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Date:     
January 30, 2002
To:         
ERCOT Board of Directors

From:    
Maxine Buckles, CFO

Subject: 
ERCOT Debt Re-financing
Issue for ERCOT Board of Directors

ERCOT Board of Directors Meeting Date:  February 19, 2002

Agenda Item:  No. 6.
	Issue:
ERCOT requires Board of Directors’ authorization to increase its borrowing limit and to refinance a portion of the short-term commercial paper debt to longer-term financing.



	Background/History:

During July 2000, ERCOT obtained a $110 million debt facility consisting entirely of short-term commercial paper borrowing, supported by a $110 million revolving credit backup facility.  This type of borrowing was considered appropriate at the time due to the start-up nature of operations and ERCOT’s newness to the debt marketplace.  Longer-term financing at that time would have been significantly more costly, and would have required considerably more time to implement.  The initial financing was intended to be temporary, with the expectation of refinancing prior to or concurrent with the 2002 letter of credit  maturity.

During the last 1½ years, ERCOT has demonstrated its capability to manage the temporary funding obtained in 2000, and has successfully transitioned from a startup organization to an operating company.

Existing financing was established as a temporary facility with the expectation of re-financing to (a) longer-term arrangement(s) prior to the maturity date in Mid 2002.  As the maturity date for the existing financing approaches, ERCOT believes it can obtain more permanent financing and considers the market to be favorable.

 


	Key Factors Influencing Issue:

· Need for additional financing to fund capital expenditures.

· Letter of credit which currently supports existing commercial paper expires mid July 2002, thereby requiring renewal or re-financing of this facility.

· Current market conditions reflect particularly attractive borrowing rates.

· Responses to the Financing RFP indicate significant interest from the financing marketplace.



	Alternatives:

The alternative to the F&A Committee’s recommendation would be to renew or extend existing financing arrangements.  This would result in a follow-on recommendation to increase the Administrative Fee to cover any funding requirements above the current $110 million borrowing capacity. 



	Conclusion/Recommendation:

The Finance & Audit Committee and ERCOT Staff recommends that the Board approve the following motion: 

WHEREAS, the board of directors (the “Board”) of Electric Reliability Council of Texas, Inc., a Texas non-profit corporation (the “Company”), deems it desirable and in the best interests of the Company to negotiate and make arrangements for borrowings by the Company with such terms and conditions and in such amounts as shall be deemed appropriate and desirable by the executive officers of the Company who negotiate and make such arrangement on behalf of the Company;

WHEREAS, the Board deems it desirable and in the best interests of the Company to (i) issue and sell up to $150,000,000 in aggregate principal amount of the Company’s Senior Notes (the “Notes”); (ii) engage Banc One Capital Markets, Inc. (“Banc One”) to act as agent of the Company with respect to the placement and sale of the Notes; (iii) delegate to the Chief Executive Officer and the Chief Financial Officer of the Company the authority to determine the price at which the Notes will be offered for sale, the rate of interest on the Notes and other terms of the Notes (financial and otherwise); (iv) enter into and consummate the transactions contemplated by a Note Purchase Agreement, pursuant to which certain institutional investors will purchase the Notes from the Company, on the terms and conditions set forth therein; (v) use the net proceeds of the issuance and sale of the Notes to refinance the Company’s existing commercial paper obligations; and (vi) negotiate and make arrangements for a new commercial paper program;

NOW, THEREFORE, BE IT RESOLVED, that each of the actions mentioned in the recitals set forth above is hereby authorized and approved, and each of the Chief Executive Officer and the Chief Financial Officer (each, an “Authorized Officer”) of the Company are hereby severally authorized and directed to take such actions as shall be necessary or appropriate, in the judgment of such officers, to effect such actions mentioned in the recitals set forth above; and further

RESOLVED, that the engagement letter dated as of February 6, 2002 (the “Placement Agent Engagement Letter”) between the Company and Banc One providing for the terms and conditions upon which Banc One will act as Placement Agent with respect to the placement and sale of the Notes, a copy of which was submitted to the Board, and the execution and delivery of the Placement Agent Engagement Letter by the Chief Financial Officer of the Company on behalf of the Company, is hereby authorized, approved and ratified in each and every respect.
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