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

DATE OF REQUEST: “July 3, 2003

DATE RECEIVED: | July 3, 2d03

DATE DUE: July 23, 2003  Supplemented 9/2/03.
REQUESTOR: - Douglas E. Micheel

QUESTIONﬁ

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

RESPONSE: Please see atfached.

ATTACHMENT: Copies of comments filed by staff of Minnesota Department of Cormmerce
and Minnesota Attorney General. .

ANSWERED BY: Mark Reed
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Burl W. Haar

Execunve Secrerary ‘ : " MICHAEL J. BRADLEY
Minnesora Public Urilities Comrmission ,

121 7° Place East, Smie 350

St. Paul, Mimnnesota 55101-2147

RE: Addirional Commenrs of the Minnesota Deparmment of Commerce
Docker No. GDO7,011/5-03-681

Dear Dr. Haar:
Ob April 30, 2003, Aquila, Inc. (Aquila; or the Company) filed irs initiat request (Initial Request) for,

approval To encumber Aquila Nerworks-Paoples and Aquila Networks-
NMU Minnesora utility property to secure the payment of a $430 million
loan|.)

On June 30, 2003, the Minnesota Department of Commerce (Departmenr) issued its /nwial Comments
(Caomments) in this mates. On July 15, 2003, Aquila issued its Reply Comments (Reply Comments) On
July 21, 2003, the Minnesora Public Udlities Commission (Commission) issued 2 formal notice of a
fifteen-day Addinonal Commen: period. The Addirional Commeny period was extended 1o August 19,
2003. These comments constitute the Deparunent's Addirional Comments pursuant 1o the Commission's
nouce.

The Department has had a face-to-face meetung with the Company and several phane conversations in
order to fully understand Aquila’s position. However, these discussions have led the Department 1o
conciude approval of the Company’s request would not be in the public interest. Therefore, the
Department recommends that the Cornmission deny the Cormpany’ s request ro encumber Minnesora
assets. The Department does appreciate the Company's willingness to meet with the Department and
discuss the details of this marter. ' '

The Company’s original intent with regards to the Term Loan Facility (TLF) has changed since the
Company’s April 30, 2003, Initial Request. Aquila's original intent for the TLF, as discussed by the
Department on page 8 of its Camments, would be to use $180 million of the $430 million TLF 10 buy
‘back the Company’s more expensive outsianding debt  The Department proiesied this use of the TLF as a
violarion of the separarion principle. However, per the Company’s Reply Comments this would no longer
be the case. According to the Company on page 3 of its Reply Commens,

Aquila agrees not 1o use the encumbersd regulaied assets in order 1o use
a credir facility 1o buy back debt that was created by Aquila 1o pay for s
various nonregulated activiries. {Emphasis in original.)

market assurance. 1.800.657.3602 ticensing: 1.800.657 3978
Energy Information: 1.800 6573710 gnciaimed Property. 1.800.925.5b68
www. COMMErce. state.mn.us-  An Equal Oppoertumity Employer

Schedule TIR-25.2

L —_— =



Busl W. Haar
Augnst 19, 2003
Page 2

On Wednesday, July 30, 2003, the Depuriment and Aquila met to discuss the finer points of the
Company’s proposal and 1o see if a potential agresment could be reached. The Department wanted 10
_ensure thar regulated assets were not being used 10 secure 2 larger credir facility than was needed 1o
supporn dommestic utility working capiral needs. Thus, Aquils verbally agreed ar the meering that upon
selling collateralized nonregulared assets, it would “pay down™ the current $430 million TLF o $250
million. This would properly align the amount of credit required by Aquila’s regulared domestic utilities
and the size of the credit line thar should properly be secured by regulated assets. This would preserve the
separation principal discussed by the Department in its June 30, 2003 Commenrs.

Howecver, after the meenng, Aquila changed irs response 1o the Department’s offer by concluding rhar if it
wotld buy down the TLF other than as required by the terms of the TLF there would be a significant pre-
payment penahy, the “Make Whole Premium ™

A review of the appropriate secnon of the TLF convenants (Sccuon 2,7(a)(1)) did nox fully answer the
Depanment's guestions, so on August 4, 2003, the Department contacted Chris Reirz of Aquzla fur further
clarification. Thix discussion revolved around the distinction of the definition of “pre-payrent.” It was
learned that there are two different pre-payments, an “Optional™ and “Mandarory” pre-payment. The
Make Whole Premium is required only when Aquila makes an “Optional” pre-payment.

The definirion of these two different pre-payments is based on the level of collateralization of the $430
TLF. The following rwo examples should explain the distincnion berween “Opticnal” and “Mandatory”
pre-paymcms '

Ognona.l Pre-gg.m The Company is requlred 10 maintain a collateral-to-debt ratio of 1.67 o
1; this is important 1o kecp in mind. Thus, the minimum amount of collateral thar 1s required far
the $430 million TLF is $718 million. So, for example, if Aquila had $900 million in assets
securing the TLF, the Company could sell $100 million of the $300 million in collateral and not
be obliged to pay down the $430 million TLF. The ratio of collateral would be $800 million 1o
$430 million, or 1.86 to 1, siill in excess of the minimum ratio of 1.67 10 1. Therefore, Aquiia
could use the $100 million 1o repurchase mare cxpz_:n_sivc outstanding debt or whatever uses it had
for this money. However, if Aquila decided to use the proceeds 1o pay back part of the $430
million debt, it would have to pay a ngmﬁcanl pre-payment (a. k.d “Make Whole Premium)
penalty. :

Mandarory Pre-pavment: If, on the other hand, Aquils anly had the minimum amount of
collateral required for the TLE, $718 million, then any proceeds from the sale of asscis would
have to be uscd 1o pay dowr, without penalty, the $430 miilion TLF and mainwain the 1.6710 1
raio. So, for example, if Aquila had $718 million in collareral for the TLF and then sold $100

" million in assers, the collateral ratio would be $618 million 1o $430 million, or a ratio of 1.44 10 1.
Thus, the bank would not allow Aquila ro maintain the $430 million TLF because it would not be

" The “Make Whole Premium’™ basically refers to the loan condinons agreed to by the partics that govemn the
changes in the original payment schedule and erms
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propérly collareralized, according to the terms of the lean agfeemem. So for Aquila to maintain
the 1.67 ratio with $618 million in collateral, the TLF would have to be paid down from $430
million 1o $370 million with no penalry involved.

By over-collateralizing the TLF to such an extent, which would be the result if all five of the states
{Colorado, Jowa, Minnesora, Missouri, and Kansas) approved the Company’s request, the Campany
cannot pay down the TLF withour penalry. If, on the other hand, the collateral and the TLF were properiy
ahgned, based on the ratic of 1.67 1o 1, portions of the asset sale proceeds would have o be used 1o pay
down the TLF. :

The bortem line is that the over—collaremlizmion of the TLF does nor allow the Company 1o refinance
where it is most efficient. The $430 TLF has an interest rate of 8.73 percent (lowered 1o 8.00 percent
when the 1.67 ratio of collareral 1o the amount of the TFL outstanding), which is expensive in roday’s
environment. Bur if the loan is over-collateralized, Aquila cannot pay down the TLF without penalty.
Thus, the Company would have an incennve to buy back orher outstandmg debr, bur debr that 1s lower
cast than the cost of the current $430 TLF. _

Ideally, Wi[hml[ the "Make Whole Premium” the Company would pay down the relarively expensive
TLF, but because of the onerous loan covenants, the Company cannot do this. Thus, the Deparment
concludes that it is counter to the needs of Minnesata ratepayers and even to the Company itself, 1o 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 refinance its ourstanding debr and thus benefir its
ratepayers and shareholders. .

The Department concludes that it would not be in the public interest if the Commission approved the
Company’s request. Therefore, the Department recommends that the Commission deny Aquila’s request
to encumber Minnesota regulared assers. Thc Depuariment is available for any questions thag the
Commission may have.on IhlS marter.

Sincerely,

&WB

VINCENT C. CHAVEZ
Supervisor, Nartural Gas Planning and Advocacy
(651) 296-0404

VCC/MDGhHa
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STATE OF MINNESOTI)\ )
SS
COUNTY CF RAMSEY )

AFFIDAVIT OF SERVICE

I, Linda Chavez, on the 18th day of August, 2003, served the attached
Minnesota Department of Commerce - Additional Comments

Docket Number(s):  G007,011/S-03-681
X by depasiting in the United States Mail at the City of St. Paul, a true and correct
copy thereof, propery enveloped with pastage prepaid.
X | by personal service .
by express mai
by delivery service

to all persons at the addresses indicated below or on the attached list:

D Mo
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Burl W. Haar, Excc Sec

MN Public Udlines Commission
350 Mewo Square Bldg

121 7th Place E

St Puul, MN 55101

Kashy Aslakson (4)

MN Deprt of Commerce
85 7" Place E, Ste 500
St. Paul, MN 55101-2198

Julia Anderson

Attorney General's Office
325 Park St, Sre 200

St. Paul, MN 55103-2106

Curr Nelson

Anorney General's Qffice
900 NCL Tower

445 Minnesora St

St Paul, MN 55101-2130

Michael I Bradley
Moss & Bamnent -
- 4800 Wells Fargo Cemer
90 South Seventh St
Minneapahs, MN 55402-4129

Lon Stanton

Northemn Nanonal Gas
1600 82 St, Ste 210
Minneapohs, MN 55431

Robert S. Lee

Mackall Crounse & Moore
501 Marguete Ave, #1400
Minneapolis, MN 55402

r‘——_g_____ﬂ
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