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BEFORE THE   

PUBLIC SERVICE COMMISSION OF MISSOURI   

In the Matter of the Application by Aquila, Inc. for 
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)

 
)

 
)

  
Case No. EF-2003-0465 

    

Rebuttal Testimony of Michael Gorman

   

Introduction

 

1 

Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A My name is Michael Gorman and my business address is 1215 Fern Ridge Parkway, 3 

Suite 208, St. Louis, MO 63141-2000. 4  

Q WHAT IS YOUR OCCUPATION? 5 

A I am a consultant in the field of public utility regulation and a principal in the firm of 6 

Brubaker & Associates, Inc., energy, economic and regulatory consultants. 7  

Q PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 8 

A These are set forth in Appendix A to my testimony. 9  

Q ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 10 

A I am appearing on behalf of the Sedalia Industrial Energy Users Association (SIEUA) 11 

and Ag Processing, Inc. (AGP). 12  
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Q WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 1 

A The purpose of my testimony is to explain why I recommend the rejection of Aquila, 2 

Inc.’s (Aquila) request to include the utility assets located in the state of Missouri 3 

(Missouri Assets) with Aquila’s other utility assets as collateral supporting a three-year 4 

term loan.  Although its application does not clearly identify the utility names of its 5 

Missouri Assets, for the remainder of my testimony I will refer to Aquila’s Missouri Assets 6 

(which I believe are the Missouri Public Service Company and St. Joseph Power & Light 7 

Company) as “The Missouri Utilities.”   8  

Q WHY SHOULD THE COMMISSION REJECT AQUILA’S REQUEST TO INCLUDE THE 9 

MISSOURI UTILITIES’ ASSETS AS COLLATERAL IN THE AQUILA TERM LOAN? 10 

A For several reasons: 11 

(1) Aquila’s proposal will eliminate a liquidity option that The Missouri Utilities currently 12 

have to ensure their ability to provide safe and reliable service.  The Missouri Utilities 13 

should maintain as much liquidity as possible.   14 

(2) Aquila already has the collateral needed for the domestic utility working capital term 15 

loan.  Therefore, it is not necessary to include The Missouri Utilities in the collateral 16 

pool.   17 

(3) Finally, Aquila has not demonstrated any off-setting benefit to the Missouri 18 

customers from eliminating liquidity.  Instead, as noted above, Aquila’s proposal will 19 

increase the risk that The Missouri Utilities may be unable to secure outside capital 20 

needed to provide reliable and safe service.  Consequently, Aquila’s proposal 21 

increases the operating risk of The Missouri Utilities while providing no benefit to 22 

consumers.   23  
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Q PLEASE DESCRIBE WHY PRESERVING THE ABILITY OF THE MISSOURI 1 

UTILITIES TO ARRANGE FOR A COLLATERALIZED LINE OF CREDIT TO 2 

SUPPORT UTILITY OPERATIONS IS IMPORTANT IN ENSURING THAT THEY CAN 3 

PROVIDE SAFE AND RELIABLE SERVICE. 4 

A Because Aquila’s credit rating has dropped below investment grade, suppliers to Aquila 5 

and therefore to The Missouri Utilities, will require credit enhancements for delivery of 6 

important utility services and commodities including:  fuel for generating stations, natural 7 

gas for resale to gas customers, gas transportation and purchased power procured for 8 

the benefit of Missouri consumers (Rick Dobson interview, pp. 149-150 and 246-248).   9   

These credit enhancements will be in the form of cash deposits, prepayment of 10 

expenses, or irrevocable lines of credit.  The Missouri Utilities will need access to cash 11 

or credit lines in order to supply these credit enhancements.   12   

If a collateralized Missouri line of credit can be arranged, The Missouri Utilities 13 

will have a line of credit option in the event Aquila is unable to support The Missouri 14 

Utilities’ operations.  It is highly likely that such a line of credit for The Missouri Utilities 15 

will require collateral support.  This line of credit will ensure that The Missouri Utilities will 16 

be able to procure fuel for generation, gas for resale to gas customers, gas delivery and 17 

purchased power delivery to Missouri retail operations, and other goods and services.  18 

Further, a line of credit is necessary to provide cash for The Missouri Utilities to make 19 

infrastructure investments needed to maintain system reliability and to meet debt 20 

retirements or refinancings for debt obligations of The Missouri Utilities. 21  

Q HOW DO THE MISSOURI UTILITIES RECEIVE WORKING CAPITAL? 22 

A The Missouri Utilities currently receive operating capital from Aquila.  Because of 23 

adverse events affecting unregulated operations, Aquila’s credit rating has deteriorated 24 
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to below investment grade.  This credit rating decline has caused significant liquidity 1 

constraints that increase Aquila’s risk of being able to meet its cash obligations, 2 

including debt retirements, collateral support for trading operations, and working capital 3 

requirements.  The deterioration of Aquila’s bond rating to below investment grade 4 

makes the ability of The Missouri Utilities to secure capital from Aquila to fund utility 5 

operations a significant concern. 6   

In the event the line of credit is exhausted to meet cash requirements from 7 

businesses other than The Missouri Utilities, then under Aquila’s proposed term loan 8 

structure, The Missouri Utilities may not be able to secure capital from Aquila, or on their 9 

own, to meet operating requirements of The Missouri Utilities, since their assets will 10 

have been encumbered to support the Aquila line of credit.   11  

Q HAS AQUILA PLEDGED TO USE THE TERM LOAN ONLY FOR DOMESTIC UTILITY 12 

CASH WORKING CAPITAL REQUIREMENTS? 13 

A Yes.  Aquila has represented that $250 million of the $430 million line of credit will be 14 

used only for utility working capital; and utility collateral will be separated by Aquila, not 15 

the lender, from non-regulated collateral (Dobson direct at 10).  However, Aquila has not 16 

provided any assurance that non-regulated companies will be prohibited from drawing 17 

upon the utility working capital portion of the line of credit to meet their own cash 18 

requirements (Aquila's response to SIEUA and AG Data Request No. SIE-11, attached 19 

as Schedule 1) to the detriment of Aquila’s regulated utility operations.  Aquila’s 20 

management has made a commitment to prevent this, but has given no guarantees that 21 

non-regulated company borrowings from the line of credit will be limited to $180 million.   22 
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Given the significant liquidity constraints of Aquila’s non-regulated operations,1 1 

the prospects of using the line of credit to meet the significant non-utility Company cash 2 

requirements is very real.  Therefore, given the significant liquidity needs of Aquila’s non-3 

regulated businesses, the ability of these companies to fully exhaust this line of credit for 4 

non-regulated company cash requirements is very real.   5  

Q WHY WOULD AQUILA’S PROPOSAL ELIMINATE THE OPTION OF THE MISSOURI 6 

UTILITIES TO ENTER INTO THEIR OWN LINE OF CREDIT FOR THEIR OWN CASH 7 

WORKING CAPITAL REQUIREMENTS? 8 

A Under Aquila’s proposal, the assets of The Missouri Utilities would be encumbered to 9 

collateralize the Aquila line of credit.  It is therefore more problematic whether a creditor 10 

would be willing to accept a mortgage or lien on Missouri Assets to extend credit to The 11 

Missouri Utilities that is junior to Aquila’s creditors claims.  A junior lien means that a 12 

lender to The Missouri Utilities would have to stand in line behind

 

Aquila’s creditors in 13 

the event of default.  Given Aquila’s precarious financial condition, it is problematic 14 

whether a lender would be willing to extend a line of credit to The Missouri Utilities under 15 

those conditions. 16  

Q IS IT YOUR UNDERSTANDING THAT AQUILA ALREADY HAS THE COLLATERAL 17 

NEEDED TO ENGAGE THE THREE-YEAR LINE OF CREDIT WITHOUT INCLUDING 18 

THE MISSOURI UTILITIES’ ASSETS AS PART OF THE COLLATERAL POOL. 19 

A Yes. 20 

                                                

 

1 Aquila has identified a large amount of debt maturities scheduled for non-regulated operations in 
calendar year 2004.  Aquila projects that it will be able to fund this significant debt retirement primarily 
from cash flows.  However, if Aquila is not able to achieve its cash flow projections, then its ability to fund 
mandatory debt retirements in 2004 is problematic (Aquila response to SIE-4).   
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Q PLEASE ELABORATE. 1 

A As part of the interviews conducted by the Staff, Aquila witness Dobson indicated that 2 

Aquila now has received approval from enough state commissions to collateralize the 3 

three-year term loan up to the estimated domestic utility working capital requirement (TR 4 

p. 241, July 16, 2002).  Therefore, it does not need to use The Missouri Utilities’ assets 5 

as collateral to close this loan and Commission authorization to do so should be denied. 6  

Q PLEASE EXPLAIN WHY AQUILA’S PROPOSAL WILL NOT PROVIDE BENEFITS TO 7 

THE MISSOURI UTILITIES. 8 

A Aquila argues that the line of credit will ensure that its domestic utility operations will 9 

have the working capital sources necessary to provide utility services.  However, there 10 

are several deficiencies in the Company’s position including: 11 

(1) Aquila is attempting to collateralize a $430 million line of credit when it estimates that 12 

domestic utility operations only require a cash working capital requirement of $250 13 

million (Aquila Application at 5).  Aquila’s collateralization and the amount of its line 14 

of credit is more than what is needed for only domestic utility operations.  Aquila is 15 

not providing any assurance that this line of credit will not be used to enhance 16 

liquidity for unregulated businesses (Aquila’s response to SIE-11).  This is a material 17 

deficiency because Aquila’s non-regulated businesses are having severe liquidity 18 

problems and management’s ability to use the line of credit collateralized by utility 19 

assets to fund the cash requirements of non-regulated business is not prohibited. 20 

(2) The Missouri Utilities have very limited working capital requirements in comparison to 21 

Aquila’s total United States domestic utility operations.  Aquila estimated that a $250 22 

million line of credit is needed for working capital in the domestic utility operations.  23 

But, The Missouri Utilities’ net working capital requirements are negligible due to 24 
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internal cash generation (Aquila's Application at 5, and also see Aquila’s response to 1 

SIE-9).   2  

Q IF THE MISSOURI UTILITIES WERE INCLUDED IN THE COLLATERAL POOL, 3 

WOULD THAT LOWER AQUILA’S BORROWING COST THAT WILL BE 4 

ALLOCATED TO THE MISSOURI UTILITIES’ OPERATIONS? 5 

A No.  Aquila witness Rick Dobson indicated that the borrowing rate under the loan will be 6 

reduced by 75 basis points if Aquila adds additional utility plant as collateral to the term 7 

loan (Dobson direct testimony at 11).  However, this reduced interest cost will not have 8 

an impact on the interest cost that will be allocated to The Missouri Utilities’ operations.  9 

Aquila has committed to only charge interest cost to The Missouri Utilities’ operations 10 

consistent with investment grade interest rates.  The interest rates under the proposed 11 

credit facility will reflect Aquila’s distressed below investment grade rating.  Therefore, 12 

Aquila’s interest cost under the loan will be higher than the interest cost cap Aquila has 13 

committed to in its cost allocation to The Missouri Utilities’ operations (Aquila’s response 14 

to SIE-8, attached as Schedule 1), and rates charged to consumers would not be 15 

lowered.   16  

Q HAS AQUILA BEEN ABLE TO DEMONSTRATE WHETHER IT IS PROHIBITED 17 

FROM ARRANGING FOR A MISSOURI-ONLY COLLATERALIZED LINE OF CREDIT 18 

TO SUPPORT THE MISSOURI UTILITIES’ WORKING CAPITAL REQUIREMENTS?  19 

A While Aquila has indicated that it has certain first mortgages in existence for The 20 

Missouri Utilities, it has not identified a prohibition from using Missouri assets except that 21 

it cannot use assets that are already being used as collateral.  Not all Missouri assets 22 

are being used as collateral.  It has noted that in order to increase borrowings 23 



 

Michael Gorman 
Page 8 

BAI (BRUBAKER & ASSOCIATES, INC.)  

collateralized by The Missouri Utilities’ assets, it must receive permission from the 1 

Missouri Public Service Commission.  Therefore, it appears the only condition to using 2 

Missouri Assets to collateralize a Missouri line of credit is Commission approval (Aquila’s 3 

response to SIE 159, attached as Schedule 1).  Because the collateralization is not 4 

needed as noted earlier, this approval should be denied. 5  

Q DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 6 

A Yes.  7 



 

Appendix A 
Michael Gorman 

Page 1 
BAI (BRUBAKER & ASSOCIATES, INC.) 

Qualifications of Michael Gorman

  
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.    1 

A Michael P. Gorman.  My business mailing address is P. O. Box 412000, 1215 Fern 2 

Ridge Parkway, Suite 208, St. Louis, Missouri  63141-2000. 3  

Q PLEASE STATE YOUR OCCUPATION. 4 

A I am a consultant in the field of public utility regulation and a principal at Brubaker & 5 

Associates, Inc., energy, economic and regulatory consultants. 6  

Q PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A In 1983 I received a Bachelors of Science Degree in Electrical Engineering from 9 

Southern Illinois University, and in 1986, I received a Masters Degree in Business 10 

Administration with a concentration in Finance from the University of Illinois at 11 

Springfield.  I have also completed several graduate level economics courses. 12   

In August of 1983, I accepted an analyst position with the Illinois Commerce 13 

Commission (ICC).  In this position, I performed a variety of analyses for both formal and 14 

informal investigations before the ICC, including:  marginal cost of energy, central 15 

dispatch, avoided cost of energy, annual system production costs, and working capital.  16 

In October of 1986, I was promoted to the position of Senior Analyst.  In this position, I 17 

assumed the additional responsibilities of technical leader on projects, and my areas of 18 

responsibility were expanded to include utility financial modeling and financial analyses.  19   

In 1987, I was promoted to Director of the Financial Analysis Department.  In this 20 

position, I was responsible for all financial analyses conducted by the staff.  Among other 21 

things, I conducted analyses and sponsored testimony before the ICC on rate of return, 22 
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financial integrity, financial modeling and related issues.  I also supervised the 1 

development of all Staff analyses and testimony on these same issues.  In addition, I 2 

supervised the Staff's review and recommendations to the Commission concerning utility 3 

plans to issue debt and equity securities. 4   

In August of 1989, I accepted a position with Merrill-Lynch as a financial 5 

consultant.  After receiving all required securities licenses, I worked with individual 6 

investors and small businesses in evaluating and selecting investments suitable to their 7 

requirements. 8   

In September of 1990, I accepted a position with Drazen-Brubaker & Associates, 9 

Inc.  In April 1995 the firm of Brubaker & Associates, Inc. (BAI) was formed.  It includes 10 

most of the former DBA principals and Staff.  Since 1990, I have performed various 11 

analyses and sponsored testimony on cost of capital, cost/benefits of utility mergers and 12 

acquisitions, utility reorganizations, level of operating expenses and rate base, cost of 13 

service studies, and analyses relating industrial jobs and economic development.  I also 14 

participated in a study used to revise the financial policy for the municipal utility in 15 

Kansas City, Kansas. 16   

At BAI, I also have extensive experience working with large energy users to 17 

distribute and critically evaluate responses to requests for proposals (RFPs) for electric, 18 

steam, and gas energy supply from competitive energy suppliers.  These analyses 19 

include the evaluation of gas supply and delivery charges, cogeneration and/or 20 

combined cycle unit feasibility studies, and the evaluation of third-party asset/supply 21 

management agreements.  I have also analyzed commodity pricing indices and forward 22 

pricing methods for third party supply agreements.  Continuing, I have also conducted 23 

regional electric market price forecasts. 24 
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In addition to our main office in St. Louis, the firm also has branch offices in 1 

Corpus Christi, Texas; Plano, Texas; Asheville, North Carolina; Denver, Colorado; and 2 

Chicago, Illinois. 3  

Q HAVE YOU EVER TESTIFIED BEFORE A REGULATORY BODY? 4 

A Yes.  I have sponsored testimony on cost of capital, revenue requirements, cost of 5 

service and other issues before the regulatory commissions in Arizona, Delaware, 6 

Florida, Georgia, Illinois, Indiana, Michigan, Missouri, New Mexico, Oklahoma, 7 

Tennessee, Texas, Utah, Vermont, West Virginia, Wisconsin and Wyoming.  I have also 8 

sponsored testimony before the Board of Public Utilities in Kansas City, Kansas; 9 

presented rate setting position reports to the regulatory board of the municipal utility in 10 

Austin, Texas, and Salt River Project, Arizona, on behalf of industrial customers; and 11 

negotiated rate disputes for industrial customers of the Municipal Electric Authority of 12 

Georgia in the LaGrange, Georgia district. 13  

Q PLEASE DESCRIBE ANY PROFESSIONAL REGISTRATIONS OR ORGANIZATIONS 14 

TO WHICH YOU BELONG. 15 

A I earned the designation of Chartered Financial Analyst (CFA) from the Association for 16 

Investment Management and Research (AIMR).  The CFA charter was awarded after 17 

successfully completing three examinations which covered the subject areas of financial 18 

accounting, economics, fixed income and equity valuation and professional and ethical 19 

conduct.  I am a member of AIMR's Financial Analyst Society. 20 


















