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1. Context of the Meeting. 


Bonneville’s Randy Roach said the context of this meeting is that, up until now, the Bonneville Administrator has made certain decisions and taken certain actions with respect to the use of liquidity tools. Some are now urging that those tools be used in lieu of raising rates or in offset of the proposed rates, Roach said; people have been asking for a better discussion and understanding of the tools available to enhance liquidity, as well the options with respect to how they might best be used. 


Roach noted that this discussion straddles, or even falls outside, the rate case. The rate case rules offer several relevant provisions, Roach said – first, that there must be reasonable public notice of the meeting, and we have done that. Second, we are required to take notes at such meetings, including dates, persons attending, and a summary of issues and positions taken, he said. The memo is then to be placed in the ex parte file separate from the material on which the Administrator relies to reach his decision. 


All of this has certain consequences, Roach said; this is my view of those consequences. Notes from today’s meeting will be made available for all participants to review and correct for mistakes; this is not intended to be a “gotcha” meeting, and there will be ample opportunity for everyone here to correct any errors or even to amend their stated positions if they misspeak. 


Most importantly, said Roach, if we come up with a concept the parties would like the Administrator to consider in the rate case, there are three possible ways for that to happen. The first possibility is a joint unopposed motion in the rate case – if we develop a concept that isn’t already in the rate case but should be considered by the Administrator, and parties agree on it, the easiest thing would be for all parties to agree that they will submit an unopposed motion to the hearings officer to introduce that concept into the rate case. Under the rate case schedule, we have until May 19 to make such a motion, Roach said; the initial briefs from the parties to the rate case are due May 23. Some parties would likely prefer that such a motion be submitted by May 14, the day after our next meeting, because cross-examination in the rate case is May 15-16, and such a broadly-accepted motion would likely be useful in that cross-examination, said Roach. 


Failing that broad, general agreement, there are two other alternatives, said Roach. The first would be to attempt to use material from today’s meeting as a cross-examination exhibit. If a Bonneville representative says something in today’s meeting the parties believe is inconsistent with the testimony of another Bonneville participant, those parties could attempt to use materials from today’s meeting in the rate case as a cross-examination tool, Roach said. The rate case rules require that a cross-examination exhibit be served 48 hours in advance; it’s likely that some cooperation between the cross-examiner and the party being cross-examined will be necessary to shorten the period from 48 to 24 hours. 


The final alternative, should we fail to come to broad general agreement, is an opposed motion, Roach said. In this case, a party could say, here is some material that was developed in this other forum; we propose to sponsor it and introduce it into the rate case. The problem this raises is that, since it is opposed, that likely could mean that parties either object to it or are uncomfortable about it, and will request discovery, rebuttal, cross-examination. If that occurs, there goes the schedule, said Roach, and I know that Bonneville, at least, would fight hard against such a contingency. 


All that being said, the important focus of this meeting, and most of the May 13 meeting, is substance, Roach said. I would suggest that part of the May 13 agenda should be devoted to an assessment of exactly where we are, in terms of agreement, or lack thereof, on the materials to be submitted to the rate case, he added. Roach then yielded the floor to Bonneville’s Jim Curtis.


Curtis noted that today’s meeting and its agenda were conceived and developed primarily by representatives from Energy Northwest, the customer managers and Bonneville. The objective we chose was to create a substantive discussion of liquidity tools and potential strategies associated with those tools, to share information about tools and strategies among ourselves, and to seek ways to make ideas generated through these meetings available for the Administrator’s consideration in the rates record. I hope by the end of the meeting that we will be able to get all of the ideas people want to put forward out on the table, Curtis said; we can then devote a few minutes of discussion to where we want to go from here, Curtis said. 

2. Statement of Overall Interest. 


Bonneville’s objective is to gain a full understanding of participants’ ideas and suggestions with respect to liquidity tools, said Curtis, to share information with the group and have the group share information with us, and to ensure that the Administrator has a body of clearly articulated alternatives to consider in setting rates.


John Saven said that, when the constituents he represents began this process, Bonneville had identified a billion-dollar problem over a three-year period. Our goal in addressing that problem was to examine a wide array of alternative approaches, Saven said, with our interest being no increase in rates -- hopefully, to have no safety-net CRAC at all, but definitely to have rates not increase from where they are, effectively, this year. That being said, Saven continued, we have produced testimony and proposals in the past that have at least put into play the issue of Bonneville’s liquidity tools. It is my personal belief that Bonneville’s financial problems have materially abated since we began this exercise, said Saven; they have not gone away completely, but they have been materially mitigated. It depends on the size of the financial problem, he said, but again, our bottom line is that we don’t want to see any kind of a rate increase. 


Next, John Cockburn explained Energy Northwest’s perspective on this issue. My organization’s main purpose in being here is that we want to ensure that all of the possible ramifications of the debt optimization program (DOP) are fully understood, Cockburn said. We’re also very interested in the other financial tools that may be available, particularly the $250 million short-term revolving borrowing arrangement BPA has with the Treasury Department.


The next speaker, Rick Lovely from Grays Harbor PUD, agreed with Saven that no safety-net CRAC is necessary at this time. I’m very interested in all of the issues surrounding the various cash management tools at Bonneville’s disposal, Lovely said. I have some questions about various aspects of this issue, he said, in particular, why debt is done in certain ways and how the $315 million available from Energy Northwest might be most effectively utilized. 

3. Brief Overview of BPA’s Debt Structure and Cash Tools. 


Claudia Andrews from BPA led this presentation, touching on the following major topic areas:

• BPA funding mechanisms (annual appropriations, borrowing authority and third-party financing)

• FCRPS debt outstanding in FY’02 ($12.939 billion total)

• Borrowing authority basics

• Remaining borrowing authority (Bonneville recently received $700 million in additional borrowing authority)

• Third-party financing mechanisms (Energy Northwest, other third-party debt)

• Debt optimization – purpose, objectives and results

• BPA debt portfolio (before debt restructuring)

• FCRPS debt outstanding FY’02-FY’22 – ENW debt extension results to date

• Estimated BPA total annual interest expense savings due to debt optimization


Various participants offered clarifying questions and comments regarding Bonneville’s debt structure and borrowing authority. The subject of the sustainable capital program was the focus of many of these questions and comments; Curtis suggested that a discussion of a sustainable capital program be included on the agenda for the group’s May 13 meeting. It was so agreed. 


Another participant said it would be helpful if Bonneville could add two more lines to the  “Remaining Borrowing Authority” graph on Page 5 of the Debt Structure presentation – the first , where Bonneville has the $315 million in Energy Northwest refinancing in hand, but does not make its Treasury payment this year; the second where Bonneville has the $315 million in hand, but makes all of its regularly-scheduled Treasury payments. After a few minutes of discussion, it was agreed that the middle line of the graph already reflects the first scenario, no Treasury payment scenario. Given the volume of questions, concerns and comments regarding this topic, it was suggested that it may be useful to schedule a third meeting on this topic; ultimately, however, no additional meetings were scheduled beyond the May 13 meeting.


John Cockburn then spent a few minutes going through Energy Northwest’s role in this process; essentially, they issue bonds to provide lower-interest financing to allow Bonneville to pay off its higher-interest federal debt. There are some negatives outside our control, said Cockburn; Standard & Poor’s most recent ratings said that, if Bonneville uses that $315 million as it is talking about doing -- to pay present expenses while deferring other debt payments -- they will downgrade BPA’s credit rating, which will cause interest rates and costs to rise significantly even as the value of our bonds is reduced. That’s not good for business, Cockburn said. 


Kevin Clark suggested that BPA might want to explore another possible source of third-party funding, such as conservation bonds and the ConAug purchase; he asked the concept of customer-backed third-party financing be added to the ideas list for today’s meeting. It was so agreed. Another participant suggested that, with some modifications to the DOP, it may be possible to accrue the present value of the future interest savings Bonneville will achieve through debt refinancing to customers today. To me, he said, that would seem to be one of the most viable and promising cash tools at BPA’s disposal, in terms of its beneficial effects for Bonneville’s current ratepayers. 

4. Review Matrix Approach. 


Curtis directed the group’s attention to Attachments 4-8, jointly developed by him and by John Saven. Attachment 4 lays out four financial tool strategies:

• Emergencies only: confine the use of financial tools to addressing operational emergencies. Deal with revenue and cash flow issues through the use of SN CRAC rate increases and additional cost savings.

• Focus on immediate problem: In addition to cost cuts, use $100 million of available financing tools to deal with the immediate revenue problems that BPA is facing, with the understanding that this amount would be paid back in full in FY’06, before the end of the current rate period. Reserve the use of $200 million of liquidity tools for operational emergencies.

• Focus on this rate period: In addition to cost cuts, use between $200 million and $300 million of available financial tools to deal with the immediate revenue problems BPA is facing. If possible, pay back the borrowed cash before the end of the current rate period, but extend the payback requirement until the post-2006 period if necessary. Do not reserve the use of financial tools for operational emergencies. 

• Financial tools only: Defer the SN CRAC altogether for this year. Institute cost cuts and use as many financial tools as needed to close the revenue gap. Revisit the SN CRAC on a year-by-year basis if necessary, but implement a rate increase only after fully leveraging available financial tools, paying back the borrowed amounts after 2006.


In attachments 5 and 6 we try to match various financial tools with various strategies, Curtis explained. If we knew what outcome people wanted, he said, and what financial tools they thought were viable, we could then analyze the pros and cons of each financial tool. Attachment 7 is an analytical sheet for a single strategy, showing how different financial tools respond to different decision criteria. Attachment 8 is a blank sheet for anyone to use to lay out their own ideas, with respect to particular cash tools employed to achieve particular ends, Curtis explained. 

5. Refine Strategic Approach Descriptions.


Margaret Allen of Energy Northwest observed that the total cost to ratepayers involves more than debt. When you operate a facility, you have maintenance and, in the case of nuclear facilities, you have decommissioning costs, she said. In the way decommissioning is currently being funded at Energy Northwest, future ratepayers are, in some respect, subsidizing current ratepayers. In that particular case, she said, it is current, rather than future, ratepayers who are reaping the benefits, Allen said. 


Link Wolverton said that, in his view, the financial tools documents developed to date by Bonneville and Energy Northwest are too Bonneville-centric, rather than region-centric. Whatever approach is ultimately chosen needs to recognize that the debt optimization effort has the potential to negatively impact customers as well, Wolverton said. He suggested that Bonneville add various columns to its “Matrix for Financial Tools Discussion” document, including impacts on utility and customer bond ratings, impacts on the local economy, and impacts on state tax revenues. 


Saven said that, initially, the customers he represents favored Strategy B (“Focus on Immediate Problem”); however, given the fact that BPA is no longer facing a $1 billion financial problem, another strategy may make more sense, he said. You have to ask yourself, at the end of the day, how big the problem really is, and which strategies address that problem most effectively, Saven said. 


Another participant observed that while Bonneville has certain expected expenses, there are huge jaws of uncertainty around those expectations. The safety-net CRAC essentially asks customers to pay to cover those jaws of uncertainty, he said. There is a big difference between having adequate liquidity to cover those excursions from the expected vs. simply paying normal salaries and expenses, he said. The concept of seasonal liquidity is very different from planning to hold liquidity to cover risks such as poor hydro conditions, Curtis said; that is an important distinction.


Jack Spear asked whether Bonneville has explored the question of what its optimum bond rating ought to be, given the fact that higher bond ratings have costs associated with them as well. We have not yet explored that, Andrews replied, but it is a legitimate question. My point is simply, do we really need to have a AA bond rating? Spear asked. Perhaps that’s something you should explore – if Bonneville is forced to raise rates in order to maintain its AA bond rating, and that adversely affects the Northwest economy, our bond rating will be reduced anyway. 


Steve Howe requested more details about the sustainable funding idea Curtis mentioned earlier; Curtis replied he hopes to provide a graphic illustration of such a program at this group’s May 13 meeting. Wolverton added that BPA should not exclude the possibility of obtaining additional borrowing authority from Congress in the future, given the fact that maintaining the FCRPS and marketing its power is, by its very nature, an extremely capital-intensive undertaking. 


Steve Weiss made the point that, in other parts of the country, it is common for those who benefit from system improvements to help pay for them, including IPPs and other utilities that want access to FCRPS power. Saven then observed that, based on the documents he has read to date, there seems to be an inclination, on the part of the financial community, to encourage Bonneville to look to the Treasury as the best source of liquidity, rather than to Energy Northwest – is that a correct inference? Saven asked. That’s fair to ask, Curtis replied, although I don’t recall that specific recommendation. All ratings agencies do their ratings differently, Curtis said; however, they do view seasonal liquidity as a very important factor in overall credit rating. Cockburn added that, in his view, Standard & Poor was fairly neutral about how the $250 million Treasury line of credit should be used.


So what does the group want to do, at this point? Curtis said. I want to be sure everyone’s ideas are out there on the table, but I also want to discuss the agenda for our next meeting and any work products that need to happen prior to that meeting. It was agreed that the present discussion was a productive one, and that it should continue for at least a few minutes more. 


Another participant observed that, in its annual report, Bonneville makes the point that, if in any given year revenues are not sufficient to cover all cash needs, including interest, any deficiency becomes an unpaid annual expense. Interest is then accrued on that unpaid annual expense until it is paid. To me, he said, that seems like a pretty small cost – if Bonneville gets to a point where, for a period of time, revenues are insufficient, you can just delay your Treasury repayment. That clearly is an option, Curtis replied; however, there are other costs – notably political ones – beyond the interest alone. Still, legally, you do have that right, the participant said. 


Another participant said she was somewhat uncomfortable with the statement on Page 7 of Andrews’ presentation regarding the expected results of the Debt Optimization Program -- notably, that under this scenario, Bonneville would be going a further $600 million in debt. In other words, if Bonneville’s net borrowing need is $300 million annually over the 12 years of this program, the $3 billion in replenished Treasury borrowing authority you reference here would not quite cover the amount you intend to borrow, she said. Also, she continued, on Page 10 of the presentation, you estimate that the Debt Optimization Program will result in annual interest expense savings of about $20 million per year over 17 years, or $340 million in all. However, she said, this does not take into account the time value of money. 


Terry Mundorf then offered a series of observations: first, he thanked everyone for their efforts in developing the documents and presentations provided at today’s meeting, because this is an extremely complex subject. Also, he said, I agree with John Saven that, thanks to the occurrence of a number of fortuitous events, we no longer have to look to this activity to provide the bulk of the solution to Bonneville’s financial problems. That doesn’t mean these financial tools aren’t important, however, Mundorf said; they still need to be in the mix. For our next meeting, he said, I would suggest we try to avoid any additional show-and-tell, and start at the solutions stage – I would ask people to fill out their matrices and to have thought ahead of time about the tool or tools they feel would be most helpful to the current financial situation.


I think it would be extremely helpful if we can share everyone’s best ideas prior to the May 13 meeting, Curtis said. We do have a website, he said; if you have ideas you would like the group to entertain, I would ask that you send them to me by next Thursday, so that they can be posted to the website. 


Curtis then summarized the main points he has heard at today’s meeting:

• People want a graph like the one on Page 5 of Andrews’ presentation that shows debt optimization and repayment through the out-years; however, the new graph would skip debt optimization in FY’03, instead pushing it forward a year. 

• Some parties feel that fresher numbers on the construction program would make a difference.

• Add third-party financing as a source of additional capital that would free up Bonneville’s cash flow.

• Stretch or match borrowing lives with asset lives for intergenerational equity; capitalize conservation beyond the current contract term.

• The solution depends on the magnitude of the problem.

• There are implications for both the current rate period and the next rate period if the decision is made to defer payment until post-2006.

• There is a need to distinguish between seasonal liquidity needs and the kinds of liquidity Bonneville needs to deal with future risk. Look at solutions that treat each separately.

• Columns to be added to the “Matrix for Financial Tools Discussion” document (Attachment VII) include effects on customers’ bond rating, effects on the regional economy, and the effects of customer default on Bonneville’s bond rating. 

• A brief description of the sustainable capital concept. 

• Factor in the assumption that transmission system borrowing will be less necessary in the future because of the RTO.

• Look more closely at the possibility of simply failing to repay Treasury as one way to deal with future risk.

• Examine the “time value of money” question raised with respect to anticipated interest rate savings over the next 17 years – does a discount rate need to be replied?


Also, said Saven, to the extent that some of us want to consider the use of the Treasury note as a liquidity tool, a Bonneville political assessment of the political risks of not making the Treasury payment would be useful.


Another participant said that, with respect to the reserve impact column of the matrix, more information about the assumptions used in making that assessment is needed – in other words, more of an absolute value. Another participant asked for an updated spreadsheet showing Bonneville’s annual expected net revenues, because his suspicion is that the negative net revenues that were being predicted earlier are significantly less than initially thought. 


Weiss then observed that, if Bonneville has absolutely taken some financial tools off the table as infeasible, the participants in this process need to know about that. So what you’re asking for is some sort of Bonneville proposal? Curtis asked. If you’ve already made some political calculations, Weiss said, we’d like to hear them. 


Lon Peters asked about the interest expense savings predicted on Page 10 of Andrews’ handout – is there any way those savings could be capitalized and brought forward to now? he asked. It was agreed that this might be a line of inquiry worth pursuing.


Another participant said that, if BPA truly wants to make progress on this crucially important issue, more meetings need to be scheduled on debt optimization. I don’t think one more meeting is going to give us enough time, he said. I’m not opposed to what you’re saying, Curtis replied; the reason we’re trying to wrap this process up within one more meeting is so that our work products can be used in the rate case. I understand that, said the participant, but we’re on a very tight timeline here, and we don’t want to be railroaded into a situation where the range of tools available to us suddenly narrows.  


Various participants commented that they felt that today’s meeting was extremely valuable; there was general agreement among all of the parties that these financial tools are well worth pursuing. 


Again, said Curtis, if we could work together to flesh out some of the ideas that have been put forward today, that, to me, is the best way to proceed. For example, Kevin Clark has expressed an interest in the third-party borrowing idea; perhaps he could help flesh it out. He asked anyone who wishes to submit their ideas via email (for posting to the BPA website) to send them to John Dull  GOTOBUTTON BM_1_ jmdull@bpa.gov. 


Another participant asked whether it would be possible for Bonneville to refinance its Treasury debt at a lower interest rate. We could if we had the political strength to get that done, Curtis replied. But can we build that into the matrix? asked the participant. The other issue, he said, is whether BPA has looked at what is a diminimous capital requirement for the next couple of years, and what that might do to its borrowing needs -- I would really like to see a graph on that, he said. We’ll try to provide that, said Curtis.


So what I’m walking away with, said Curtis, is the fact that various participants are going to flesh out and submit their ideas for posting to our Internet site; in the meantime, we will be trying to satisfy the various informational requests that have been raised. We will then reconvene on May 13, he said. 

6. Discuss Alternative Approaches and Impacts. 


The list of potential alternative approaches and cash tools identified in the course of today’s meeting include:

• Extending debt and matching benefits

• Issuing other third party debt as a source of future borrowing

• Conservation financing flattened out a little bit


The list of comments and questions to be addressed prior to the next meeting of this group include:

• Add columns to spreadsheet – impact on state tax revenues

• Impact on regional economies

• Refine terms of cash tools

• Add one that pays back 2003 DOP by 2006

8. Next Meeting Date. 


The next meeting on the subject of liquidity strategies was set for May 13. Meeting summary prepared by Jeff Kuechle, BPA contractor. 
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