties are amenable, a motion could be entered next week to introduce the list into the rate case record, without cross-examination or rebuttal, with parties having an opportunity to provide a one or two-page statement of policy on how these ought to be used, he explained.  Or we could submit just the list of tools, including the amounts of money each is worth, but without the pros and cons, Clark suggested.  I don’t know what you’d have in a “laundry list” of tools, without information on the pros and cons, Roach responded.

There was further discussion about who would prepare a description of the cash tools, how detailed they would be, and whether to include the pros and cons.  It was agreed that  customers would prepare descriptions of the cash tools they presented.    

The most constructive thing would be for the BPA staff to support the cash tools along with the customers, Johnson stated.  That would get rid of the dissonance that exists now, he added.

The use of the cash tool depends on the circumstances, Curtis reiterated.  I would not nor would I want the CFO staff to say they support a cash tool irrespective of circumstance, he responded.

I don’t think anyone thinks we’ll come to agreement on a full list of cash tools, the pros and cons, and circumstances under which each should be used, Johnson said.  If we all agree on a list of cash tools for the record, indicating there are pros and cons, and providing an opportunity for parties to submit their policy recommendations, we are still faced with staff testimony that says, no cash tools can be used to reduce the SN CRAC, Johnson asked.  If staff expressed some open-mindedness on this, it would be helpful to the process, Johnson stated.  If we come tomorrow with this dichotomy between the staff position and what we’ve been hearing here, there will be customers who have deep reservations about what BPA is doing, he added. 

Curtis reiterated that settlement negotiations depend on a number of factors.  If there is broad, constructive agreement on how to get things done, more difficult issues can fall into place, he said.  If we go into the negotiations and the first thing you want to deal with is cash tools, “I don’t think that works,” Curtis said.  But that shouldn’t reflect on the credibility of this process or the sincerity of what we have said today, he added.  I heard you, Johnson replied.

I feel good about where we’ve gotten, Curtis stated.  This is a constructive discussion, and we thank you for the effort, Johnson agreed.

Meeting adjourned:  4:15 p.m.  
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