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RECEIVED
August 19, 2003
| - AUG 2 0 2003
Burl W. Haar o -
Execunve Secrerary ' : -MICHAEL'J.. BRADLEY

Minnescra Public Uriliies Commission
121 7° Place East, Suue 350 -
St. Panl, Minnesora 55101-"147

RE: Addirional C‘ammenzs of the Minnesota Departmerit of Commercc ‘
Dockct No. G0407,01 1/5-03—681

Dear Dr. Haar:
On April 30, 2003, Aquila, Inc. (Aquﬂﬁ; or the Company) filed its initial request (Inttial Request) for,

approval 10 encumber Aquila Nerworks-Peoples and Aguilz Networks-

NMU Minnesota urility properry 1o secure the paymenr of a $430 rmlhtm
loan[ 1 : i

On June 30, 2003. the Minnesaw Department of Commerce (Department) issned its Jnwial Camments
(Comments) in this marter. On July 15, 2003, Aquila issued its Reply Comments (Reply Comments) On
July 21, 2003, the Minnesara Public Utilines Commission (Commission) issued a formal notce of a
fifteen-day Addinoral Comnienz period. The Addirionzl Commenr period was sxrendad 1o August 19,

2003. These comments constitute the Deparmment's Additional Commerts pursuant to the Commission's
notice.

‘l‘hc Depanmcnt has had a face-to-face mcc:ung with the Company and several phone conversations in

order to fully understand Aquila’s position. However, these discussions have Jed the Department to

conclude approval of the Company 's reguest would nort be in the public imerest. Therefore, the
Deparument recommends thar the Commission deny the Campany’ s request 1o encumber Minnesota

assets. The Department does appreciate the Compuny's w:ﬂmgne:,s to meet with the Depamnem and
discnss the derails of this marter.

The Company's original intemt with regards to the Term Loan Facility (TLF) has changed since the
Company’s April 30, 2003, Iniial Request, Aguila's original intent for the TLF, as discussed by the
Depsrtment op page 8 of its Camments, would be to use $180 million of the $430 million TLF to tuy

‘back the Company’s mare expensive owstanding debt The Department protested this use of the TLF as 2

violation of the separatiop principle. However, per the Company’s Reply Comments this would no longer
be the case. Ac::urdmg to the Company on page 3 of its Reply Commenis,

Aguila agress not 10 pse the encumberad rcgulan:d ussers in order 1o use
a credir facility to buy back debt thar was created by Aquila 10 pay for its
various nonregulated activiries. (Emphasis in original.)

marker assurance. 1.800.857.3602 Licensing: 1.800.657 3678
Energy Information: 1.800 657.3710 Lnclaimed Property. 1.800.925.5668
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On Wednesday, July 30, 2003, the Deparment and Agnila met to discuss the finer points of the
Company's preposal and 1o see if 2 potential agresment could be reached. The Depamment wanted o

-ensure that regelared assets were not being nsed 10 secure 2 larger credir facility than was needed 1o

support dormestic wiility working capiral needs. Thus, Aquils verbally agreed ar the meering that upon
selling coltateralized nonr=gulated assets; it would "pay down” the-current $430 million TLF o $250
million. This would properly aligm the amount of credit required by Aquila’s regulated domestic utilities
and the size of the credit line that should praperly be secured by regulated assets. This would-preserve the
separution principal discussed by the Dr.'pamn:nt in fts June 30, 2003 Commems

However, after the meetmng, Agnila chanpad jrs response 1o the Deparrment’s offer by concluding thar if it -
would buy down the TLF other than as required by the terms of the TI_F there wonld be a significant pre-
payment penalry, the "Make Whale Preminm ™

A review of the appropnate secnon of the TLF convenants (Sccucn 2.7(a)(1)) did nat fully answer the
Depantment’s questions, so on August 4, 2003, the Depanmcm contacred Chris Reiz of Aquila for further
clarification. This discussion revolved around the distinction of the definjrion of ° “pre-payment.” It was
learned that there are two different pre-payments, 2n “"Optional”™ and “Mandatory” pre-payment. The
Make Whole Premium is r::quu‘ed only when Aquila makes an “Optional” pre-payment.

The dt:ﬁniunn of these two difierent pre-payments is basad on the leval of collateralization of the $430
TLF. The fol.lowmo ™wo examples should explain the distincrion beiween “Optional” and “Manda:ory"

Pre-pRymCRss.

gmnonal Pre-Egm 'I‘h: Compa.ny is requzrcd to mainrain 2 colla:eml-w-debz ravio of 1.67 wo
1; rhis is important 1o keep in mind. Thus, the minjmom amount of collateral that 1s required far
the $430 million TLF is $718 million. So, for example, if Aguila had $900 million in assers ,
securing the TLF, the Company could sel] $100 million of the $900 million in collateral and not
be obliged to pay down the $430 million TLR. The ratic of collateral would be 3800 million to
$430-million, or 1.86 to 1, sdll in excess of the mintmum ratio of 1.67 10 1, Therefore, Aqmla
could use the 3100 million to repurchase mare expensive outstanding debt or whatever uses ir had
for this money. However, if Aquila decided 10 use the procezds w pay back part of the $430

mullion debt, it would have ta pay a ss,gmficzmt pre-paym:nt (& k.e. "Makz Whole Premium)
‘penalty. , -

Mandarory Pre-gavment: If, on the othar hand, Agnila only had the minimum amounr of
callareral required for the TLEF, $718 million, then any proceeds from the sale of assers would
have 1o be used 10 pay down, without penalty, the $430 million TLF and maintain the 1.6710 1
rato. So, for example, if Aquila had $718 million in collateral for the TLF and then sold $100

- million in assets, the collateral ratio would be $618 million 1o 5430 million, or a ratio of 1.44 10 1.
Thus, the bank would not allow Aguila to maintain the 5430 million TLF because it wonld not be -

K The “Make Whol: Premium” bmcaliy refers 1o the loan condinons agreed 10 by the purtizs that govern the
changes-in the original payment schedule and erms
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prapcﬁy collareralized, accordiag ro the terms of the loan ag}ee:man Sq for Aguila 1o maintain
“the 1.67 ratio with $618 million in collareral, the TLF would have to bz paid down from $430°
million 1o $370 million with no penalty involved.

By over-collateralizing the TLF to such an extent, which would be the result if all five of the swres
{Colarado, lowa, Minnesora, Missouri, and Kansas) approved the Company’s request, the Campany
canmot pay down the TLF without penalry. I, on the other hand, the collateral and the TLF were properly
aligned, based an the ratic of 1.67 10 1, portions of the asset sale procesds would have to be used 1o pay
dawn the TI_F

The boriom line is that the ovcr-cnllmemhmncn of the TLF does nor allow the Cornpany 1o refinance
where it is most efficient. The $430 TLF has an inzrest ate of 8.75 percent (Jowered 10 8.00 percent

. when the 1.67 ratio of collateral to the amount of the TFL owstanding), which is expensive in today’s
environment Bur if the Joun is over-collateralized, Aquila cannot pay down the TLF withour penalty.
Thus, the Company would have an incentive 10 buy back other outs:andmg dcbt, bt d=bi thar 1s lower
cost than the cost of the current $430 TI.F

Tdeally, m[hout the Makz ‘Whole Premium™ the Company wolld pay down the relarvely expansivé
TLF, but becanse of the onerous loan covenants, the Company camnor do this. Thus, the Deparment
concludes thar it is counter 1o the needs of Minnesotd ratepayers and even to the Company itself, o allow
Aquila 1o encumber Minnesota regulated property. By prop:rly aligning the collateral pool with the size

" of the TLF, the Company can more efficiently refmance irs ourstanding debt and thus. beneﬁt is
ratepayérs and shareholders. .

The Department concludes that it would nor be in the public interest if the Commission approved the
Company’s request. Therefore, the Department recommends that the Commission deny Aguila’s request
1o encumber Minnesota regulared assets. Th: Department 1s available for any questions thar the
Commission may have.on this marer.

Sincerely,

xﬁ Wb

VINCENT C. CHAVEZ
Supervisor, Narural Gas Planning and Advocacy
(651) 286-0404 ' '

VCC/MDGlja
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STATE OF M{NNESOT/)\ )
- ‘) ss
'COUNTY OF RAMSEY ) E
| | AFFIDAVIT OF SERVICE

l:, Linda Chavez, on the 19th day of August, 2003, served the attached
Minnesota Department of Commerce - Additional Comments '

Dockst Number(s): ~ G007,011/S-03-681
X ' by depasiting in the Un'rted States Mail at the City of St..PauL a true and correct
capy thareof, properly envelopad with postage prepaid.
X by persanal service . — '
by express mai
by delivery service |

"o all persons at the addresses indicated bslow or on the attached list:
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Bur]l W. Haar, Exec Sec

MN Public Udlines Commisaan

350 Memro Square Bldg
12) 7th Place E
St Puul, MN 55101

Karhy Aslakson (4)

MN Depr of Commerce
85 7 Place E, Ste 500
St. Paul, MIN 55101-2158

Julia Andarsen

Atiomey General's Office
525 Park St, Sre 200

St. Paul, MN 55103-2106

Curt Nelson

Anomey General's Office
900 NCL Tower

445 Minnesota St

- St. Panl, MN 55101-2130.

Mlcba.cl} Bradley
Moss & Barnell

- 4800 Wells Fargo Canrer

50 South Seventh St

Minnezpalis, MN 55402-4129

Lon Stanron
Northern Nanonal Gas
1600 82™ S, Ste 210

‘Minneapohs, MN 55431

Robert S. Lee

Mackall Crounse & Moore
801 Margustte Ave, #1400
Minneapohs, MN 55442
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AQUILA, INC.
CASE NO. EF-2003-0465
- SEDALIJA INDUSTRIAL ENERGY USERS ASSOCIATION
- AND AG PROCESSING INC.
DATA REQUEST NO. SIE4

DATE OF REQUEST: June 5, 2003

DATE RECEIVED: June 5, 2003
DATE DUE: ~June 25, 2003
REQUESTOR: T -Stuan W, Conrad
-QUESTION:

Please provide & 5-year projection of the cash sources and uses for each entity that would
have access to the term loan facility. Provide a list of and explain all assumptions underiying
each company's cash flow projections. .

RESPONSE:

We have a 3-year forecasting period that provides cash flows for consolidated Aquila, Inc.
and consolidated U.S. Utiiities, All conselidated entities/businesses of Aquila, inc. have
access to the term loan facility. The Term Loan replaced our working capital revolver, and

© therefore is held by Aquila, Inc. Cash is managed on a centralized basis but used by each

business entify. Aquila, Inc. is in effect functioning as a bank for all of the business
operations. internally we track the historical sources and uses and charge the appropriate
entities for use of cash. We do not forecast cash flows at a2 lower level than the
consolidated U.S. Utilities. Forecast assumptions have been provided in MPSC-0007.
ATTACHMENT:

File Name: Forecast with Financial Ratios

This file contains two tabs; 1) Consolidated Aquila, Inc, Financial Forecast and 2)
Consclidated U.S. Utilities Financial Forecast

ANSWERED BY:

Steve Fisher

-~
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. AQUILA, INC.
CASE NO. EF-2003-0465,
SEDALIA INDUSTRIAL ENERGY USERS ASSOCIATION
AND AG PROCESSING INC.
DATA REQUEST NO. SIE-3

DATE OF REQUEST: June 5, 2003

DATE RECEIVED: June 5, 2003
DATE DUE: - June 25, 2003

- REQUESTOR: © Stuart W, Conrad
QUEéTION:

Please identffy all entities that would have access to a collateralized loan agreement if
Aquita's proposal in this proceeding is approved. -

RESPONSE:

According to the terms of the agreement the funds would be available to all areas of
Aguila's business but it is the Company's intention to ensure that the domestic regulated
businesses (7 state utilities) would have priority access to the capital provided by the loan
agreement.

~ ATTACHMENT: NA

ANSWERED BY: Randy Miller
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DATE OF REQUEST:

DATE RECEIVED:
DATE DUE;
REQUESTOR:

QUESTION:

. AQUILA, INC.
CASE NO. EF-2003-0465
DATA REQUEST NO. MPSC-66

July 17,2003 ~
July 17, 2003
July 31, 2003

Joan Wandel

© FILE COPY

Please provide copies of the following Sedalia Industrial Energy Users Association's Data

Reguest responses:
Nos. 3 through 8;

No. 9 Working Capital Analysis;

Nos. 10 and 11;

. No. 12 Credit Reports, and
No. 13 Security Analysts Reports on Aquila.

RESPONSE: Plea;se see attachments.

ATTACHMENT: SIE DRs as requested.

ANSWERED BY: Mark Reed

SIGNATURE OF RESPONDER

Schedute TIR-28.1



AQUILA, INC.
CASE NO. EF-2003-0465
SEDALIA INDUSTRIAL ENERGY USERS ASSOCIATION
| AND AG PROCESSING INC.
DATA REQUEST NO. SIE-12

DATE OF REQUEST:  June 5, 2003

DATERECEIVED:  June 5.2003 | ‘
DATE DUE: June 25, 2003 | | - ’;
REQUESTOR: © StaanW. Conrad

QUESTION:

Please provide a copy of ail Aquila andg Missouri utility operation's credit repons issued aver
the last 24 months, . '

RESPONSE: ' Please see anachments.
ATTACHMENT: Credi repons as requested

ANSWERED BY: Jonn Haret

Schedule TIR-28.2



: ) . o ‘ Gidbal Credit Resesarch
l @ . g - : ‘ Rating Action

Moody’s Investors Service - ' ' - DAPR 2003

'Raung Action: Aquula inc.

MOoDY'S ASSIGNS B2 TO SECURER BANK CREDIT FACILITY OF AQUILA, INC.

M i —————————— — Mt A m e m b —br e e A Mg e = = i t—— ———

New York, Apn| 09 2003 —~ Moody s Investor Service ass:gned a B2 raling to the proposed $430 mikon three
year secured credit faciity. of Aquila, ine. and confirmed tne company's exisung ratings  The rating on the
three year seccured credit facility refiects the terms and conditans of the facimty, including an assassment of
the benefits and limaations of the collateral n the event of aefault The facility benefits from collateral that
includes assets of wo regulated utihity divisions. Caverage by airectly pledged nard assets of ine reguiateo
WUildy Qivisians is relatively tun at closing, excluding propamies an which the lenders wil hold a-second lien.
The faciity alse 15 secured by the commen stock of Aguile's subsiantial Canadian subswdiary, but Mooay's
aoes not annbute substantial value for notching purposes because of the residual nature of this claim.
roweévar, e facility 2150 proviaes for the aqaibon of funther coliateral upon reguiatory appraval for pledge of
assels by five regulated divisions. Moody's CORsIOETS it ikely that regulatory approval will be received in at
ie2sT some cases n the near term, resuling in an augmentaton of tne callaeraj coverage,

Raungs confirmed are:

Serier implicd B2

Sennar Securea B2

Semor Unsecured Caal

. Subordinate Dept Ratmg Caa3
Preferred Stock Ca
Suborginate Shetf (P)Caa3

Junlar Sub. Shetf {F)Caa3

The rating oullook 1$ neganve for the tm'ee ‘year secureq tredit facity. consistent with the negauve outfook
for Aquila's other ratings.

Aquila's ratings reflect (1) weak cash flow generation reiatve to 101al gebt despite recent asset divestilures:
(2) assel sales proceeds which Qo not raduce deb! incurred 1o purchase e same assets; {3) liquidity
concems related ta unwmdmg s rading business, and (4) the quatity of the collateral as mestly stock in
subsidiarias. The ratings reflect Moody's concern that asset sales ae not allow sufficient cash flow 1a repay
parent debt 1o a level consisient with the expeced cash generation of the remaining busmesseas. While cash
flow from the remaining reguiated uliities are expected 1o e less volatie, Aquila's efforts to unwind s

‘rading business eontinue to prassure its oparanng perfarmance and (5 assel Sales have not resulted o asbt
reduction mns:stem with its ratngs.

Tne negatve autiook refizcts the fact that the company conunues 1o face hiquidty pressure ana substanual
need to seli assets or optain aaditonal inancing over the next year.

Aguiia, int. heatquartersd i Kansas City. MO |15 a reguisied elecnic and gas nEWOIKS Dusimess in the WS,
Canags, Ausiraia ana the UK.

New Yark

Daniel Gates

Managmng thrector

Corporate Finance Growp
Moogy's Invesiors Sarvice
JOURNALISTS: 212-553-0378

SUBSCRIBERS: 212-553-1653 Schedule TIR-28.3
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Jon -2 2003

IOWA UTILITIES BOARD

PUBLIC

OFFICE OF CONSUMER ADVO CATE.

PREPARED DIRECT
TESTIMONY

and |

 EXHIBIT

OF
GREGORY VITALE

IN RE: Aquila, Inc.
Docket No. SPU-03-7

June 2, 2003 .
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1} Q: Wharis y;)ur name and business address? .

2 AT My namé is Gr;gory Vitale,. My ’ousinﬁs; address is 310 Mapie Strest, Des
3 Moines, fowa 50315-0063. | |

41 Q: Bj whom are you employ;.d? 7‘“—"“

5) A I am employed by the iowav Depa:rtmrmt of Justice, Conéu;‘nc: Advaocate

6 ~ Division (OCA) as a Utility Specialist.

7 { Q: - ‘Whatis your educationzl background?

81 A 1 grariua;tEd with a Master of Arts degree in Econormics from Washington

3 State University igt 71984.‘ 1 graduated ﬁ'omrKent State University witha

| 10 Bachelor of Arts degree in E.conomjcs in 1982.

11} Q: Whatis yoar professional expérience? '

13 _ 1985, Itransferred to OCA in July 1989. I was promoted fc Utility Specialist
14, in Mafch 1990. Since 1983, I have filed testimony in more than forty' casea. [
15 | _ have also been involved in other dockets and ﬁlmgs

16 In 1989, I taught Managenal Finance for Simpson’ College I also

17 " taught geveral economics classes at Hiram Collegs in 1984 and 1985, 1

18 worked as & teachmg assistant at Wash:.ngtou State University from 1982

19 | through 1984.

Schedule TIR-25.2
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11 Q:

12 Al

13

14

15

16

17

¥ A

20

22

14:35

(W Sl-ioroowarwo S r.usscg

Have you prepared an exhibit?

Yes, Exhibit ___(GV-1) was prépared by me or under my supcrvision and
contains Schedules A through E. Additional suppérting articles, analyses,- and |.
ot‘hér information that I relied upon are included in my work papers.

What is the purbose of yd ur testimony?

The pﬁrpose, of my testimony is to explain Wh? Aquila’s proposal 1o pledge

its lowa gas utiiity pfoperries 8BS cnllat.eral for this loan is unreasonable, harms
its lowa wtility customers and is not in the public interest, I also. comment on
the testimony, ex}ﬁBits, and wotk papers pfcéentedby Comﬁany W.im;esses
Mr. Jon Empson and Mr. Rick .Dobson. | | |

Hov large is Aquila’s utility operation in Iowa?

Aquila'provides 142,000 cﬁstomers gas ﬁisuibuﬁon and fransportation service
in Jowa. Aquila’s Towa utility rate base is $66 million. Aquila’s Towa utility
revenues are ahout $167 million annually. As collatcr_al,‘ Aquila’s Jowa utility
operations supports the least amount of borrowing capacity of all of its other
démastic utility operatioﬁs. This is depictéd on Mr. Dobson’s
Exhibit__(RD-2). | |

Why does Aquila want to pledge its Iowa utility oper:atiuns as collateral?
Aquila, m order to gain a waiver of its previous debt ag:rcsmcnf violaﬁons;

had to agree to several conditions. As ane of the conditions, Aquila agreed to

~ make 2 reasonable ¢ffort to gain state regulatory approval to secure the three-

year loan with additional uﬁﬂty assets.

2
' Schedule TIR-29.3
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1| Q: ° What other conditions did Aquila agree to in order to secure thisjoan?

2 | A:  This loan agreement, which is included as Schedule A, RSN

L, [ova utility ratepayers may be -
6 - forced to remain with a financially weakened Aquila even if this were not in
7 _ the;:ir best interests. | |

B8 Q ‘Why- did Agnila agreé to these rastricﬁﬁns in the three-yga'f loan?

3| Ar Aquila was forced by ots lenders to agree to the restrictive terms of this three-

i
1
i
1
1
i
1
| .
10| . year loan in oj.-der to avoid banlcmptcy.
I 11§ Q | Will Towa utility qséets be pledged é.s collaterai f_or more than three-
I . ‘ 12 | years?
13 A Yes. Itis Aquila’s intent to continue pledging its utility assets as collateral
l 14 after this three year loan matu;es.
I 15 | Q:° Wil pledging Towa utility assets solve Aquila’s financial challenges?
I i6 § A: No. Aquila.’s'_pro;;o'sal would, at bcst,‘lcavc a financially wgak owner of its
:17 : Towa utility operations for several more years. Aqﬁila’s pfopasal o plecige its
l 18 | | Towa uﬁlity assets as collateral alio fails to address, le;t alone saolve, the
I 19 | avoidable risks its utility opcmﬁons have been and will continue to be
20 . exposed to as long as Aquila connni.u.gies its Icg'ﬂlét::d and unr:@lémd
' |
.
i
I -

21 aperations and finances.
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1] Q: Why\\.vuuld lenders loan Aqu.ﬂa ac.iditi'o'na] capitel if it doesn’t sojve
2| Aquila’s ﬂ_nandal challenges? |

3 | A:  Asthe Wall Stfect Journal article attached as Schedule B.notes, banks have
T 4 extended billions of dollars of credit to merchant eﬁr:rgy companies such as

5 Aquila this jea.r inan cﬁcﬂ to avoid benkruptcy proceedings. Bankers

6 believe they will fecdvcr more of their investments if they keep ‘the energy

7 merchants on life sﬁppfjrt until markets improve. This is especially true for

8 unsecured ereditors who iinpr-o;ve their posiﬁon by requirmg collateral as 2 -
9 condition of  new loa;n. In the interim, the higher interest paymments the

10 lenders required to extend credit increases their cash flow.

11 | Q: ‘Why does Aquila need to augment its shert~term liquidity meeds?

3y . agﬁemgn_ts and Its bond rating has been downgraded Be}ow mvestment prade.
14 The debt rating d@anrades reflect Aquila's unsuccesstul expansion nto

15 unregulated energy trading, telecommunications and othet operations.

16 - Company witness Mr. Dobsoﬁ notes as much, stating:

17 The fallout from the Enron and California crisis was far
18 more devastating to the entire energy sector than

191 ' cnginally anticipated. Revelations concerning corporate-
20 ' governance failures created an environment where the

21 energy industry experienced the adverse impacts of

22 ' " credit downgrades, dramatic reductions in stock value,

23 and major efforts to restracture business operations (p.4).

Schedule TIR-29.5
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Q-

TO S18lE738EIrY FL.drs2y

Do Aquila’s recent declines in its debt rating reflect an increase in the
risk of its regulated utilities operations?

No. Aquila’s debt rating downgrades reflect, smong other factors unrelated to

its utility operations, an undue reliance on debteapital to finance unregulated
and riskier businesses such as its former energy trading operations. In
general, the debt rating downgrades in the electric and gas utility industry
have not been driven by an increase in the risks of regulated electric and gas
utility operations. Stendard & Poor's noted fhese facts, stating:
The negative credit picture can be traced to weakening
- finagcial profiles (Jargely sttributed to debt raised to fynd
- unreguiated business ventures or acquisitions)and
" increasimmgly constrained access to credit markets as a
result of investor skepticism over accounting practces
. and disclosure. Investment outside the traditional
regulated utliry business has increased overall business
nsk.' ' '
Why does Aquila’s failed investments in its unregulated operations affect
its utility operations?
Aquila, unlike most utilifis that have substantial 'un.regtﬂated operations, is
not a holding company with a séparate u.hhty subsidiary. Rather, Aquila’s
utility operations constitute part of its opersting divisions. Other unregulated.

assets are also operating divisions or are commingled with regulated uﬁl_ii}f '

6perations in their financial reports. Aquila also has unrsgulated subsidiaries.

JUN-B3-2068= 14:35

Sandard & Poor's, Ratings Direct: Industry R:cport Card: U.S. Bleotic/Gas/Water,
October 4, 2002, p.1.

Schedule TIR-29.6
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1- . H-owcver, even when its unregulated subsidiaries do issue their own securities _
2 - some are with recourse to Aguila which includes its regulatéd ugility.

3 operations.

4 | Q: How does Aquila finance its uﬁ]ﬁy and its other nnreguiated oper-atidns?
51 A Aquila finances many of its operations on an overall basis and fhén internally
61 - al]ocatzs'funt‘is‘to its various regulated and unrcgulated opcﬁﬁons.

741 Q: bo Aquila’s internal aliocaﬁons insulate regulated atility operations ﬁ’nd
g8 | financing from its unregulated investments and financing?

51 A No. Aquila contiites to errénéously mssert that its internal capital allocation
10 |- process insﬂatcs its utiiity divisions from its other activitics. This assertion is

11 contradicted by Aquila’s financial crisis which is 2 result of loses in its

13 operations, inc]uding_'its 'regulatgd utility operation.
14 | Q:  Is Aquilz’s current assurance that its capital allocation will insulate its

15 wtlity operations from its riskier -unr‘egullabed aperﬁﬁons-credible? |
16 1 A No. Aquila confinues to fail to inmlat& itg utility customez"s,“ operaﬁbns and
.17 finances from its other ﬁskier un.%egulatec.{ operations. As a result, Aquila’s
18 - utility pﬁeraﬁons now have a below investment grade debt raﬁng and are
19 ‘incurring excessive costs to secure additonal finances Aquila ostanaibiy
20 ‘claims are needéd. Aguila should have taken, but did nor, tﬁ: necessary steps
a1 to insulate its regulated utility customers, operstions, and finances as other

22 - utilities have done, before its expansion into riskier unregulated investments.

Schedule TJIR-29.7

I ' 12 unregulated operations. Aquila’s ongoing credit crisis affects all of its
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1] Q: Howhave uthef utilities insulated their utility operations and custumers'
2 from their riskier ﬁnljegulateﬂ operations? |
3§ A Most other compeanies pr,dj:ec_t their utility assets, finances and customers
4 | through a holding‘company structure with a separate utility subsidiary.' For

5 example, over 90% of the electric utility companies identified by the financial
61 publication Value Line have 2 holding company structure. The other utilities
7  that are not part of a holding company are smailer and have little, if an;y, .
s | unregulated operations. Aquila is one of the fe;.w excephions to ﬂ'us pattem.

9 Details are summarized on Schedule C,
.10 § Q:  Hovw significant were Aquila’s unregulated oper:itiuﬁs?'

11 | A Aquils ezmed more than 50% of its profits from its unregulated opefztim:_ls in

.13 Qi Has -l.the Board evé'r relied on 2 holding company structure tc; protecta
14 coppany’s re@atﬁ uﬁ]ify from iis ﬁﬂxer unregulated oPerations?
iS A:  Yes. The holding comp'aﬁy structure, as the Board previou;sly noted in a
16 ' MidArmertican proceeding, helps isolate regulated utility operations from
17 lizbilities imposcc_l by 2 company’s other unregulated operations.?
18 | Q:  Can the Board create its own firewall to protect Yowa utilify customers

19 from Aquila’s higher capital costs and lower bond rating?

2. See page 4 of the Board's Order in SPU-56-9 dated June 11, 1996 regarding
MidAmericen Energy Company end MidAmericen Energy Holdings Compexny.

7
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1| A Yes, but oply in part, The Board can protect Jowa utility customers from

2 | Agquila’s higher bapit&l costs in_ a rate case. The Board cannot, however,

3 ;.Jrotect Towa utility customers to the same extent in the event Aguila files
4T~  Tbankruptcy due to the losses from its unregulated cparatioﬁs. One of the

5 ﬁia,ny nsks is that Jowa utility customers could lose more t1_1an $500,000 in

6 | dep@sifs and funds if Aquila declares bankruptcy and their claims are treateé.
7 ' Jike other unsecured creditors. |

8 | Q: Inthe event of 2 bankruptey, has Aquila made its utillty customers worse
% off by agreeing to this loan?

10 | A: Yes. Poor tfo this new loan, the gn;sccurcd_lenders’ rights to any proceeds in &

11 bﬁnlcmptcy procc'cding- would havé been after the claj;ns .c:f ;;s;quila’s utiiity
12 customers. But now with this new loan as secured creditors, the lenders’

13 claims would be before Aquita’s ufility customners.

14 | Qi  Because Ipv_«ra uﬁiity customers’ fﬁnds are af risk, does it mean it would
15 be in their interest for Aquila to avoid bankruptey?

16 | A:  No. Aquila’s utiity customers are at risk whether Aquila files for bankrupicy

17 or manages to avoid bankruptcy as a financially weakened firm paying off
- 18 debts from its failed unregulated investments. Aquila’s utility customers are
19 at gk as long as its reguiated and urregulated ﬁnaﬁges are corniningled as
20 they are now and would continue to be under this new loan.
8
_ Schedule TIR-29.9
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11 Q: How éan' Aquila’s Iows reg!ilstéd utility customers be effectively

2] insulﬁted from Aquila’s unreguiated operaﬁons‘?

3 1 Ar lowa's utility operations can be proé.e;ﬁted as effectively as Portland General's

4 costomers. Portland General continues to hﬂ:;;n lnvestment grade tating

5 even though Eﬁmn,‘it_é Aparent comp';my, has been forced to file ba.ukrupt;y

67 due to its mégulated operations. Agquila's ongoing credit crisis is a result of
7 | its fnvestments in riskier uﬁregulated but commingled operations. This makes
8 it obvious that the public mterest 18 well Bs safe and rcha'ble uuhty service,

9 | Tequires a standard corporate holdmg compauy struchure mth stnot sr:para‘cmn

10 - of regulated utility assets and finances from unregulated operations.

111 Q:  How does Aquila justify pledging its regulatad utility eperations in Yowa -

13| A Aquila claims that it needs this loan for working capital and that it is only fair
14 1 that all utility assets shox;dd be pledged as collateral in order to suppoﬁ the
15 work:i;g capital for its overall utility operations.

6] Q: j)l;es Aquila claim that its fowa gas ﬁtility operations need additional

17 ' wbﬁdn‘g capital?

18 | A:  No. Aguila only claims that it needs to pledge additional working capital for
19 its overall utility operations.

20 | Q: Howmuchis Aquiia borrowing under this three-year loan, for wwkjng

21 f - capital?

Schedule TTR-29.10

I 12§ as collateral for this three year loan?
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1] oA Thc loan is for = total of $430 milh'on.. ‘Aquila, however, claims that only

2 $250 million is needed for its overal] utility wdrkingl capital needs. The rest

3 would support Aquile’s remaining unregulated assets and liabilities.

4 Q: " Sbould lows utility assets be pl‘edgéd as coll;ateral for Aquila’s other

5 operations?

6- A:  No. Towa utility assets should not be pledged as collateral to support this loan
7 ‘which may be used by Aquila’s ﬁskier unregulated opﬁﬁons. .

8 1 Q-  Doesn’t Aquila claim that it would internally keep its regulated and

9 : unregu;atagi_ operations working capital needs separate?

10 | A:  Yes, Aquila doesassert it will separate accesa to the common poﬁl pf funds

| made available by this loan between its regulated and unregulated operations.

13 |. this loan is structured, the collateral rights of the lenders, the problems and

14 ' abﬁcs that Eave arisen from & common poo] of funds used to support both |
15 regulated and ume'gulated operaﬁ_ons, and the way Aquila has operated n the
16 past.

171 Q¢ Do the financial institutions make the d‘.-'.stinction‘ befween hm% the Joan is
18 ' used or secured between regulated and unregulated operations?.

19 { A: No. According to Mr Dobsor, the fmancial institutions only require Aquila to

20 ) pledge sufficient assets to secure the $430 million loan.

10

\
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l 12 Aquila’s asserton, unfortunately, is unenforceable. It does not reflect the way |

JUN~-BS-20R3  14:35 Bis 758 @:;'?3 Sex P.13



JUN BSTE3 11:31 FR _ ' _ ' 7O S1818758@373 P.13/28@

1 Q: How dJ;d Aqujia déte;mine that it needed this loan for ‘its ﬁtility wr.;'rkjng
2 | capital?

3] A: Aquila claims it nee;is aceess td ﬂﬁs loan for utilify working capital based on
4 a new review of its peak needs and a revie-..v of other utilities work"mg caﬁsﬁa}
5 a.rr'ang_emcnt.s.' |

6 | Q¢  Has the lowa Utility Board ever relied upon Aqui]a’s‘techﬁiques to

7 | determine working capital needs?

8 | A:  No. Aquila's request to pledge its Iowa utility assets 35 encumbered collatc-.:aiv |
9. far Worlclﬁg capital is based .on a tmapproved methodology.

10 | Q:  How have Aquil2’s working capital needs been determined for its Iowa

11 gas utxhty ope:nﬁqns?

13 upon a compt_'chcnsive‘ analysis of the timing of each utility's incoming

14 | " revenues and outgaing peyments to dt';tcn:.uinc working capital needs.

15 | Q: . When was Aquila’s working capital needs for its Iowa gas utility

‘16 qpemﬁoqs lagt revi.ewed“? | B

171 A OCA witness Mr -Fasil Kebede filed testimony regarding Aquila’s mccm.mg
18 revenies and its various outgoing payments in RPU-02-5. This casc was

19 | ﬁlﬁmately settled in February, 2003.

20 | Q:  What was the result of Mr. Kebede’s comprehensive review of Aquila’s

yAR incamiﬁg reven;les; and cutgeing payments? |

11
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11 A Accorcﬁng to Mr. Kebede's analysis summarized on Séhedu]c D, Aquila's
2 ‘working capiﬁl balanoe for its I§wa operations is approximately 2 negative |
3 $1.5 million. That i‘s, Aquila already has surplus working capital rin fowa. As
4 a result of this analysis, Mr. Kebede concludéﬁ Aquilé does not need any
51 additional working capital for it.s Towa gas utility operations.
6 { Q: Hae Aquﬂii demons&atgd that the loan agreement is‘béi'ter for its Jowa
7} . niility customers than bankruptcy or éeﬂi‘ng its Towa utility assets?
g8} A No. Aquila. has not demonstrated ht;w its efforts 1o avoid bankruptcy are
9 better for its lowa utlhty customers, Aqmla did, however, note its 1ong—term |
10 | stratcay was to-Tetain its domestic wtility operanons and that s=lling these 7

11 “assets would be mconsmtenr Wl‘th that strategy

13 customex.'s?r _
14 | A:  No. Aquila has not provided any tcsﬁmony, analysis; or other support to
15 7 demanstrate that this loaﬁ does not harm 1ts lows uﬁlit'y customers.

D16 | Q: Has Aquila demonstrated any benefit to its Iowa utility costomers of
17 encu.mbéﬁng its Iqwq ufility assets,.?

18 { A N Aquila hes not shown how his loan, whiﬁh encumbers its Towa utility
19 assets as coﬂateral,- would benefit jts Towa utility customers.
20 Q: Waould a .75% drop in the interest raﬁe on this loan discussed by Mr.

21 Dobson benefit Aquila’s utility customers? -

12 -
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i | A:  No. The ‘im::rm;t rate ox the thres-yeat term ioan drops from 8.75% 10 8.0 if

2 -. Agquilz receives #pp;uvaj to pledge additional utility assets.‘- Even if this Iba:_.:

31 - werereflectedin rates which its not, rates should reflect only pmdently

4 mcurred costs assaciated with an investment g-:ade rating. Since the interest
51 rate on this Joan is not f_eﬂectcd in rates, thexe is little, if any, direct benefit 1o

6 ' -its- utility customers.

7) Q@ What is the current rate on a deﬁt issued by a prudently managed utility
g " with an invcsfment grade ratingf’

9 | A Entergy, for éxample, issued five year first mortgage bopds with 2 coupon -o-f ~
10  4.35% earlierthis year. Entergy ‘ha.s an invgstr-nenf grade bond rating of Baa. -

11 As of the end of May, lang-term utility bonds rated Baa were yie]diﬁg 6.39%.

13 caver the excasiw}e cnpital costs it incurs from its utility customers?
14 ! A Yes. However, ongoing and previéus assurances have not be§n teflected in
15 _ Aquila’s ﬁctions. Aquila, for example, dlso made assurances that it only
16 alloaatcs the capltal and costs aSSOCJa‘IGd with utility operations to its captive .
17 N ut111ty customers 10 previous rate case ﬁl_mgs
18| Q: Has Aquila’sinternal allocation of its capital balances and costs in the
19 | past protected uﬁﬁty customers from undne costs?
20 { A No. Aquila has consistently attempted to shift unwarranted casts to its Iowa

VA utility customers in its internal allocation of capital. For example, in Aquila’s |

13
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last gas case in lowa, RPU-02-5, Aquila attempted to assign higher cost debt
and more equiry to its low risk Iowe utility operations wifh their stable cash

flows than to its rislder unregulated npcratiuus'. Higher cast debt and more

equity is associated With rislder investment, but Aquila’s internal assignment |

ignore this financial reality. This can be seen on Sci:edule = whicﬁ compares
Agquila’s actual capital structure and I_ihe more céstly capital structure it
infemally allocated to its lowa utility customers in RPU-02-5.

Has the Board ever sef rates baséd on Aquila’s internal assignment 6f g

capitzal and costs?

' No. Rates have never been based on Aquila’s intermal allocations and
| assignments of its capital costs.

Does Aquila claim that the‘three-year loan is in the public interest?

Yes. Aquila does claim in its Applicatipn filed with the Jowa Utilities Boa’fd
dated Aprii 30, 2003 that the abiﬁty 1o scoure the most favorable terms
available to it "is in the publié interest” Aéui]a’s claim ‘that f'.he three-year
.loan is in the public inte;csi' is .cqntradic’ced by Aquila’s acknowledgment in
this sarne dncp.m::ﬁf that.ﬂxe pledge of its rcgula;cedutility assetﬁ in Iowa is fqr

“Yhe benefit of its lenders.”

~Does the short-term loan benefit any others?

Yes. Thaligh vnsaid, avoiding banmrptcy‘"élso benefits its current equity
owners. The current equity owners would likely lose 21] of their mvestments

14
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1. in a-ba::lm1ptcj procesding. The curmrent equity owuers include fhe Green

2 family whose leadership at Aquila bas led to this credit crisis. The Green

3 'farmly s control of Aquila is ongomg The loan itself maintains the Green

4 famﬂy s control and postpones Aquila’s need to declare bankruptcy, evenif
5} this were contrary to the interest of its lowa utility customers,

61 Q Is a'.ﬁnanéiziiiy Wéai:ened utinty owner such as Aquila in the public

7 inferest? .

&8 | A No. Ag Aqﬁilarnote'd in it;é Application before the Missouri Fublic Utility

S Cormmission, “The public interest is not benefitted by financially weskened
10 utilites.™ |

11 | Q: Isaninvestment grade credit rafing of BBB sufficient toprotect Aquila’s

12 - regulated utlity rcustumers? - |

13 | A Yes. ABBB rating was edequate when Aquila was a primarily a plain utility.

14 | But, this rating was, as is now obvious, inadequate _pfotécri on forits Jowa
_ 1_5 . .utilli‘sy ratepayers When Aquila expanded its commingled and higher rigk
le’ unregulated operations. Aquila’s ongoing comnﬁngling .of the financial
17 | obligations of its regulated utility with its other unregulated opeiaiions makes
18 . N e've‘n the goal of again a;r:hieving-a BBE crecﬁt rating more difﬂcglt. .

3 Application of Aquila for Authonty to Assign, Tranafer, Mortgage or Ensumber
its Franchise, Works or System filed with the Missouri Public Scrwcc
Commission April 30, 2003, p. 8.

15
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1 | Q:  Why does Aquila’s request to pledge its Towa utility assets as collateral
2 | harm its costomers?
3 { A:  Aguila’s proposal to ple&ge its Iows utility operations as collateral harms its

4 Towa utility customers becZuse it unnecessarily encumbers its Towa utility

5|  operations fof a loan that is not needed for its Jowa operations,

. Aquila's

8 proposal to pledge its Iowa uﬁlify assets as collateral also continues to leave
9. these 'operatloﬁs at risk and doss not address the underlying canse of this
10 * financial crisis: Aquila’s commingled regulated and unregulated finances.

11} . Iowa utility customers would be better protected if Aquila would separate its

13 Aquila’s proposal docs not accomplish this NG

14

15 | Q1 Canthe harn.i that'A.quila’_s corporate structure creates be qyanﬁ.ﬁed’.’
16 | A: | Yes, but only in part. For cx@le; Aquilé, ﬁas ﬁheady spent $21 million to
7 rcsh'uctm'e its operations Sinc;e Enn;n's collapse inta bankruptcy in Decemnber

18 { 2001, ostensiﬁiy‘to gain efﬁcie.ncie:s and;tmnspﬂrcncy that its failed

19 umegulatcd oPeranons will not have an impact on its ability to prowdc

20 service to its ratcpaycrs in the fum:e These costs couid havc been avoided
21| had Aquila first insulated its regulated utility operatians from its unregulated
2 | and riskier operations. | | |

16
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1 Q: Are Aquila"s utility customers harméd'efen If these costs do not direc;ﬂy
2 show up in theif rates?

3 | Ar Yes. Iostead of incurring these costs, Aquila could, but wen't be able to now,
4 pay.‘ down same of the IegéCy debt associated with its failed unregulated |
5 ‘_ _ inveStmenfs- This would have led to Aquile regaining an investment .gra.de

s bundlraﬁn;g soomer. An inﬂ}.esh-neﬁf grade bond rating best asgures uﬂ]__ity

7 operations access to capital in ﬂne ﬁltu.rc when it is needed at reaéon;ahle COsts.
8| Q: Should the Board allow Aquﬂa- to pledge its Iowa uﬁuty assets us

9 collateral for a working capital loan?

10 § A:  No. The Béa:rd should rp:je_f:t Aquila’s request to encumnber its [owa uﬁlits'

11 | assets for this loan which is not needed for working capital in Jowa,

131 atepayers’ interest and has made ratepayers worse off. Atthe Iéast, Board
14 spproval of Adquilz’s pmposz.ﬂ should raéuirc Aquila to effectively msulate its |
15 . regulated uﬁlit_y and unregulated ﬁﬁances 25 most uﬂliﬁes_already do under a
18 : .holdin,g company-ﬁrith 8 separate ntlify subsidiary or agree to sell its lowa
17 | utility assets at the end of the three-year loan. |

18 | Qi  Will Aquila still have access to funds from this ioa:i even if the Board

19 denies this 'pfuposal to pledge its Towa utflity Vassets as collateral?

201 A: ch Aquila was only rf:qu:rcd to make 2 reasonable efforts to gam regulatory

21 anthority fo pledge additional vtility properﬁes as oollateml to satisfy this loan

17
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" agreemnent. ‘The loan agresment was not contingent on receiving this

" underlying factor tesponsible for this financial crisis: Aquila’s continued

" Towa utility assets as collateral fr;r‘ this loan which is net needed for irs lowa

Q

spprovl

Would—lyoix summarize your tastimun'y?

Yes. Based on my reﬁew, Aciuih__‘g;_gcqﬁest to pledge its Jowa utility assets:as'
collateral is for the bensfit of its lenders and the cur.rc'ut equity owners rather

than its Towa wiility customers. Aquila’s proposal fails to address the

commingling of its regulated and unregulated ﬁﬁancj'.ng. Aquila’s proposal is

also based on an unapproved and erroneous procedure to determine its lowa
utility working capital nesds separate from a review of its other costs and
sources of revenues ta cover those costs, Aquila’s Iowa utility operations

already support a surplus of wnrh‘ﬁg capital. Aquila's proposal-to' pledge its.

utility operaﬁons and thatmy 53 used to sapport Aquila’s other operations, -
inclu&ing its l;m'.-;gxslatcd upc:rationé, .i.s not in its Iowa utility customers’
interest or t‘n: puble infterest. It Iis slso not in the interest of Aquila’s Jowa
uiility customers or the public interest to have Iowa utility operations and vital
services dzpendent on a financially distressed firm that continues to fzil 1o
correct the structural flaws that created fhis credit crisis that now puts its
wtility operations at risk.

Does this conclude your direct tesfimony?

Yes, it dozs,

18
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" MINNESOTA

DEPARTMENT OF o 8% 7th Place East, Suite 500

“COMMERCE , R St. Paul Minnesota 55101-2198
A . £51.296.4020 FAX 651.287.1859 TTY £51.287.3067
Jume 30,2003 - o PUBLIC DOCUMENT

TRADESE’CRET DA.TA HAS BEEN EXCISED

- Bur]l W. Haar

Executive Secretary

Minnesota Public Utilides Commission
350 Mertro Square Building

121 7 Place East

St. Paul, Minnesota 55101 2147

RE: Comments of the Minnesota Department of Commerce
Docket No GOO?‘ 011/8-03-681

Dear Dr. Haar:

Anached are the comments of the Minnesora Dcpmmcm of Commerce. (Depa.rtment) in the
following matier:

A petition submitted by Aquila, Inc. pursuant to Minnesota Stanite 216B.49, subdivision 3,
requesting Minneso:a Public Utilities Commission (Commission) approval to encumber
Aguila Networks-Peoples and Aquila Networks-NMU Minnesota utility property to secure
the payment of a $430 million loan (together with the First Mortgage Bonds, the Term
Loan Facility) and to.secure the future replacement debt offenngs for warking capxtal
requirements not to exceed $430 million. . :

The petition was filed on April 30, 2003 by:

Jon R. Empson

Senior Vice President
Aquila, Inc.

1815 Capitol Avenue
Omaha, Nebraska 68102

The Department herein responds 1o the Aguila, Inc.’s (Aguila, or the Company) initial petition
and subsequent written and oral responses to Department Informarion Requests. The Department
recognizes that the Company filed “Supplemcntal Direct Testimony” on June 18, 2003, however,
the Department has not had sufficient time to fully review this additional information prior 10
submitting its corments. The Department expects that Aguila can include this information in its
Reply Comments and the Department can then address this discussion if so requested to hy the
Comumission.

 Enforcement: 1.800.657.3502 Licensing: 1.800.657.3978
Energy Information: 1.800.657.3710 Uneclaimad Property: 1.800.925.5668 Schedule TIR-30.1
WWW.COMMerce. state.mn.us An Egual Opportunity Employer
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Busl W. Haar
June 30, 2003
Page 2

As to the curent comments, the Department recommends that the Minnesota Public Utilities
Commission deny Aquila, Inc.’s request to encumber Minnesota regulated property. The
Department is available to answer any questions. the Commission may have

Sincerely,

MARCUS D. GROSS

‘Rates Analyst
MDG/ja
Attachment
\
Schedule TIR-30.2
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AL~ PUBLIC DOCUMENT - TRADE SECRET DATA HAS BEEN EXCISED

. BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

COMMENTS OF THE
-MINNESOTA DEPARTMENT OF COMMERCE

DOCKET NO. G007.011/5-03-681

FE— S ————— —— T

‘1. SUMMARY OF AQUILA, INC.’S REQUEST

Pursuant to-Minnesota Statute (Minn. Stat) 216B.49, subdivision (subd. 3) and Minnesota Rules
(Minn. R.), 7825.1200, 7825.1400, and 7825.1500, Aquila, Inc. (Aquila, or the Company)
requests Minnesota Public Utilities Commission (Commission) approval to encumber Aquila
Networks-Peoples and Aquila Networks-NMU Minnesota urility property to secure the payment
of 2 $430 million loan {(1ogether with the First Mornigage Bonds, the Term Loan Facility) (Term
Loan Facility) and to secure the future replaccment debr offerings for working capiral
requ:rements not to exceed $430 million.'

On April 9, 2003, Aquila entered inta the $430 million three-year Term Loan Facility and a 364
day $100 millicn loan that replaced ar amount outstanding Under the Company’s prior revolving
credir facilities and retired other maturing debt obhvzmons In connection with the Term Loan
Facility, Aquila has issued First Mortgage Bonds under its Indenture of Mortgage and Deed of
Trust, dated as of April 1, 2003, to Bank One Trust Company, N.A., Trustee (the Indenture) and
its First Supplemental Indenture thereto dated April 9, 2003, 1o Bank One Trust Company, N.A.
Trustee (the First Supplemental Indenture). The Indenture, as amended and supplemented by the
First Supplemental Indenture, constitutes a first mortgage lien on the property of Aquila.
Currently, Aquilz’s regulated utiliry assets located in Mmhlgan and Nebraska are subject to the
lien of the Indenture ?

I'8ybd. 3. Commission spproval required. It shall be unlawful for any public utility organized under the laws of
this state 0 offer or sell any security or, if organized under the laws of any other siate or foreign country, to subject
property in this state (o apn encumbrana: for the purpose of securing the payment of any indebtedness unless the
security isswance of the public utility shall ﬁrsL be apptaved by the commission. Appraval by the .ammssmn ghall |
be by formal writzen arder.

2 The $100 million loan can be increased 1o $200 ‘mitlion under ccrlmn circumszances, but wowld continue to be

secured exclusively by non-dornestic utility property.

- * Michigan and Nebraska do not have state [aws that require Comrmission approval for encumbrance of regulated
assers, -
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According 10 Aquila, this Term Loan Facility is needed due to the Company’s particular financial
difficuluies and the financial difficuliies and requirements of the energy sector at large. Prior 10

" the difficulties experienced by companies in the energy sector, Aguila was a diversified utility..
The Company owned:

» Domestic and international utility networks; _

o Merchant services (including wholesale energy and risk management services);

» Other energy industry investments (inciuding electric generation, gas storage and
gathering facilities); and

» Telecommunication operations.

The Company states that as a result of Enron Corporation’s perfidy and the uncertainty resulting
from the California energy crisis, creditors began to have concems about the financial conditions
of merchant energy companies. Thus, Moody’s Investors Service (Moody’s) and Standard and
Poor’s Corporauon (S&P) developed more stringent credit guidelines for marketing and trading

' compame:s Specifically, Moody's and S&P were looking for merchant companies 1o have
operating cash flow and/or access 1o additional liquidity substantially beyond traditional levels.

These guidslines raised the requirements for Jiquidity and balance sheet strength for merchant
companies that Aquila could not meet nor sustain on an ongoing basis. Consequently, on August
2, 2002, the Company made the decision to voluntarily exit the merchant bu'sin_ess., This decision
left the Company with many stranded assets, which confain significant residual fisk. Also, as
Aquila attempted to shore up its balance sheet in the face of the energy-wide credit crunch, the
Company was forced to s€ll many assets into a “buyer’s” market, which resulted in s1z.cab1e book
losses.

According to the Company, the dateriorating market conditions forced Aquila to violate certain
interest coverage ratio covenants in the bank credit revolver. In the process of negotiating a new
credit revolver and gaining a waiver of the covenant violation for the banks, Aquila had to agree
1o several conditions, including a commitment 10 make a reasonable effort to gain state
regulatory approval to secure a new credit revolver with utility assets. This instant petition
constimtes the Company's efforts 10 secure the Comrmission’s approval 1o encumber anesota
regulated assets.

II. DEPARTMENT’S ANALYSIS
The Department’s analysis of this filing contains three Sections:

e financial review of Aquila;
* discussion of the Term Loan Facility and its purpose; and

* Aquila Merchaat Services became one of the largest providers of wholesale energy and risk manapement services
in Narth America. Aquila ceassd merchant eperations after August 2, 2002,
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s effects of encumbrance.
Two main principles guide the Department’s aalysis: . [—

1) A clear accounting separation must exist between any Minnesota utility’s regulated
and nonreguiated activities. Regulated ratepayers are only responsible for paying the
costs associated with providing :egulated utility service to these customers.

Requiring regulated rarepayers 1o assume responsibility for debts that were mcurred to
support nonregulated businesses violates the separation principle.

2) The encumbrance of Aquila’s regulated assets in Minnesota must be in the interest of
Aguila’s Minnesota ratepayers.

* Aguila has stated that encumbrance of regulared assets will produce two positive benefits for the

Company.. First, the Company will receive a 75 basis point reduction in the interest rate of the
Term Loan Facility. Second, Aguila will use the funds above and beyond those required for
domestic utility working capital needs 1o buy back more expensive outstanding debr. However,
the Company failed to show how Minnesota ratepayers would profit from these two benefits
specifically, and benefit from the encumbrance of Aquila’s Minnesoia assets in general,

Aquila’s financial difficulties have been caused by its nonregulated operations. As DOC
Attachment } shows, Aquila’s regulated operations have been the only solid money making
‘business for Aquila. “Telecommunications” and “Merchant Services,” two lines of business in
which Aquiia became involved in since the late 1990°s, have cost Aquila millions of dollars.

- Any discussion of Aquild’s request must begin with an analysis of Aquila's current financial
_ position. The Department provides such an analysis below.

A - REVIEW OF AQUILA'S FINANCIAL STANDING

On January 15, 2003, the Aqguila Financial Inquiry docket (Initial Comments) (Docket No.
(5007,011/CT-02-1369) was heard by the Commission. At that meeting, Mr, Randal Miller
(Aquila Vice President Finance and Treasurer) explained the Company’s plan for regaining its
investment grade bond rating and its overall long-term financial vxablhty This section provides
an overview of how the Company’s financial sitaation has changed since that meeting.

I.  Change in Financial Condirion of Aguila
One measure of 2 company’s financial soundness is rating agencies’ bond “ratings” for that
particular company. These ratings reflect the relative risk of investing in a certain company. In

its Initial Comments in Aquiia’s financial review, the Department included Aquila’s Senior
Unsecured bond rating. At that time the Company’s ratings were:
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Moody's: . Baz
— _ Fitch Ratings (Fitch): BBB-
S&P: BBB-

Only Moody 5 rating was non-investment grade at that time. Bor.h Fiich and S&P were one Step
above non-investment grade. :

b

As of May 30, 2003, Aquila’s current Senior Unsecured bond ratings are: .

Moody's: Caal
-Fitch: B-
S&P: B

All three of the bond raﬁngs fell below investment grade. In fact, all three of the ratings are
several steps below investment grade.

In assigning a raung to Aquﬂa s new $430 mﬂhon thres-year secure credit facility Moody’s
stated recently:

Aquila’s ratings reflect (1) weak cash fiow generation relative to
total debt despite Tecent asset divestimres; (2) asset sales proceeds
which do not reduce debt incurred to purchase the same assets; {3)
liquidity concerns related 10 unwinding its Lradmg business; and (4)
the quality of the collateral as most]y stock in subsidiaties. The
ratings reflect Moody's concern that asser sales do not allow
sufficient cash flow 1o repay parent debt o a level consistent with
the expected cash generation of the remammg businesses.

The non- mvestment grade of Aquila’s debt and the discussion by Moody s indicate that Aquila
may not be able to repay its debt obligations in a timely manner.

Another measure of ﬁnancml soundncss is the S&P Long Term Issuer Credit Rating Ratios.
Standard and Poor’s Compustat service provides these ratios. The Department included the
fiscal year 2001 (FYO0!1) information in its Inital Comments in Docket No. G007,011/CI-02-1369
as DOC Auachment-4. The same information for fiscal year 2002 (FY02) is included in these
Comments as DOC Attachment 2. Of special interest are the “Pretax Interest Coverage™ and
“Cash Flow Interest Coverage” measures. As can be seen in DOC Anachment 2, both of these
measures for FYO02 are negative, These ratios indicate that Aquila does not have the income
before taxes or the cash flow to cover its interest payments. Also, as can be seen in DOC
Attachment 2, both of these measures for Aquila are comparable 1o measures for other utlity
companies that are in defanlt.
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Alsa, as shown in DOC -Anachment 3, the S&P sample Credit Scores show that Aquila’s
financial position has deteriorated when compared to the Company’s ﬁnanczal position in FYO!.
As can be seen, lf the Aquila “Implied Scores” are “BB” or are “Below B,™ These ratings
imply current financial adver51ry and a relative wlnerabzhty to default.

2. Assez Sales

The most significant change since the Commission meeting of January 15, 2003, in which .
Aquila’s financial standing was discussed before the Commission, has been Aquila’s continued
divestment of non-core assets. The following have been major divestments since January: -

» On April 22, 2003, Aquila announced that it would sell all of its Australian interests
for approximately US$58% million, which after fees, expenses, and taxes is projected
* to yield net cash proceeds of US$445 million at closmg

« OnMay 13, 2003, Aquila announced that it had terminated its 20-year tolling
. commitment with Acadia Power Partmers LLC for $105.5 million. Aquila paid Acadia
$105.5 million to release Aquila from all of its obligations under the toll. The
transaction rerurned to Aguila $45 million in posted collateral and eliminates $843
million in payments due 10 Acadia over the remamder of the 20-year term. Agquila
entered into the contract with Acadia in 2000.

$ According to Standard & Poor's Compustat Data Guide, “B indicates a greater vulnerability to defanlt but cm'rcnﬂy
have the capacity o meat interest payments and principal payments. Adverse business, financial, or economic
conditions wAll hlnly impair capacity or willingness to pay interest principal. S&P also assxgns the B rating 1o debt
subordm:m:d 10 senior debt that is assigned an actnal or implied BB or BB- rating.

These imterests include:

s United Energy, managed and 34%-owned by Aguils, is an electric distribution utility in Melbourne,
Victoria, United Energy also manages the gas distribution of Muitinet Gas, in which Aquila has a
25.5% imerest. United Energy and Multinet Gas distribute energy to 578,000 electric customers and
630,000 narural gas customers i areas of metropolitan Melbourne.

. Uecomm, 66%-owned by United Energy, owns fibcr-opw.ic communications nerworks, Uecomm serves
corporate, gnvemmzm. and wholesale customers in five major Ausiralian cities.

s«  Alins Gas, 45 %-owned by Aquila and Umted Energy jointly, is the major supplier and diswributor of
natural gas in the state of Western Australia. AlintaGas has 463,000 gas du'.nbuuon customers in
Western Australia, including the city of Perth.

7 Under the toll, Aquila supplied the nalura.l ges to a combined cycie power piant in Eunice, Louisiana, and paid
fixed capacity payments for the right to sell into the wholesale marker S80 megawans of power generated by the

lant
PAqmla accessed the addmonal $100 million available under the 364-day bridee facﬂ:ry for the funds 10 buyout this

conmact with Acadia

Schedule TIR-30.7

JUL-B2-2083  B8:43 : +6312977ESL . : =82 P.a8




‘Docket No. G007,011/5-03-681 PUBLIC DOCU'MENT

Analyst assigned: Marcus D. Gross - TRADE SECRET DATA HAS BEEN EXCISED
Page 6 :

= On May 22, 2003, Aquila and FirstEnergy announced plans to sell their Aquila

- Sterling Ltd. Joint venture to Scortishk-and Southern Energy for $70 million. Aguila
owns-75:5 percent of this joint venture and will share in the proceeds with
FirstEnergy. Aquila’s share is expected 1o net the Company about $14 million.’

These non-core asser sales will free up needed liquidity and resources for regulated assets, but the
Company continues to have to take book losses on the sales, as assets are sold for less than the
original purchase price. As Moody’s states above these non-core asset sales are, “asset sales
proceeds which do not reduce debt incurred to purchase the same assets.”

3. Summary

The Department’s analysis concludes that based on Aquila’s current financial circumstances, as
discussed above, the Company has not shown it is likely to generare sufﬁcmnt cash flow to mest
‘its furure debt payment requirements.

»: OVERVIEW OF TERM LOAN FACILITY
1. - Loan Faciliry

As disenssed above, the combination of Aquila’s August 2002 decision to exit the merchant
pusiness and the rapid divestiture of non-core assets that rasulted in net book losses, cansed the
Cornpany to breach several loan agreement covenants for maintaining specified interest caverage
ratios. In order 10 avoid a mandatory repayment of the loans, Aguila received waivers of these
breached covenants from a series of banks. The waivers and bank revolvers expired on April 12,
2003. Aguila’s total debt due on April 12, 2003, was approximately [TRADE SECRET DATA
HAS BEEN EXCISED]."

In order to refinance these outstandmg obligations, Aguila entered into 2 new $430 million,
three-year secured credit facility, comprising a term loan facility and a pre-funded letter of credit
facility.’! ‘Aguila also entered into a $200 million, 364-day bridge facility, comprising up to $100
million payable at closing and an option to draw an additional amount of up to $100 million. 12

¥ Aquila Srerling is the owner of Midlands Eleetricity, the fourth biggest electric urility in the United Kingdom.
Midlands Electmicity serves 2.4 million network customers. and also owns interests in 884 mepgawatts of gensrating
capacity in the United Kingdom, Turkey, and Pakisean.

1 O that date, Aquila had [TRADE SECRET DATA HAS BEEN EXCISED).

- 1 Thethree-year Term Loan Facility is sccured by a pledge of certain urility petwork assets in Nebraska and
Michigan, the siock of the holding company for the Canadian urility operanons and 2 junior lien on cermin of t.‘n“
Company’s independent power projects (IPPs),

12 The bridge facility was berrowed by UniliCerp Auswalia. Inc., a wholly-owncd subsidiary of Aquild, and is non-

. recourse 1o Aguia. The bridge faciliry wﬂl not be supported by an Aqu:la parent guarantee.
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This facility is intended effectively to serve as an advance on the planned sale of the Company 8
Australian investmnents and is secured by the pledge of the stock of certain of Aqmia 3 Australian

~frotding compa.mes certain Independent Power Projects (IPPs), as well as a junior lien of the
Canadian opcratmns

On April 11, 2003, Aquiia successfully issued the $430 Term Loan Facility collateralized by
regulated assets in the states of Nebraska and Michigan énd by the stock of its Canadian holding

" company. The above discussed loan agreements allowed Aguila to meet al of its April 12, 2003,

obligations of [TRADE SECRET DATA HAS BEEN EXCISED]. The difference between
Aquila’s obligations and the total loan amount was only [TRADE SECRET DATA HAS
BEEN EXCISED], which is less than the stated amount needed for domestic urility working
¢capital of $250 million. However, as the Company explained 1o the Department in a June §,
2003, conference call, this [TRADE SECRET DATA HAS BEEN EXCISED] was combined
with cash-on hand to provide the Company with the needed domestic utility working capital.

2. Operation und Use of Credit Facility

There is a delay in the time between when Aquila purchases and pays suppliers for natural gas
suppiies and electric power purchases and when the cost for these purchases can be collected
from Aquila’s customers. Thus, Aquila must have access to working capital to maintain its
operations. The Company has stated that it needs a credit facility of $230 million for domestic
utility working capital nccds across all of its jurisdictions.

The.- Company stated that it has canducted 2 study to ensure that $250 million is the proper
amount of working capual that the domestic utilities require. Aguila has included this Working
Capital Requirements Study (Study) as Exhibit 3 of Rick Dobson's Direct Testimony. The Study
itself is trade secret, but its purpose is to show the amount of working capital Aquila will require
for its domestic utility business. The Department reviewed the Study and found it to be

reasonable. Further, the Department’s review of the Study determined that the assumptions used
are reasonable.

However, the Term Loan Facility would be used for more than just to support domestic working
capitel needs. The Company has stated that $250 million of the $430 million Term Loan Facility
would be available for regulated use and $180 million of the $430 million Term Loan Facility
would be available for nonregulared use.. The Company has discussed selling its nonregulated
assets, so it is not clear to the Department from Aguila’s filing for what purpose the $180 million
portion of the Term Loan Faciliry would be used. The Company has provided no information to
show that any of the $180 million would go to support domestic regulated urility operations.

As stated-in. Section L Summary of Aquila, Inc.’s Request, Aquila is using the regulated utility
assets in Michigan and Nebraska, a pledge of the capital stock of the holding company of
Aquila’s.Canadian utilities, and a junior lien on the equity interest in the holding company of
Aquila’s IPP investments a¢ collateral for the $430 million Term Loan Facility.. However, the
Company wants to divest its non-core assels, thus it wanis to release the pledge of the capital
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stock of the holding company of Aquila’s Canadian utilities and sell those properties. The
Company expects to generate [TRADE SECRET DATA HAS BEEN EXCISED] from this
sale, of which [TRADE SECRET HAS BEEN EXCISED] would be used to pay back debt of

‘the Capadian polding company. Additional proceeds from this sale would be used to repay -
‘outstanding Aquﬂa debt.

Under the terms of the Term Loan Facility, once Aguila sells the Canadian assets, the $430
million Term Loan Facility would be reduced because the Michigan and Nebraska regulated
assets could only support 2 3200 million 1erm loay facility. Thus, Aquila wants to sabstinue its
other regulated utility asssts in Missouri, lowa, Minnesota, Kansas, and Colorado as collateral for
the Term Loan Facility and maintain the $430 million loan capacity. Aquila’s plan is that if it
gains the various comrmission approvals to pledge these regulated assets, the assets would be
encumbered and pledged directly o support the $430 million Term Loan Facility.

. In 2 conference call with.Company representatives on June 5, 2003, the Deparument sought 1o
clarify how the extra $180 million portion of the Term Loan Facility would be used. The
Company respcnde:d that after the sale of the Canadian assets, the Company would have some
IPP’s and some ‘‘remaining capacity service activity” on the nonregulated side. After further
discussion with the Company, the Department concluded that the $180 million portion would not
be used to support these nonregulated actvities but, instead, would be used to buy back more
expenswe outstanding debt, albeit debt laruely resulting from nonregulated actvity.

Once the Canadian properties are sold, Aquila wants 100 percent of the $430 million Term Loan
Facility 10 be supported by regulated assets. In its initial filing in this matter, Aquila made the

argument that it is only “fair'” 1o have regulated assets supporting a credit facility nritized smctly
for its neads.

This argumcnt. is flawed. First, regulated assets, as shown by the Company-in irs Study, would
require, in a worst case scenario, a $250 million credit facility. The Company’s request in this
docker is for a $430 million credit faciliry, $180 million more than required for regnlated assets.

Second, Aquila’s need for credit facilities is the result of its falled non:egulated businesses, Such
debt should not be backed up by regulated assets.

Aquila’s proposal belies its claimed separation of regulated and nonregulated activities. While it
‘claims to agree regulated assers should support a credit facility for use by regulated operations
- and nonregulated assets shonld support a credit facility for use by.nonregulated operations, the
~ Company’s plan ensures that no nonregulated assets will be left among Aquila’s business
interests. Thus, no nonregulated assets would be available to support the extra $180 miliion -
portion of the Term Loan Facility. Aquila has made it known that if the various state
commissions do not approve the encumbrance requests then the dollar amount of the Term Loan
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Facility wouid have 1o be “waterfalled” down to an amoun: less than $430 million. To the (
Departrnent, this is what should happen, a$ it is unreasenable for regulated assets o be used to
support a-credit facility for use-by nonregulated operations.

‘Moreover, the Company is seeking to encumber regulated assets in order to use a
credit facility, in part, to buy back debt that was, by and large, taken on by Aaguila
to pay for its varjous honregulated activities, Such a request conflicts with the
important principle of a strict accounting separation between the regulated and
nonregulated operations of a utility. The idea of separation “to protect ratepayers
from unwarranted costs” has been acknowledged by the Commission on
numerous occasions, including the Order for Aquﬂa 8 Fmancxal Inquiry docker
(Docket No G007 011/C[-02-1368).

Aguila has offered no c‘ompelling Teason(s) that would jusiify violation of the principal of
separation. Therefore, the Department recornmends rcjccnon of Aquila’s request for approval to
encumber Minnesota regulared asserts,

C. EFFECTS OF ENCUMBRA NCE

This Section discusses-the implications of an encumbrance on Minnesota regulated property.
The implications that will be discussed would potentially come about as a result of an Aquila
bankruptcy filing. In no way is the Department expecting, forecasting, or otherwise predicting
that Aquila may facc banL:uptcy Any discussion of the impacts of 2 potenual bankruprey is
included as 2 “worst case scenario’ analysxs -

1 Pracrical Implicarions of Encumbrance

As defined, an encumbrance is simply a lien or claim on property, The Department’s cozicems
foces on the implications of 2 lien on Minnesota regulated propermy. As Aquila states on page 4
of its *Petition for Approval,”

As explained below, pledging utility assets does not increase the
risk to ratepayers, as 2 utility’s assets are always available to
debtors. The act of securing debt with untility assets is primarily a
tool to improve the position of lenders over general creditors.

Thus, it is important to the issuers of debt, but does not increase
_the risk for raiepayers.

Thus, according 10 the Company an encumbrance does not entail any risk in and of itself; the risk
is with debt. In this case, the encumbrance is concerned with the Term Loan Facility, which is
just one small part of the Company’s overall debt. The Company claims thar this encumbrance
gives the Term Loan Facility crcdnors first claim to Aquila's assets, in the context of a
banluptey proce=d1ng
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An important-issue, however, is whether or not the encumbrance somehow allows the creditor to
seize and dispose of Aquila’s regnlated assers outside the protection of a bankruptcy proceechng
In Article IX in the Indenture of Morigage and Deed of Trust agreement between Aquila and
Bank One Trust Company, the Trustee (Bank One) may, in the event of default “enter upon and
1ake possession of, the Montgaged Properry.™ Thus, if default ocours owside the protection ofa
bankruptey proceeding then Aquila’s Minnesota ratepayers will be dlsadvamagcd vis-a~vis
ban.lcmptcy -The specifics are mscussed further below.

2. Defaulr vs. Bankrupzcy

In response to Department Information Reguest No. 9 (DOC Anachment 4), the Company was
asked if the Trustes conld take possession of the encumbered assets without a banlcmptcy
proceeding. The Company responded:

Yes, the contract gives the trustee that right. Unsecured creditors

have 2 similar right to take possession of Aquila’s assets and sell

thern for the purpese of satisfying judgements obtained against

Aquila fer defaulting on its obligations to them.

The practical reality is that if a secured or unsecured creditor
atternpied to take possession of Aguila’s assets for the purpose of
satisfying Aquile’s defaulted obligations to that creditor, Aquila

~ would file for bankruptey protection. The antomatic stay provision
“of the bankruptey code would require the creditor to immediately
-halt its collection efforts. Aquila would then be permitted to retain
its assets and operaie its business while -it developed a
reorganization plan in accordance with the bankruptey code.

The Company attempts to minimize the possible effect of default. It claims that default on the )
Term Loan Facility and a bankruptey filing are the same thing. It claims that, although the

Trustee conld take immediate possession of Aguila’s property in an event of default this really

would not occur because Aquila would seek bankruprey protection 1o prevent thar'from

happening. Then the bankrupicy court would sort out the specifics of the d:sposxtmn of the
Company's assets.

The document’s own terms speak for themseives. The Company dots not have to file for
bankruptey in the event of defanlt. Ir is the Trustes’s right 10 seize the Company’s assers in the
“Event of Default” and Aquila does not have to file for bankruptcy protection in thar sinuarion.

Aquilz’s response to Information Request No. @ supports the Company’s statement from Page 4
of the Petition that the risk is not with any regnlated asser encumbrance but rather with the debt

of Aquila. In sum, the risk for the ratepayers does not appear o be any greater with encumbrance
than without encumbrance in :he event of bankruptey.
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3. Public Interest Standard

The litmus test for the Department’s recormmendation for approval of the Company’s request i
that the approval would be in the public interest. Based on this standard, the Department must
determine if the benefits of encumbrance (the purchase of more cxpens:vc outstanding Aquila-
debt with the $180 million of the Term Loan Facility and the 75 basis point reduction in the
interest rate on the Term Loan Facility) significantly improves the Company's financial position.
To date, the Company has not provided sufficient information that would allow the Department
to reasonably conclude that escumbrance is in the public interest. Thus, the Department
recommends the Commission reject the Company s request for approval to encumber Minnesota
regulated assets.

Further, the Department has always maintained that a clear accounting separation, must exist
between a utility’s regulated and nonregulated operations. Aquila’s current request violates that
premise. Agquila has offered no compelling reason(s) that would _]uStlfy violation of this
separation principle. Therefore, the Department recommends re;ecuon of Aguila’s request for
approvaI to encumber Minnesota regulated assets,

In summary, the Department cannot 1dennfy how.the Company’s request to encumber Minnesota
regulated asserts is in the public interest. The Department invites Aguila to address the
Department’s concerns that have been detailed herein in the Company’s Reply Comuments. .
II1. CONCLUSIONS AND RECOMMENDATIONS

Based on its analysis, the Department concludes that Aquila’s request for approval to encumber
Minnesota regulated assets is not consistent with the public interest. Upon review of Aquila’s
request to encumber Minnesota regulated property, the Department recommends that the

Comunission deny the Company’ s rcques: for approval, absent 2 shomm in Aquila’s Replay
Comments of:

* A showing that encumbrance is in the public interest; and

v 2 compelling reason(s) w violate the principle of keeping a clear accounting
separation between a utility’s regulated and nonregulated activities.

fia
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LocEet No. G0U/,01 1/8-03-681

AQUILA, INC.
DOCKET NO. G007,011/5-03-681
- DATA REQUEST NO. DOC-8

DATE OF REQUEST: May 28, 2003

DATE RECEIVED: . May 28, 2003

=LA J— Pyl & oy
5 o X oo X =y SE ST 20

REQUESTOR: Marcus Gross —
QUESTION 8

Subject: Svent of Default, Remedies
Reference: “indentre of Martgage and Deed of Trust” Comtract Article (X, page 71.

in the case of default, under the terms of Article 1X Events of Default; Remadieé, can the
Trustee (Bank One Trust Company, N.A } take possession of the encumbered assets
without a bankruptey proceeding? Please provide 2 detailed answer.

RESPONSE: Yes, the coniract gives the trustee that right. Unsecured creditars have a
similar right to take possession of Aguila's assets and seil them for the purpose of. satisfying
judgments obtained against Aguila for defauiting on its obligations to them.

of Aquila’s asses for the purpose-of satisfying Aquila’s defaulted obiigations to that creditor,

- . Aguila would file for bankruptcy protection. The automatic stay provision of the bankruptey
code would require the creditor to immediztely-halt its collection efforts. Aguila would then
be permitted to retain its assets and operate its business wh:}e it developed a reorganization
pian in accordance with the bankruptcy code,

ATTACHMENT: NA.

ANSWERED BY: Chris Reitz

Schedule TIR-30.18
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DATE OF REQUEST:

DATE RECEIVED:

DATE DUE:

‘REQUESTOR:

QUESTION:

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

DATA REQUEST NO. OPC-5020

September 2, 2003

September 3 2003

Douglas E. Micheel

Please list each and every financing applicaiion filed by Aquila within the past ten {10)
years in which Aquila has reguested financing approval from the Commission after Aquila

RESPONSE:

~ has consummated the financing transaction.

Our traditional approach has been to file for financing approval before a lnan agreement is cicsed.
However in this case, we are in effect filing to substitute collateral in an existing loan agreement, not
for approval to enter into a new loan. For example, we are seeking to replace the Canadian assets
that currently serve as loan coliateral, with domestic utility assets.

Without this approval, we will not have sufficient collateral to support the entire Ioan amount if Canada

ATTACHMENT: N/A

ANSWERED BY: Jon Empscn

' SIGNATURE OF RESPONDENT

is sold. To keep the loan amount intact, we would be forced with either not selling Canada or our IPP
portfolio, both of which are key elements to the successful implementation of our restructuring plan.

WE pg 200
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