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MEMO

	Date:
	April 13, 2004

	To:
	ERCOT Board of Directors

	From:
	Maxine Buckles, CFO

	Subject:

	ERCOT Revolving and Term Credit Facilities


Issue for the ERCOT Board of Directors

	ERCOT Board of Director Meeting Date:  April 20, 2004
Agenda Item No.:  7


	Issue: 
The Electric Reliability Council of Texas, Inc. (“ERCOT”) requires authorization from the ERCOT Board of Directors (the “Board”) to negotiate and execute the documents necessary to enter into a $50 Million syndicated revolving two-year bank credit facility (“Revolver”) to fund capital expenditures not funded with revenue and to provide ERCOT with liquidity as needed, on market terms and interest rates. The Revolver will replace the existing $50 Million 364-day revolving credit facility.

ERCOT further requires authorization of the Board to negotiate and execute the necessary documents to enter into a syndicated Term Loan Facility with banks for up to $50 Million with a term of up to five (5) years, to be repaid in equal annual installments, on market terms and interest rates.

In addition, given the potential need for additional financing related to Texas Nodal activity, ERCOT staff requests authorization to include terms in the Revolver that would allow ERCOT, at its sole option and upon receipt of specific approval by the Board and commitment for funding from banks, to increase the amount of the Revolver, on the same terms and conditions, to a maximum of $75 Million (the “Accordion Feature”). While the additional potential $25 Million financing would likely not meet the full needs of Texas Nodal, it could provide valuable financing flexibility as those needs are further defined. There would be no immediate or current costs associated with incorporating an Accordion Feature into the Revolver. The Accordion Feature would cause ERCOT to incur additional costs only if and when (or after) it exercised the option, which could only be done with Board approval. Adding the Accordion Feature to the Revolver would allow ERCOT the opportunity to obtain additional financing without having to enter into negotiations with the banks regarding the terms or interest rate of the increased credit line.

Further, and to allow ERCOT sufficient time to negotiate the terms of the Revolver in a deliberate manner, ERCOT requires authorization to execute all documents necessary to extend or replace the existing 2003 revolving credit facility for a period not to exceed thirty (30) days (the “Extension”).

The authorization and resolution requested herein is intended to supersede the authorization contained in the Board’s March 18, 2003 and March 16, 2004 financing Resolutions, as discussed below.


	Background/History: 
At the March 18, 2003 Board meeting, the Board approved ERCOT’s execution of the documents necessary to obtain a $50 Million short-term credit facility. The Board also authorized ERCOT to negotiate terms for additional loans or credit facilities for up to an additional $30 Million, to fund a portion of budgeted capital expenditures, bringing total authorized debt to $230 Million. Thereafter, ERCOT successfully obtained a 364-day $50 Million syndicated revolving credit facility, which facility will expire on April 29, 2004.

ERCOT continues to have a need to provide for liquidity and to fund ongoing capital expenditures and therefore needs to renew or replace that revolving credit facility.

In addition, in the budgeting process for 2004, the ERCOT Board approved a fee filing that allowed the inclusion in revenue funding for 40% of the approved capital budget. The remaining 60% of the final approved capital budget of approximately $33.0 million must be funded by debt. Further, outstanding debt related to capital expenditures made in 2003 must also be refinanced.

At the March 16, 2004 Board Meeting, the Board approved the Financing Proposal Resolution (“March 2004 Resolution”), authorizing ERCOT staff to negotiate and execute documents necessary to renew the 364-day 2003 $50 Million revolving credit facility with a two-year revolving credit facility, and enter into a $50 Million Term Loan Facility, for a term of up to four (4) years, on market terms and interest rates. This $50 Million Term Loan Facility supersedes the $30 Million facility that was authorized on March 18, 2003, bringing total authorized debt to $250 Million.

Based upon negotiations with banks, ERCOT staff believes that it would be in the best interest of ERCOT to slightly modify the March 2004 Resolution authorizations. The requested modifications from the March 2004 Resolution include:

1. Provide specific authorization to enter into a new Revolver, to allow ERCOT to negotiate more competitive interest rates and terms. 

2. Provide authorization for a Term Loan Facility term of up to five (5) years, to enable ERCOT to make its repayments in November of each year, rather than in May, because ERCOT’s Senior Note payments are payable in May. November term loan payments would allow ERCOT to better balance its liquidity needs throughout the year, but would require the Term Loan Facility term to be approximately four and one-half (4 ½) years from execution, with the first payment due in November 2005. This Term Loan Facility will contain a delayed take down provision which will allow the borrowing of funds to be staggered rather than require a lump-sum borrowing on the front end.

3. Add a $25 Million Accordion Feature and Extension, as discussed above.



	Key Factors Influencing Issue: 
Revolver and Term Loan:

· Need for additional financing to fund timing imbalances between cash income and expenses.

· Need for additional financing to fund a portion of ongoing capital expenditures.

· Current market conditions reflect attractive borrowing rates.

Accordion Feature:

· Flexibility and ease of adding $25,000,000 of credit on a timely basis by obtaining Board approval and commitments for funding from banks, but without renegotiating terms of loan documents.

Extension or Replacement of 2003 Revolving Credit Facility:

· Flexibility to negotiate an appropriate and favorable Revolver without allowing the 2003 revolving credit facility to expire.

· Reduction of the short-term refinancing risk inherent in a 364-day facility.


	Alternatives: 
· Increase administrative fee to build cash reserves sufficient to fund imbalances between cash income and expenses.

· Increase administrative fee in an amount sufficient to fund total cost of ongoing capital expenditures.

· Obtain additional alternate long-term financing.

· Cut capital projects or other budgetary items.


	Conclusion/Recommendation: 
ERCOT staff recommends that the Board authorize ERCOT Staff to negotiate and execute all documents necessary to enter into (1) a $50 Million Revolver with a $25 Million Accordion Feature, (2) a $50 Million Term Loan Facility for a period not to exceed five (5) years, and (3) the renewal or replacement of the 2003 revolving credit facility for a period of up to thirty (30) days, by approving the following Resolution, which Resolution will supersede the March 18, 2003 and March 16, 2004 financing Resolutions. 
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