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1 M~. VOG'l': ~i II, why don't you just s tart when 

2 you like. I think I should mention just for a second 

. 3 that Jim and 1 had met with Bill about ten days ago or so, 

4 and in a preliminary way to kind of get picked up to 

5 speed on the financial aspects of WPPSS, which is an area 

6 which we haven't r~ally spent a lot of time looking into. 

7 He was very helpful in explaining a number of 

8 factors about why WPPSS is organized the way it is, how 

9 it obtains money, what the long-term finallcial picture 

10 for WPPSS looks like and so on. 

11 So I think Jim then had a chance to talk to 

12 Senator ~ottiger, sort of f111in9 in on that. And I 

13 guess that's sort of where we are at the moment. 

14 So, Si Il-

lS MR. APPEL: Let me say first that, let me tell 

16 you something about myself, so if there are either holes 

17 or inadequacies or if I overstress certain things, you 

18 might have an idea of who I am, what my experience is and 

19 why I put it the way! do. Maybe this is an unusual way 

20 to start, but I think we have an unusual area to discuss. 
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1 So 1111 just tell you that about 15 years ago 

2 I started practicing in Philadelphia, and my practice was 

3 split between banking and commercial law and municipal 

4 bonds. And at that time with my father, who had spent 40 

5 years then in municipal bonds, we did bonds like the 

6 Penns~'lvania Turnpike, which were then the largest issue 

7 lid ever seen anywhere. And at the same time I was 

8 workir!9 on utility financings for what is now DELMARV 

9 Power & Light but was then Delaware, Virginia, Maryland 

10 Power & Light Company. In 1967 I became a member of the 

11 bar here and focused for about six years on strictly 

12 commercial types of financing transactions. 

13 About seven years ago I came to this firm, and 

14 since then my practice has been split between commercial, 

15 financial and municipal bonds, which is what it is now. 

16 The reason I say that is because I have not attempted to 

17 do only one thing, like municipal bonds all the time. I 

18 will say in this firm, my main experience is with 

19 different types of revenue bonds and different types of 

20 flnancings, such as conditional sales contracts, the 

21 interest on which can be tax exempt under certain 

22 circumstances. There are a lot of other ways of doin~ 

23 municipal financin~s other than just what people C~:l 

24 bonds or a package or other common ways to put things. 

25 
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1 What 1 thou9ht I would do here is simply to 

2 give an idea about why the WPPSS transactions work the 

3 way they do, what the reasons for them are and the I 

4 think the best way to start is to explain, generally 

5 speaking, how borrowing works, because we"re not talking 

6 about the kind of investment that one would make in a 

7 securities transaction, equity stock, debentures and 

8 other devices. We're talking about straight borrowing. 

9 And sc when I talk about the structur Ing ~f these 

10 transactions and why they work, why they"re so marketable 

)) in the face of the possibility that the things which are 

12 being financed might never work, and from the investment 

13 community they never have to, I want to explain how this 

14 works this way and why it works this way and why it's 

15 sill so salable. 

16 So let's start out, I guess, with the bottom 

17 line where we've all been, and I still am, which 

)8 essentially is if you want to go to the bank and you want 

19 to borrow money, you still sign a note and they give you 

20 the money. And that's called, of course, a signature 

21 loan. It's unsecured, you Signed a promissory note. And 

22 most of us engage in transactions like that. Charge 

23 cards wor.k very similarly. 

24 

25 
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1 But the minute you step up an order of 

2 magnitude to buying a house. that's not something that 

3 probably anybody in this room can simply buy a house on a 

4 signature. That's a substantial transaction. And so 

5 there you have to do more than to sign a note saying 

6 you'll pay the bank what it loans you for the house, 

7 you've got to give the bank some assurance that not just 

8 you but an asset will be available to pay that debt back. 

9 And so most of us have bought houses in that fashion, 

10 although there is a real estate contract which has a very 

11 similar effect. In that case, the house is still 

12 available to the seller if you don't pay. And when I 

13 refer to security, I'm talking about the house in each 

14 sort of situation. 

15 Now, sticking with this kind of a way of 

16 looking at it, let's suppose you wanted to go into 

17 business and you wanted to buy a hotel. Now. of course 

18 that's larger than a house, and one of the things about 

19 hotels that are so much larger is that sometimes one 

20 lender isn't enough. You could say it was a hotel with 

21 10,000 rooms, it would be a billion dollars. So that we 

22 get very quickly up to the magnitude we'll be talking 

23 about, and you find that you can't find anybody ~10 can 

24 lend a billion dollars on a project. 

25 
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) Well, that problem was solved many years ago, 

2 and the way it's done Is to say, all right, there will be 

3 a promissory note. In fact, there might be 10,000 

4 promissory notes, probably about 20,000 in the case of a 

5 billion dollar loan. Each note would be $5,000 worth. 

6 

7 

8 

9 

There would be still a single mortgage on the hotel. 

That way, it's possible to take those 20,000 notes and 

sell them to people, get them to invest. Nobody invests 

more than $5,000 or some multiple of it. You're still 

10 dealll'\9 wi th people who are wi 11 ing to lend, and they say, 

11 nWhat is the security?" 

12 And you say, "Isn't my signature enough?" 

13 And they say, "No." 

14 And then you point to a mortgage on the hotel, 

15 "See, you have an interest in the hote1. d 

16 Now, at this point you have to think a little 

17 bit just to understand a couple more steps that intervene 

18 because of the size of the transaction this involves. 

19 One is that there is only one mortgage on the property, 

20 and everybody who holds a note shares in that mortgage, 

21 so that nobody has a higher priority than anybody else. 

22 That makes it very simple. 

23 

24 
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) The other thing is some other people come into 

2 a transaction like this that didn't come into the 

3 transaction before. And these are people who, when you 

4 go into this hotel plan, you say, "How can I reach all 

5 these people to sell these notes? I don't have any money, 

6 unles~ I do sell the notes, I can't do it." 

7 So you meet somebody who says, 'My business is 

8 selling notes." We call them ~n underwriter. And that 

9 person simply is a salesperson for your debt. They do a 

10 lot of other things, too, but for purposes of this 

11 conversation that's all they do. 

12 Of course they say, "Now, you understand, you 

13 haven't been in business before. And your track record 

14 isn't very good, so there is an investment risk. I'll 

15 have a hard time selling these notes." 

16 And you say, "Well, let me see. Mortgage 

17 rates right now are 15 and a half percent for commercial 

18 loans, will you give me ]5 and a half percent?" 

19 And the underwriter says, "No, I don't think 

20 so, because you're new at it. But if you add two and a 

21 half points and go to 18 percent, I think I can sell it 

22 in a negotiated transaction." 

23 

24 
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) Something like that occurs whether the 

2 transaction is a large hotel, whether it's a ship being 

3 financed, or whether it's municipal bonds, the 

4 conversation I've just outlined to you takes place in one 

5 form or another. Sometimes it's very polite and over a 

6 couple drinks in a bar or in a private club, sometimes 

7 it's over a desk in an underwriter's office where it 

8 takes sometimes more argumentative forms. But sometimes 

9 they say, "Well, Ie t' s see It -- and then another person 

10 comes in -- "what the rating agency says." 

11 Historically what's happened is that the 

12 underwriter doesn't really know. looking at one 

13 transaction at a time, has never really looked at this 

14 transaction in terms of how things go in the market. 

15 Generally, the competition from moment to moment is 

16 simply too fast. 

17 So they look, the underwriters, to a more 

18 stable definition of what a good investment might look 

19 like. So here come in the rating agencies, Moody's, 

20 Standard and Poors, and a number of other companies whose 

21 job it is to give people some comfort that the 

22 transaction was looked at, just the way a banker would 

23 look at the first mortgage at that time. 

24 
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1 So what happens often 1s either papers are 

2 simply mailed to New York and Moody's and Standard and 

3 Poors look at the papers. The time spent on review is 

4 very short, 20 minutes, never more than an hour that I 

5 know of. Sometimes an hour and a half presentation, but 

6 the actual work by the rating agencies is very quick. 

7 They have a check list, they know what to look for. 

a There is now informdtion out publicly about 

9 what they do look at, why they look at it. What they do 

10 look at is changing, because of New York. It's changed a 

11 lot of criteria for rating bonds. But this way you have 

12 a third party, the underwriter, our first new person, who 

13 is able to say, "Well, your rating on these bonds isn't 

14 very high, is it?" And he is able to use the rating with 

15 the issuer or the borrower, not only as a kind of club, 

16 but also as saying, "This is the indication of how 

17 difficult these bonds are to sell." Because the ratings 

18 are always public once they're acquired. And, of course, 

19 the idea is to get as high a rating as possible, and the 

20 higher the rating, of course, the more assets you have. 

21 
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1 Welre talking now ultimately about a peculiar 

2 kind of debt, so we'll be talking about a more limited 

3 range of rating. But in short, the corporations and 

4 municipalities who have ratable bonds or large bond 

5 issues, and they have ratings to sell at all, they're not 

6 just small banks or local investors, but generally 

7 nationally they have a rating, the underwriter puts out 

8 an extensive document, and you've all seen this one, but 
I 

9 this is essentially it, ~iving the possible investors 

10 information. 

11 The underwriter also does something else. The 

12 underwriter says, ~Well, we get paid by making a profit 

13 on the sale of these bonds." What we're going to do is 

14 sell them at a price of approximately par, $5,000. for 

15 each $5,000 piece. but we are not going to pay you $5,000 

16 for every piece. We're going to pay you two percent less 

17 than that and that's going to be profit. And we have a 

18 lot of expenses," and you hear about the printing 

19 expenses and lots of things, which lot of times are 

20 passed on to the borrower anyway, because the costs of an 

21 underwriting of a substantial size are very large. 
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1 In any event, this is how, whether it's a 

2 lIlunicipal transaction or whether it Is a corporate 

3 transaction, what live described works the same way. 

4 There is a variant, and this has to do with peculiar 

5 financings. Because the ability of the underwriter to 

6 quote a low interest rate for the bonds, to agree to buy 

7 the bonds at a low interest rate, has to do with how fast 

8 that underwriter can sell thos~ bonds. There is a lot of 

9 creativity in the area of debt financing, but creativity 

)0 has a very high price. 

11 And here we get into the area of what I call 

12 story bonds, and I got that name from an underwriter, 

13 where what happens is when bonds are being sold to the 

14 public but they have a peculiarity that isn't true about 

15 other bonds generally known. People already know, and 

16 1'm sure you already know, about what are called revenue 

17 bonds, and that's the security by revenues from an 

18 operating facility. There, of course, are general 

19 obligation bonds of various types, but generally speaking 

20 they're paid from taxes. 

21 
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I There are other types of bonds like assessment 

2 bonds or peculiar types of revenue bonds which have to be 

3 explained, and the more unique of these bonds are called 

4 story bonds. And a story bond is one where the 

5 underwriter salesperson is talking to a prospect over the 

6 phone and says, "I've got a really hot bond for you." 

7 "What is it? Is it GO or revenue?'~ 

8 "Well, it's revenue but. " And with the "but" 

9 comes the qualifications that outline perhaps someone's 

10 ingenuity with the financing, but also really qualify 

11 investors' simplified confidence in understanding the 

12 transaction, knowing what they're investing in. 

13 And so what happens is that two things happen. 

14 And it happens very quickly, and it might be over in 45 

15 seconds. A lot is said in 4S seconds. It might be dWell. 

16 I don't know that we've got a place for those in our 

17 portfolio" or "I wouldn't touch those below nine and a 

18 half percent per annum." 

19 Those kind of expenses are very large in an 

20 issue, as the issue gets very large. And this is why, 

21 when the underwriter Is doing the job of either assisting 

22 in structuring a bond issue as a financial advisor or in 

23 negotiating for the sale of bonds, they want the simplest 

24 possl~le transaction with the strongest possible credit. 

2S 
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1 As an example, looking at this -- what welre 

2 going to discuss today is pretty complicated, but when 

3 these bonds come out on, let's say, nuclear project 

4 number two, all they've got to say is, "I've got some 

5 great tax exempt bonds and theylre payable by a 

6 gover~ment agency, Bonneville.~ 

7 And that's all they have to say. The 

8 conversation doesn't have to go any further. They don't 

9 have to talk about public utilities, they don't have to 

10 talk about what the City of Seattle or Hoquiam or 

11 Aberdeen or where they're going to put it, because they 

12 know ultimately the way the agreements are drawn. And 

13 that's the way it's explained in here. There is an 

14 indirect federal credit. Not a direct federal credit, 

15 there is an indirect federal credit. 

16 Let me go into one more area and then I'll 

17 open it up to questioning. Before I go into the 

18 structuring of these bond issues, I want to explain the 

19 idea, the emotional idea of what a bond issue is the only 

20 way I can. 

21 
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1 When the New York Housing Authority bonds went 

2 into default, they went into default because the New York 

3 legislature refused to appropriate the money to pay them. 

4 Now, the New York legislature had no obligation to 

5 appropriate the money to pay the bonds. They're called 

6 "moral obligation bonds.· When John Mitchell thought 

7 that up, what he had done was think up a way that people 

8 would say "that's New York," "that's New York Housing 

9 Authority bonds." 

10 And New YOfk at the time was handling its 

11 credits aggressively and, incidentally, attempting to get 

12 higher ratings for all its bonds. The Housing Authority 

13 bonds were peculiar because everybody knew that the 

14 legislature did not have to appropriate the money to pay 

15 those bonds, but the assumption was that who in their 

16 right mind would allow the legislature not to. New York 

17 State certainly wouldn't. Why wouldn't it? It didn't 

18 have to pay, and the reason was because New York State 

19 knew, and it turned out to be totally correct, that if 

20 they didn't pay those bonds, the state credit, the entire 

21 state credit would suffer. 

22 'fhis is where we have the forty second 

23 conversation. "I've got some New York Housing Authority 

24 

25 

bonds ... 

"They're into default." 
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"I've got some New York GO's.~ 

"1 don't like New York." 

t'/\ 'l'K! \...11\ U'-II J. U/\ I v 

Why doesn't he like New York? Because of the 

4 New York State Housing Authority. 

5 Now, that brings me to the naming of WPPSS. 

6 You'll notice that WPPSS is no~ really a state agency at 

7 all. It doesn't bind the statp or anything, but what is 

8 the first word in its name? Su if it ever comes to the 

9 legislature to ma~e a decision about that credit, what 

10 kinds of pressures do you think will be working on the 

11 legislature? 

12 SENNATOR BOTTIGER: Is your point that if for 

13 some reason WPPSS defaulted and we didn't pick up their 

14 bonds, then the next highway bond would be unsalable? 

15 MH. APPEL: Bonds are never unsalable. If you 

16 went into a pawn shop to borrow money, they would turn 

17 them. 'I'his state will always be able to sell its bonds. 

18 It will have an effect. It will have an effect at two 

19 places, because the market occurs at two places. It has 

20 an effect at the underwriting level, where the 

21 negotiation between the underwriter and the issuer takes 

22 place. That would be the state finance committee In 

23 setting up, in accepting, perhaps, a public sale of bonds 

24 In this case. But it also occurs in the secondary market. 

25 There are two markets for bonds. One. as I've 
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1 just described, and the second is a couple years later 

2 after the bonds have matured in the sense that a couple 

3 of years of interest payments have been made. People buy 

4 bonds that have been outstanding a few years because if 

5 if they're ou tstand ing for a few years, 1i ke a real 

6 estate contract, the payment r~cord is good and the 

7 interest is lower. 

8 But they have the ndme "Washington" on i t, ~o 

9 just like a corporation that may be doing something at 

10 one end of its financing scheme, its securities already 

11 out in the field keep varying according to what the 

12 stockmarket reflects by the interest in the secondary 

13 market. So both markets have to be considered, because 

14 the state of Washington will know that if there is even a 

15 common person -- this is why the story bond is so 

16 dangerous -- if the common person, the common investor, 

17 the trust officer who does not have time for a portfolio, 

18 because if they have extended a bond time after time, the 

19 trust company doesn't make money. And here it says the 

20 "State of Washington. " That says "No" right away. 

21 The underwr iter companies star t hear lng about 

22 it, because it's their salespeople that are selling these 

23 on a secondary market, and if these salespeople are 

24 naving trOUble selling Washington bonds, then the 

25 underwriters are yoing to have trouble. 
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1 Let me tell you why it's so serious for the 

2 underwriter. The underwriter isn't just agreeing to 

3 market the bonds for the investor, the investor is 

4 agreeing to buy those bonds. If the underwriter cannot 

~ resell those bonds, that underwriter has simply become 

6 the lQrgest bond holder of tho~e type of bonds. It is 

7 legally obligated to pay for them. 

8 The billion dollar IBM issue that was just 

9 about this time last year that was being issued was a 

10 pretty good issue until October 6, 1979, when the Federal 

11 Reserve Board acted and changed the interest rate where 

12 suddenly with -- I don't know how many million or 

13 transactions of a hundred million or multiples of a 

14 hundred million of those bonds hadn't been sold -- the 

15 market changed. And all of a sudden they became a lot 

16 less attractive, because with money rates going up, other 

17 investments were better. 

IH And the underwriting pool or syndicate which 

19 has agreed to buy those bonds were caught with those bonds 

20 unsold. And they had to wha t' s called "break the 

21 syndicate." That means you dump the bonds and sell them 

22 for whatever you can and take your loss and get out. 

23 

24 
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1 And remember, the undcrwriters themselves have 

2 problems, because they're not rich. They act rich, they 

3 look rich, they think rich, but they're not rich. They 

4 borrow from banks and they're looking at a banker and the 

S banker is saying, "We still have $150 million of IBM 

6 paper. When are you going to ~ell? The market just 

1 changed, what are you going to dO?H 

8 And the underwriter. of course, is a human 

9 being, and he say~, HWc're discussing a break. H 

)0 Obviously, the underwriter can't say anything 

II more than that for a number of reasons. But at that 

12 point the market breaks and everything is sold, and the 

13 underwriter takes their profits. 

14 So in answer to your question, the underwriter 

15 will make absolutely certain that any risk of loss is 

16 minimized, and they will build in a cushion against any 

11 problem that they foresee on a negotiation. 

]8 Now, the same thing is true with even, whether 

19 they negotiate or not, is true with a public sale. It's 

20 commonly believed that if you have a public sale things 

21 will be competitive, the best, most price will be 

22 realized. And generally speaking, that philosophy is 

23 reflected in a number of state statutes requiring public 

24 biddin~ for contracts, con~truction contracts, and In 

25 many areas tha t Inakas a 10 t of senso. 
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1 In bonds, however, so much advance work has to 

2 be made in selling that by the time a bid is submitted In 

3 a public sale bond transaction, the underwriters put a 

4 lot of money into it. In fact, they have attempted to 

5 presell a lot of bonds in order to eliminate the risk. 

6 Remember, if they can presell those bonds or they have 

7 buyers in their pocket, the le3s risk they take. 50 they 

8 spend a good deal of money doing this. Of course, if you 

9 have a number of bidders doing that, they're all spending 

10 money, they're all building that into their bids. When 

11 you would think that the force would go downward, in fact 

]2 they have extra costs because they know they have to have 

13 a loss cushion. And they would rather lose the deal than 

14 take that loss, because they see an underwriter's loss as 

15 a sudden death loss. There are no outs. There are some, 

16 but not generally speaking. 

17 In the case of WPP5S, I have to say frankly it 

1~ is a, for the purposes of getting the money, there is no 

19 question it is a brilliant way to do it 1n terms of 

20 getting the money into a vehicle to provide for massive 

21 construction. The drawback is that the stronger the 

22 transaction becomes as a financial vehicle, the less 

23 asssurance there is that any service will necessarily be 

24 rendered. 
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1 In bonds, however, so much advance work has to 

2 be made in selling that by the time a bid Is submitted in 

3 a public sale bond transaction, the underwriters put a 

4 lot of money into it. In fact, they have attempted to 

5 presell a lot of bonds in order to eliminate the risk. 

6 Remember, if they can presell those bonds or they have 

7 buyers in their pocket, the le3s risk they take. 50 they 

8 spend a good deal of money doing this. Of course, if you 

9 have a number of bidders doing that, they're all spending 

10 money, they're all building that into their bids. When 

11 you would think that the force would go downward, in fact 

12 they have extra costs because they know they have to have 

13 a loss cushion. And they would rather lose the deal than 

]4 take that loss, because they see an underwriter's loss as 

15 a sudden death loss. There are no outs. There are some, 

16 but not generally speaking. 

17 In the case of WPPSS, I have to say frankly it 

lij Is a, for the purposes of getting the money, there is no 

19 question it is a brilliant way to do it in terms of 

20 getting the money into a vehicle to provide for massive 

21 construction. The drawback is that the stronger the 

22 transaction becomes as a financial vehicle, the less 

23 asssurance there is that any service will necessarily be 

24 rendered. 
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1 Let me tell you just a little bit about the 

2 WPPSS bonds, which you probably already know, but the 

3 short of it is that in essence it was designed to enable 

4 utilities to draw on an area of technology which no one 

5 utility could possibly bear.. But as utilities, of course, 

6 utilities make all their money by charging rates for 

7 services rendered. WPPSS is a joint venture, so when the 

8 utilities joined WPPSS, they t~ok on percentage liability 

9 in accordance with what were their interests for whate~er 

lOW P PS 5 did. 

11 Except in one case that I'm going to discuss 

12 later, utilities cannot raise any money at all on a 

13 business basis, unless they render services for it. 

14 wPPSS is not a utility, it's a vehicle for utilities, and 

15 it is the beneficiary of contracts which assure that it 

16 gets paid as a consortium, whether or not it ever renders 

17 any services at all. 

18 
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) Now, the advantage of that, instead of having 

2 the members themselves build projects, even jointly in 

3 the normal sense, is that they could not raise any money 

4 without actually selling energy from somewhere. By 

5 making W~PSS a municipal organization separate from the 

6 utilities themselves, an organization was created that 

7 was not impaired by the utility laws that say, generally, 

8 in a general context, you cannQt receive money unless 

9 you're delivering a service. 

)0 SENATOR BOTTIGER: But Tacoma City Light, 

1) Seattle City Light, Chelan County PUD, they all issue 

12 bonds to build things. 

13 

)4 

MR. APPEL: That's right. 

SENATOR BOTTIGER: But in their own capacity. 

15 MR. APPEL: That's right. 

16 SENATOR BOTTIGER: But that isn't what I 

17 understood you said, that they can't raise any money 

18 because they're selling a service. 

19 

20 

21 

22 

23 

24 

2~ 

MILL:.; tw UCUJ[)/\ C(IUwr IH:I'OU'1'f:ltS (20G)292-9063 !H;1\'l"l'LI::, WASUIN~'l'ON 



.\-H L L I AM l\ l' PI:: LIN '1' I:: Ii V I I::W HEPOHTI::H: PNfH IC IA UCII IDA 23 

1 MH. APP~L: Let's suppose it weren't Seattle 

2 City Light, but let's suppose in an undeveloped portion 

3 of King County I incorporated a town with 4,000 people 

4 per square mile, which is what it takes to incorporate a 

5 fourth class city. We decided to have an electric 

6 utility. We wanted to borrow money to h~ild that utility, 

7 but unfortunately everybody in that town used kerosene 

8 lamps and didn't use any electric power. Under our 

9 present law, that utility cannot borrow because it has no 

10 way of paying back that loan. because it must have sales 

11 of energy. 

12 So yes, Tacoma City Light and Seattle City 

'" 13 Light can issue bonds, because they have a rate base of 

14 customers for services rendered which can pay those 

15 bonds, and they can increase those rates if they have to 

16 borrow more money. And in fact, the way they get around 

17 what otherwise might be a complicated rate-making process 

18 in some extent, is they covenant with the first lender 

19 they can find who says, "We'll keep your ratings good and 

20 high." Every time a rate lender wants to complain , they 

21 say, "We have a covenanted bond holder, we can't break 

22 our covenan t, " And unde r sta te sta tutes, the bond holder 

23 has the riyht to corne in and raise the rates. I'm not 

24 talking about half of the customers or anything, I'm 

2~ talking a~out overall. 
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1 So the utility is assured that it has a rate 

2 uase. If you start a utility, you couldn't possibly do 

3 this this way. You would have to use a different source 

4 of money. 

5 Incidentally, there is available under state 

6 law a mechanism for doing it, but not for charging rates. 

7 What you would have to have is a voted bond issue for a 

8 municipality in this state to do this. 

MR. VOGT: That's what you are saying, why 

10 WPPSS isn't a utility, because if it were a utility it 

11 didn't have anything to do. 

12 MR. APPEL: That's ~ight. It had no rate base. 

1) What it did by having participants was enable it to reach 

14 into the rate base of utility members and thereby get the 

15 profit -- and I don't mean the profit in a negative sense 

16 and thereby benefit from the existing rate bases of 

17 established substantial utilities without having to 

18 generate any rate base of its own. 
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I And that removed the one criteria for a 

2 utility, you have to have something to sell. And perhaps 

3 at the time everybody thought it was a simple matter and 

4 all they had to do was make a slow-moving atomic bomb and 

~ generate the heat and have a lot of steam and really 

6 generate a tremendous amount of power. And that was as 

7 close to getting something for nothing in the 50's as 

8 anyboey knew. And heaven knows, I was growing up in th~ 

9 50's, I was on board. But that is the re~lity. and the 

10 result is that the members to the extent of their 

11 participation in WPPSS must raise the money somehow. 

12 Now, the advantage to the public utilities. 

13 Seattle, Tacoma, Chelan PUD, Snohomish PUD, is that they 

14 can say, "We seem to have entered into this contract. 

15 Our overhead has now increased by this amount of money. 

16 'fhat is now in our rate base." So their rates just make 

17 a jump and they'll just keep making jumps for whatever 

18 are necessary. 

19 Now, as far as the WPPSS contract is concerned, 

20 what we've discussed are basically how it works for four 

21 and five. Let's look at the early ones, and just let me 

22 tell you how Bonneville fits into this and why it's even 

23 bette r. 

24 Dropping back for a minute, without Bonneville 

25 all WPP5S i5 sul11ng 10 effectively the participating 
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1 credit, percentage credit of its members as utilities. 

2 It's like it's not really a chain, they're all in 

3 parallel and they get to draw a percentage from each 

4 utility. If one utility fails to pay, then the inter.ests 

5 of that utility go up to a percentage being assigned and 

6 moved around to some degree. 

7 And there may be some penalties, but generally 

8 speaking each utility is absolutely and totally bound. 

9 It has to be more strongly bound in order to assure the 

10 bond holders that the people who really have to pay, 

11 which are the various utilities, cannot get out. Because 

12 it is the utilities' credit that's being sold. That's 

13 what's really for sale. WPPSS has no credit at all. How , 
14 could you sell bonds secured by a mortgage on an 

15 incomplete nuclear plant? And so basically you look for 

16 a different kind of security, one that will "sell." And 

17 the way you do it is when you have these forty second 

18 conversations saying, ·'I've got a really hot one for you. 

19 I've got some great utilities joined In consortium and we 

20 have got them, none can back out. Ready to buy?" 
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1 "Sure." That's better than one utility. What 

2 you've got is a utility bank. the way you have for a 

3 municipal, you know, a pool. a utility pool. Bonneville 

4 is the frosting on the cake, because Bonneville allows 

~ something even better to come along, and it's unique on 

6 really two points. You can almost tell by looking at the 

7 fact that, I forget how many, but, well, )03 or 104 

8 signed on when Bonneville signed on, and only 88 signed 
I 

9 on when Bonneville didn't. It was some ot the large ones 

10 that ~ad questions when Bonneville didn't. The reason 

11 for that is Bonneville has some peculiarities. 

12 First, let me drop back a minute about the 

13 effect of Bonneville. When I switched from the hotel to 

14 discussing WPPSS, 1 made a large jump, and the jump was 

15 in the kind of investors that would be interested and the 

16 reasons that the investors would be interested in 

17 ~articipating in those loans. 

18 The investors that buy the WPPSS bonds are 

19 investors Who are looking for income, interest income on 

20 which they will pay no federal income tax. And that's 

21 the difference between, as far as the interest taxation 

22 is concerned, between the WPPSS bonds and the hotel bonds 

23 we were discussing and other corporate commercial bonds. 

24 
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1 In the early part of this century, the United 

2 States used to borrow money in order to enhance its own 

3 attractiveness. It had an exemption for interest on its 

4 own obligations. But I believp well before the 

5 depression that stopped, and I don't believe there are 

6 any more federal obligations that are outstanding which 

7 are not taxable under federal law. So that the United 

8 States giveth and the United States taketh away. 

9 But the WPPSS transaction was a brilliant 

10 maneuver around that, because everybody, every United 

11 States agency obligation that I can think of, interest on 

12 it is taxable. You buy J£~~I ~AE, you buy FANNI MAE 

13 securities, you buy securities of the various land banks 

14 and cooperative banks and various other agencies, and the 

15 interest on those obligations is taxable under federal 

16 income tax. And I suppose if you bought, and I believe 

17 if you did, if you bought Bonneville Power Adminstration 

18 Bonds that interest is taxable. It's a United States 

19 agency. 
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I When you get to one and two of the nuclear 

2 projects, what you have is Bonneville's credit directly 

3 behind those bonds, but interest on those bonds is tax 

4 exempt. And that's why I have a lot of respect for how 

5 this transaction is set up. An investor who buys the BPA 

6 backed bonds has the benefit of a federal agency credit 

7 at a state tax exempt rate. This, in one sense it 

8 belongs to the category of how can anybody lose? We cen 

9 get to that later, but as far as the investor is 

10 concerned, nobody loses. The investors get federal 

11 credit at a tax exempt rate, and there isn't anything 

12 else like that on the market. 

13 SENATOR BOTTIGER: Federal credit meaning 

14 security? 

15 MR. APPEL: That's right. You've got the 

16 promise of a federal agency to back up those bonds. If 

17 you went to Bonneville and got it directly, you would pay 

18 interest on that. 

19 . SENATOR GOULU: You said that the utilities 

20 cannot go out of business. They can not withdraw in any 

21 way at all? 

22 MR. APPEL: There are some things they can do. 

23 S~NATO~ GOULD: Could they go bankrupt or is 

24 there some way that they can --

25 

I"lJLL(;i '" UCltilJA COUIlT H£o.:POU'I'!':U:i (lO(i)292-9()63's~:l\'r'rL~, WA:;UIN(,j'l'ON 



1 MH. A~~BL: I would like to treat this as a 

2 separate section, because I do have some ideas of what 

3 their options are. 

4 SENATOR GOULD: Okay. 

S MR. APPEL: At that time, I'm going to ask 

6 that the court reporter not take it down. 

7 MR. VOGT: That's fine. Whenever you feel 

8 that, we'll just let Pat know. 

9 (Discussion off the recor".) 

10 MR. APPEL: Let's look for a moment at one of 

11 the responses to this of the users. The users are us, 

12 utility users. And we're looking down a long pipe and 

13 we're at one end of it. We have to keep putting money in 

14 that pipe, because as long as we use any electricity that 

15 pipe is to going to expand and take enough money out of 

16 us to pay our share, whatever it is. We know, because 

17 the rate covenants provide it, that the rate covenants 

18 will be adjusted for enough money to flow. As an extreme 

19 example, if the rate base dropped in half, the rates 

20 would simply double or do whatever was necessary in order 

21 to make sure that the cash continued. 

22 But let's suppose you followed the views of 

23 the Pennsylvania Dutch, and I am one, who don't use any 

24 electricity at all, but I do use electricity. You cut 

2~ the wires into your house and didn't use any electricity. 
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1 You have disconnected from the utility. What 

2 do you think the response of the utility would be to a 

3 large number of people doing that, aside from doubling 

4 the rates for existing users? 

5 SENATOR BOTTIGER: I don't know. 

6 MH. APPEL: Let me 1ive you an example of what 

7 has happened in other areas. i.et's suppose you made your 

6 house so energy-efficient, whi~h could be done, and you 

9 used solar heat to heat the house. You didn't need 

10 electricty for that purpose and everything else ran off 

11 of energy mechanically generated and you went to bed at 

12 sundown. 

13 The sewer districts have that problem in this 

14 state. The problem with sewer districts is they have to 

15 put in a large amount of utilities for developments which 

16 might not get sold right away, and the houses mayor may 

17 not get put in. 

16 So not too many years ago, they got a statute 

19 passed that allows them to charge rates for service if 

~o it's available. And the court has upheld it, and I've 

~1 litigated it and the Court of Appeals thinks it's fine. 

22 ~ot only can you charge rates if it's available, but if 

23 you refuse to pay those rates for service that is 

24 available, you have a lien on your property which can be 

2~ for~closed. 
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1 In your area we foreclosed on a large 

2 development at Lake Stevens, which was under that same 

3 theory, and it was upheld. 

4 It's my view that electric utilities will 

5 respond to conservationism -- disconnection is an extreme 

6 case of conservationism. One response would be to say, 

7 "We now have so much more powe! available than is 

8 necessary that we're going to charge you for what we made 

9 available to you. 'iou're going to have to pay that." 

10 It's not unconstitutional. At least, it 

11 hasn't been at the time held to be unconstitutional. 

12 SENATOR BOTTIGER: Will they do this under 

13 their own polic~ p~~er? 

14 MR. APPEL: I believe what will happen is the 

15 le9islature will be asked to pass a statute, and the 

16 legislature will have one or two choices. It will be 

17 presented by a lobbyist in this fashion: "Either the 

18 State of washington takes over this credit or we make 

19 absolute certainty" -- after all, that doesn't mean they 

20 won't be back next year with something else --

21 "absolute certainty right now that because of the number 

22 of disconnections and the impact of what the 

23 consecvationism people have been doing, since we cannot 

~4 raise our rates for constitutional amounts. we need now 

25 to charye for ellllJty lot~. 
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1 "We need to charge for large amounts of blocks 

2 of utilities which we have available but we can't sell 

3 and we can't move through the lines, and nobody 1s using 

4 it. So we want to make sure that in a development or in 

5 a small town, if only half the town is platted, we want 

6 to be able to hit the owners of remaining lots for their 

7 share of utility power we have made available. 

8 That is an extreme ~ase, but all I can say is 

9 it has already been done for other reasons, for other 

10 purposes. It simply exists as a tool in response to 

11 conservationism efforts. 

12 SENATOR GOULD: Could they also ask to be made 

13 a taxing district? Since they're already a public 

14 utility in most cases, and have elected officials and are 

15 really bounded by district lines, if they were given the 

16 power of a taxing district it would be essentially the 

17 same, I suppose. 
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1 MH. APPEL: There are other statutory and 

2 constitutional limitation3 on the amount you can tax a 

3 given piece of property, and one of the things you have 

4 to remember about a utility is it doesn't tax, it doesn't 

5 have to have uniformity under the constitution. You can 

6 enforce utility non-payment by shutting off -- if it's a 

7 joint water and sewer, as an example, or electricity --

8 you con shut it off all the way. If they're conserving 
I 

9 ail the power, or half the power but need th~ other half, 

10 you c~n shut it off all the way. 

11 It's like trying to deal with another phone 

12 company when there is only one. These are monopolies 

13 we're talking about. They get their strength from a 

14 necessary market monopoly. 

15 So my answer is, will that be given up? No. 

16 Wetll never ~ermit taxation for this, it will happen a 

17 different way. 

18 As a person who formed storm drain utility 

19 districts in state -- and I've done five of them now --

20 we now charge in many, in Bellevue, Tacoma, Vancouver, 

21 Steilacoom, Clark County, those utilities now charge for 

22 storm water run-off. 
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1 NOw, that was a service that was normally paid 

2 from the budget out of taxes. That was turned into a 

3 utility. And the reasori for that is that is now a 

4 service that will go outside. The same thing could 

5 happen with police and fire protection, they could start 

6 turning into utility ratings, lnd one by one these may 

7 happen. 

8 The best example I can give you is a recent 

9 expansion of fire protection districts which can now have 

10 local improvement districts for assessments to obtain 

11 more fire-houses, which can't be raised from taxes 

12 because the tax level is too high. 

13 

14 

SENATOR BO'fTIGER: My bill. 

MR. APPEL: And we drafted it. But I think we 

15 need to know what the implications of this process is. 

IG SENATOR BOTTIGER: In the case where a 

17 developer that comes into a fire district and wants to 

18 build a new mobile home park and create a new fire 

19 district, what we said was, "Fine. 'lou pay for it. I 
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1 MH. VOGT: Bill, I think it might be useful, 

2 in illustrating this a little further, to talk about the 

3 kind of -- maybe by graph or verbally -- on how you get 

4 into a situation where you need an availability charge in 

5 terms of, you know, assumption about the elasticity of 

6 demand for electricity and total revenues. Maybe that 

7 might be helpful. I don't mean to steal your show but 

8 MR. APPEL: No. But incidentally, I'm not 

9 trying to make this my show. I'm really ~lere to answer 

10 questions, and my presentation is really only designed to 

11 anticipate questions. But to the extent I don't, please 

12 ask. 

13 One of the problems with a utility is that 

14 while it has a monopoly, it has a monopoly on what it can 

15 sell. If it can't sell it or people don't use it, it has 

16 an immediate problem, and while utilities can covenant 

17 under their borrowing agreements to keep rates up, they 

18 still have to go through rate increase hearings one way 

19 or another. 

20 So there is an area for public participation, 

21 but one of the problems that has come up is that 

22 utilities and others are working on different assumptions 

23 of what exactly, what the electrical needs are, and there 

24 is a steady shift of the amount of what these needs are, 

2S which depends always on assumptions. 
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1 ~ecause when one invests in a utility plan of 

2 this magnitude, you1re really investing in energy futures. 

3 You're investing in what you think people are going to 

4 need. If they don't need it, you get no -- what Don 

5 suggests, you won't even have demand. It's perfectly 

6 possible to have either an overbuilding or an overdistribution 

7 and have no way of selling it. 

a And I guess the onl/ way I can put it is that 

9 the utilities are looking for what kinds of covenants 

10 they can pass through to the bond holders, because they 

11 are essentially economic animals, and there is a term of 

12 art which is called the "come hell or hi9h water 

13 provision,~ which essentially means that the utilities 

14 have to pay WPPSS whether they get the service or not. 

15 Therefore, the individual utilities are going to want 

16 their customers to pay whether they get the service or 

17 not. This is already the case in connection with sewer 

18 districts. 

lY 
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SENATOH BOTTIGER: The dry hole section. 

l"lILL:; 60 UCHrlll\ C(JUU'I' IH;PUH'I'l':H~ (2Ufi)2!Ji!-!JUGl f.a:A'I"rL~:, \~Atjll(N~'l'ON 



WILLIl\!·t APP~L IN'1'1::HVIEW Ht::POH'!'EH: PJ\THlCll\ Ul...:l1lU/\ ,,)0 

1 MR. APPEL: That's right. So what you now 

2 have is, and really what everybody is banking on, is that 

3 you're no longer investing in the energy market at all, 

4 what you're really investing in is a credit market. 

S ~ou're looking at the credit of people whom you can tag 

6 to pa~' for services, whether they receive those servicEs 

7 or not. 

B In that respect, with that out, these aren't 

9 really utility bonds at all, because it isn't an 

10 operating utility any more. What it is is a means of 

11 passing through financial risk to people, whether they 

12 participate in it as a utility the way you and I would 

13 understand it or not. It's by that method that all real 

14 rational marketing and conservation concerns are avoided. 

15 ignored, they're immaterial. 

16 And I don't know, Don, if that responds to you, 

17 because I'm not sure that market elasticity is even the 

16 point, once you've built it up into a financing creature, 

19 as to whether it doesn't matter whether you get 

20 electricity or not. 
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1 MH. VOGT: I think that is the point, that if 

2 the cost of the plants reach a point where people find it 

3 cheaper to invest in conservation than to pay their 

4 electric bill, then the argument would go that if their 

5 electric bills go up to $2,000 or $3,000 a year, whatever 

6 the figures show, that then the $500 attic insulation 

7 makes sense. At that point, the amount of electricity 

8 they use declines, Which means that if WPPSS has -- in 

9 the case of WPPSS -- so much money, it has to, tries to 

10 payoff the bond. It has to raise its rates on everybody 

}1 who is using electricity to generate the total amount of 

12 

13 

revenue. 

14 anyway. 

SENATOH GOULD: Has to get the money out of it 

15 SENATOR BOTTIGER: Now, that's the zero or 

16 declining growth scenario. So you can raise the price so 

17 high that people go back to candles. 

18 MR. VOGT: Or even if they cut back, it 

19 depends on 

20 

21 

22 

23 

24 

lS 

MH.L!.J ~ UClllUI\ l:OUW1' I(~:POI~'J'I.-:I~H 120G) 2Y4!-Y063 S~A'I"l'LIL WASUINli'fuN 



\~ 1 L L I AM A P PI;; L ltIl'fl::H. V II:;W Ht::POI~TL';H: l'A'J'Hlt:ll\ Ul,;IIlIJI\ 'IV 

1 SENATOR BOTTIG~H: Well, you can take anything 

2 to an extreme, and J think you've approached the extreme 

3 when you say there won'~ be any demand for that 

4 electricity. With the base market you have for 

5 electricity -- you're not going to close this office 

6 building down. You might shut off some of the lights, 

7 but there is a base market there that's inviolate, and 

8 unless somebody comes up with something better like a 

9 generator or a disc on the roof, that technology I think 

'10 

11 

is --

MR. APPEL: There is another aspect to it. It 

12 isn't as to whether you hit the extremes or not, because 

13 the world will muddle through in the middle. There could 

14 be bankruptcies and people would muddle through. 

15 I guess what I'm saying Is that the way this 

16 financing structure is designed, there is no incentive 

17 ever to do anything else but to use the power, because 

18 you have to pay for it anyway. And so in effect what 

19 you've got is not so much getting down to zero demand, 

20 but there is no reason you should get off electricity and 

21 electricity only if you still have to pay for it. 

22 

23 

24 

2~ 
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1 If it is for the purposes of selling 

2 electricity, as a utility, fifty percent is perfect for 

3 an electric utility because they can raise the rates to 

4 make up for it. As Don points out with his extreme 

5 example -- and I agree with it to the extent which 

6 reali~y would take me, which is about halfway -- is there 

7 is no reason to insulate if you're going to have pay the 

8 rates anyway. You might as well use the electricity, 

9 because you'll have to pay the same amount. And when, 

10 after an architect designs a solar building or a company 

11 decidas to come into town for aluminum hot lines, which 

12 is an indication what the economics are, looking from an 

13 economic viewpoint, if you're going to pay the same rate 

14 whether you save it or waste it, why save it, unless 

15 there are federal tax credits. And that mayor may not 

16 payoff. Or we're getting into another area, but what 

17 I'm saying is the way this particular system works, there 

18 is no reason to do anything else. That's all. 

19 

20 

2) 

22 

23 

24 

2~ 

__ "'.'! &. 11('UII'11 ('(tllll'I' IJI,'tU\U'II,."Je IJI\(.\·)U·J_UI\~·1 ~I.'A'I"."L' 1.1" t.' al I ",tt"tU.\,.., 



l'lILLIAN Al'Pt::L II-J'l't:;HVIl::W PA'1'HICIA UCIlIUA 4:l 

I SENATOR G0TTIGER: Let me challenge that 

2 remark. Clallum County PUD, which is a sole Honneville 

3 purchaser, or I could use Benton or Rural Electric or 

4 Inland Power & Light, all of which are sole purchasers, 

5 are forecasting two items, growth of population and, 

6 therefore, demand, and in addition, price increases 

7 because of the percentage purchase that they've made. If 

8 I were a resident there and the price was going to go up 

9 five times, and 1 could cut my bill'by insulating with 

10 thermal windows and plugging all the holes, I could cue 

11 my consumption in half, then the five times price rate 

12 would really only be a two and a half time increase out 

13 of my pocket. 

14 MR. APPEL: Maybe, and the maybe would come 

15 thi~ ~ay. First, you have to assume that if they use 

16 less power, it's going to go somewhere else, because that 

17 power -- the money must be generated. It's only a 

18 question of how much power that money is going to pay for. 

19 If those PUD's are chargeable for a percentage interest 

20 of a given generator. --

21 

22 

23 

24 

25 

MR. dO~TIGBH: That's where 1 was --
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1 MH. APPEL: -- they'rp. going to pay that 

2 percentage interest, no matter what percentage they take, 

3 recognizing they're going to be within their ~ercentage 

4 r>articipation in the production plan. So what happens is 

5 if my bill is going to be $100 a month, no matter what I 

6 do, wiJY should I conserve? 

7 SENATOR BOTTIGEH: That's where I challenge 

B you. Your bill is going to be $100 a month if you 

9 insulate. If you don't insulate, it's going to be $200 a 

month. 10 

11 MR. NEAL: Aren't you saying that they'll 

12 build in the aggregate and if some of the customers 

13 insulate there is going to be a constant increase 

14 SENATOR GOULD: The rate is just going to be 

15 increased. 

16 MR. APPEL: So the monthly bill they're going 

17 to pay, if they all did insulate -- that's an extreme, 

IB too, but we're trying to make a general example, which is 

19 impossible. If everybody cut their power use in half, 

20 the utilities only response would be to double rates, 

21 beca use it must pay tha t money. 

22 

23 

24 

25 
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1 This is one of those things that get 

2 interesting from the individual user's standpoint. that 

3 you hope enough people have missed the boat so that if 

4 you conserve, you'll come out ahead and the other people 

5 will bear the brunt. And if you get a heavy winter, 

6 you're protected and somebody ~lse isn't. 

7 Neither example will really ma~e it. Some will benefit 

8 and some will not. 

9 The o~ly reason I'm looking at it as a whole 

10 is because the PUD's credit i5 on the line. Some of 

II these people you're naming are our clients, and the calls 

12 we get indicate that your example isn't the one they're 

13 counting on. And you know, I think they've -- because it 

14 isn't so extreme as waiting for all the molecules to get 

15 to one end of the room. I mean it isn't that sort of 

16 angle. The problem really is, now that the federal tax 

17 credits are there, people do appear to be willing to make 

18 some changes. And that helps everybody, except the 

19 utilities have to come up with their share of the money, 

20 that's all. 

21 

• 22 

23 

24 
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1 SENATOH 130TTIGEH: Along this line, and you 

2 may have intended to comment on it later. In analyzing 

3 the commitment percentages to purchase, I find an out of 

4 line -- I find some very small utilities that have 

5 overbought, and some larger once whose growth rate would 

6 indic~te they've underbought percentage-wise, and 

7 Snohomish County PUD is an example. 

8 At their growth rate, their long-range supply 

9 is going to have to come from someplace e~se, if their 

10 growth rate continues and conservation doesn't have the 

11 effect you're describing. Whereas Benton, Rural and 

12 Inland Power & Light have overbought. 

13 Now, I can see one by one these utilities 

14 getting in trouble because of that overpurchasing problem. 

15 MH. APPEL: I can also see, in that case, if 

16 you get a group of utilities agreeing, I can see them 

17 reallocating percentages. I don't see any problem with 

18 that. In fact, one of the things that makes some of the 

19 solutions to the problem so workable is the rigidity with 

20 which this transaction was put together. Snohomish PUD 

21 really could buy from Klickitat PUD a block of power and 

22 it would have it. 

23 

24 

25 
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1 SJ:;NA'l'OH dO'r'l'IGJ::H: And conversely, they could 

2 drive it like Puget Power and get into a retail/wholesale. 

3 You don't see the probl~m that I see. That was one that 

4 concerned me. 

5 MR. APPEL: We're all guessing with questions 

6 of likelihood, but there is anJther aspect to this. One 

7 of the advantages of being a utility is that if you have 

8 a problem, you can always run and get regulated. 

9 And for instance. I believe it's Puget Power, 

10 John Ellis went to the commission and got more relief 

11 than he asked for, but he got relief. 

12 And one of the problems is that utilities 

13 really do not know, and I've had extensive discussions 

14 with Seattle City Light, as to how much power a given 

15 customer is entitled when he links on the line. Nobody 

16 knows what the legal obligation of a utility is to supply 

17 somebody who 1s connected. So utilities, when they ask 

18 their lawyers, here is what we've connected, how much 

19 power do we have to have? Nobody knows. 

20 

21 

22 

23 

24 

25 
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1 SENATOR GOULD: Isnlt the other problem 

2 related to this whole thing that you donlt really know 

3 how much conservation will do for us, either? We don't 

4 really know what people will do as far as conservation is 

5 concerned, and to say that maybe half in any single 

6 utilily will be conserved through insulation or other 

7 methods is really probably more than anybody could hope 

8 for, particularly in a growing. area. 

9 MR. APPEL:, Well, itls hard to tell. I was at 

10 a Tacoma city council meeting when the Bonneville seven 

11 year notice of uninterupted service was read. At that 

12 point, seven years later Tacoma goes uninterrupted from 

13 ~onneville. I forget how many years ago it was that 

14 letter was read. 

15 There wasn't a ripple there. Nobody was 

16 concerned. That's seven years, the whole city council 

17 was going to be replaced by then. 

IH 

19 

20 

21 

22 
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1 So one of the things I think is very important 

2 is what is your real time line? Every question has 

3 several answers, depending on which time line you're 

4 considering, and also which hat you're wearing. As a 

5 utility user, as an official of the utility two years 

6 from letirement, as a person whose election comes up next 

7 year, as a person who is running, as a person who is not 

B running. These are all considerations, is really what is 

9 the rest of the world going to look like. 

10 All I can say is, in 1957 or before that -- I 

11 guess about then when Sputnik went up -- until that 

12 happened, no one believed that anything going around the 

13 world in space had any validity. It was all science 

)4 fiction. 

15 And then it happened, and I have myself never 

16 recovered, not from Sputnik, but from watching the people 

17 around me who two days earlier said it was pie in the sky 

IS no pun intended -- and the next day said not only is it 

19 real, but we've got to have one. 

20 And that was so fast it happened, people by 

21 the millions, and then Kennedy. $20 million going to the 

22 moon. That was when $20 million would bui Id four dome 

23 stadiullIs then. That's how I measure $20 million. Hut 

24 ttle one th 1 ng you canna t bank on, and no one can I Is wha t 

2~ ~eo~lc will do. 



WIL.LIM1 APPt::L IN'l'I::HVlt:;\-J HI::POI~'l'EH: PATIUCJA UCIIIUJ\ q~ 

1 What I have to keep coming back to in this 

2 tr.ansaction is this tr.ansaction is designed to make sure 

3 that the investors will get paid, no matter what people 

4 do. And that's why it·s so difficult to do incentive 

5 planning when there is no incentive to conserve, no 

6 incentive to have planning, no incentive to turn them on 

1 or off. Because to the investor, it doesn't matter 

8 whether those things ever get, those things filed on the 

9 financing, ever get completed. It's totally divorced 

10 from the financing of a normal business. 

11 SENATOH BOTTIGER: I ought to send in my 

12 letters between me and Inland Power & Light Company. 

13 MR. APPEL: Not all utilities have this deal, 

14 and what we're talking about is not utilities, it's WPpss. 

15 And WPPSS is a consortium, it's not a utility. That's 

16 what we have to remember. Everybody thinks WPPSS is a 

17 utility, it's not. 

18 SENATO~ BOTTIGER: It's a municipal 

19 corporation. 

20 MR. APPEL: By the same way a lot of colleges 

21 were named universities by the legislature. It's 

22 whatever the legislature calls it. 

23 

24 

25 

MILL~; ~ UCIlID/\ CUlJ[{'1' IH;POu1'~IW (20G)292-~OGJ BEA'rTLI::. WASIIING'l'ON 



WJL..L..11\M I\t'l'I~l.. 11'lTI:;HVlt.W "" ,1\ J. \.0 J.,"' U\.o 111 LlI\ _H' 

1 MH. NEAL: That raises the question, there 

2 have been some recent \!a_l!_..?_t}'_~~~_':!.~u,!-,,~,!l_ articles about 

3 I~PP!)S bonds and portfol ios and tha t sor t of th i ng . If 

4 investors absolutely understand that, it doesn't matter 

5 if the plants are built or if they ever produce or there 

6 is no motive to conserve or anything else. That if the 

7 investors are pretty well insulated or insured or however 

8 you went to put it, wouldn't that assure a market for 

9 \'lPPSS bonds at any given time, if that's videly 

10 understood? 

11 MR. APPEL: Well, of course it does. WPPSS is 

12 the lQrgest issuer in the United States, excepting for 

13 the United States of America. It is larger than the 

14 State of California, it is larger than anything. There 

15 is a book that came out on the market by McGraw Hill just 

16 a few days ago -- it's good up through 1978 -- and it 

17 talks about the large power consortiums. But it does 

18 notice at the moment WPPSS seems to be the largest. 

19 WPPSS has outstripped everybody else. 

20 

21 

22 

23 

24 
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1 NOw, the fact that a credit is good doesn't 

2 mean that it is a wise or lawful investment. This has to 

3 do with simply rules dealing with investment. When 

4 you're dealing with a portfolio of this size of pension 

5 funds, insurance companies, banks, you're dealing with 

6 restrictions on, no matter what it is, how much they can 

7 put in anyone investment. And that's why you re going 

8 to find, you'll find that port~olio managers say, 'We 

9 have all we can t3ke of WPPSS." 

10 And the response mi'3ht be, "But it's so good, 

11 how can you not take more?" 

12 And the answer is, in some cases the law 

13 restricts how much they can hold. For instance. national 

14 banks can hold no more than a certain percentage of a 

15 given obligation. One of the aspects about a pension 

16 fund and trusts are they have to follow laws and 

17 standards on the common law as to how much, how many eggs. 

18 you can put in one basket. 

19 And if in 1912 you invested in buggy whips 

20 because the credit was spectacular and Henry Ford went 

21 forward, those are the banks that all got sued for 

22 failure to invest wisely. It didn't mean the credit 

23 wasn't good. 

24 There are other possibilities. This has to do 

25 with the secondary market I discussed. \'Jhat would happen 
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1 if there was a scandal in WPPSS. some meetings somewhere, 

2 and it got in theyalJ .... s .. ~r_~~t __ -!..~u..!.n_~l.? What happens to 

3 the secondary market? Investors say, . I don't want those.' 

4 They don't know the truth or falsity of those things. 

5 The conversation doesn't take more than 40 seconds. 

6 Remem~er that 40 second conversation? Because it is the 

7 sole ~uman, window of human feelings that influences 

8 these market discussions. 

9 If there were a scandal, what happens is 

10 seconoary buyers, trust officers say, "I know there is 

11 something going on there. I don't know what's happening.' 

12 So the Florida banks decide, until things cool 

)3 off or i~'$ resolved or people forget or whatever, 

14 they·re going to buy less. What happens when that 

15 happens is the secondary market begins to disappear, and 

16 the underwriters face a difficult time selling because of 

17 those 40 second conversations, because that's where its 

18 sales people have to sell. 

19 

20 

21 

22 

23 

24 
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1 Now, I'm not concerned in talking with you 

2 about whether what happened is actually true. We don't 

3 know what happened. We don't know what happened at WPPSS 

4 that started a rumor or who started it or what the facts 

5 are. All I know of is once a ru~or gets out in the 

6 market, it's a dangerous situation. And it's a danger~us 

7 situation which is not the same with the municipal bonds. 

8 The fact that the municipal bonds market is ten times the 

9 corporate bonds market in the United Stat6s doesn't phase 

10 anybody, because there are peculiar legal restrictions to 

11 wnat the SEC could do in the case of, any regulation of 

12 marketing is the only way I can put it. I will also say 

13 that the purchase agreements generally, and the public 

14 offering statements, general~y say that you bid on these 

15 bonds provided not that market conditions remain the same, 

16 but the condition of WPPSS remains the same. And if 

17 WPPSS suffers a change in credit or something serious 

18 happens, the buyer of the bonds can also back out. That 

19 is, before they're picked up, the day of closing. That's 

20 a fairly short period of time, never longer than six 

21 weeks. 

22 Sf::L"A'fOH GOULD; Wha t woul d the shut-down of 

23 one plant cost them? Suppose it was decided, as some 

24 people su~gcstcd, that we shut down five or five not be 

2!) built. 
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1 MH. APPEL: Well, since 1'm not an underwriter 

2 but I deal with them all the time, whatever I have to say 

3 Is impressions from underwriters. Obviously, it would be 

4 more serious if it were four and five than if it were one 

5 of the early ones that are backed up by Bonneville. I 

6 think what would happen is that there would be an 

7 addendum to one of these, it would simply say that, let's 

8 see, this is nuclear projects four and five, nuclear 

9 project X is not going to be constructed, but the credit 

)0 is unoffected because the utilities are equally on the 

11 line. And whether the power is available or not has 

12 nothing to do with it. because the r:ate structures are 

13 independent. In other words, it's an item that would 

14 have to be explained. It is a material fact. And my 

15 guess is there would be a bump in the market, but I think 

16 it would come back up. The investability doesn't change. 

17 The investment quality doesn't change. The same credit 

18 is on the line. The only time it would matter is if 

19 those utilities had to have that power in or.der to pay 

2U those bonds, but they don't. 

21 SENA'l'Oll GOULD: But you were talking about a 

22 scandal, and I would assume that one not going on line or 

23 one tieing shut down would rnake people ner.vous. 

24 

25 
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1 MH. APPEL: I don't think so, beCduse the 

2 scandal I'm talking about is feally what would be related 

3 to investor confidence In the bonds, because that's 

4 really what you're selling is investor confidence. But 

5 if they said, "We now know better, but all the bills will 

6 be paid, by the consortium" -- the wayan insurance 

7 company would say, dWe now have a loss, we're going to 

8 pay it, to nothing would change. 

9 

10 

11 

12 

13 

14 

15 

16 

The foct is that the investment community 

except under the 40 second conversations where it's 

simplified to the point where it's a cartoon at the 

underwriting level they know that the credit is 

unaffected. They know that the likelihood of actually 

receiving power is quite a ways down down the pike, and 

they're not even selling the bonds on the basis of 

generating power. They say they will because that's what 

17 it's supposed to do, but it's not a bond covenant. There 

18 is no bond covenant to the bond holders that these 

19 projects will ever be completed. It doesn't matter if 

20 they are. 

21 

22 

23 

24 
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1 SENATOR GOULD: \<Jha t would ha ppen if we shut 

2 down one and then P~get Power started building? What 

3 would happen to their credit line? Or if they had 

4 started building and issuing bonds and we shut down, 

S W~PSS shut down one. Would that have an effect on the 

6 priva~e market? 

7 MR. APPEL: Probably not, for the same reason. 

8 It wo~ld depend on whether Pu~et Power's ability to pay 

9 depended on whether it got that power or not, which this 

10 doesn't appear to be. Then it wouldn't matter. What it 

1 1 

12 

]3 

14 

15 

16 

17 

18 

l~ 

20 

21 

22 

23 

24 

25 

would be would be a workout of sorts. 

But in terms of the investment quality of the 

bonds, do you know, as looking at WPPSS alone, the fact 

that there would be no more WPPSS bonds -- I'm speaking 

wildly and hypothetically might for a brief period 

enhance the marketability of those bonds. Because one of 

the problems WPPSS has is every bond holder knows that 

they're just coming out every couple of months in S200 

million floods. 
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If you stopped issuing them, it would be a 

2 clear tax credit. And the credit is those bottom line 

3 utilities pay dollars that are marketed again and again. 

4 If they stopped doing that, then every bond holder would 

5 know that they're not going to order down that credit 

6 again. that market is secured, which is the only real 

7 security these things have. Excepting for Bonneville, 

8 which of course looks to the same utilities payable. r'm 

9 giving you probably an untypical response. 

10 

11 

12 

13 

14 

15 

SENNATOR BOTTIGER: The scandal that you're 

talking about would fall in the class of a state 

appellate court decision that Seattle City Light could 

get out of for some reason Seattle City Light's 

commitment is voided. 

MR. APPEL: Let's talk about that when we go 

16 off the record. But my guess is the scandal would be 

17 something that people understand. like dishonesty, like 

18 somebody going to jail. Remember again, I'm talking now 

19 about the marketability of bonds. The marketability of 

20 the bonds is tested in how you can sell them, and the 

21 actual sale of bonds occurs in these very short 

22 conversations. 

23 MH. VOGT: You might ex~lain those a little 

24 lIIor.e. 
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} SENATOH tWTT IGEH: 'tOU' re ta 1 king about the 

2 foreman of the subcontractor firm or are your talking 

3 about the assistant manager of --

4 MR. APPEL:, I'm hypothesizing. One of the 

5 managers of WPPSS turns out to be indicted for forgery. 

6 It would be that simple-minded because again it has 

7 nothing to do with what the facts are or how they relate. 

8 'fhe way that "\'Iashington" appcwrs at the head of the bond, 

9 that's all you ne~d to affect marketability. Every step 

10 beyond that is story bond. 'to~ get no interest, you're 

11 now talking in a pawn shop. You're negotiating. 

) 2 MR. NEAL: Are you talking about the scandal 

13 occurring in the actual underwriting? 

14 MR. APPEL: Or thereafter. Let's suppose the 

15 bonds are sold and a scandal comes out. What WPPSS then 

16 knows is the next $200 million issuing may have to be 

17 sold quietly on a short term to banks until the market 

18 furor dies down, because they know when they sell to the 

19 underwriter they don't want to commit to a long term. 

20 MH. VOGT: Why don't you expand very quickly 

21 on how these are sold in the, you mentioned the 40 second 

22 conversation. 

23 't1IL APPt::L: Basically, it occurs -- In the 

24 first iJlace, the offer to sell Celn only occur when the 

:t5 undcrwrit.::r lta5 rcason to hcl1nve that it wlll control an 
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issue of lJonds. In some others, it's very competitive 

2 and so~c several underwriter5 will be competing for the 

3 same thing, and their sales people \."ill be calling the 

4 same accounts. Let's look at the different -- this also 

S has to do with how they're sold, what is sold, what they 

6 have to sell. 

7 Let's look at -- since this gets us into the 

8 balance financing -- let's lool~ at what a bond issue 

9 really consists CIt. In other words, who buys? \"hat are 

10 we talking about when these sales are made? Who are the 

11 buyers of these sales? 

12 Well, I won't use a normal utility. I'll go 

13 right to WPPSS. What is WPPSS' market? It has a whole 

14 lot of bonds that are already outstanding, and again it's 

IS not an operating utility. So basically what it is 

16 shooting for is level debt services, something like that, 

17 principle and interest from 1980 to 2050. I'm going out 

18 to 2050, but they'll be there soon, so I might as well 

19 use it. 

20 

21 

22 

23 
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1 An individual issue of bonds is going to 

2 consist of a series of dated maturities, and you see them 

3 right here. This is principle and interest that they pay 

4 every year. And let's take a bond issue of, it doesn't 

5 matter how many dollars they are, but let's say that they 

6 rna turp. approx ima tel y evenl y. Le t 's see how thl s would 

7 work for a given issue. 

8 Now, the reason it's scaled that way is for a 

9 couple of reasons. One is that on a give~ issue, as they 

10 payoff principle amounts, the interest goes down, so 

11 they're maturing more principles each year. That is one 

12 way you would get approximate level debt service from ~ 

, 
13 single issue. Actually, they generate a tremendous 

14 amount of expiration which requires a computer to keep 

15 track of them. But let's look for the moment -- this is 

16 1990, and so let's look at the bonds that mature between 

17 1980 and 1~90. 

18 Now, basically you're looking at investors who 

19 want not only tax exempt interest, because that's an 

20 assumed for the whole thing, but who are looking for 

21 fairly early maturity. They're looking for portfolio 

22 equity of maturity type. 

23 

24 

25 
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I That is, they are not going to market the bonds. 

2 chey're not going to resell the bonds. they're going to 

3 hold them, put them in at maturity and their cash flow 

4 needs are scaled for when those bonds mature. So they're 

5 pretty short term. 

6 And the people who ~ight buy those bonds, as 

7 an example, are trusts for people that aren't 18 yet, but 

8 they're eight now and they'll :,e 18 in 1990. And they 

9 might buy a block of ten bonds, put them away and let 

10 them mature. 

11 Basically, it's not a very active market. On 

12 some levels you will -- there dre some peculiar features. 

13 Underwriters will sell quite a lot for some reason in 

14 some areas where ~eople make their money very quickly in 

15 a given transaction, because they mature so quickly. 

16 SENATOR BOTTIG~R: So guess that would also be, 

17 in even shorter terms, that would be somebody who has 

18 some money, where the state will sell a bond issue, then 

19 reinvest it and payout highway construction projects as 

20 the payments come due? 

21 MR. APPEL: Well, the state can do better than 

22 that, because what the state will invest in is high 

23 inter.est rate tax certificates for governments, for 

24 different reasons. 

25 
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~ut what ,f'I~I're talking about is the same or 

2 approximate for maturities that are even shorter than 

3 this. Itls the same idea, people have a short term 

4 investment goal. they're going to get in and get out. 

5 SENATOR ~OULD: Are you talking about people 

6 who are ten years from retirement and want a high inco~e 

7 with no tax? 

8 MR. APPEL: It may be. Now there are 

~ individual tax shelters under KEOGH's and IRA's, but this 

)0 is what they used to do. Another might be a national 

11 bank, which under the National Banking Act has a certain 

12 percentage of their earned capital and surplus that carl 

13 be placed in certain types of investments, that money. 

)4 And, of course, they assume that either they take a 

15 market risk and they have to sell in order to liquidate 

16 and they don't want to do that, because national banks 

17 donlt want to take market risks -- or they get fair.ly 

18 short term payments that they're going to get paid on, 

19 because they can't take a risk. If they wait for 

20 maturity and get paid off. this is a fairly safe tax 

21 exempt investment, but short term. 

l2 

23 

24 

25 
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1 At the far end you get another quality. We 

2 get people who are inter.ested in the paper for its market 

3 purpose alone. And these people are going to buy a bond 

4 in 2000, the maturity is from 2010 on. Because they're 

5 saying. "Hi'1ht now what I want is a piece of paper. I 

6 don't ever want to have it mature on me. I want to have 

7 it as a market investment. I think nine and 

8 three-quarters is an excellent rate, and I think if I 

9 h~ld it for eighteen months I can resell it tor capital 

10 gains, because I think interest rates are going to go 

11 down and I'm going to get a premium whenever I sell my 

12 bond. I don't \.;ant the buyer of tha t bond to say, I But 

13 it matures in 18 months. I'm not going to pay you a 

14 premium.' I want a bond that would have a consistent 

15 market for years and years and years." 

16 So that's what this group is. You'll find 

17 that this whole group can be found in the term bond. 

18 You'll notice here they have, for this issue to be issued 

19 In 1~80, or which was issued in 1980, you have a series 

20 of term bonds in 2004, 2012 and 2018. These are people 

21 that want to know that in these years those bonds aren't 

22 going to be paid until then, 

23 

24 

2~ 
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j to your Jd)t ::;ervi(.;L'. 

l,\ <.I kinu v( lottery. \','liJt t~I·::Y do nO',1 is to have 

6 MH. A~PCL: wp~SS does or the bond issuers 

7 have a kind of lottery. \'Jhat they do is say, '\o,'e're 

8 going to start putting ~side noney to p~y these bonds i~ 

9 the intervening years '"hen they're not otl:erwise due, and 

10 Wd will call so~e of those bonds in the intervening ye~rs 

II and we'll call them by lat." 

12 The investors that hold those bonds have no 

13 idea whether they have bonds that are going to be called 

14 at the very dnd, whether the bonus state its maturity or 

15 one of intervening years, whether they can call that bond 

16 by lot, as an example. So the investor is blithely 

17 unaware, except the investor knows as a random risk that 

18 that bond might be called. 

19 The whole market takes that random risk for 

20 these so-called term bonds and says "I don't know, either." 

21 So the buyer and the seller of the bonds, 

22 dealing with those bonds, have an equal chance that the 

23 bonds will or will not be called in that given year. 

24 They have no idea. 

2t» 
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So 1.Ile markct,ll>ility o( l!IO:;C bonds in the 

2 liMrket ilt this level of ye,1r~; is pre:;~rved, anrl th<? 

3 utility q~ts to call the:~(,.' bOIHls jw;t ilS thl)lJ:Jh they were 

4 r:latllrill~l evC'ry Y·':',1r. I\ctually th"')' .Ire, but Il(.lbody kn'J',"~i 

6 callec'. 

7 ~J:) r P fin '3 n C' in· J i f th~ 
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Now, out here really is the classic zone of 

'J. maturity, and basically these are -- it's really Kind of 

3 a mixture of bank and trust comlJani~s and there sort of 

4 is a ffiarket trade. Hut they also tend to look at the 

5 maturity to see, if they wanted to get out, how close to 

6 maturi. ty would the bond be when they get out. But as rou 

7 know, if the bond is going to mature tomorrow, I can sell 

8 at a ~remium. All I'm going to get is that cash. 

9 Now, instead of lookin~ at it ~s a single 

10 issue. looking at it as a total issue, because you're 

II dealing with the general public here and the more 

12 sophisticated market investors here and the banks and 

13 trust companies, national banks here, you're really 

14 looking at three different marKets. So what happens is 

15 when they say, "Look, the long range maturities are 

16 full," it is saying that the bonds maturin·~ way out here 

17 have really taken up about the share of the market before 

18 it becomes kind of economically embarrassing. They 

)9 simply can't sell more. 

20 

:l1 

22 

23 

'1.4 

I 
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1 The trust com~anies that hold, that are 

2 willing to take a market risk out in here, now have the 

J percenta~e of bonds which they can have without some 

4 contingency of liability, that they simply h~ve too much 

5 of a ~in91e investment in their portfolio. When you're 

6 talkir~ about an issuer that issues $500 million every 

7 four years or a million every four months, you're talking 

8 about a tremendous amount of this paper. 

9 MR. VOGT: Bill, I don't think the senators 

10 have bad a chance, unl ess they've done it independen t1 y, 

II to understand about the WPPSS study that points this 

12 probl~m out. You might show them the volume here. WPPSS 

13 has their own financial advisors, the hard cover volume 

14 analyzed their market for their bonds, and has issued a 

15 report. That one there. Yes, the blue one. Has issued 

16 a report which had raised this as a problem. 

17 MH. A~~~L: What they're pointing out is, and 

1~ here is what they propose as their solution to it, and 

19 all I'm doing is taking you very qui~kly through what it 

20 is that's going on behind these. 

21 MR. VOGT: I guess the basic point is that the 

22 traditional sources of funds that far out are getting to 

23 the fJoint where they do not want to aCl.luirc further WPPSS 

24 bonds under the previtilinc] llIarket. 



MR. APPEL: 'fhey're encountering market 

2 resistance. 

3 SENATOR GOULb: Running out of investors. 

4 r-1H. APPEL: That's right. But not because it's 

S a bad investment, you see. What we're talking about now 

6 has nothing to do with the inv~stment quality, and this 

7 is the one thing that success cannot handle. This is the 

8 one thing that a brilliant fin~ncing scheme, which this 

9 is, cannot take into account. It has grown too big for 

10 its market. 

11 So what they have to do is to say, "Where is 

12 there room for us?~ We will expand our debts, because 

13 that's what the business of WPPSS is, construction and 

14 debts. That's their only business at the moment. We 

1S will expand our paper into that market. And what they've 

16 discovered in looking at the market and talking to their 

17 underwriters and financial advisors is that the short 

]8 term zone is, most of their bonds really mature something 

19 like this. 

20 (Discussion off the record.) 

2) 

22 

2J 

24 

2~ 
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MH. APPEL: Uasically what happened here is 

2 that WPPSS has discovered that the market is saturated 

3 for these maturities, but is not yet satisfied for these 

4 maturities for WPPSS obligations. So they're saying in 

5 effect not, "Let's saturate the filarket, I but "\"e can't 

6 sell any more any other place. Here's \o/here we can incur 

7 more debt." 

ij I don't mean to say tha t they I re in the 

9 business of incurring debt. They've got ~ome contractors 

10 to pay. But this means they want to issue short term 

11 obligations to even out this line, and they're pointing 

12 out in their cartoons here how simple it is. This one is 

13 green line, sir, this is the area they're shooting for. 

14 The only thing I think you have to think about 

15 it is that WPPSS is an unusual animal. It's unusual 

16 because sooner or later this debt is going to have to be 

17 paid in cash, which is what usually is done when either 

18 it's an unpleasant market you want to skip and avoid or • 
19 you've got an early retirement coming and you're not 

20 going to worry about it. 

21 

22 

23 

24 
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And this is a dynamic I've certainly seen in 

2 city councils, is that you issue short term debt and 

3 you're not around. You·re not around in 1908 when rates 

4 nave to do something incredible, because you're now 

S ~etween here and here, in order to pick up short term 

6 debt. Which in the normal sph~res of capitalization, you 

7 normally make your. debt last the life of equipment. It 

6 should have been out here, but they can't sellout there. 

9 So wha~ they're going to do is to incur a 

10 short-term obligation for a lo~g-term acquisition, which 

11 is the reverse of the normal way. One would try to get a 

12 long term obligation for anything they can. stretch out 

13 the J?ayments. Here they're going to shorten out the 

14 pa ymen ts. 

15 SENATOR BOTTIGER: We'll have to refinance 

16 when those come due. 

17 MH. APPEL: We'll have to refinance, but the 

1~ results of refinancing will be, they hope -- this is the 

19 gamvle of the scheme -- they hope when they r.efinance 

20 they're going to put the matur.ity out here, because you 

21 know whe re they' 11 put them if they can 't. 'rhey' re going 

22 to issue another series of short term paper, because 

23 nobody is buying the long-term stuff. 

24 
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And that can happen in a period of time of 

2 sufficient economic instability where people simply 

3 aren't buying long-term papers, and this hits and not hits 

4 like ~ drum beat. About every four years in our economy 

5 people stop and look and people are saying ·'Hey, why 

6 should I talk about your 20/50 dollars? I don't even 

7 know what they're going to be worth." 

8 So what they have to do is, they're forced 

9 into \:he market risk to say, "Maybe it's 20/50 dollars, 

10 but the interest is good. I'll take a market risk and 

11 see if I can sell at a profit, because at my age I would 

12 like to see 20/50, but the odds aren't high. I'm not 

13 .Jj:.r.g to hold to maturity, rim goiny to take a market 

14 

15 

risk. 

So that's why these bonds or theater notes or 

16 whatever you want to call them are completely different 

17 from these. 

18 Now, In the bond world. these are basically 

l~ probably what are called BANS, bond anticipation notes. 

20 They'll look like bonds, they're going to say bonds' on 

21 thein, /:Jut tlle under.weiter knows they're issuiny debt 

22 that's ~robably going to be thrown out as far as they 

2J IJOfil:dbly can. They'll be thrown out as far as they can 

~4 until IJ<!oJ)le won't buy any mor.e. 

25 
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At that point, they'll try to structure an 

2 issue like that and allow, and keep the rates as 

3 politically as possible, because one thing WPPSS knows is 

4 that they don't want problems. If they have problems, 

5 where the uti I i ties have to pay, tha t becomes pub! ic and 

6 it af[ects the emotional mar.ketability of these bonds. 

7 Bven though, as I explained, the credit is rock solid. 

a ~ut it's those 40 second conversations, the 40 second 

9 conver sa tions where these sales people say, "Wan t to buy 

10 some short term bonds?" 

11 "Short term? Didn't even know they existed. 

12 Sure." 

13 If the credit is good, that will work for 

14 awhile. 

15 The problem is wha t happens when the pi pe r has 

16 to be paid. So basically the risk that is being taken 

17 here is one of two things, the political risk of very 

18 high, much higher increase in rates passed through to 

1~ consumers or, hopefully, they'll get out into this, that 

20 zone out here, this heaven out here. 

21 1'hey can see they don't have to wo r ry fo r long. 

22 It's past my generation, your generation, and the rule of 

23 world is nobody has to bother with the -- I've heard 

24 underwriters saying, "I won't even be alive when that 

25 rna tures." 
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1 'l'hat's not the sort of thin'J that enhances the 

2 appearance of responsibility, but there is an aspect of 

3 this that 1 think is important. All debt financial 

4 schemes work better in an inflc'ltionary period. It's a 

5 debter economy, and NPPSS is a massive debter. And this 

6 entire thing will go along just fine so long as the 

7 econofuY continues to be inflationary. We're talking 

8 about a pretty substantial p~riod of ti~e, and that debt 

9 is bejng made, and I can't say anything more than that, 

10 ~ecause every human being has to guess and it's a human 

11 guess as to wlla t mi';lht happen here. 

12 And here again. peo~le have to be employed, 

13 have to consider am I still ehlployed? Am I in office? 

14 Am 1 running? Am I not running? They're all 

15 considerations. They're human considerations, and it's 

16 human considerations which underly this whole thing. 

17 Which, speaking as a lawyer, if I were an investor I 

1~ wouldn't worry. Speaking as a person who has qot to pay 

1~ Se~ttle utilities, I have to stop and think as to what 

20 Seattle will be like for industry which is what 

2) uitilliately keeps mc in business. 

~~ 50 there are a trem~ndous number of thrusts 

I.J otJcratill'J IH~rc, and .:.all J call SLlY is th\! bLlI.:lnc~ 
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1 SENATOR BOTTIGE::H: Let me ask you, there is 

2 another possibility, and it's almost hercsey to say this, 

3 but what about construc"tion work in proyress? What about 

4 sticking it in the r.ight place now, being on a current 

5 basi s? 

6 MR. APPEL: Well. w~en you say what about 

1 doing it, the answer is that they can -- you mean pay it 

8 out as current expenses? 

9 SENATOR BOTTIGER: Well, raise rates now, and 

10 use cash instead of bond debt. 

11 

12 

13 

SENATOR GOULD: For the construction? 

SENATOR BOTTIGER: Yes. 

MR. APPEL: Now, that is what utilities 

14 themselves cannot do, as I explained, unless they've got 

15 something to sell. Here the utilities which are at the 

16 base of this pyramid do have something to sell, and yes 

11 they could pay the entire thing out of current cash. The 

lil last several years, the city of Aberdeen, which happens 

l~ to be a client of ours, was playing with the thought of 

20 that, what would happen if we paid it out? What would 

21 happen if we paid out like the debt of every person in 

22 the United States? What would happen if we paid it off 

23 per household? 

24 

25 
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1 Aberdeen two years aqo, it was $15,000. Now 

l it's Aberdeen's share, and I don't remember how many they 

3 si~ned on. But that was their share. So realistically, 

4 whatever it is that has to be amortized, you end up with 

5 a load that really is too high. 

6 That brings me to one thing about how you look 

7 at number 

8 SENATOR BOTTIGER: Before you get away from 

9 that, we're looking at a balance and we're looking at a 

10 lot or pieces in a method of financing. If we just went 

II through a 25 percent Bonneville, 25 percent retail 

12 increase, we've. got some more coming, what if that 

13 increase were 40 instead of 25, and that a portion of the 

)4 current construction costs was assessed to each owner? 

15 MH. APPEL: I think what went through my head 

16 didn't come out my mouth. In answer to your question, 

17 what would happen living in Seattle is that the members 

18 of the consortium of WPPSS would probably not permit that 

19 to happen, because too many of them are themselves parts 

20 of independently elected bodies. 

21 SENATOR SOTTIG~": The problem is that they 

22 are a municipal corporation subject to whatever laws we 

23 lJass. 

24 
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2 to do it? 

3 

4 

MH. VOGT: You mean if you told them they had 

SENATOR GOULD: Yes. 

SENATOR HOTTIGEK: If I want to get the 

5 attention of those 23 members and get them to board 

6 meetir.gs, there are a few things we can do. 

7 NiL APPl:: L: It would probabl y take' tha t to do 

H it, b~cause ri9ht now it is being ducked by every 

9 m~nicipality that I've talked to, and I' have talked to 

10 quite a few. We represent quite a few. Not because it's 

11 on this subject, but what it is is they actually feel 

12 helpl~ss. 

13 In the first place, they're pulling in 

14 different ways. Some have hydro-power, some don't, some 

15 have other sources of power. There has been essentially 

16 no real unan lini ty on the panel. While the ley isla ture 

17 could force something, I can only suggest that if the 

18 legislature does force something, does force the 

19 financinq while we're all in the middle of things, as the 

20 GreeKS say, there is a question in my mind as to whether 

21 the legislatur.e is creating, taking an act which might 

22 arquably result in any responsibility on the state. See, 

23 you're going beyond what I would say Is the normal police 

24 power refJulation when you're tellinfJ thelll how they have 

2~ to pay them. 'l'here may be iI way to cJlsqulse it. 

'------------, 
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1 ~ENATOH ~OTTIGEH: Th~y need a statute to pass 

2 this. We've already started talking about it. 'l'hey need 

J leyislation. 

4 MR. APPEL: All I can say is if I were the 

5 attorney general, I would say before the state does any 

6 more than enable, that is permits, before the state 

7 exert~ any affirmative control in the middle of a 

8 financing of this magnitude, the state would probably 

9 want \:0 take a look at \-Ihether the state ~,as any 

10 liability on it. 

11 SENATOR BOTTIGER: That's a lawyer's thinking. 

12 MR. APPEL: On two counts. One is because of 

13 control generally, and second, to make absolutely certain 

14 that nothing the state did affected any of the existing 

15 rights of existing bond holders. Because of the 

16 peculiarity of these bonds, as I mentioned, because there 

17 is -- remember how you have the hotel, there are a lot of 

18 promissory notes and one mortgage. You want to make sure 

19 they all have a first mortgage, and legislation following 

20 these resolutions mayor may not be effective, depending 

21 on what it does. All I can say is it would have to be 

22 looked at pretty carefully. I'm not saying no, but I'm 

23 just saying it is a tricky question. 

24 

25 
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1 MR. VOGT: Uill, I think maybe one of the 

2 things that sort of heightens the ~oint about state 

3 control is if you saturate the lony-term bond market and 

4 go to the short ten:l, you're betting that you can bail 

~ tnat out wnen these come due. 

6 MH. APpgL: That's right. You'll have to 

7 throw them down here when you do. 

.8 MR. VOGT: The question is at some point, if 

9 you can't do that, and for so~e reason you get into this 

)0 electric, you kno\'1, worse case or whatever happens, for 

11 whatever reason the financial market isn't there to piCk 

12 those bonds out, presumably someone is going to look to 

13 tag somebody with the payout to have that money that's 

14 coming due. 

15 And I guess you're saying it's to the extent 

16 tnat the state implicates itself in telling WPPSS what to 

17 do, it may ~ive some -- the court could tag you and say, 

18 "You've directed them enou':Jh or taken over their affairs 

)Y enou':Jh, we are going to stick you with the bill." 

20 

21 

22 

23 

24 

25 
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1 MH. APPL::L: Yes, there is a le(~al-political 

2 yuestion. The Washington Supreme Court probably has one 

3 of the tightest rules in the nation about what you can do 

4 in terms of legislation and outstanding contractual 

5 obligations. It gives the legislature the least possible 

6 authority to make any adjustments, even though they misht 

7 be minimal or something. 

8 It happened because of a court reporter slip, 

9 when somebody testified that it would make the bonds 

10 I'worth less," and it came out typed 'worthless.' when 

11 the Supreme Court saw "worthless," they said that 

12 testimony was never controverted, so the law is now based 

13 on that slip. But in any event, that's the law because 

14 that's the way the Supreme Court saw it. Because when it 

15 got to them, that's what it said. 

16 SENATOR GOULD: Undoubtedly, this could be 

17 challenged. 

18 MR. APPEL: Yes, that's the other issue. What 

19 do you do when the basis of sale depends on there being 

20 no legislation? In the forming of dr.ainage utilities for. 

21 Bellevue, we have had five lawsuits. On King County ag 

22 bonds, we've had three. One is still pending, maybe two. 

2l The bonds w~re sold la~t March. All I can say is it's --

24 
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1 SENATOR BOTTIGER: It's almost automatic, you 

2 go to court, you get it approved, they set up a friendly 

3 la\o/suit. 

4 MIL APPEL; Yes, if you do it right. It's not 

5 as easy as it was. The Longview decision was a friendly 

6 la\vsujt, and the court held the bonds invalid. 'l'hat'S 

7 why w~ can't have industrial development bonds, is this 

8 case. 1'hat was a very friendll lawsuit, one of the 

9 prosecutors got interested in it, and it's one of the 

10 dynamics one can't control. It's rolling the dice. 

II I'm just sayin~ unoer the police power of the 

12 state, I think Something could be done, but I think you 

13 would have to make absolutely certain that it was either 

14 permissive without affecting the bondholders' rights or a 

15 clear exercise of police power. 

16 SENATOR BOTTIGER: In any financing scheme, 

17 and getting it back to the simplified form. what we're 

lU really talking about is the down payment. You're going 

19 to 1lI0rt/~a'Je this system over a period of years, what are 

2u you paying down? And as we're going now, it's total debt. 

21 MH. APPEL: There is no equity. 

22 SI::NA'rOI~ BO'fTIGt::H: Wi th the except ion of the 

23 private utilities, which are paying their share on four 

24 and {i vc as the bl 11 COIllt~!> dup., hccau3e they' re stuck 

25 with it. 
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My yuestion would really I>e, why don't we 

2 assess to th~ publ ie the down pa ymen ts as they' re due fo r 

j construction work? 

4 MIL APPEL: I imag ine tha t could have been 

S done and all the private utilities would have issued 

6 their bonds as Puget Power has done it. 

7 S~NATOR BOTTIGER: Theylre doing 20/80. 

8 

9 

MR. APPEL: Is that the ratio? 

SENATCH BOTTIGER: I bel i eve so. Is tha t 

10 correct? That's what somebody told me. 

II MH. VOGT: Yes, that is correct. That was 

12 that memo that the private utilities share. Typically. 

13 the way they raise capital generally is 20 percent equity, 

14 80 percent dpl.'l... 00 presumably their share of WPPSS is 

15 just dUlniJed in out of that pot. It's a mix of 20 percent 

16 

17 

18 

19 

20 

21 

22 

~3 

l~ 

equity, 80 

suggesting 

ra tes I you 

directly. 

percent debt. But I think what Bill is 

is if you did that, rather than raise the 

just have the local PUD borrow the Inoney 

'-1Il, APPEL: They go to the bond market. 

SENATOR GOULD: For the equity. 
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1 MH. APPEL: Yes, fot their cash. Because th~y 

2 probably wouldn't have, the City of Seattle probably 

3 couldn't get a rate raise sufficient to make any serious 

4 movement in this par.t of this curve right now. It would, 

5 consideriny what it's been through all summer and now has 

6 an appeal pending -- I've been consulted by about five 

7 groups, which means it could b~ -- as I understand, it's 

8 already subject to litigation. 

9 SENA'l'C·:~ GOULD: vJouldn' tit be poss i ble to do 

10 the same thing, then, on the WPPSS bonds? If the market 

11 is "saturated with WPPSS bonds," wouldn't it be possible 

12 to go back to the PUO's, have them take over some of the 

13 bonding capacity and issue bonds, because it's a 

14 different issuance? It's a different group. 

15 MH. APPEL: They could. It I S interesting that 

16 the individual utilities could -- in theory, the members 

17 of WPPSS could refund all of the WPPSS bonds. It's their 

IH credit. There is nothing unconstitutional about it. One 

19 municipality can pay another municipality's debt if the 

20 legislature ~ermits. And Seattle, to the extent it's on 

21 one and two or whatever it is, literally may, through a 

22 City Light issue -- if it bought out and terminated 

23 could buy its way out of WPPSS debt, and that would be 

24 the end of those WPP5S bonds. 

25 



PI\'l'HI<.:II\ UCIIII)I\ U) 

Then, of course, the next process would be 

2 that WPPSS would start issuing bonds, of course. I\nd 

3 that's the way that it goes. It's really a question of 

4 what is going to happen if a contractor's obligations are 

5 going to continue to ~c incurred, because as long as 

6 there are, there will be a way to pay them. As I say, 

7 availability charges, individu~l members issuing bonds, 

8 you c~n call it an equity, but it will end up being debt, 

9 because the individual utilities financins plan cannot 

10 support that kind of a cash payment. They're debt-

1] supported, too. They don't have equity. 

12 Do people have any other questions before We 

13 discuss another ele~ent? 

14 

15 

16 solutions. 

17 

SJ::NA'fOH BO'f'l'IGER: You mean it gets worse? 

MH. APPEL: No. I want to talk about 

SENA 1'01{ BOT'l' IGEH: Tha t • s wha t we wa n t. 

18 MH. VOGT: Let me just go through our notes 

19 fro~ when we talked. Jim, do you have anything? When we 

20 met with Bill the other day, he covered all the same 

21 points as he did here. 

22 

23 

:l4 
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1 Bill, one thing that I ju~t thought I would 

2 mention, you talked about the 40 second sale. Was that, 

3 most of the5c bonds apparently are sold over the phone 

4 allover the country, and you have hond trading rooms and 

5 that's where this 40 second conversation goes on. 

6 MR. APPI-;L: If you talk to a bond trader 

7 one happens to be a friend of mine who works for Rainier 

8 dank .-- if you looked at her you would think she was a 

9 telephone operator out of, sort of a mixture between 

10 ~orman Rockwell showing the telephone operator and the 

11 space age, because it's all push buttons. 

12 What she has are push buttons that connect her 

13 everywhere in the town with all the other bond traders. 

14 ~ou just push the button and you're on them, unless 

15 they're busy. And that's all they do is talk to each 

16 other. All of them look at immense boards by the phones. 

17 They've got all the bonds that are issued, what banks. 

18 bond terms or what each bank has to sell, what that bank 

19 wants to buy. And it's allover the phone, it's all oral. 

20 I might add that international transactions it 

21 works the same way, only with billions of dollars. And 

22 it's over the lJhone and there is nothin,:) in writing. And 

:0 it's the Wily the HliHkct works. And the reason is the 

~i) market IJrciJks too (,Hit, peoplc c.lon't have time to discuss 

ltl ttJin(~5 itfly (urlh<:r. tiac)n that. 

L-____________ . __ . ____ _ 



1 ~here is a higher level in the ~i~ 

~ ne~otiations where some of these conversations take place 

3 uetween urokers or between dealers or between banks. And 

4 then you have at a much lower level an underwriting 

S office which has a sales rOOlll where the sales people are 

6 making their pitches. l.'he brol;er for that underwriter 

7 may have already committed five percent of that bond 

8 issue, half a point, and now i~s sales people will be 

9 talking to individual sales people, trust officers or 

10 individual people they'll call. 

)) Sometimes I'II get a call, and it's very short. 

12 very short conversation. Thos~ people have a little more 

13 time to talk, because that underwriter has already made 

14 his deal and he's going to tell you what his terms are. 

15 There is not a lot of negotiation going on at that level. 

16 The real negotiation takes place in the middle 

17 ranks where the underwriters are either about to make a 

18 deal or have made a deal, and they're talking to other 

19 people who are capable of underwriting, and that happens 

20 very fast. They may take longer. but the longer the 

21 conversation, the more leery people get. 

22 

23 

24 

25 

MR. ZIMMERMAN: The greater the interest rate. 
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1 "tH. APP~L: Or "no deal" or "we'll look at it" 

2 or 'send me something" or "Call Dick, he knows more about 

3 that kind of issue you have." Which might be possible, 

4 you might be talking to a person who doesn't understand 

5 that type of issue and public utilities are a highly 

6 speci~lized -- they're the largest block in the market 

7 today in revenue bonds, but th~y're still highly 

8 specialized. Some people only understand tax GO's, and 

9 they're split up between two or three kinds of tax 

10 assessment bonds that are on the market. And people deal 

11 in tnose kinds of bonds and know their buyers. 

12 MR. VOGT: That's all. 1 looked through my 

13 notes, I don't think we need to go into anything else. 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

~J 

~IJ 

NR. APPEL: That's the movie, folkS. 

S~NATOR GOULD: Dr. Strangelove. 

SENATOR BOTTIGER: What are the solutions? 
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MH. A~PEL: You can also see that people went 

2 into this with goou faith and good intention, It is an 

3 immense transaction, the whole thing, and clearly it's 

4 gotten lJeyond individual capacity in terms of handling a 

5 ~roject of this size. And the question is, what people 

6 do about it has a lot to do with what their ultimate aims 

7 really are and what goods, you know, how many other 

8 ~eople are willing to benefit. I'm ready to go off the 

9 record. 

10 

11 

(Discussion off the record.) 

MH. APPEL: Let's go back on the record and 

12 talk about public versus private sale. There are, as I 

]3 said in the very beginning, there are some drawbacks to a 

14 public sale when it comes to bonds. And it really comes 

15 out two ways. One is the structuring, and one is the 

16 timing. 'rhe structuring is what we've been discussing. 

17 looking at this gra~h on the blackboard, what you're 

18 looking at is maturity and interest rate and how much you 

19 have due in a given year. 

20 

21 

22 

2) 

24 
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1 And you have to rcmember tha t in a IJubl icly 

2 sold bond issue, the structuring of a bond issue. 

3 determination of what is due when and how and on what 

4 terms of prepayment or call or mandatory and optional 

5 call, and what the call penalties would be if you prepay 

6 any of these, is determined by the financial advisor to 

7 the issuer. 

8 Now, the financial advisor to the issuer may 

9 or may not bid on bonds. He may be barrec. by contract 

10 with the issuer that as long as it advised the issuer. it 

11 cannot bid. 'rhat, incidentally, is what the financial 

12 advisor to S~attle King County is subject to. They can 

13 advise to structure the bond issue, but cannot bid on 

14 bonds. That means, in effect, that one person sets up a 

15 bond issue and the rest of the world bids on it. 

16 Now, the rest of the world has their own 

17 problems, but you have to remember they're all 

18 competitors. The financial advisor is usually in contact 

19 with other people -- a bidder is also an underwriter. 

20 They just change hats. 

21 

22 

~3 

:.:!4 



So what we have is one party who is not going 

2 to usually buy the bonds setting up the bond issue, and 

3 the timing has to be quite aways down the pike. The 

4 bidding may be in 45 or 60 days, and 45 or 60 days in 

5 this business is a very long time. A lot of things can 

6 happer •. 

7 So what you do is issue a public prospectus or 

8 publi~ bidding and set out what you think you're going to 

~ sell with the terms you think you're going to sellon. 

10 Peopl~ attempt to ~atch what they think they can market 

I] with what you think you can sell. Which is a mismatch 

12 over Lime, because what they are prepared to market or 

13 they can market best is not what you think you can sell 

14 best or what you can market best as a seller, and that 

15 mismatch results in bad structuring. 

16 The second problem is the time you're waiting, 

17 45 or 60 days or even longer, because even bond printing 

18 takes about three weeks. So a lot of time gets eaten up 

)~ in a ~ublic bond sale while the world simply changes, the 

20 inves tlllen t COlrllRUni ty changes. 

21 If it is a negotiated sale, the unden-lriter 

22 and issuer sometimes the underwriter is also 

23 recommended by the financial advisor. and I think it 

24 would be hel!Jful. lJecausc that wa.y you in essence helve 

25 your own financial adv150r ncqoti~tin~ with the 



underwriter to negotiate the terms of sale. 

2 ~ut a negotiated sale doesn't happen that 

3 quickly. The underwriter is testing what the market of 

4 the issuer is, considering what your real marketing needs 

5 are, b~cause the disclosure requirements are the sarne. 

6 ~ou always end up with an official statement of sorts. 

7 So the issuer is going through a lot of 

8 inter~al review, the underwrilsr is putting in overhead 

9 which the underwriter expects to recover out of the bond 

10 issue and therefore is willing to spend a lot more money 

lIon this kind of transaction than if the underwriter is 

12 bidding on an and might not get it. Because if they have 

13 to sp~nd $40,UOO or $50,000 getting ready for the bond 

14 issue, and they don't get the bids, it's their loss. And 

IS all issues have that built in. So you don't gain on that, 

16 because it's going to be built into the bond issue, no 

17 matter what the bond issuer's underwriter'S cost. 

18 The other. thing that's crucial in timing is 

lY that sometimes a mar.ket judgment has to be made. 'This 

20 isn't a good time. let's wait two weeks. Let's postpone.' 

21 And Ilm involved in several of those where, for timing 

22 reasons, in a negotiated sale everybody gets a better 

23 oarlJain if the tillliny is very carefully chosen. 

24 

~--------------------.----------------------------------------~ 



., .... V .. , a _,-. 

I A public sale is a blind shot. You've set 

2 everything up in advance, and in order for it to be 

3 leyal1i ~.~~re, you can·'t make a judgment without looking 

4 like you favored one bidder over Dnother. 

5 So if it is a difficult issue to sell, it's 

6 been my experience that a nego~iated sale results I 

7 guess -- and of course I never know the alternative. 

S because it's either gone one \'/<Jy or the other, and I'vt:: 

9 never seen the alternative in any situation but what: 

10 I've observed is there is more satisfaction on both sides, 

11 less feelings of frustration, less feelings of regret 

12 over, ·'If we'd only been able to time that. It's too bad,·' 

13 or 'Gosh, we lost all those sales because of thus and so." 

14 You don't hear that in a negotiated sale 

15 because the judgments are very fine-tuned. It's true 

16 they wouldn't know what they would have gotten It's 

17 like marriage, you don't know what everybody else would 

1S be like as a mate but you·ve made your choice and 

19 optiMized as best you could and lived with it. ~ut on a 

20 public bond sale, it's really like marriage by auction. 

21 You're determined to go through, you set the terms, 'Here 

22 are my requirements, and I'll marry whoever shows up.~ 

23 And of course, the risk, which is a serious one, is that 

24 nol)ody might show UI). 

25 
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We had an b,sue like that here in Seattle when 

2 w~ issued about $4 million worth of local improvement 

3 district bonds to consolidate 40U local improvement 

4 districts to get Seattle's pension fund out of investment 

5 and low interest paper. And there were two consortiums 

6 bidding, and then they di5cove~ed that they were using 

7 the same secondary market. Their salesmen were talking 

ij to all the same people. l\nd when the one whose sal e 

9 people lost, that is, their secondary market was snatched 

]0 by the other party, they said. 'h'e're not even going to 

]] bid. We're not going to give you a bid." 

12 'fhen the question cal:te, . Are we going to get 

13 any bidder?" We now know there might be one bidder. but 

14 that bidder might not be satisfied. That bidder did come 

15 through, and we got a sale, but nobody was really happy 

16 with how it came together and what happened. 

17 SENATOR dOTtIGEH: What do you do with our 

18 problem, as public officials, taking care of our buddy, 

19 because he's got our negotiated sale? That's really why 

20 public bidding is there, everybody gets a crack at 

21 everybody's business. 

22 

23 

24 



1 M H . A l' l' E L : I t hi n kin \~ l-' PS S the rei s the 

2 least damage of that. I \oJould say of a small issuer 

3 there is the most risk. But you have to remember that 

4 negotiated sales are actually done more often than any 

5 other in this state. All revenue bonds of the smaller 

6 municipalities are done by negotiated sales, except in a 

7 few instances where a few cities, like Tacoma, 

U deliberately go to a public sale. But they're not 

~ required to. All local improvement distr!ct sales are 

10 negotj,ated in this state 

11 SENATUR GOULD: What is the dividing line 

12 between public sales and negotiated sales, then? 

13 MR. APP~L: A public sale is a public aucti~n 

14 where you say --

15 SENATO~ GOULD: I understand. 

16 MH. APPEL: The issuer says, "We're going to 

17 receive bids." 

18 SENATOR ~OTTIGEH: \"ha t makes the difference in 

19 a public or a municipality as to whether or not they can 

20 go public or have a negotiated sale. 

21 

22 

MH. APP~L: The statute says. 

S~NATOK GOULD: What's the dividing line in 

2) the statute? 

24 MH. AVP~L: Well, one dividing line 1s all 

2~ general obligation bondG, unless they're revenue think 
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bonds, that if they're bonds supported by taxes they must 

2 be sold b}' publ ic sale. 

3 

4 

Si::L.JA'1'OH 13u'1'TIGt:H: GO bonds? 

'-tH. APPEL: \"iell all of them, whether they're 

~ voted or non-voted. 13ut the minute you get into --

6 except in one area, that's fir~ protection districts, 

7 which can issue voted general obligation bonds and 

8 negotiate the sale. They don't have to go to public sale. 

9 And they're small issues. 

10 SENATOR BOTTIGI::R: Is there a statutory 

11 pattern of negotiated sales that exists for reasonably 

12 large issues? 

13 MR. APPEL: As a matter of fact, except for 

14 WPPSS, the la rges t issues a re sold by pr i va te sale. \'ou 

15 look at the Port of Seattle the port is the largest, 

16 they have all yone by ne~otiated sale. 

17 

18 

SEI~A'l'OH GOULD: School districts? 

MH. APP~L: All public sale. They're all GO 

19 bonds. See, school districts cannot issue r.evenue bonds. 

20 SENATOR GOULU: So it's only one, it's only 

21 revenue bonds? 

22 MR. APPEL: All revenue bonds of 

23 mUflici pal i ties, not WPl'S!i, but o( the munici pal i ties, can 

24 ~e sold ~y neqotiated GJle. 

25 Sl';NA'J'UU GULJLI.J: No\o/ I nee where the lines (He. 

l _________ ·· ______ _ 
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MH. APPt:l..: Local ilniJrOVCHlent district bonds 

2 Ciln be given to the contractor in payment or sold 

3 publicly or privately, ~nd again there are a number of 

4 statutes on this issue. I would say there are probably 

5 30 statutes, each one setting out a different area. But 

6 basically it's one area. 39.44 R.C.W., on the GO sales. 

7 

8 

SENATOR BOTTIGJ.::H: Okay. 

MR. ZIMME~MAN: Are negotiated bond sales 

~ usually a higher interest rate? 

10 MR. A~PEL: Well. as I say, you never know. I 

II will tell you that in peculiar markets, my guess is that 

12 they would be equal or lower. And I'll tell you what lay 

13 experience is, so that you'll be able to put it into a 

14 con tex t. 

15 I have watched public sales of local 

16 improvement district bonds, public bidder, by some other 

17 ci ties. I have wa tched the ci ty of Tacoma. Tacoma has 

18 sold its bonds to the saMe underwriter for a contract 

19 that's gone for a number of years, and I have seen very 

20 few sales come in at interest rates equal to what that 

21 year in and year out interest rate has been. for that 

22 underwriter, has been for the City of Tacoma. 

2) 

l4 
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1 In other words, Tacoma has profited. I think. 

2 extremely w~ll. And the reason is that that underwriter 

3 has opened up a secondary market and has a continuing 

4 relationship and overhead attributable to that ~arket. 

!> 'l'acoma could say. "I f you don't give us a good 

6 deal, we' 11 go somewhe re el se ." and tha t underwr i tee now 

7 has a portion of his office that relies on that business. 

8 So there is some clout there. That's all I can tell you 

9 about my experience. That is a peculiar ~ond. 

10 The WPPSS bonds, because of market saturaticn. 

11 are peculiar for another reason. Not because of credit, 

12 not because they can't be sold in a short conversation, 

13 but because the market is saturated. And then it is a 

14 reI evan t issue to be able to tune the buy and sell to 

15 what the market is. So I think a negotiated sale is a 

16 relevant consideration 

17 MH. ZIMM~HMAN: Can you not also get into a 

18 saturated market area if you ':JO to negotiated bond sales? 

1~ MH. APPEL: 'tou can, but you'll notice that 

20 what the underwriter can do is set the maturities to 

21 where they think they can sell at each time. 

22 Sl::NATOH BO'l"!'IGEH: 'tau get a prior comml tment 

23 from a large insurance company that they will take so 

24 IIIUc:t. of a l~crccnt<.t(Je ()( a c()ctilin class, federally 

25 'JUI'HiJntcnd bon(J, <Jnt! include it 1n your pac ka1c. 
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MH. APPEL: That's riyht. 1 

2 MR. VOGT: Bill. there is no requirements in 

3 statute as to the term of bonds between zero and 40 years 

4 or whatever. 

5 MH. AlIPEL: No. 

6 MR. VOGT: 50 at the moment, WPPS5 won't go 

7 into this, other than for the negotiated problem. They 

8 could go short term entirely and hope five years from now 

9 that the market would be different, and tl:ey could return 

10 those over then. 

)1 MR. APPEL: Yes. In fact, that's what they 

12 did. Their interest rate went high, they went on 

13 short-term paper, hope to turn those over between there 

14 and there. (Indicating.) 

15 SENATOR GOULD: What are the protections for 

16 the public in a negotiated sale, then? I assume the 

17 protections for the public in a public sale are the fact 

18 it's made public and, therefore, you can protect against 

19 pay-offs and that sort of thing, and the only reason for 

20 not going to negotiated is there might be some sort of 

21 pay-of f. 

22 

23 

l4 
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MH. I\PPI::L: Let me put it this way. It really 

2 is all tJublic. The on1 y difference bet\.Jeen the public 

3 and negotiated sale is how many people can bid directly 

4 with the issuer. l3ut in tert.\s of pay-offs. it seems to 

~ me the possi~ilities are the same either way. 

6 SEI.JA1'OH GOULD: The:") maybe the reason to going 

7 public \.Jas to yive everybody a chance, which is another 

8 reason we pass laws which allo." bidding. 

9 MM. APPEL: That's true. My guess is for bond 

10 issues up to about $20 million dollars, r think everybody 

11 would have a chance. But once you get up to $20 million 

12 of issues, no single underwriter is going to sell them 

13 anyplace, so your underwriters are going to consolidate. 

14 And it doesn't matter who is the successful bidder in a 

15 public bidding sale, if you looked carefully, if you knew 

16 all the bidders who are consortiums, you would find all 

17 the sallie peoIJle involved in all of thell1, because they 

HJ can't move that many bonds without talking to the same 

19 people. 

20 MR. VUGT: As I understand negotiated sales, 

2) are you not then 1 imi ting somehow in the future the 

22 number of folkS that would be bidding because of 

2~ saturation? 

24 
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1 t-1H. APl'I::L: Well, that has to do "Ii th the 

2 market, and it has nothing to do with the mode of s(11e, 

3 Yes, in answer to your 4uestion, that's what's already 

4 happened, and that's why the balance financing there and 

5 there is already a limitation of who can come in possibly. 

6 And that's already happened, but that's independent of 

7 how yeu sell the bonds. 

B MR. VOGT: Is the re a problem wi th a 

9 negot!ation of the issuer being taken to ~he ~leaners 

10 because they aren't perceptive enough to know what their 

II strength is in terms of what kind of deal they can really 

12 cut? 

13 MI{. APPEL: That's why, usually, on a 

14 substantial issue, the issuer may have its own financial 

15 advisor. That's exactly what I was saying earlier. is 

16 you have your own f inane ial adv i sor who says, 'Wa ita 

17 minute. if you sign this, this is what's going to happen," 

18 MR. VOGT: So you think maybe one possibility 

19 is to require, if you were to authorize a negotiated sale, 

20 is that the issuer. employ a financial advisor to work 

21 with them on that? Is that necessary? 

22 

23 
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MH. APPEL: For instance, that's what the 

2 Washington Health Authority would. Washington Health 

3 facilities Authority has done, is they have frank 

4 Grilmoelman I believe, who is a financial expert on 

5 hos~ital issues, and he is on their: staff, I su~pose on 

6 an issue-by-issue basis. All of their bonds are 

7 negotiated sales, but he says, "Here's what I'll t>ermil 

8 you to have. and here's what I will not permit you to 

9 have. " 

10 MH. VOGT: Are they required by statute? 

11 '!'ha t' 5 wha t I'm sa y i ng. 

12 MR. APPEL: I can't answer that. I don't· k~ow. 

13 SENATOR GOULD: I think they're establ ished by 

14 statute. WHI is not a statutory agency. 

15 

16 

17 

MH. APPEL: I think they are. 

SE~ATOR GOULD: Is it? 

MH. APIJJ::L: Yes. That's what the Supreme 

lU Court held earlier. 

1Y MIL V"";'~': My question is, if you went to 

20 ne~otiated sales, would it be desirable to say you can go 

21 to negotiated I.)ut you must employ a financial advisor to 

22 help you, or would they do it anyway? 

23 MIL APPEL: You're talking about bond issues of 

24 a JilCt'~nituc.Je tlliJt it's hard for me to imagine of that. 

2~ 1 think ttlcy \r/ould do it Ollt of nced. 



I'I\THICI:\ UCllliJl\ lOJ 

1 SJ:;l'IIN1'OR ~OTTIGJ::H: Lpt me throw a curve at 

2 you. I'm thinking purely of political. of what can be 

3 sold and what can't be sold. Is it beyond reason that 

4 there could be a requirenent if there was a negotiated 

5 sale and WPPS5 had their own financial advisor, that they 

6 also ~onfer with the state finance committee on the 

7 selection? 

8 rotH. APPEL: All I can say is it would be legal. 

9 All I can say is 11m tying in some elements of negotiated 

10 sales. So far as approval, you're asking whether they 

11 can r~quire state a~~roval? 

12 SJ::NATOR ~OTTIG£R: I don't want to approve it, 

13 I juse want to concur in it. 11m looking for the answer 

]4 to the objection that WPPSS is a little closed shop over 

15 there already, and now youlre going to let them hire 

16 their own bond expert to do their own thing. 

17 MH. APPEL: One of the things you suggested is 

1 n to allow \'iPPSS to issue bonds tha t didn't have the wo rd 

19 "\-Jashington" in them. It may be a little late. but it 

20 seelilS to Hie that word Washington is the reason you're 

21 reacting the w~y you're reacting. 

22 SJ:;NA1'UH GOULD: t"lrlybc we can get tha t on the 

2J cons~nt calend~r. 

24 ,.,H. IWl'l::L: And its bonds say it's neither the 

25 faith nor the credit, but it rln~s the bell. 



2 loss here 

1([: p~ltrn;H: pt\ TIU C J" tJC II I 1)/\ IOJ 

MH. ZIMI>1EW.,AI'J: Let hie ask you this. I ':n at a 

If we. the legislature permits the ne90tiated 

J sale of bonds from WPPSS, does th~t prevent them fro~ 

4 goin~ to public issue? 

5 MH. APPEL: No. Usually what the statute says 

6 is "to be sold in such manner as commission of the body 

7 may determine. II That's the way improvement district 

B issue~ read, that's the way most revenue bond issues read. 

Y And tte way the statute is now, you can g~ to public sale, 

)0 but you don't have to. And some do, some elect to. 

1) MR. ZIMMERMAN: So in a word, they re just 

12 asking for another avenue. 

13 ~R. APPEL: Yes, an alternative. And I gue~s 

14 what I'm saying is,' considering what I understand to be 

l~ the circumstances, it is a reasonable request on that 

16 issue. 

17 MR. VOGT: But if you tag in the finance 

18 commi ttee tbere, which you miyht want to do to satisfy 

l~ people, then you get the hand on the tarbaby maybe. 

20 

2] 
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MIL t\I'Pt::L: \";ell, the other thing is the 

2 finance committee can't do anything. You ~et the risk of 

3 liability without power, and that's the worst possible 

4 v.Jay to have it. You know, if you'rc trying to limit \o/hat 

5 tHey're doiny, you're going to have to build in the 

6 liJ.litations in the statute. If you say they qo and t~lk 

7 to somcuody, usually the finance COIIII:,i ttee, John Hi tchman 

8 is ':Joing to say. Come talk to [lie. "There is nothing I 

can do it about it. Or "I'll just have a WPPSS file n0W. 

10 SENATU1~ t30TT IGEH: Le t . s proceed on. I don' t~ 

11 know about anybody else, but I have to be out of here by 

12 four. 

13 (Off the record at 3:15 p.m.) 
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