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Introduction

A revised transmission cost of service (TCOS) for Texas Municipal Power Agency (TMPA) using a levelized debt service calculation was determined in Docket No. 21711, Application of Texas Municipal Power Agency to Change Rates for Wholesale Transmission Service.  The Second Order on Rehearing issued in Docket No. 21711 requires TMPA to file a plan to reduce indebtedness using the additional revenues obtained from the use of levelized debt service in determining TMPA’s TCOS.  To implement this directive, TMPA proposes a plan that incorporates the following components:

1.
Determination of the transmission portion of TMPA’s debt service.

2.
Calculation of TCOS revenues based upon levelized debt service.

3.
Calculation of TCOS revenues based upon actual debt service.

4.
Calculation of the additional revenues provided by using levelized debt service and coverage.

5.
Identification of the instruments of indebtedness that would maximize the reduction of debt service during the peak debt service years of 2007 through 2017.

6.
Early retirement of specific debt service amounts due in the years 2007 through 2017 by escrowing funds prior to the due date of the debt service payments.

Determination of Transmission Portion of Debt Service

The Second Order on Rehearing established TMPA’s TCOS in the amount of $28,640,840.  This TCOS includes a transmission return amount of $22,944,084 based on levelized debt service and coverage.  The transmission return is derived from a total company return of $154,691,171.  Using the percentage of Transmission Return to Total Return, the transmission percentage of TMPA’s debt service is calculated as follows:

Transmission Return / Total Return = $22,944,084 / $154,691,171 = 0.14823

Transmission Return as a percentage of Total Return = 14.823%

In Schedule 1, this percentage is applied to TMPA’s indebtedness to determine the transmission portion of TMPA’s outstanding indebtedness.  The excess TCOS revenues derived from using levelized debt service and coverage will only be applied to the transmission portion of TMPA’s indebtedness.

Calculate TCOS Revenues Based upon Levelized Debt Service

Schedule 2 contains a calculation of the return component of TMPA’s TCOS for the years 2000-2018 based on levelized debt service and coverage.  Consistent with the Second Order on Rehearing, the return for the year 2000 is prorated for an effective date of May 30, 2000, and is $13,515,008.  The return amount for the years 2001 through 2018 is assumed to be a constant $22,944,084.

Calculate TCOS Revenues Based upon Actual Debt Service

Schedule 3 contains a yearly calculation of return using TMPA’s actual scheduled debt service for the years 2000 through 2018 (Schedule 3-2000 through Schedule 3-2018).  This set of annual calculations is consistent with the calculation of return used in the Second Order on Rehearing, except that actual debt service is used instead of levelized debt service.
Calculation of the Additional Revenues Provided by Using Levelized Debt Service

Schedule 3 also contains a yearly analysis of transmission return based on actual debt service compared to transmission return based on levelized debt service.  This comparison determines whether using levelized debt service will result in additional revenues or a revenue shortfall for the years 2000 through 2018.  Schedule 3 shows the additional revenues anticipated in the years 2000 through 2005 that can be used to reduce outstanding indebtedness.

Identification of Instruments of Indebtedness for Defeasance

TMPA’s objective is to reduce the maximum amount of debt service possible during the peak debt service years of 2007 through 2017.  During this time period, substantial debt service payments must be made on TMPA’s Series 1989 and 1993 Capital Appreciation Bonds.  Retiring portions of these Capital Appreciation Bonds will lower debt service during the peak years and lessen the adverse impact of TMPA’s escalating debt service schedule.

The debt service on the Capital Appreciation Bonds is paid in a one-time transaction.  There is no need to track and account for periodic interest payments.  Therefore, it is possible to construct an efficient retirement procedure in which United States Treasury Securities with a fixed yield are purchased and used to pay the bond indebtedness when it becomes due.  The maturity date and maturity amount of the United States Treasury Securities can be matched to the maturity date and amount of the various Capital Appreciation Bonds.  The original bonds that are the subject of the transaction are retired and are no longer considered to be outstanding indebtedness of TMPA.  Because of the need to reduce indebtedness during the peak debt service years and the efficient means available for retiring Capital Appreciation Bonds, portions of TMPA’s non-callable Capital Appreciation Bonds from Series 1989 and 1993 will be retired.

Early Retirement of Specific Debt Service Amounts

Schedule 4 shows how the additional revenues obtained in the years 2000 through 2005 will be applied to retire outstanding indebtedness between 2007 and 2017 (Schedule 4 – 2000 through Schedule 4 – 2005).  At the time the funds become available to implement each step of the retirement process, TMPA will determine the lowest cost method of retiring the debt. Schedule 4 incorporates the following assumptions concerning the availability of the funds for retiring outstanding indebtedness:

1. Revenues from calendar year 2000 are assumed to be available to invest on July 1, 2001; and

2. Revenues from calendar years 2001 – 2005 are assumed to be available to invest on March 1 of the following year.

The following are the two methods that will remove TMPA as the obligor on the Series 1989 and 1993 non-callable bonds:

1. Open market purchase of TMPA bonds; and

2. Legally defease the indebtedness by funding an escrow with securities previously approved for this purpose by the Attorney General.

At this time, there is no way of reliably anticipating which method will retire the greatest amount of debt.  Therefore, TMPA’s plan contemplates the use of irrevocable escrows for retirement of indebtedness.  However, at the time a debt retirement transaction occurs, it is TMPA’s intention to use the method that will retire the most debt with the available funds.

Establishing escrow deposits is a method provided by Texas statutes for retirement of municipal bonds that have been refunded, but are not callable at the time of refunding.  As shown in the individual pages comprising Schedule 4, each year’s additional revenues for the years 2000 through 2005 are applied to retire a uniform amount of debt service for each of the eleven years from 2007 through 2017.  

The escrowed funds are assumed to be invested at an interest rate of 5.00%.  An assumed interest rate must be used because future rates are not known at this time.  Because the investment rate cannot be established today, the amount of debt to be retired is subject to change.  The individual pages of Schedule 4 show the investment date for the escrowed funds and the anticipated cost and maturity date for the various investment instruments that will be purchased by the escrowed funds.

Schedule 5 contains a summary of the reduction of outstanding indebtedness that is anticipated to be accomplished with the additional revenues that TMPA derives from the use of levelized debt service.  Schedule 5 shows that debt service in the amount of $2,625,000 will be retired for each of the years from 2007 through 2017.  Schedule 5 shows that, in each of these years, the $2,625,000 is less than the transmission portion of the currently scheduled annual debt service for the series of bonds that are affected by the retirement.  Thus, the additional TCOS revenues will only be used to retire the transmission portion of TMPA’s indebtedness.
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