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QUESTION:

AQUILA, INC.
- CASE NO. EF-2003-0465
DATA REQUEST NO. OPC-5008

July 3, 2003

July 3, 2003

July 23,2003 Supplemented 9/3/03.

Douglas E. Micheel-

Please.provide complete copies of any and all testimony, recommendations, or comments
filed in the Minnesota docket G007, 011/8-03-681.

 RESPONSE: Please see attached.

ATTACHMENT: | Copy of Aquila, Inc.'s Reply Comments filed on August 29, 2003,

ANSWERED BY: Mark Reed
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' STATE OF MINNESOTA

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION
_ LeRoy Koppendrayer: : _  Chair

Marshall Johnson ' Commissioner

Phyllis Reha Commissioner -

Gregory Scott - Commissioner
In the Matter of a Request by Aquila, Inc. for ‘ MPUC Docket No.:
Authority to Use Aquila Networks-PNG and ' G007,011/5-03-681
Aquila Networks-NMU Utility Property To | '

Secure Indebtedness ‘
AQUILA, INC. REPLY COMMENTS
These Reply Coxﬁments a‘{re submifted by Aquila, Inc. and its Divisions Aquila Networks_— ,
.PN(.} and Aquila Networks-NMU (“Aquila”), in response to the Minnesota Department of
Commerce (“Department”) and Office of Attorﬁey General (“OAG”) August 19, 2003.
Comments concefning Aquila’s request to enéumber its Minnesota utility property to secure the
payment of $250 million of a $430 million lc;an and to secure future replacemerit.debt offerings
for working capital requirements. The Department recommends that fhe Minnesota Public
Ufilit_ies Commission (“Commission”) deny Aquila’s request becaﬁse Aquila cannot, without
incurriﬁg significant and otherwise avoidable penalties, buy down the Term Loan as fast as the -
Department would prefer. The ]q:epartment’s recommendation is pr-efnised on the mistaken
belief that it would be in the best interest of the ratepayers and the Company to use the proceeds
from the sale of non-utility assets to eliminate as much of the Term Loan aé quickly as possible.
The OAG’s recommendation is premised on the mistaken belief that Minn. Stat. § 216B.49
requires L_xtility operations to be funded by stand-alone debt. There is nothing in Section 216B.49
supporting such a conclusion, and the argument ignores the reality of how a utility that is ﬂot

owned by a holding company must operate.
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-

Furgher, approving Aquila’s application does not increase the risk of bankruptcy and,
iherefore, does not increase the risk to ratepa.yers. But denying Aquila the capital it needs as part
of its overall financial plan to regain the status of ‘an investment grade 1‘.1ti1ity is harmful to the
pﬁblic interest. Therefore, the Commission should approve Aquila’s request as a good faith
effort to resolve its financial prol?'lems with no additional risk, or cost to the ratepayers.

As will be described in niore detail in subsequent sections of this response, the
-recornmendations of the De';iartment.and OAG are detrirriental to the financial position of Aquila |
for the following reas.c»msr: |

1. Aquila would be required to retire Jower-cost deb;c and nét maximize the benefit
of its asset sale procéeds;

2. Aciuila would have less cash available to repay the 2004 debentures when they
become due if it is required to use the asset sale proceeds to retire the term

~ loan, potentially leading to a liquidity crisis.

3. Aquila’s ﬁne.mc.lial plan enables the customers to receive a lower cost long-term
debt rate by guarénteeing them an investment-grade utility rate. Changing this
plan to meet the Deparfment’s mandatory prepayment requirement, on the other
hand, jeopardizes Aquila’s financial weli-being without providing 'any benefit
to customers. |

A. Artificially Accelerating Repayment Of The Term Loan Wouild Not Be In The
Public Interest. '

Aquila is in the process of selling all of its remaining unregulated assets. Because of the
need to time these sales to maximize their value, at least some of the assets are expected to
remain on Aquila’s books for one to two years. The Department recommends rejecting Aquila’s

Application because the Company would not be able to buy down the Term Loan as quickly as
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the Department prefers. | The Deémﬁent’s preferencé; hovfever, is based on the faulty premise
that retainiﬁg more thén the minimum amount of the Term Loan would not be in the ratepayer’s
or Compﬁnyfs besf interest. In fact, the Corhpany needs the'ﬂexibility to retain the maximﬁm
amount of the $180 million Term Loan supportable by nonregulated asset collatéral.

During discussions wifh thé Department, the Department requestéd that Aquila -
accelerate, to the maximum extent possible, the buy down of the nonregulated portion of the debt
(the $1.80 million su;ﬁported by nonregulated assets). -Aquila’s represenfatives agreed to take that _
request back to the people responsible for managing Aquila’s financial plan to determine
whether such a request was_both;jfeasible and in the-overa.ll’best'intereSt of Aquila’s financial
needs. As explained in Aquila_’s-Augustl 1, 2003 letter to the Department, which is appended to
the OAG’..s comments, the forced early retirement of the Term Loan would be harmful to
Aquila’s financial position.

Aquila’s present primary ﬁnancial goal is _to. become an investment gradé utility.
Becoming an investment grade utility is in the public interest_because utilities need access to
large amounts of capital to assure safe, reliable and affordable service. While Aquila can meet
those needs .in the short run without being an investment-grade utility, it would, over time,
become incre'asingly more diﬁ'ICL;}lt and expensive.

The Ijepartﬁlent incorrec’ily assﬁmes that the Company cén further that goal with the
early retirement of the‘Terrn Loan. It cannot. The Department assumes that even at 8.0% (the
reduced rate .available to Aquila if the Term Loan is secured by adequate utility assets) the loan
is a high cost loan for Aquila. It is not.

" Aquila has $500 million of 14.875% debt; $250 million of 9.95% debt; $20.2 million of

9.03% debt;. SS.O million of 9.0% debt, and another $120 million of debt at 8.2%. Using the
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proceeds from the sale of the nonregulated assets to buy down debt improves the Company’s o

financial position over the forced retirement of the Term Loan. Aquila needs the flexibility to .

make the most cost effective decision'in order to achieve financial stability.

Even more pressing is thg fact that the Term Loan requires‘Aquila to redeem at least 8(-)%_‘
of the Jﬁly 2004, $1.50 m_illlion ar§d October 2004, $250 milli;)n bonds prior to their respective
maturities, or the entire Term Lo;n of $430 million becomes due. If Aquila uses the proceeds
from the nonregulated and international asset sales to pfematurely retire the $180 million portion
of ;L_he Term Loan, and therefore does not have sufficient cash to retire the 2004 debt maturiéies,

Aquila will be forced into a loén default and potential bankruptcy. Therefore, it is preferable for

- Aquila to use the proceeds from the sale of its nonregulated assets to repay those bonds rather

than repay the Term Loan which does not mature until April, 2006. If the proceeds of the
nonregu_lated assets are diverted to repay the Term Loan rather than the maturing bonds, the risk
that Aquila could be forced into éefault of the Term Loan and b'ankruptcy incfeases.

- Retiring the 2004 bond s;ries, which are at 7% and 6.875%, would also benefit the
ratepayers. That debt has been assignéd to domestic utilities, including Aquila Networks-PNG
and Aquila Networks-NMU. If Aquila is able to retire that debt, Aquila will need to assign
.replacement debt to the utility operations to maintain-the proper debt/equity ratic. Aquila would
most likely assign existing debt on its balance sheet" to the utilities for that purpose, and, pufsuant
to Aquila’s cémrnitrnent, all debt assigned to a utility operation would be assigned at the then
current BBB investment rate. Based upon current information available to Aqu.ila, the interest
rate for BBB rated long-term debt is 5.95% for 10-year bonds. Consequently, the weightéd

average cost of debt to the utility operations would be reduced. The difference between the
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~ actual cost of the debt on Aquila’s balance sheet-and the assigned BBB investment rate would be

borne by Aquila and not the ratepiayers.

In addition, the Department’s eaﬂier June 30" Conﬁeents acknowledge that if the State
Commissione ellow enouéh utility property to be used to secure fhe Term Loan Facility, a 75 |
basis point reduction in the interest rate would ocour (decreasing interest expense by '$3 .2 million
a year), The Department provides no jﬁstiﬁ_cation for potentially foregoing that significant cost
saving.

The “Recommended Decision of Administrative Law Judge Dale E. Isley approving
Stipulation and Settlement Agreeinent“ for the State of Colorado, at paragraph 16, makes the

following finding concerning the relationship of the debt issuance and the goal of becoming an

investment grade utility:

The partjes bélieve that granting the application, subject to the terms of the
Stipulation, is in the public interest. Having reviewed the Stipulation, the
application, the prefiled testimony and exhibits submitted by Aquila in this
matter,.and the testimony presented by the parties at the hearing, the undersigned
agrees. Subject to the conditions contained in the Stipulation, approval of the
pledge of Aquila’s Colorado utility assets to secure the loan will greatly assist
Aquila’s efforts to.implement the Financial Plan and, ultimately, should
serve to return it to a capital structure reflective of a gas and electric utility
and to restore its debt rating to investment grade.

" (Emphasis added.) The Colorado Administrative Law Judges’ (“ALJ”) recornmended decision

approving the encumbrance application became final on July 10, 2003, and a copy was attached

to Aquila’s July 15" Comments in this Docket. Jon Empson’s Supplemental Direct Testimony. .

included a copy of the refereeced Stipulation. As stated on page 4, line 3, of that Testimony,

Aquila accepts the conditions outlined in the Colorado Stipulation for application in Minnesota.
Aquila acknowledges the Department’s intent to protect the overall‘ ratepayer interests.

However, this is an area where the financial pieces are too complex and fluid to be managed
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under unnecessary restrictions. -Adquila | is doing everything it can to overcome its fi nanc1al
problems, and needs the flexibility it has requested to return to bemg an investment grade ut111ty.

B.  ItIs Neither Possible Nor Necessary To Compartmentahze The Term Loan As The
OAG Prefers.

The OAG asserts that “a legal firewall between the loan provisions concerning regelated
and unregulated obligations must be erected.” it 15 erronecusly suggested thet Minn, Stat.
§ 216B.49 rhey require such a result. Further, contrafy- to the OAG’s assertioe, Aquila’s
Application is not inconsistent with its statements to the Commission in Aquila’s last rate case.
Aquila-is not a holding compeny, and its operating divisions are legally indistinguishabie

from Aquila, Inc. As such, the utility operations cannot issue stand-alone debt. Despite that

 legal necessity, Aquila has assured that the cost of providing utility service is determined as if

Aquila had only utility operations. Consequently, in its last rate case, Aquila and the Department
agreed that a separate assighed divisional capital structure, rather than Aquila’s censol_idated
capital structure, should be used 9] determine the Aquila Networks-PNG gnd .Aquila Networks-
NMU re.v‘enue requireinenté. |

Aquila end the Cemmission reinforced the use of an appropriate assigned
divisional debt, rather than Aquil;’s consolidated _capi'_tal structure, for determining the
cost of debt in its next rate case, as memorialized in the Commission’s Fe.bruary 14, 2003
ORDER APPRQVING JOINT RECOMMENDATION, /n the ].Vfan‘er of an Inquiry into
Possible Effects of the Financial Difficulties at Aquila, Inc. on Peoples Natural Gas
Company and Northern Minnesota Utilities Company, Docket No. G-007,011/CI-02-
1369, requiring Aquila to: |

(a) identify all issuances of debt and associated costs from Ianﬁary 1, 2002,

until the next rate case in a manner, that will facilitate a potential
-adjustment to mitigate the impact of adverse market factors caused by
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Aquila’s financial problems. Specifically, Aquila shall provide

.information sufficient to allow the Commission to evaluate what the debt
and equity costs for Peoples and NMU would have been but for the effect
of Aquila’s other operations; and '

(b)  provide a discussion and analysis of the effects of Aquila’s financial
situation on Peoples’ and NMU’s cost of common eguity.

Clearly, Aquila has never assérted that it would not have consolidated debt or that its
utility operations would issue sta.nd-élone debt. Rather, Aquila has consistently acted to ensure
that the cost of the debt allocated o its utility operations reflects the cost of debt appropriate to
an inyestment grade utility. Aquila continues to support such a result, and its promise to use the
cost of debt for an im?estment gréde utility for any new debt assigned to a utility is fully
consistent with Aquila’s past practices and pronﬁses of future behavior to the Commission.

Nor does Mirm. Stat. § 216B.49 require that utility debt be stand-alone debt. The OAG
notes that the sfatute requires a “public utility” to obtain Commission apprové.l before issuing
debt. VMorg speciﬁcéily, Section 216B.49, subd. 3, provides simply:

It shall be unlawful for anv public utility organized under the laws of this

state to sell anv security or, if organized under the laws of another state or

foreign country, to subject property in this state to an encumbrance for the

purpose of securing the payment of any indebtedness unless the security
issuance of the public utility first be approved by the commission.

-(Emphasis added.) Under the OAG’s interpretation of this provision, utilities wouid need to

issue stand-alone utility debt. As such, all utility companies would either be required to engage
exclusively in regulated operations or they would be required to adopt a holding company
organizational structure. Under the OAG interpretation, a Minnesota domiciled non-holding
company, like Aquilé., Inc., which is the same legal entity. as Aguila Networks-PNG and Aquila

Networks-NMU, could not issue any debt for non-utility purposes. Clearly that is neither
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: con_ternplated nor r_eqﬁired. If it were, it would be expressly stated, and would most likely be

preempted- by the Public Utility Holding Company Act of 1935 (“PUHCA")’.
While the OAG seems to contemplate an agreement with the lenders that would
compartmentalize Aquila, Inc. into regulated and unregulated enterprises, it is highly doubtful

that such distinctions would have any effect in the event of a default and bankruptcy. Further,

‘the protection the OAG seeks is unnecessary. The Department states (page 10) in its earlier

June 30" Comments: “In sum, the risk for the ratepayers does not appear to be any greater with
encumbrance than without encumbrance in bankruptcy.” In fact, issuance of debt needed for
operationaf needs at a reasonable cost decreases, r;ther than increases, the risk of bankruptey or
default.

Finally, ;che OAG ignores that fhe issuance of consolidated debt was necessary to obtain
the funds Aquila needed for‘its ut;ility cash working caﬁital needs. Aquila needed to %eplace

$650 million of revolving credit agreements and other maturing obligations that became due on

~ April 12, 2003 or it would go into default and likely bankruptcy. To do so, Aquila needed to

issue new debt, and to obtain t-hat debt, Aquila needed to secure the debt. $250 million of the
new debt was needed to meet the cash working capital needs of Aquila’s utility operations.
Aquila could not provide aaequate security for the $250 million needed for its utility operétions
using only utility property by April 12™ because of the need to obtain regulatory approvals,
Therefore, Aquila was forced to issue consolidated debt, initiall§ using primarily nonregulated
assets to secure the debt needed by its utility operations. Under the OAG’s intex_"prétation of
Section 216B.49, a Minnesota dq:micilec_i'utility could not have iss_ued the consoiidated debt at

all, and a utility organized in another state, like Aquila, could not secure the portion of the

"PUHCA, 15US.C. § 79 et. al. closély regulates and limits the use of a holding company structure in
conjunction with public utility operations.
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consolidated debt needed for utility operational purposes. Such an interpretation of the statute is
unreasonable. Aquila’s utility operations are benefiting from the Term Loan and should provide
the security needed to support the Term Loan.

In summary, the Company is moving with all reasonable speed to sell all of its
unregulated assets. When those assets are sold, the Term Loan will be reduced to-the $250
million needed for utility operations.

In its July 15, 2003 Reply Comments, Aquila made the following commitment:

The amount of Term Loan Facility secured for utility operations will not exceed

$250 million (unless a subsequent Aquila request is approved by the Commission

authorizing an increase in, utility working capital (e.g. because gas costs have

-increased). To the extent'that the Term Loan Facility is used for both utility and
non-utility operations, the amount of debt used for non-utility operations will be

secured by sufficient non-utility assets (at a ratio of at least 1.:67t0 1). The

amount of the non-utility debt will be reduced as necessary to meet thi
commitment. '

Therefore, the Company has done all that it can under these circumstances to match 'the
use of security 1o the purpose of the debt. To adopt the OAG interpretation of Section 216B.49,
subd. 3, would essentially deny all but stand-alone utilities access to debt. Such an interpr'etﬁtion
is contrary.f to the operating needs of utilities and contrary ;L() the public interest.

C. anélusiqn.

The request to encumber Minnesota regulated assets should be appro.ved by the

Commission;
e Ttisin the public interest.

» Ratepayers will not assume responsibility for debts incurred to support
- nonregulated businesses. -

The amount of Term Loan Facility secured for utility operations will not exceed $230 million

{unless a subsequent Aquila request is approved by the Commission authorizing an increase in

Schedule TIR-15.10
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“utility working capital,-e.g. because gas costs have increased). To the extent the Term Loan

' Facility is used for both utility and non-utility operations, the amount of debt used for non-utility

operations will be secured by sufficient non-utility assets (at a ratio of at least 1.67 to 1). The
amount of the non-utility debt will be reduced as necessary to meet this commitment.

Dated: August 29, 2003
Respectfully submitted; -

By

Michael J. Bradley

MOSS & BARNETT

A Professional Association
4800 Wells Fargo Center

90 South Seventh Street
Minneapolis, MN 55402-4129
Telephone: 612-347-0337 .

- Attorneys on Behalf of Aquila, Inc. and its
Divisions Aquila Networks-PNG and Aquila
Networks-NMU :
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DATE OF REQUEST:

DATE RECEIVED:

" DATE DUE:

REQUESTOR:

QUESTION:

~ AQUILA,INC.
CASE NO. EF-2003-0465

DATA REQUEST NO. OPC-1001

May 14, 2003
May 14, 2003
June 3, 2003

Ted Robeﬂsoh

bR g, e

Please provide copies of all data requestinterrogatory guestions received from the state of
iowa regulatory staff(s), and all other intervenors in towa, regarding Aguila’s reorganization
activities, and the encumbrance of lowa assets. This is a continuing data request; piease

update your response on a weekly basis.

RESPONSE: Please find attached the responses to the lowa Office of Public Counsel’s
(OCA) data requests No.'s 1 ~17.

ATTACHMENT: Responses to OCA data requests No.'s 1-17

ANSWERED BY: Mark Reed

¥iay 2 2 Zi
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DATE OF REQUEST:

DATE RECEIVED: -

" DATE DUE:

REQUESTOR:

'REFERENCE:

QUESTION:

. AQUILA; INC.
" CASE NO. SPU-03-7

- 'DATA REQUEST NO. OCA-13

- FILE COPY

May 14, 2003

~ May 19, 2008

. John F. Dwyer

Direct Testimony of Rick Dobson, Page 10, Line(s) 13-15

Provide all research, analysis, work papers or any other support used to determine what
portion of the $250 million.deemed to be needed to suppert the on-going working capital
requirements of the domestic utility business is required for lowa gas operations.

.RESPONSE: Woe have estimated through an internal study and by reviewing the working

capital facllities of similar utilities (see Exhibits RD-3 and RD-4 to Rick Dobson's testimony),
that $250 million of the total facility will likely be needed to support utility operations going

ATTACHMENT: NA

- forward. We-did not atiempt to “allocate” portions of it to each state operation.

ANSWERED BY: Mark Reed -

HAY 22 am
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SCHEDULE TJR-17

HAS BEEN DEEMED

“HIGHLY CONFIDENTIAL”

INITS
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SCHEDULE TJR-18

HAS BEEN DEEMED
“HIGHLY CONFIDENTIAL”
IN ITS

ENTIRETY



-FILED WITH
Executive Secretary

JUL 18 20031

IOWA UTILITIES BOARD

AQUILA, INC.

SUPPLEMENTAL TESTIMONY
of

BETH A. ARMSTRONG

In re Aquila, Inc.
Docket No. SPU-03-7

July 18,2003
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11

13
14
15
16
17
18
19
20
21

22

23

Please state your name.

| My name is Beth A, Armstrong;

Are you the same Beth A.’ Armstrong who filed rebuttal testimony in this |
proceeding? |

Yes, | am.

What is the purpose-of this supplemental testimony?

In this supplemental testimony, | will respond on. behalf of Aquila to the
following questions posed by the Boérd in the order issued in fhis proceeding
on July 3, 2003: question noé. _7,'8, 9, 10, 11, aﬁd 12. Most éf those
questions relate to my Exhibit (BAA-1) | filed with my rebuttal testimony. In
order to facilitate the Board's understanding of my exhibit, | wiil devote a
portion of my supplemental _tesﬁmony toa detafled explanation of my
calculation of lowa's share of the working capital requiremebt. [.am also
submitting with this téstirhohy a revised Exhibit (éAA-1) in order to clarify the
abbreviations and caiculations used in the exhibit and to adjust a pércentage
used for aliocation purposes. |
Would you please describe in detail the célculatidn of fowa’s portion of the
working capitai requirerhent? | |

Yes. The working 'cépitai requirernents were initiaily dréveloped for -

U. S. Networks in tota!. This analysis was performed at a'total U.S. Networks
tevel for cash management purposes because it IS important to know when

the coincident peak working cash requirement occurs across the entfre utility

~ system versus determining utility by utility peaks that may occur at different |
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.13
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17

18

19

21

22

20

times during the year but be offset by the working capital generated from
another utility. This is the anaiysis that supports the $250 million peak

requirement discussed in Rick Dobson’s direct tesiimony. In response to

 data requests and direct testimony submitted by Mr. Vitale from the Office of

Consumer Advocate (OCA), we further analyzed the state by fuel b_reakdown
of the $250 .million in order to estimate iowa’s portion of the total working
capital requirement during the U.S; Networks coincident peak.

What factors does the working capital requirement study consider in
determining the U.S. Networks peak working capital need?

The working capital study is designed to calculate the net cash outstanding' '
by day. Inorder to arrive at this daily requirement we considered both cash

disbursements and cash receipts. Based on this study we determined that

- the peak cash requirement occurs in the first few days of January. This peak
is driven by gas supply purchases lagging the collection of cash during this

~ peak supply period. Gas Supply payments outstanding during the first few -

days of January include: (1) payment for gas used in December (the study

assumes that December gas is predominantly collected in January based

upon the billing cycles); (2) the prepayment of January gas; (3) payments for

gas injected into. étorage less an amount for gas removed from storage

" through early January; and (4) prepaid pipeline capacity charges The total -

cash outstanding was then netted with the estimated cash receipts for the

‘mc'Jnt'h of January The January 2004 estimated cash receipts have been
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14

15

16

17

18

19

‘increased over 2003 actual reéei_pts to inciude the effect of increased gas

costs.

Are you suﬁmittiné with this supplemental testirhény a revised Exﬁib_it BAA—fI
and supplemenfal schedules theret_ﬁ?

Yes. |

What is the purpose of your revised exhibit?

To ';Srovide'claﬁty to abbr&viétions and calculations used in the original
schedule(s) in addition to adjustin'g a percentage used for allocation
pﬁrposes. | |

Please explaiﬁ the information includ{ad on the revised exhibit. .

In order to estimate the lowa portion of the working capital requirement, we
first estimated lowa's portioh of each of the various components of cash
payments oﬁtstanding and then lowa’s percentage of cash-receipts.

Explain how 1owa’s portion of the cash outstanding was determined.

lowa’s portion of the cash payments was determined based upon the sum of:

(1) December’s gas péyment which was allocated on lowa’s percentage of

December gas volumes.

(2) January's gaé payment which was based on lowa's percentage of

January's gas volumes.

(3) The gas storage amount was originally based on J_énuary’s pércentage
- {16.0%) however | have corrected the peri:entage in ﬂﬂs téstimdny_ to be
the average for the period Janua&.thmugh March (15.8l%) represénting
the reﬁaining‘winter .mOntr_fns' for storage withdrawais.
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14

15

16

(4) The prepaid pipei}ne capacity charges. were originally based on |
Jénuary’s percentage (1'6.0%); however, 1 havé correcied the percentagel
in this testimony to be the average for the period January through March
(15.8%), aé the capacity charges are prepaid three .months in advance.

How did you determinefhe amount qf the U.S. Networks cash receipts to be

applied agéinst- the lowa payments outstanding?

Since I.owa’s.cash receipts are not specifically identified in our accounting

system, we developed a percentage to allocate a'portion'of the Peoples.

Natural Gas (PNG) cash receipts to the state of lowa.

How d.id you arrivé at thi_s perce_ntaée of lowa’s recéipts to the total PNG

cash feceipts? |

We used lov;va’s average perc_e_ntagé (22.5%) of PNG’s historical revenues

for the months of December 2002 and January 2003. This historical revenue

percentage (22.5%) was then applied to actual cash receipts for PNG's cash

receipts for January 2003 yielding a resulf of $20,325,385. Tﬁe $20,325,385 |
was then divided by the U. S. Networks total receipts.of $165,200,871 for

January 2003 to determine a historical percentage of lowa’s cash receipts to

total U.S. 'NeMorks. :

How was the 12.3% historical lowa cash réceipts to the U.S. Networks cash

receipts percentage used?

‘The 12.3% was applied to the U. S. Networks projected cash receipts of

$213,782,000 for January 2004. This vielded a projected cash receipts

amount for lowa of $26,302,534. This iowa portion of cash receipts was
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netted wi-th the cash outstaﬁding calculated above of $60,715,829 resulting in
a wo.rking capital réquirement of $34,413,296.

Can you eXplain why there is December data included for Gas Supply and
not for Storage and Pipeline Capacity? (IUB No. 7 a.) |

Yes. The gas storage amountis the projected balance as of the first of

' Jahuary for gas injected into storage during April-through October of the

2003 less amounts projected to be withdrawn during the 2003 November and
Decembér heating season based upon the winter 2003-2004 gas.supply |
plan. Pipeline cépacity charges represent &apacity prepayments for January
throuéh-Ma’réh because Aquﬁa is ci:rr‘ently required to pay at the first of ‘_che
month for the next three months of capacity on Northemn Natural Pipéliné, :
Are the-_amounts used for gas purchases in the exhibit sensiﬁvity tested for
colder than normal weather or significantly increased gas prices:.’?(lUB No. 7 |
b.) | | | |

Yes, as explained in my rebuttal testimony, pége 7, lines 19-27, we stress

tested the working capital requirement for higher gas prices and increased

- volumes to simulate the effects of a colder than normal weather scenario.

We believe it is prudent from a cash management perspective that the

Company has eno_ugh'working-capital capacity to meet these stress test

conditions.

‘Does the Cash Réceipts amount on the Exhibit BAA-1 include more than one

rmonth of receipts? (IUB No: 7.¢.)
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No, the cash receipts 's_.hown in Exhibit BAA-1 are projected receipts-for the
month of January 2004, ‘Payments héve béen accelerated due to our current
credit conditions but this has had no imﬁac"t on the timing of cash receipts
from customers | |

If the Cash Receipts are for only one month why are two months of gas
supply applied to it? (IUB No. 7 d.)

December 2003 and Jahuary 2604 supply cost is outstanding because
Aduila.muSt prépay its gas purchéses b'efo_re the gas flows to our-customers.
Aquila ‘wil!-not' bill for this supply until after the gas is metered to the
customer. Cash collections will also lag the bill date under the customer -
payment te@s. Theréfore ‘Aquila will not collect the full amount for
December gas purchasés from the customer until January and Januéry gas
supply will not be collected until: Febmary A

On Exhibit BAA-1 Supplemental Schedule 2, lowa's portion of cash receipts
is calculated at 12.3 percent-. Explain how the 12.3 percent is calculated.
(UBNo.8a)

The ‘!2_.3% is calculated by dividfng lowa’s January 2003 estimated cash
receipts of $20,328,385 by total U. S. Networks January 2003 cash receipts
of $165,200,871. | | -

Do the receipts/ revenues listed on Supplemental Schedule 2 include electric

receipts/revenues? (IlUB 8 b.) -

- The revenues fisted on Supplemental Schedule 2 represent actual December

2002'and January 2003 revenues for PNG and therefore only reflect.gas -

Schedule TIR-19.7
Page 6
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revenues. They were used as a basis to aflocate a portion of the PNG
January 2003 cash receipts to lowa. The January 2003 aﬁtual clash receipts
represent U. S. N_Eatworks in total and therefofe include electric receipts from
the electric operaﬁng divisioﬁs. This January 2003 U.S. Networks cash
receipt total is used to determine lowa’s historical percent of total utiiityl cash
recéipis. The 12.3% was then applied to the 2004 prdjgcted cash 'receipts
for the U.S. Networks from fhe study.

Under Cash Receipts for Jan 03 on Supplemental Schedﬁle 2, ébbreviations
such as MGD are used. Provide a full description for each of the
abbreviations. (1UB ﬁo. 8c) |

See'the revised exhibit attached 1o this testimony for detailed unit

descriptions.

Why is the total for PND Revenues by State Jan Rev on Supplémental

Schedule 2 different from the PND amount under Cash Receipts for Jan 03

on Supplemental Schedule 27 (IUB No. 8 d.)

January 2003 Cash Receipts on Supplemental Schedule 2 is the amount of

cash o_ollected during the month of-January 2003 and would include a portion

| of December cycle bills due in January as well as a portion of January cycle

~ bills also due in January. This ié why a two-point average of December and

January revenues was used as an allocation basis for January cash receipts

for lowa.

~ Are all of the numbers on Exhibit BAA-1, page1, Suppiemental Schedule 1

pages 1-2, and. Supplemental Schedule 2 projected numbers? Do any actual |

. Schedule TIR-19.8
Page 7
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numbefs exist for this information? Also, could you provide the year to-which
the numbers are applicable? (JUB No. 9)

See the clarification of labels dn the revised exhibit attached tq this

testimony. The general methodology outlined in this exh_ibit'is to use actual -

data from the prior year where applicable to determine the allocation factors -

that are then applied io the projected January 2004 information. Tﬁg

numbers on Exhibit BAA-1, page 1, Sﬁpplementa[ Schedule 1,'pages 1-2,
.are budgeted MCF by state for 2003 and 2004. This projected information

was used to estimate lowa’s portion of December 2003 and January 2004

gaé-;ﬁurchases. On Supplemental Séhedule'Z, the information depicts actual |
results. Thé cash receipts listed are a&ual results for PNG for January 2603 |
and the revenues listed are act_ﬁal results for December 2002 and January
2003. The actu;'sl revenues were used as a basis for determining an
aliocation factor for lowa’s poriion of the PNG cash receipts-. | ‘A second
allocation factor was computed using.eéﬁ'mated lowa January 2003 cash
receipis as.a percent of the January 2003 total utility cash receipts. This .

factor (12.3%) was applied to projected January 2004 total U.S. Networks

receipts.

Explain Why the amount shown for Cash Redéipts for Jajn 03 E—xhibit_ BAA-1,
Supplemental Scﬁedu!e 2, is a different amount than Cash 'Receipts on
Exhibit BAA-1, page 1. (IUB No. 10) B

The‘ Cash Rece‘ibts for Jan 03 Exhibit BAA-1, Supplemental Schedule 2,
répresent‘the aétuai caéh cpliectéd during January 2003. The Cash Réceipts -

Schedule TIR-19.9
Page 8
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on Exhibit BAA-1, page 1, are the projected cash receipts for January 2004

and include the effect of the increased gas costs.

~In the last paragraph of the last page of Com“ dentlal EXthlt __(RD-3), Aqu:la'

discusses information for U.S. Nehwqus. Provide corresponding mformatlon
for lowa only for the same period. (IUB No. 11)

The lowa unde_r-recovered PGA balance'és of February 2601 wés
$18,400,833 and the budget bill under-billed bala'nce for February 2001 was .

$18.256, 596. Therefore Jowa contributed to a liquidity gap of $36,65,429
(surn of the above) in 2001.

Q. . Do you wish to make any comment about IUB No.127

Yes. Whrle the quest:on appears {0 be dlrected to the Consumer Advocate, 1.
wouid like to re-emphasize that Aquila is asking not for rate-making treatment

on.the calculation of the working capital requirement, but only for the ability to

collateralize its lowa assets in order to secure the necessary funding to

support the working capital requirements.

Does this conclude your supplemental testimony?

- Yes.

Schedule TIR-19.10
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AFFIDAVIT

'STATE OF MISSOURI )

).8S:
COUNTY OF JACKSON )

I depose and state, being first duly sworn on oath, that I am the same Beth A. Armstrong

identified in the foregoing supplemental testimony; that I have caused such testimony to be
prepared and am familiar with the contents thereof; and that such testimony is true and cormect to

the best of my knowledge and belief as of the date of this affidavit.

Dated July I , 2003, Q&j\ /L

+h
Subscribed and sworn to before me. this /7 day of Iuly, 2003.

Notary Pubhc% and for U
the State of MISSOURI |

Schedule TIR-19.11
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July 18, 2003
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Armstrong lowa Rebuttal Testlmony

Gas Supply
Working Capital Model

lowa Percentage of load

A lowa Portion

Storage
Working Capital Model

lowa Percentaga of load

B lowa Portion

Pipeline Cagaciﬂ

Working Capital Model
lowa Percentage of ioad

C lowa Portion

D Total Cash Needs for lowa (D= A+B+C)

Cash Receipts
Working Capital Model

‘lowa % of cash receipts (Avg Dec/Jan)

E lowa Portion of Cash Receipts

CI61-diL ampay=s

Revised Exhibit BAA-1

lowa's Estimated

ProjJected Dec Projectad Jan

F [lowa Peak Cash Requirement (F=D-E)

lowa's % Net Peak Cash Requirement

{$34,413,296/$250,000,000)

[lowa's % of net plant

Aquila Inc.

Working Capital 2003 2004
$ 131, 195 528 § 145,795,744
16.1% 16.0% See Supplemetal Schedule 1
$ 44,562,014 $ 21,164,610 $ 23,397,404
| Jan
- $ 70,584,491
‘ 15.8% See Suppiemetal Schedule 1
11,136,538 - $ 11 136, 538
$ 31,800,000 -
: 15.8% See Supplemetal Schedule 1
5,017,277 $ 5,017,277 .
$ 60,715,829
$ 213,782,000 January 2004 Projected Cash Receipts
12.3% See Supplemental Schedule 2
$ 26,302,534 .
$ 34,413,296
13.8%
3%| See Supplemental Schedule 3
Page 1 of 5 Revised Exhibit BAA-1



161 L F1pay2y

Budgeted
MCF Par Load Forecast File :
3-Jan 3-Feb 3-Mar 3-Apr 3-May d-Jun 3-Jul 3-Aug  3-Sep 3-Oct 3-Nov 3-Dac
MO - MPS 1,083,521 818,144 828,084 345658 171,160 129,859 128,002 131,520 107,877 289,611 627,403 962,034
MO - 8J 177,152 125,033 99,301 60,759 36,913 ° 15423 14,817 15,692 28,185 53,148 - 99,251 144,377
Michigan 4,510,058 3,714,810 3,138325 1,917,106 041,361 502412 464,403 505083 612,149 1,616039 2643862 3,834,411
Minnesota 5,863,095 4,568,721 3831111 2,274,271  1,192105  B53485 732,566 821,853 923,826 2,127,166 3,857,116 5,264,871
Kansas 2,248,710 1,541,087 1,337,098 866,924 533146 662,707 665517 679,408 435752 771,003 . 1,358418 1,850,608
Colorado 1,034,704 884,483 837,723  633,771- 435302 370,568 = 320,334 337,141 300,424 573410 865,957 1,098,345
lowa ‘ 3,550,583 2,720,883 2233957 1,313,146 542803 . 400,750 431,804 . 455636 471,729 1,158,033 2,066,353 3,041,776
Mebraska 3,728,912 2063092 2385777 1,410,001 736,887 546,519 523,545 536,860 578489 1,240,249 2322817 2,660,898
"Total Networks Load 22,194,734 17,348,231 14,491,155 8,821,836 4,689,865 3,681,523 = 3,286,178 3,483,194 . 3,465430 7,920,659 13,642,177 18,855,409
MO - MPS 4.9% 4.7% 4.3% 3.9% 3.6% 3.5% 1.8% 3.8% 31% 3.7% 4.6% 5.1%
MO -8J’ 0.8% 0.7% 0.7% 0.7% 0.8% 0.4%  0.5% 0.5% 0.8% 0.7% 0.7% 0.8%
Michigan 20.3% 21.4% 21.6% 21.7% 20.1% 16.2% 14.1% 14.5% 17.7% 20.8% 16.4% 20.3%
Minnesota 26.4% 26.3% " 26.4% 25.8% 25.4% 23.3% 22.3% 23.6% 28.7% 21.2% 26.8% 27.9%
Kansas 10.1% 8.9% 8.2% 8.8%  114% 181% - 20.2% 19.5% 12.6% 9.8% 10.0% 9.8%
Colorado 4.7% 5.1% 5.8% 7.2% 9.3% 10.41%  10.0% 8.7% - 8.9% 7.3% 8.3% . 5.8%
lowa 168.0% 15.7% 15.4% L 149% - 137% 13.4% 13.4% 13.1% 13.6% 14.8% 15.1% AR
Nebraska "~ 16.8% 17.1% 16.5% 16.0% 15.7% 14.8% 15.9% - 154% _ 166% .  15.8% 17.0% 14,1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% - 100.0% 100.0% 100.0% 100.0% 100.0% 100,0% -
lowa average for storage and plpeline capacity payments
Aquila fne. Page 2 of 5 Supplemental Sched 1

Armstrong lowa Rebuttal Testimony
Revised Exhibit BAA-1
Supplemental Schedule 1

Calculation of owa's portion of natural gas load
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Armstrong lowa Rebuttal Testimony. .
: Revised Exhibit BAA-1 '
Supplemental Schadule 1

Calculation of lowa’s portion of natural gas foad

Budgeted
MCF Per Load Forecast Fils ‘ , o
: 4-Jan " 4-Fah 4-Mar 4-Apr 4-May  Total Annual Winter 30-04
MO - MPS 1,003,214 820,825 634,743 348958 172959 5,453,895 4,147,219
MO - 5J 179,035 127,840 100,439 61,488 37,203 877,199 650,851
Michigan 4575669 - 3,782,700 - 3,181,318 1,944,368 054490 24,706,932 18,017,980
Minnesola 5803,618 4,606,215 3.837.703 2263375 1,168,424 32,150,916 . 23,259,521
Kansas 2280615 1575171 1,350,625 873653 537,347 13,030,918 _ 8,405,527
Celorado 1,004,548 045,273 883,884 666,599 454,744 7,927,226 4,886,008
lowa . 3602938 2,783,910 2266847 1332350 652193 18,754,327 15% 13,761,823 [ 16%|
Nebraska 3,742258 2969939 2,382,667 1402362 717,633 19,622,236 14,078,579
Total Networks Load 22,450,914 17,620,882 14,838,225 8,893,163 4,605,802 122,523,646 - 87,207,807
MO - MPS 4.9% 4.7% 4.3% 3.9% ars%h
MO-SJ 0.8% 0.7% 0.7% 0.7% 0.8%
Michigan _ 204% 216% | 217% 21.9% 20.3% )
Minngsota 26.9% . 28.1% 28.2% 255% 24.9%
Kansas 10.1% 8.9% 9.2% 0.8% 11.4%
Colorado 4.9% 5.4% 8.0% 7.5% 0.7%
jowa 15.8% 15.5% 150% . 13.9%
Nebraska 16.7% 16.9% 18.3% 15.8% 15,3%
100.0% 100.0% 100.0% 100.0% 100.0%
‘ Avarage
lowa average for slorage and pl 16.0% 15.8% 15.5% 15.8%
; %,
g) Ld
3
&
o
]
=
o
s

Aqulia Inc. ' L . ,' Page 3 of § Supplt_u_nantal Sched 1




U.8, Network Actual Cash récelgts

MGD (Michigan Gas Utility Distirbution)
MPD (Misouri Pubiic Service Distribution)
PND (PNG Distribution)
SJD (St. Joe Power and Light Distribution)
WCD (West Plains Colorado Distribution)

- WKD (West Plains Kansas Distibution)
Total recelpts for Jan (3

Armstrong lowa Rebuttal Testimony
Revised Exhibit BAA-1
Supplemental Schedule 2

Calculation of lowa's portion of cash recelbts

12.3% is 20,325,385 / 165,200871.25

A B C= A8
- - lowa's % of lowa's % of
Peoples Natural lowa = US.
Jantuary 2003 Gas Cash estimated - Network
Actual Recelpts raceipts Total
19,151,914.57 :
30,268,633.01 .
90,446,873.61 22.5% 20,325,385
7,608,725.26
8,993,443.91
8,731,280.89

165,200,871.256

Peoples Natural Gas Revenues by State-

COLORADO
IOWA
KANSAS
MIGHIGAN
MINNESOTA
NEBRASKA
OKLAHOMA
PND_GENERAL
SOUTH DAKOTA
TEXAS

Dacrev% Jan Rev % Avg (Dec and Jan)

Dec 2002 Acfual Jan 2003 Actual
Revenue Revenue

4,633,466.13 §,510,038.01 6%. 5%
19,341,944.41 24,602,573.68 23% 22%
13,466,583.27 15,995,020.38 16% 14%
18,549.48 14,563.68 0% 0%
27,935,788.35 40,063,557.98 33% 36%
18,615,565.768 25,545,115.56 22% 23%
23,822.88 39,427.87 0% 0%
153,306.32 (3,277.03) 0% 0%
82,527.18 76,176.87 0% 0%
{75,527.58): 33,251.31 0% 0%
84,196,046.22 111,870,448.51 100% 100%

22.5%  22.5% s the average of 23% and 22%

91'61-ULL 2[Mpar2g



Armstrong lowa Rebuttal Testimony
Revised Exhibit BAA-1 '
Supplemental Schedule 3

Percentag_e of net plant calculation

Balances as of 12-31-02  Gross Plant - Accum Depr Net Plant

Gas ,
' COLORADO = 60,061 26,371 33,690
IOWA 139,761 90,423 49,338 3% is 49,338 / 1,707,409.00
KANSAS - 143,734 74,413 69,321 ‘
MICHIGAN 241,705 115,412 126,293
MINNESOTA 210,770 87,600 123,080
- MISSOURI 03,142 32,859 60,283
~ NEBRASKA 213,378 82,600 130,778 . _
OKLAHOMA 370 310 60 : |
PND_GENERAL 4,205 1,156 3,049 ' ‘
SOUTH DAKOTA 8 11 (3)
TEXAS 165 151 14
Electric '
COLORADO 226,241 114,522 111,719
KANSAS 360,009 180,718 179,291
MISSOUR! 1,499,008 678,512 820,496
TOTAL ' 3,192,557 1,485,148 1,707,409

LI'6T-Y[L SInpatyag

Auiia inc, ‘ ' 'Page 5of 5 Supplemental Sched 3




| AQUILA, INC.
CASE NO. EF-2003:0465
DATA REQUEST NO. MPSC-15

DATE OF REQUEST: May 28, 2003

DATE RECEIVED: May 29, 2003

DATE DUE:  June 18, 2003

REQUESTOR: * Jjoan Wandel

QUESTION: | |

1. Racent cash working capital studies indicate that all the Missouri reguiated utilities

actually operate at a negative working capital level. In other words, the studies indicate
that Missouri ratepayers currently provide cash to the Company in advance of when the
Company must pay for products and services related to the provision of utility service to
the ratepayers. Why, therefore, in the Company’s opinion, should any of the Missouri-
regulated utility asseis be pledged as part of this collateralization loan agreement as
requested in the Company’s Application? Please explain.

Why, given the circumstances described above ang given the regulatory propensity to
maintain separate-and distinct operations of utilifies on a utility by ufility basis (natural
gas/electric/steam) and on a jurisdictional basis, did the Company not structure its
Applications in such a way as to specifically identify those utilites in need of a cash
working capital loan facility thereby ieaving assets of those utilities not requiring cash
working capital loan facilities unattached and unencumbered?

RESPONSE:

1. The cash working capital study referred to above is an annual cash working study
prepared as part of the rate making process. That study does not consider the
daily fiuctuations in the cash provided or used by the utility. There are daily and
seasonal peak working capital fluctuations when the cash needs can exceed the
cash generated by the utility, however when viewed annually, those fluctuations are
mare balanced. The short-term working capital loan is intended to provide Aguila
access to cash to cover the daily peak requirements. In addition, the cash working
capital study referenced above does not consider cash needs related to timing of
casn required for payment of higher gas costs than currently factored into revenue.
In a time of increasing gas costs, there can be a timing delay through the PGA
process that requires the Company tc have access to cash on a temporary basis,

2. As explained above, the working capital loan is structured to cover all of Aquila’'s’
utility operations including those jurisdictions whose annual working capital
calculations are negative but encounter daily peak fluctuations and reguire access
{o shori-term working capital funds.

ATTACHMENT: None

ANSWERED BY: Carol Lowndes ) ‘ FHEREN

uwy yh

1 20

i,
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AQUILA, INC.
CASE NO. EF-2003-0485
' DATA REQUEST NO. MPSC-5003

DATE OF REQUEST: June 25, 2003

DATE RECEIVED: June 25, 2003
DATE DUE: | July 15, 2003
REQUESTOR: ; Dau;e Sommerer
QUESTION:
A

Pleass ingicate, by state, whather 2 provision for €armving cost exists with regard 1o
purchiased gas cost colieclions. Pisase provioe a copy of the provision that autharizes
such treatmsnt tor each siale.

Fiease indicate the regulalory reatmant of naturai gas invemory, by stare, for each lacal
gas distribution company cperated by Aquila.’ Please provige copies of the most recentiy
Hied ratebase amounts for gas invemory from the various sate rate cases.

Please indicale the reguiatory trearment of natural gas. mventory, by stare, tor each
gleclric company operaied by Aquila, Please provide copies of the most recently hled
raiebase amoumns for gas Inventory from the vanous st=te rate cases.

RESPONSE:

A

B.
c.

Anuila has nvesiments in 2ieciric propenies n Missoun, Kansas and Coloradao,

Missouri, Colorado and Michwgan all have carrying cast provisions. The Missour
Carmrying Cost provisions are set forth in Sheet No. 36 of Aquila's Missouri Gas Tariff,

which Aquila trusis is akeady availzble to the Staft. Coiorate ana Michigan are
anached.

Gas in Underground Smra.ge 15 & rate base itemn. Balances are anached.
Gas

s Dought on a Dally pesis, erejore no gas: inventory 18 mcluded m ratebase ior any of our
eiscInic jurisdictions.

it shoukd be nmed hat Aquiles is NOT proposing rate recovety for the balances inciuded

in The working capital Study; only the abiny 10 plegge Cafiain assets in order 10 provide access
1o the necessary cash on a shon -lemm pasis. The working capilal study was conducted 1o
detenming the maxgmum smngle peak day need 1o ensure sufhicient cash would be availaoie for
daiy liguany purposes. Rate reiief for items included in the working capital study are normally
deternined mrough & iead iag swdy or & calculavon of cenain rale base nems which ars
calculated on an average number ol days or an avsrage for e yaar. not a single peak day

need.

ATTACHMENT: Ges raie cese rale base pages are anacned (hard copy).

ANSWERED BY: Sieve Jurek

Schedule TIR-21
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. AQUILA, INC,
CASE NO. EF-2003-0465
DATA REQUEST NO. MPSC-27 .

DATE OF REQUEST:  May 30, 2003

'DATE RECEIVED: ~ May 30, 2003
DATE DUE: June 19, 2003
REQUESTOR: Joan Wandel

QUESTION:

Given that the Missouri assets, in their entirety, are sufficient to meet the coliateral
obligations of the $250 million portion of the ‘$430 million three-year Term Loan, what
safeguards have been put in place to ensure that the assets from ail the domestic utility
operations which are granted approval by their state commissions to piedge their assets for
the purposes of this ioan will be included on a pro-rata basis as pledged assets to replace the
Canadian properties and that the Company would not pledge;

1. Only the Missouri assets or ‘
2. A disproportionate amount of Missourti assets?

RESPONSE:

First, the Company has aiready pledged its utility assets in Nebraska and Michigan to the
$430 million Term Loan. Moreover, the Company does not intend to replace the existing
security arrangements with only the Missouri assets. Aquila has also filed in Coiorado,
Minnesots, lowa, and Kansas for approval to pledge its assets in each of those states to
the $430 million Term Loan. in terms of “safeguards’, Rick Dobson states on page 11 of
his Direct Testimony the Company’s objective of pledging all of the states to the $430
million Term Loan. Aquila ptans on pledging its regulated assets to the Term Loan once it
receives the appropriate approvais. If one or a number of state's do not grant their
approvals, then there will be a disproportion between the state assets pledged and the
percentage of the working capital facility used to support Aquila's utility operations in those
states, Second, we have been advised that Aquila cannot partially mortgage a state utility
property(i.e. an individual cannot mortigage onty a room in their house). As explained by
Rick Dobson in his testimony, the entire state utility property would be mortgaged but only
a portion is needed to support the loan. If Aguila is successful in receiving approvals from
all states, the loan will be over-coilaterialized. '

ATTACHMENT: NA

ANSWERED BY: Mike Cole

Schedule TIR-22
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AQUILA, INC.,

~ SUPPLEMENTAL TESTIMONY

of

- - RICK DOBSON

~ PUBLIC VERSION

In re Aquila, Inc.
Docket No. SPU-03-7

July 18, 2003

FILED WITH

- Executive Secretary

UL 18 2003,

IOWA UTILITIES BOARD
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b. What the im‘plicétions (if any) of Fitch's perspective, especially
as it might impact Aquila's restruduring plans?

Aquila does.not have the details and assurﬁptions utilized by Fitch inl its
analysis. Each of the rating agencies view and caiculate "off balance sheet”
obligations differently and géneraily do no.t share the detaﬁs of those
calculations. As such,lwe cannot opine on the reaéonébleness of their
analysis and conciusions that can be drawn from their analysis.
We have not seen the details supporting Fitch's enterprise valuations but
those valuations are often quite complex. Fitch’s valuations imply that
Aquila’s common stock hés no value, and that is contradictory to thé i
positive value the market has placed on our shares of common stock.
Presumably, any irhplications of Fitch's analysis have already been reflected
in their assessment of Aquila’s credit quaiity. |
Would or should any pledging of the utility assets in lowa for security on a
subsequent joan require another appiication before the Board? Also, pfease
explain if any approval of pledging utility assets shoi_ﬂd be restricted to just
the current loan.
These responses are requested in the Board's request nurﬁber- 43.
Aquila requested authority from the Board to extend or rollover the existing
term loan partiaily secured by lowa assets in order to maintain continuity in
its financial liquidity, avoid creating another “financial deadiiﬁe”'where the

lenders have a negotiating advantage, and provide a longer term outiook for

financial stability for our employees, suppiiers, customers, and

Schedule TIR-23.2
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13

shareholders. The creation of a longer-term horizon of financing certainty

e'nableslour emplloyees to see that their careérs with Aquila are viable and

enhances our ability to retain the dedicated employees that are currently

suphorﬁng the utility operations. If this Board and other Commissions deny

this application to secure-débt, more uncertainty. will be created in the

marketplace. By granting this application, Aquila will be placed in a stronger,

long term financial position and can focus on the effective execution of its

restructuring plan rather than having to be distracted by the complexities

and uncertainties involved in starting the entire debt securitization process

all over again.

Does thig complete your testimony?

Yes it does.

17
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STATE OF MINNESOTA -
BEFORE THE MINNESOTA PUBLIC UTILITIES: COMMISSION

LeRoy 'Koppendrayer . Chair

Marshall Johnson Commissioner

Phyllis Reha Commissioner

Gregory Scott - ' _ Commissioner
In the Matter of a Request by Aquila, Inc. for _ MPUC Docket No.:
Authority to Use Aquila Networks-PNG and G007,011/5-03-681

Aquila Networks-NMU Utility PrOperty To
Secure Indebtedness

AQUILA, INC. REPLY COMMENTS

These Reply Comments are submitted by Aquila, Inc. aﬁd its Divisions Aquila Networks-
PNG and Aquila Networks-NMU (“Aquila”), in response to the Minnesofca Depértment of
Commerce (“Department™) June 30: 2003 Comme;nts concerning Aquila’s request fo encumber
its Minnesota utility'property to secure the payment of $250 million of a $430 million loan and
to secure future replacement debt offerings for working capital requirem'entsf The Departmen.t
recommends that the Minnesota Public Utilities Commission (“Commission™) deny Aquila’s
request absent a showjng in these Reply Comments that:

1. ratepayers will not assume responsibility for debts that were incurred to support
nonregulated businesses; and

2. the encumbrance is in the public-interest.
(Department Comments, p. 3.) The Department also stated that the “S_upplemental Direct
Testimony™ filed by Aquiia on June 18, 2003 Wﬁs not considered in devélobing its
recommendation and that Aquila could include this information in these Reply Comments
{Department Transmittal Letter).” These Reply Comments will address these issues and will

demonstrate that Aquila’s request, as conditioned below, should be approved.

Schedule TIR-24.1
60429941 ' 1




604295/1 : 2

I Ratepayers Will Neot Assume ReSponsﬂnhty For Debts Incurred To Support
Nonregulated Businesses.

The Department is concerned that Aquila’s proposal, once certain unregulated assets are
sold, requires ratepayers to assume responsibility for debts incurred to support nonregulated

businesses because the $430 million debt might not “waterfall” down as the unregulated

- properties are sold. While Aquila has always.intended to segregate the use of the secured debt to

support regulated and nonregulated operations, it is clear fom the Department’s Comments that

a more concise statement of how that will occur, including a commitment to reduce debt as non-

~ regulated assets are sold is needed. Therefore, Aquila makes the following commitment to

address this concern:

The amount of Term Loan Facility secured for utility operations will not exceed
$250 million (unless a subsequent Aquila request is approved by the Commission
authorizing an increase in utility working capital {e.g. because gas costs have
mcreased). To the extent that the Term Loan Facility is used for both utility and
non-utility operations, the amount of debt used for non-utility operations will be
secured by sufficient non-utility assets (at a ratio of at least 1.67to 1). The '
amount of the non-utility debt will be reduced as necessary. to meet this
commitment. '

The Department reached its conclusion based upon an analysis of the collateral available
to support the $430 million Term Loan Faéility. The testimony from Aquila’s Chief Financial

Officer, Rick Dobson , states that Aquila has intemally separated the $430 million into two

_ components: $250 million to support the ongoing working capital requirements of the doﬁesﬁc

utility 5usiries§ and $180 million to support the non-utility businesses. Ac_]uila also testified that:
“It is Aquila’s intent to maintain a proper alignment of dorﬁestic utility collateral with domestic
utility loan needs and nondomestic utility and nonregulafed business collatera] with their loan
needs.” (Dobson, page 11, lines 1-3.)

It appears that both Aquﬂa and the Department agree on what the intent should be but the

actual execution of that intent needs clarification. The needed clarification is a description of
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what will happen when Aquila sells nonregulated and international utility collateral. In that case,

-the $430 million loan will be reduced, as necessary, to maintain the alignment stated in Mr.

Dobson’s testimony. That is, the $250 million needed by the domestic utility will be secured by
utility collateral and the $180 million will be reduced to reflect the available nonregulated

collateral. If no nonregulated business collateral is available, the portion of the Term Loan

Facility not supporting the utility operations would be reduced to zero. If sufficient utility

collateral is ﬁot available to secure the working capital needed by the utility, it would also bave
to be reduced to meet the collateralization ratio requirement. |

As the Department recommends (pége 9), the loan will be “waterfalled” down to an
amount l€ss than $430 rnﬂlion to reflect the available nonregulated collateral.. Regulated assets

will not be used to support a credit facility for use by nonregulated operations. -Aquila agrees not

to use the encumbered regulated assets in order to use a credit facility to buy back debt that was
created by Aquila to pay for its various nonregulated activities. The Department’s concern about
violating the principal of separation will not happen.

These additional commitments, along with Aquila’s earlier commitments to use a

hypothetical cost of capital and investment grade debt costs in future rate cases demonstrate that

ratepayers will not assume responsibility for, or the costs of, debt incurred to support
nonregulated businesses.
II.  The Encumbrance Is In The Public Interest.

The Department stated that the “litmus test” for its recommendation is whether approval

is in the public interest In making ifs initial determinatioh, the Department identifies two

beneﬁts resultmg from the Term Loan Facility:

1. As unregulated assets are sold, the $180 million pomon of the Term Loan Faciiity
previously used for the cash working capital needs of the nonregulated activities
would be used to replace.more expensive outstanding Aquila debt,
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© 2. Ifthe State Commissions allow utility property to be used to secure the debt; a 75

basis point reduction in the interest rate on the Term Loan Facility will occur
(decreasing interest expense by $3.2 million a year).

The Department’s Comments also addressed two potentially related métters: 1) the Department

concludes that the Company may not be able to rﬁegt its principal and interest requirements; and

2) the Department noted that the lenders could acquire the utility assets without proceeding

through bankruptcy. While the Department did not specifically list these issues as a reason for

denying the applicatioﬁ, the Company will respond to these observations made by the

Department to-ensure that the record is complete.

A. The Debt Issuance Isl In The Public Interest Because It Provides The
Working Capital Needed For Utility Operations.

The encumbrance of utility property to secure debt is routinely required by lenders as a

condition of making capital available, and adds no additional risk. Therefore, the appropriate

concern should not be whether the debt is secured, but rather, whether the debt is: a) needed for
utility operations; and b) provided at a reasonable cost. The Department -hés not .challenged
either the need for, or the cost of, the debt.

The Department reviewed the Wérking Capital Requirements Study (Study) prepared by
Aquila. The Study was developed to quantify Aquila’s utility working capital needs. “The |
Department reviewéd the Study and found it to be reasonable. F_urther, the Department’s review.
of the Study determined that the assmnptiéns used are reasonable” (Comments, p. 7). Because
both Aquila and the Department agree that working capital is needed, the issuance of debt in the
requested amount for that purpose is in the public interest.

With respect to the cost of this debt, Rick Dobson’s Direct Testimony, page 13, lines 15,

through page 14, line 3, explains that the $430 million Term Loan Facility will be maintained at

-+ the corporate level .and the funds will be used as if a revolver existed. That is, Aquila will

60429971 - 4
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function as the bank for its utilities’ cash working capital needs. A utility will only be charged
for use of funds for the-i)eriod of time when working capital is actually provided, and the cost of
the funds actually used- by the utility will be based upon the cost of debt to a BBB investment
grade utili‘ty.v The difference between the investment-grade cost and the actual cost of the debt
will be retained at the corporate level — effectively sheltering uﬁlity customers frorr; the cost of

working capital if that cost exceeds investment grade levels. In this manner, Aquila is

~ attempting to replicate how an investment-grade utility would meet the cash needs of its utility

business. Consequently, the Term Loan Facility would not be included in the cépita.l structure of

either Aquila Nétworks—PNG or Aquila Networks-NMU. .

B. The Debt Issuance Is In The Public Interest Because It Will Help Aquila
Return To Its Prior Status As An Investment Grade Utility.

The $430 million debt issﬁance is an intégral part of Aquila’s plan to return to an
investment grade utility. Becoming an investment grade utility is in the publric interest because
utilities need access to large amounts of capital to assure safe, reliable and affordable service.
While Aquila can meet those needs in the short-run without being an investment-grade utility, it
would, over time, become increasingly more difficult and expensive.

The “Recommended Decision of Administrative Law Judge Dale E. Isley approving
Stipulation and Settlement Agreement” for the State of Colorado, at paragraph 16, makes the
following finding concernming the relationship of the debt issuance and the goal of becoming an
investment grade utility:

The parties believe that granting the application, subject to the terms of the

Stipulation, is in the public interest. Having reviewed the Stipulation, the

application, the prefiled testimony and exhibits submitted by Aquila in this

matter, and the testimony presented by the parties at the hearing, the undersigned

agrees. Subject to the conditions contained in the Stipulation, approval of the

pledge of Aquila’s Colorado utility assets to secure the loan will greatly assist
Aquila’s efforts to implement the Financial Plan and, ultimately, should serve to
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return it to a capital structure reflective of a gas. and electric utility and to restore
its debt rating to investment grade. '

ﬂe Colorado Administrative Law Judges® (“ALJ”) recommended decision approving the
encumbrance application became fmal on Jﬁly 10,2003 and a copy is-attached to tﬁis filing. Jon
Empson’s Supplemental Direct,Testimony {which was filed before the ALJ issued his
recommendation) included a copy of the referenced S.tipulation. As stated on page 4, line 3, of
that Testimony, Aquila has accepted the conditions outlined in the Colorado Stipulation for
application in Minnesota.

The Department made an observation that the Compﬁny might not be able to generate
sufficient césh flow to-meet its future debt payment requirements. The relationship of ﬂu‘s-
observation and Aquila’s request 'forlapproval of the debt issuance is unclear. The direct purpose
of the sem.ned debt at issﬁe n this applicétion is to provide the "cash needed to meét peak cash
working capital requirements. It is an important piece of ;Lhe overall ;ilan designed to return
Aquila to an investment-grade"utility. It belps Aquila meet its operational needs and
consequently reduces, not incr;aases, the risk of default or bankruptcy. The follqwing discussion
provides further information on actions Aquila is taking to meret its goal of returning to an
investment grade utility.

First, th¢ Company would like to correct an appérent typographical error on page 6 of the
Department’s Comments. Aquila’s share of the sale of Sterling Ltd. Joint venture is expected to
be closer to $46 million rather than “14 million” as stated in the first paragraph. However,
correcting that typographical error does not remedy the Department’s concern. In response to
that concern, the Company offers four observations:

1. Denial of the Aquila’s application could result in higher debt costs and less access

to needed utility working capital, which would increase, not lessen the Department’s concerns.
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2. The analyses being completed by external parties and feferenced by the
Department are based upon publicly available information. Not included in -‘_chose analyses, for
example, is the fact that Aquila is in the process of filing a series of raté case reqﬁeéts in
Missouri, Nebraska, and Colorado that will exceed $160 million annually. These réqt;ests are
based upon the cost incurred to proviae safe and reliable service fo our utility customers in those
states and do not reﬂecf any cost derived from Aquila’s nomegulé.ted businesses or current
ﬁnanciél position. While Aquila cannot predict the sﬁeciﬁc outcome of these rate cases, the
Company stands behind thellegiﬁmacy of its filings.

3. When Aquila developed its Financial Plan, it attempted to be i‘ealistic, yet
conservative, in its assumptions about the timing, extent, and the value of the asset sales. The -

experience so far has been that Aquila has moved faster and with better economic results than the

 Plan had originally anticipated.

4. The Financial Plan, by design, is not a static docurnent and will be continually
refreshed in order to ensure a successful transition back to an investment grade utility company. -
Assuming that the Department’s observation is correct and Aquila will contihue to have a
significant amount of residual debt to support even after the noﬁregulated and interné.tional assets
are sold, there are four sources of support for that debt. The debt secured by Minnesota utility
property will not be used for that purpose. First, the Company will not restore a shareholder

dividend payrﬁent until an appropriate capital structure has been developed. Therefore, the cash

. flow that would have gone to shareholders will be used to service the debt. Second, Aquila is

preparing an application that will be filed with FERC to issue convertible debt. This debt will be
used to retire existing debt, will have a lower cost and will be convertible to equity. The benefits
are that Aquila’s interest costs are lowered initially because the convertibie rate is lower than the

current embedded cost of debt and when the debt is converted to equity, the related interest cost
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- is eliminated. Third, the Company also intends to issue new equity, if market conditions are

favorable. The proceeds from the new equity offering wiIllbe used to retire debt. Both the
converfci‘ble debt and .e(juity filings will be essentially “shelf registrations,” to be executed when
rnaﬂcet cbnditions are right. Finally, if the Company is successful in gaining State Commission
approvals of its endumbering appliéaﬁons, the interest rate on the $430 million debt will decrease
by .75%, decreasing interest expense by $3.2 million a year.

Aquila has a sound plan to restore financial stability in 2 manner that protects Minnesota -
customers from adverse operational or financial impacts.

C. Usjng Utility Préperty To Secure Debt Does Not Increase Ratepayer Risk.

The Depértment states (page 10): “In sum, the risk for the ratepayers does not appear to

be any greater with encumbrance than without encumbrance in bankruptey.” In fact, issuance of .

debt needed for operational needs at a reasonable cost decreases rather than increases the risk of
bankruptcy 6r default. The Department also states that, in the event of a default outside the
context of a bankruptcy, the Ienderé could take possession of the assets without a bankruptcy
proceeding. While £hat 1s technically possible, in the e\lient of a default, the Company would
itself file fpr bankruptcy. In any event, pursuant to Minn. Stat. § 2168.50,' the lenders acting |
directly could not obtain or in any dispose of the assets without prior Commission approv'al.
Sectiqn 216B.50 states in part “No public- utility shall sell, acquire, lease, or rent any plant as an
operating unit or system in this state . . . without first being authorized so to do by the
Commission.” |

Securing debt affects the comparative rights of the debtors. It does not change any
regulatory requjrerrients, or affect the rights of ratepayefs. The reason utilities grant security
interests to lenders is because doing so increases the availability of capital and ldwers the cost of

the debt. Because granting a security interest increases.the availability of capital and lowers the
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cost of debt, it is common for utilities to have at least some secured debt. Rick Dobson’s Direct

Testimony, page 14, lines 12-26, and Exhibits 5 and 6, discusses the use of secured debt by

utilities. The Supplemental Direct Testimony of Jon Empson documented that Minnesota Power,

Excel Energy, Otter Tail Power, and Interstate Power and Light Coﬁlpany have all issued debt

secured by their Minnesbfa utility property. _

In its 10-K for fiscal year ended December 31, 2002, Alietc, Inc. (parent of Minnesota
Power) ‘states: “Substéntia]ly all 6f ou; electric plant is subject to the lien of the m’oﬁgages
securing various first mortgage bo.nds.” See .Attachment A to Jon Empson’s Supplemental -
Direct Testimony. Minnesota Power’s ﬁlimce on secured debt is further detailed in its Capital
Structure Pétition, Docket No. E015/8-02-161(approved By Commission Order dated April 10,
2002,), Exhibit H, which is included as Attachment B to Jon Eﬁpson’s Supplemental Dire»ct
Testimony. Eghibit H lists $601,000,000 of First Mort;gage Bonds that are secured with “MP
Utility Property.” | |

Xcel Energy’s Capital Structure F1hng, Docket No. E,G002/§-02-1907 (approved by
Commission Order dated Japuary 13, 2003), Attachment 1, lists $818,915,000 of secured First
Mortgage Bonds. Xcel also mdlcates that more than $1 55,215,000 of prewously unsecured debt_

has been converted to secured debt since 1997. Se"e Attachment C to Jon Empsoni’s
Supplemental Direct Testimony. |

~ Otter Tail Power s Capital Structure Filing, Docket No. E017/5-02-49 (approved by
Commission Order dated April 3, 2002), Attachment. 6, lists $64,200, 000 of First Mortgage
Bonds. Otter Tail, in discussing potential First Mortgage Bonds that may be issued and sold in
2002 (*New Bonds™), states: “The New Bonds will be, generally speaking, secured by a ﬁrst

mortgage on all of the fixed properties of the Company, and will be on a parity with the other
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First Mortgage Bonds of the Company, the terms of which are described generally on
Attachment No. 6. ...” See Attachment D to Jon Empson’s Supplemental Direct Testimony: o

| Interstate Power and Light Company’s Capital Structure Filing, Docket No. G,E001/8-

02-308, (approved by Commission Order dated Apﬁl 24, 2002) lists First Mortgage Bonds

outstanding of $139,000,000. See Attachment E to Jon Empson’s Supplemental Direct

Testimony.

While corporate organizational differences may exist between Aquila and utilities like

© Xeel Energy, which is able to issue stand alone debt, Aquila’s commitment to use adequate non-

regulated property to secure any debt used for non-utility operations provides adequate ratepayer
protection. |
111, .Conclusion.
“The request to encumber Minnesota regulated assets should Be-approved by the
Cominission:
» Itisin the public interest.

» Ratepayers will not assume responsibility for debts incurred to support
nonregulated businesses.

The amount of Term Loan Facility secured for utility operations will not exceed $250 million
(unless a subsequent Aquila request is approved by the Commission authorizing an increase in
utility working capital (e.g. because gas costs have iﬁcreased). To the extent that the Term Loan

Facility is used for both utility and non-utility operations, the amount of debt used for non-utility

. operations will be secured by sufficient non-utility assets (at a ratio of at least 1.67 to 1). The

amount of the non-utility debt will be reduced as necessary to meet this commitment.
Aquila appréciatés having the opportunity to provide additional information in response

to the Department’s Recommendations and intends to immediately pursue further discussions
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with the Department to determine if the clarifications/commitments provided -adequately address

the Departiment’s concerns.

Dated: July 15, 2003
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Respectfully submitted,

By

Michael J. Bradley

MOSS & BARNETT

A Professional Association
4800 Wells Fargo Center

90 South Seventh Street
Minneapolis, MN 55402-4129
Telephone: 612-347-0337

Attorneys on Behalf of Aquila, Inc. and its

Divisions Aquila Networks-PNG and Aquila
Networks-NMU '
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DATE OF REQUEST:

-DATE-RECEIVED:

DATE DUE:
REQUESTOR:

QUESTION: |

AQUILA, INC.
CASE NO. EF-2003-0465
DATA REQUEST NO.. OPC-5008

“July 3,.2003
July 3, 2003
July 23, 2003 Suppiemented 9/2/03.

- Douglas E, Michee}

Flease provide complete copies of any and all testimony, recommendations, or comments
fiied in the Minnesota docket G007, 011/5-03-681.

RESPO’NSE' Please see attached.

ATTACHMENT: Copies. of comments filed by staff of Minnesota Department of Commerce
and Minnesota Attarney Generat,

ANSWERED BY: Mark Reed

Schedule TIR-25.1




	page 1
	page 2
	page 3
	page 4
	page 5
	page 6
	page 7
	page 8
	page 9
	page 10
	page 11
	page 12
	page 13
	page 14
	page 15
	page 16
	page 17
	page 18
	page 19
	page 20
	page 21
	page 22
	page 23
	page 24
	page 25
	page 26
	page 27
	page 28
	page 29
	page 30
	page 31
	page 32
	page 33
	page 34
	page 35
	page 36
	page 37
	page 38
	page 39
	page 40
	page 41
	page 42
	page 43
	page 44
	page 45
	page 46
	page 47
	page 48
	page 49
	page 50

